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Commander, U.S. Army Field Support Command 

This is our report on the audit of the Logistics Civil Augmentation 
Program in Kuwait. The audit was part of an Armywide effort that 
focused on overall program management, cost controls and asset 
management. 

These are the report's key sections: 

The Summary of the Audit is an overview of what we audited and 
found. 

. General Information tells how we conducted the audit and 
includes important information on matters related to the audit. 

The Findings section describes in detail the conditions we found. 
It also presents our recommendations and will include your 
command comments. 

Annex A contains the official Army position and your verbatim 
comments on the specific recommendations. Annex B lists others 
receiving copies of the report. Annex C lists the audit staff. 

I appreciate the courtesies and cooperation extended to us  during the 
audit. 

FOR THE AUDITOR GENERAL: 



CONTENTS 

Page 

Summary of the Audit 

What We Audited ....................................................................... 5 

Objectives. Conclusions and Command 
Responses ................................................................................. 5 

General Information 

Audit Scope and Methodology .................................................. 11 

Responsibilities and Resources ................................................ 12 

Findings. Recommendations and Comments 

A . Management of the Logistics Civil Augmentation 
Program Contract ............................................................. 17 

B . Procedures to Control Contract Costs ............................... 24 

C . Management of Government-Furnished Property .............. 41 

D . Value Added Tax Payments .............................................. 48 

Annexes 

A . Official Army Position/Verbatim 
Command Comments ....................................................... 55 

B . Others Receiving Copies of This Report ............................. 75 

C . Audit Staff ....................................................................... 76 

Logistics Civil Augmentation Program in Kuwaif (A-2005-0043-ALE) Page 1 



SUMMARY OF THE AUDIT 

Logistics Civil Augmentation Program in Kuwait (A-2005-0043-ALE) Page 3 



WHAT WE AUDITED 

At the request of the Commanding General, U.S. Army Materiel Com- 
mand, we reviewed the Logistics Civil Augmentation Program (known a s  
LOGCAP) in support of Operation Iraqi Freedom in Kuwait. The audit 
was part of an Armywide effort that focused on overall program manage- 
ment, cost controls and asset management. 

OBJECTIVES, CONCLUSIONS AND COMMAND RESPONSES 

We had three objectives for the audit. Here are those objectives, our con- 
clusions, and command's comments to the related findings, recommen- 
dations and potential monetary benefits: 

Objective: To evaluate the overall management of the LOGCAP contract. 

Conclusion: The contract for LOGCAP needed better management. We 
found that: 

. Statements of work weren't geared to performance-based 
contracting and didn't include performance measures or 
performance summaries listing contract requirements that 
were critical to satisfactory performance. 

. Reports on lessons learned during event execution weren't 
periodically prepared and submitted as required. 

. Program planners didn't have clear goals, objectives and 
procedures and believed they were to perform various con- 
tract execution roles that the procuring and administrative 
contracting officers should have carried out. 

U.S. Army Field Support Command could enhance customer 
satisfaction and contractor performance by complying with 
performance-based contracting procedures, enforcing contract 
requirements, delegating contract administration promptly, and 
providing better oversight and guidance for its LOGCAP Support 
Unit. 

Command Comments: Field Support Command agreed and said it had 
taken or would take corrective action on the recommendations. 

Logistics Gilril Augmentation Program in Kuwait (A-2005-0043-ALE) Page 5 



(Our recommendations and a summary of command comments are 
in Finding A. Verbatim command comments are in Annex A.) 

Objective: To evaluate the procedures in place to control costs under 
LOGCAP contracts. 

Conclusion: Controls over contract costs for LOGCAP needed improve- 
ment during task order planning. Cost estimates for the task order 
statements of work we reviewed could have been reduced by at  
least $40 million if program personnel: 

Prepared accurate government cost estimates. 

. Reviewed customer requirements more closely. 

Reviewed the contractor's rough orders of magnitude and 
technical execution plans more thoroughly. 

Definitized task orders promptly. 

In addition, the contractor incurred about $1.7 million in value 
added taxes that didn't apply to the Army. However, the admin- 
istrative contracting office and the contractor didn't take prudent 
actions to stop the improper taxes and collect reimbursement for 
those already paid. 

Program management and LOGCAP Support Unit personnel began 
corrective actions by instructing support unit personnel in the 
preparation of government cost estimates and reviews of contractor 
rough orders of magnitude. In conjunction with the development 
of review and approval procedures and the acceleration of task 
order definitization, these initial actions will help enhance contract 
cost controls during the planning phase. 

Command Comments: Field Support Command agreed and said it had 
taken or would take corrective actions. Command tentatively 
agreed with the reasonableness of the potential monetary benefits 
identified in Finding D, pending results of a review by Defense 
Contract Management Agency. 

(Our recommendations and a summary of command comments are 
in Findings B and D. Verbatim command comments are in 
Annex A.) 
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Obiective: To evaluate the management of assets used in conjunction 
with LOGCAP contracts-assets contractors acquired and assets 
the government provided to contractors. 

Conclusion: Although we couldn't evaluate the management of assets 
the contractor acquired, we found that the Army didn't fully 
account for more than $77 million worth of government-furnished 
property used in conjunction with the contract. Specifically, the 
statements of work: 

Didn't have procedures for formal accountability transfer. 

. Didn't adequately identify what government property would 
be provided to the contractor. 

Program management and procuring contracting personnel can 
make sure government property is adequately accounted for by 
coordinating property procedures with the task force commander 
and clearly stipulating property controls and other appropriate 
information in statements of work. 

Command Comments: Field Support Command generally agreed and 
said it had taken or would take corrective action on the 
recommendations. 

(Our recommendations and a summary of command comments are 
in Finding C. Verbatim command comments are in Annex A.) 

If Field Support Command carries out the recommendations in this 
report, there could be monetary benefits (based on the estimates we 
could reasonably make at  the time of the audit). 
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GENERAL INFORMATION 
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AUDIT SCOPE AND METHODOLOGY 

We performed the audit: 

From April 2003 through October 2004. 

. At the request of the Commanding General, U.S. Army Materiel 
Command. 

. In accordance with generally accepted government auditing stand- 
ards and included the tests of management controls that we con- 
sidered necessary under the circumstances. 

. At the forward deployed headquarters element of U.S. Army Field 
Support Command in Kuwait and at  several base camp sites. We 
reviewed various aspects of the statements of work for six task 
orders issued against contract DAAA09-02-DO07 awarded in 
December 200 1. 

The audit covered transactions representative of operations current at  
the time of the audit. To answer our objectives we: 

Interviewed key personnel assigned to the Army Materiel Com- 
mand LOGCAP contracting office. LOGCAP Suwwort Unit and - . &  

program management office, the U.S. Army Central Command 
Principal Assistant Responsible for Contracting, Defense Contract -. 

Management Agency, and various customer activities and units. 

Reviewed applicable guidance, including the Federal Acquisition 
Regulation and its DOD and Army supplements; DOD instruc- 
tions, regulations and manuals; Army regulations, pamphlets, 
field manuals and technical manuals; and Army Materiel 
Command guidance. 

To evaluate the overall management of the LOGCAP contract, we: 

Interviewed key personnel from the program and supported 
customers. 

Reviewed regulatory guidance and available management reports 
applicable to the program. 

Reviewed and analyzed the current and proposed LOGCAP Sup- 
port Unit mission and mission-essential task lists. 

Reviewed statements of work and visited various base camps. 
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To evaluate the procedures in place to control costs under the LOGCAP 
contract, we: 

Interviewed key personnel from the LOGCAP Management Office, 
LOGCAP Support Unit, procuring contracting office, Central Com- 
mand staff, customer units, and Defense Contract Management 
Agency to identify procedures for controlling, validating and 
monitoring contract costs. 

Examined, compared and evaluated supporting documentation for 
contract costs, including statements of work, independent govern- 
ment cost estimates, rough orders of magnitude and technical 
execution plans. 

To evaluate the management of assets used in conjunction with LOGCAP 
contracts-assets contractors acquired and assets the government pro- 
vided to contractors, we: 

. Reviewed applicable guidance. 

Reviewed and analyzed LOGCAP's basic contract clauses, basic 
statement of work and delegation authority for contract adminis- 
tration applicable to assets the contractor acquired and the 
government provided. 

Interviewed key personnel from Army Materiel Command's 
LOGCAP Management Office, the procuring contracting office, 
LOGCAP Support Unit, Defense Contract Management Agency, 
and the contractor. 

. Obtained and reviewed the contractor's government-furnished 
property listings for task orders 27, 33, 36 and 38. 

RESPONSIBILITIES AND RESOURCES 

The Office of the Deputy Chief of Staff, G-4 is both Army and Joint Staff 
proponent for LOGCAP. Army Materiel Command implements overall 
policy, guidance and direction as the DA executive agent for the program. 
Field Support Command is the contracting agent for the program and 
awards, manages and executes the program's contract. Command is a 
subordinate command of Army Materiel Command, which is responsible 
for making sure Field Support Command takes action on the recom- 
mendations addressed to it. 
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Army Materiel Command's Logistic Support Elements coordinate and 
provide support to Army Service Component Commands and other DOD 
agencies and activities with a centralized management structure at  each 
approved LOGCAP site. The Support Elements are responsible for coor- 
dinating and monitoring program requirements during a contingency 
event. 

Army Service Component Commands and other DOD activities and their 
respective commanders are responsible for determining requirements 
and providing detailed statements of work for LOGCAP. Component 
commands fund program execution during an  actual contingency event. 
A s  of July 2003, 24 open task orders, with estimated costs of about 
$1.5 billion, supported Operation Iraqi Freedom. 

Defense Contract Management Agency is the DOD proponent for contract 
administrative services and provides Field Support Command with tech- 
nical advice and expertise, in-theater contract administration and quality 
assurance. 
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FINDINGS, RECOMMENDATIONS AND COMMENTS 
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FINDING A: MANAGEMENT OF THE LOGISTICS CIVIL 
AUGMENTATION PROGRAM CONTRACT 

For the Commander, U.S. Army Field Support 
Command 

SUMMARY 

Contract management for LOGCAP needed improvement. Specifically: 

. Performance-based contract procedures weren't followed during 
the task order planning and statement of work preparation 
phases. 

. Recurring reports and support plans from the contractor some- 
times weren't prepared. 

Contract administrative authority wasn't promptly delegated to the 
Defense Contract Management Agency. 

Standing operating procedures for the LOGCAP Support Unit, 
which defined roles and responsibilities for contingency event 
contracting, weren't developed. 

As  a result, the Army had no assurance that contractor performance was 
meeting expectations. However, little was done to take meaningful cor- 
rective actions because the perceived performance shortfall was primarily 
caused by government actions or inactions. 

Our recommendations to correct these conditions begin on page 22. 

BACKGROUND 

Guidance 

AR 700- 135 (Soldier Support in the Field) has Army policy for providing 
levels of soldier support in the field, including laundries, clothing repair, 
shower facilities, latrines, mortuary affairs, aerial delivery, and tactical 
water support. The regulation also identifies how the support can be 
delivered through host-nation support agreements, inter-Service support 
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agreements, Force Provider modules, and LOGCAP--or a combination of 
these options. AR 700-137 (Logistics Civil Augmentation Program) 
describes the concepts, responsibilities, policies and procedures for 
implementation of the program. U.S. Army Materiel Command Pam- 
phlet 700-30 (Logistics Civil Augmentation Program) addresses the pur- 
pose of the program and the roles and responsibilities of agencies and 
organizations that participate in it. 

Performance-Based Contract Procedures 

The Federal Acquisition Regulation, the Guidebook for Performance- 
Based Service Acquisition in the Department of Defense, and the Army 
Materiel Command Contracting Guide identify procedures for 
performance-based contracting. To achieve the benefits of performance- 
based contracting, both the Army and the contractor have to exercise 
good management practices by developing documentation to meet several 
requirements: 

Performance requirement summaries that identify desired out- 
comes, performance objectives, performance standards and 
acceptable levels of quality. 

. Statements of work that describe customer requirements in terms 
of measurable outcomes. 

Performance assessment plans that describe how the contractor's 
performance will be measured against the performance standards. 

These documents, in conjunction with the contractor's approved quality 
control plans, technical execution plans and rough orders of magnitude, 
give the Army a reliable baseline for ensuring acceptable contract 
services. 

DISCUSSION 

This section discusses four areas: 

Performance-based contract management. 

Contract reporting requirements. 

Delegation of contract administration authority. 
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Standing operating procedures. 

Performance-Based Contract Management 

Statements of work for contract task orders didn't have the critical ele- 
ments necessary for effective performance-based contract management. 
This occurred because the program management office didn't provide 
adequate oversight to the LOGCAP Support Unit to ensure implemen- 
tation of procedures for effective performance-based contracting. 

Performance Requirement Summaries 

The LOGCAP Support Unit didn't help customers develop performance 
requirement summaries for statements of work. Performance require- 
ment summaries, which should be prepared before the statements of 
work, itemize requirements that are critical to the satisfactory perform- 
ance of the contract and identify the standards the contractor's per- 
formance will be inspected against. Support unit personnel didn't know 
they were supposed to make sure customers were preparing performance 
requirement summaries for each statement of work, nor did they have 
guidance from the program management office that required them to 
help prepare the summaries. However, neither the procuring contracting 
office nor the administrative contracting office questioned the lack of 
requirement summaries because they weren't familiar with this aspect of 
performance-based contracting. 

Without adequate summaries, the Army didn't have a standard for 
measuring the contractor's performance. Moreover, the lack of the sum- 
maries negates any advantages that would accrue from performance- 
based contracting-especially for a cost reimbursable contract. 

Performance Assessment Plans 

The support unit didn't help customers develop performance assessment 
plans in conjunction with statements of work. Performance assessment " 

plans describe how contractor performance will be measured and 
assessed against the performance standards; they relate the assessments 
to the award factors stipulated in the basic contract. The plans, which 
should be developed by knowledgeable personnel, also allow the admin- 
istrative contracting officer to evaluate and monitor the contractor's 
performance. 

Defense Contract Management Agency was the administrative con- 
tracting officer and was responsible for monitoring and measuring the 
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contractor's performance. Because the agency is outside our scope of 
audit authority, we couldn't review its procedures to assess how the 
agency was acquitting its responsibilities without the prescribed assess- 
ment plans. However, without assessment plans to measure whether the 
contractor is meeting customer requirements, the Army and its cus- 
tomers couldn't effectively evaluate contractor performance and assess 
the appropriate award fee. The procuring contracting office needs to 
make sure performance-based contracting procedures are followed. In 
August 2003 support unit personnel were provided training that 
included instruction on development and preparation of performance- 
based statements of work. This initial training, in conjunction with 
specific guidance and direction from the procuring contracting officer, 
should improve contract management. 

We address the actions necessary to implement performance-based 
contract management in Recommendation A- 1. 

Contract Reporting Requirements 

Contract reports and plans either weren't provided or weren't useful. The 
basic contract and the statements of work for task orders specified that 
the contractor was to provide a variety of reports and plans at  various 
intervals throughout the contract. For example, the basic contract 
required a "lessons learned" report every 30 days during the execution of 
an event. The lessons learned reports should have been provided to the 
procuring contracting and program management offices. 

When we tried to review the reports (which should have totaled about 
50 based on the number of months and active task orders for Southwest 
Asia), personnel in the procuring contracting office told us  the reports 
weren't available. Lessons learned reports would have helped the pro- 
curing contracting officer, the program manager, the customer and even 
the administrative contracting officer identify and correct systemic 
problems hindering contractor performance. 

The Army can't be sure that services are received, costs are controlled or 
operations are effective without requiring the contractor to provide 
usable management reports. Failure to enforce reporting requirements 
or demand accuracy within a reasonable timeframe is considered 
acceptance of the contractor's performance related to reporting. 

Actions needed to improve the effectiveness of reports and plans are in 
Recommendation A-2. 
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Delegation of Contract Administration Authority 

The procuring contracting officer didn't promptly delegate administrative 
authority to Defense Contract Management Agency. We reviewed the 
delegation letters for six statements of work. None of them were issued 
promptly: 

Task Days 
Order Notice to Proceed Delegation Letter Late 

27 10 October 2002 9 February 2003 122 
33 24 December 2002 30 December 2002 6 
36 4 January 2003 11 February 2003 38 
38 5 February 2003 11 February 2003 6 
43 20 February 2003 24 February 2003 4 
44 6 March 2003 10 March 2003 4 

Defense Contract Management Agency appointed administrative con- 
tracting officers to monitor the contractor, but they had no authority to 
enforce the contract provisions without properly executed delegation 
authority. During the audit the LOGCAP Program Manager's office 
recognized that administrative authority had not been delegated in a 
timely manner. It proposed that the procuring contracting officer issue 
the letter of delegation to Defense Contract Management Agency at  the 
same time the contracting officer issues the contractor's notice to pro- 
ceed. If this procedure is implemented, it should help make sure admin- 
istrative contracting authority is delegated promptly. 

Action needed to appoint administrative contracting officers in a timely 
manner is in Recommendation A-3. 

Standing Operating Procedures 

The LOGCAP Support Unit didn't have established goals and objectives 
or standing operating procedures to define its program support role in 
Southwest Asia. Moreover, the support unit's mission-essential task list 
included tasks that couldn't be performed in Southwest Asia. Conse- 
quently, support unit personnel weren't sure of their roles and respon- 
sibilities and frequently performed tasks that fell outside their authority. 
Support unit personnel were devoting significant efforts to oversight of 
contract compliance-as described in the task list-although contract 
administration functions and authority were delegated to Defense Con- 
tract Management Agency. 

The support unit should develop goals, objectives and standing operating 
procedures that apply to the theatre of operations in Southwest Asia. 
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The goals and objectives should relate to customer support and the 
planning phase for the statement of work-including emphasis on 
performance-based contracting. The standing operating procedures 
should define the processes used during contingency operations and 
event deployments. 

During our audit the support unit and program management office 
began standardizing some procedures, such a s  developing an automated 
customer checklist and templates for statements of work. In August 
2003 the program management office updated its guide for supported 
units. The update includes program guidelines and a checklist that will 
help the customer identify requirements, develop statements of work and 
prepare the initial independent government cost estimates. The informa- 
tion should reduce processing time and improve customer support. 

Actions necessary to develop standing operating procedures are in 
Recommendation A-4. 

RECOMMENDATIONS . AND - COMMENTS - -- 

This section contains specific recommendations and a summary of com- 
mand comments for each recommendation. The official Army position 
and verbatim command comments are in Annex A. 

A-1 Recommendation: Have the program management office issue 
instructions for performance-based statements of work to the 
LOGCAP Support Unit in Southwest Asia. Make sure the instmc- 
tions include specific guidance for preparing performance 
requirement summaries and performance assessment plans. Also, 
determine how Defense Contract Management Agency is developing 
its performance assessment plans to make sure customer 
requirements are satisfied. 

Command Comments: Field Support Command agreed and said 
it took corrective action. Since completion of the audit fieldwork, 
performance-based contracting was added to LOGCAP Support 
Unit training. The support unit updates training guidelines for 
each unit that deploys. The most recent training update was in 
June 2004. The program management office for LOGCAP also 
updated its operators and support unit guides in August 2003. In 
addition, monthly operational reviews with all involved parties 
(including Defense Contract Management Agency) occur to track 
ongoing actions, set priorities and focus on problem solving. 
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A-2 Recommendation: Direct the program management office and the 
procuring contracting officer to reinforce the reporting require- 
ments on each subsequent statement of work and to review and 
use the reports as  intended. 

Command Comments: Field Support Command agreed and said 
it took corrective action. The procuring contracting officer took 
action to enforce reporting requirements. The contractor is sub- 
mitting lessons learned reports. 

A-3 Recommendation: Delegate administrative contract authority to 
Defense Contract Management Agency with the contractor's notice 
to proceed, as  appropriate at  the?imi of the task order award. 

Command Comments: Field Support Command agreed and said 
it took corrective action. In April 2003 the procuring contracting 
office began delegating administrative contract authority, when 
needed depending on the requirements of the contract, to a con- 
tracting officers representative or administrative contracting officer 
when the notice to proceed is issued or the task order is awarded. 

A-4 Recommendation: Develop goals and objectives as  well as stand- 
ing operating procedures that identify roles and responsibilities 
and provide meaningful instructions for contingency operations. 

Command Comments: Field Support Command agreed and said 
it took corrective action. Standing operating procedures are 
available. Command also reiterated its comments for 
Recommendation A- I .  

Off~cial Army Position: The Office of the Deputy Chief of 
Staff, G-4 provided the official Army position. The office agreed 
with the results of the audit and the comments and corrective 
actions from Army Materiel Command and Field Support Com- 
mand. The office also said it and Field Support Command have 
contracted for a 1-year review of LOGCAP in its entirety, including 
practices and procedures from the DA level to the supported 
commander in the field. 
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FINDING B: PROCEDURES TO CONTROL CONTRACT 
COSTS 

For the Commander, U.S. Army Field Support 
Command 

SUMMARY 

Controls over the program's contract costs during the task order plan- 
ning stages needed improvement. Cost estimates for the task order 
statements of work we reviewed were overstated by a t  least $40 million 
because program personnel didn't: 

. Review customer requirements more closely. 

Prepare accurate government cost estimates. 

. Review contractor cost estimates in rough orders of magnitude 
more thoroughly. 

. Definitize task orders promptly. 

Program personnel assigned to the LOGCAP Support Unit didn't have 
written procedures describing the planning process and their roles in the 
program during a contingency. In addition, the program management 
and procuring contracting offices provided little feedback and support 
during the planning process. Consequently, contractor cost estimates in 
rough orders of magnitude and projected contract costs, which became 
spending targets because task orders weren't definitzed promptly, were 
too high. 

Our recommendations to correct these conditions begin on page 37 

BACKGROUND 

LOGCAP provides support for operation commanders. After the Office of 
the Deputy Chief of Staff, G-4 approves use of the program, the contract- 
ing officer works with the program manager and customer to develop 
requirements for each site. For Operation Iraqi Freedom, the contracting 
officer awarded task orders for several diverse sites and operations 
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throughout Southwest Asia. The basis for each task order is a statement 
of work and a rough order of magnitude. 

Customer units submit requests for support to the LOGCAP Support 
Unit. Personnel from the support unit work with customer units to 
define requirements for statements of work. Logistics, engineering and 
contracting personnel review the requirements once the statement of 
work is complete. After approval, the procuring contracting officer 
requests a rough order of magnitude from the contractor. 

The contractor prepares rough orders of magnitude based on require- 
ments in statements of work. The rough order of magnitude is the 
contractor's detailed cost estimate broken out for labor (by personnel 
positions), equipment, material and other direct costs. The Federal 
Acquisition Regulation requires that contracting officers ensure the 
fairness and reasonableness of proposed costs. The Army Materiel Com- 
mand Contracting Guide requires independent government cost esti- 
mates for all proposed contract actions. The cost estimate is supposed to 
establish a ceiling amount for contract expenditures (75 percent of the 
total estimate) that remains in effect until the task order is definitized. 

DISCUSSION 

This section discusses four areas: 

. Review and approval of contract requirements. 

. Preparation of independent government cost estimates. 

. Review of contractor rough orders of magnitude. 

Cost and definitization of contract. 

Review and Approval o f  Contract Requirements 

The LOGCAP Support Unit in Southwest Asia needed to improve its proc- 
esses for reviewing customer requirements used to prepare statements of 
work and for documenting approval by the customer's chain of com- 
mand. Careful validation of reauirements is a key cost control method. 
Support unit personnel reviewed requirements proposed by various 
customers and usually prepared statements of work for approval and " -  * . . 

contract action. But the process the support unit used wasn't clearly 
defined and documentation wasn't available to verify approval. 
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Support Unit Procedures 

The support unit didn't have written standing operating procedures that 
explained the review and approval process. We had difficulty clarifying 
the process from the customer request for support to approval of the 
statement of work because unit personnel didn't codify the steps. In 
addition, documentation for most reviews and approvals wasn't available. 
Support unit personnel told u s  the documentation was scarce because 
few support unit personnel and minimal document storage space was 
available during the early months of operations in Southwest Asia. 

When we discussed the lack of specific procedures with support unit 
personnel, they began to establish a defined process. For example, they 
introduced a requirements board that was designed to resolve problems 
with customers who requested support without having clearly defined 
requirements. The board helped customers articulate their requirements 
for the statements of work. Support unit personnel also said they 
intended to establish standing operating procedures. These corrective 
measures should help to define and establish the steps in the review and 
approval process for requirements. 

Requirements Documentation 

The support unit didn't retain supporting documentation for require- 
ments customers submitted and kept only a few approval documents. 
Support unit personnel reviewed statements of work with personnel from 
the functional areas of logistics, engineering and contracting to deter- 
mine if the requests for support were reasonable. Support unit person- 
nel said they often walked through the statements of work because of 
time constraints and sometimes overlooked the need to retain supporting 
documentation. Moreover, many of the task order statements of work for 
Southwest Asia were initiated before February 2003 when only three 
support unit personnel were in Southwest Asia, and support unit per- 
sonnel said the initial staff didn't have the resources necessary to docu- 
ment actions related to statements of work. Consequently, no records 
were available for us  to evaluate the criteria personnel used to review and 
approve requirements. 

When we discussed the need to maintain supporting contractual docu- 
mentation with support unit personnel, they started to develop a system 
to organize and file documentation relevant to the preparation and 
approval of statements of work for contract task orders. The staff also 
developed forms and checklists for customers to request contract sup- 
port and approval. For example, one checklist identified many potential 
generic requirements the contractor provided. Customers marked 
their applicable requirements and identified the quantities needed. 
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Another form was a routing slip to document approvals. In addition, the 
program management office updated its guide for supported units in 
August 2003. These prompt initial corrective actions will help make sure 
the customer has defined requirements. 

Actions needed to further improve the review and approval process for 
statements of work are in Recommendations B- 1. 

Preparation of Independent Government 
Cost Estimates 

Independent government cost estimates couldn't be used to evaluate the 
contractor's rough orders of magnitude because the estimates weren't 
properly prepared. Support unit personnel were responsible for pre- 
paring the government cost estimates with customer assistance. 
However, estimates: 

Didn't include enough detail for effective comparison with the 
contractor's cost estimates. 

. Weren't adequately reviewed by the program management and 
procuring contracting offices. 

The Federal Acquisition Regulation requires independent government 
cost estimates to validate contractor cost estimates. Without adequate 
government estimates, the contracting officer is at  a disadvantage when 
analyzing the contractor's cost. Although it should have been apparent 
that the support unit cost estimates weren't sufficient or accurate, per- 
sonnel received little feedback or guidance from the program manage- 
ment and procuring contracting offices. 

Detail of Estimates 

The independent government cost estimates the support unit prepared 
didn't have enough details and thus couldn't be used to effectively evalu- 
ate contractor cost estimates. The contractor's rough orders of magni- 
tude had separate sections for each work breakdown structure element 
(according to contract requirements). Each element was further sepa- 
rated by labor and nonlabor costs: 

. For labor costs the contractor identified each position, weekly 
hours, period of performance and all additional labor costs (add- 
ons) to estimate the total labor costs. 

Logistics Civil Augmentation Program in Kuwait (A-2005-0043-ALE) Page 27 



For nonlabor costs the contractor generally included a separate 
line for each type of material, equipment, subcontract and other 
direct cost. 

In contrast, the government cost estimates that support unit personnel 
prepared generally had less than 10 cost-related entries-corresponding 
to the statement of work-not the work breakdown structure stipulated 
in the basic contract and used by the contractor. The lack of detail and 
uniform principles reduced the chances for meaningful cost comparisons 
and potential cost reductions. 

For example, a government cost estimate for change 13 to the statement 
of work for task order 36 included only four lines of direct costs: 

. Camp 1: $500,000. 

. Camp 2: $20,000. 

. Camp 1 and 2 Ration Cycle: $1,200,000. 

. Labor: $175,000. 

The government estimate included no details and was less than 
$1.9 million-compared with the contractor's cost estimate increase of 
about $12.8 million. The contractor's update also included 44 pages of 
details covering the entire task order-not just the recent changes to the 
current statement of work. 

In another example, change 11 to the statement of work for task order 27 
also had four lines of direct costs: 

. Combat support hospital mission: $1,900,000. 

. Organizational maintenance: $500,000. 

. Labor: $200,000. 

. Equipment and material: $200,000. 

The independent government estimate totaled about $2.8 million for 
direct costs; the contractor's cost estimate for the change totaled about 
$10.8 million. 

These examples indicate the disparity in the level of detail and costing 
principles between government cost estimates and rough orders of mag- 
nitude. Support unit personnel, in conjunction with customer units, 
need to prepare cost estimates using the same level of detail and costing 
principles as the contractor. 
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Army Materiel Command's Contracting Guide states that more complex 
acquisitions require a detailed independent government cost estimate to 
provide a baseline for pricing and establishing the reasonableness of the 
proposed cost or price. The guidance also states that the estimate 
normally includes the kinds and amounts of labor hours, labor rates, 
indirect rates, materials, travel, and other direct costs that are a result of 
the requirement. However, because there was no written requirement to 
do so, support unit personnel didn't receive feedback from either the 
program management office or the procuring contracting office stating 
that the government estimates needed more details, better accuracy or 
improved costing principles. Support unit personnel said the only 
criticism they received related to cost estimates was from the program 
management office-but only when a cost estimate wasn't submitted a s  
part of the statement of work, 

Review of Estimates 

We found no indication that the program management or procuring con- 
tracting office reviewed the independent government cost estimates 
support unit personnel prepared. Although the government estimates 
and contractor's rough orders of magnitude had significant differences 
and lacked detail, the support unit wasn't advised of the need to revise, 
modify or correct its cost estimates by either the management or the 
contracting office. These offices were willing to rely on the contractor's 
cost estimates with little or no question. Support unit personnel had 
limited contracting experience and didn't know how to prepare viable 
government cost estimates. Consequently, in the absence of any feed- 
back, they didn't know their cost estimates couldn't be used to evaluate 
the contractor's estimates. 

When we brought the problem with government cost estimates to the 
attention of a representative from the program management office who 
was in Southwest Asia during our review, support unit personnel 
received instruction on how to prepare independent government cost 
estimates. After the instruction, unit personnel developed a factor-based 
method for estimating costs, and they used the method to estimate costs 
for an $800 million task order. The estimate was adequately detailed 
and useful to personnel evaluating the reasonableness of contractor 
costs. 

Actions needed to improve independent government cost estimates are in 
Recommendation B-2. 
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Review of Contractor Rough Orders of Magnitude 

Program personnel didn't effectively evaluate rough orders of magnitude 
the contractor submitted. The contractor submitted rough orders of 
magnitude based on customer requirements in the statements of  work. 
The rough orders of magnitude included enough detail to determine 
whether the cost estimate was consistent with the services required by 
the statements of  work. 

The contracting officer established cost control measures and believed 
that the measures were sufficient. These measures included: 

Onsite contract administration. 

Approval procedures for contractor requisitions. 

Authority to use government sources for supplies and services. 

Assist audits by the Defense Contract Audit Agency. 

Joint training for contract administration and support unit 
personnel that included lessons learned. 

I f  fully implemented, these measures should help control costs during 
contract execution i f  the rough orders of  magnitude and contractor 
execution plans include accurate data. But i f  rough orders o f  magnitude 
are overstated and other data isn't accurate, most irregularities and devi- 
ations can't be readily detected. I f  irregularities and deviations can't be 
detected, control measures are less effective. Accurate rough orders of  
magnitude and execution plans are necessary to help make sure controls 
measures are fully effective. 

The Federal Acquisition Regulation (Subpart 15-4) requires the contract- 
ing officer to ensure fair and reasonable pricing. Thus part of  the con- 
tracting process is cost analysis, which includes evaluating the necessity 
for and reasonableness o f  estimated costs (including allowances for con- 
tingencies). We recognized that the rough orders of  magnitude were 
estimates based on the best information available at the time o f  the cost 
estimate. But until the task order was definitized, the rough orders of 
magnitude were spending targets for the contractor and represented tacit 
approval of  the contractor's execution and spending plans. The procur- 
ing contracting officer accepted the rough orders of  magnitude with little 
input and review by customer, support unit and program management 
personnel because, although only an approximation, the rough orders o f  
magnitude were considered reliable. Although we questioned only those 
costs that were obviously skewed, we found more than $40 million in 
questionable costs for just four rough orders of  magnitude. 
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Reviews by Cost Category 

We reviewed four contractor rough orders of magnitude and identified 
about $40 million in questionable costs. Although we found indications 
that customers and the program management office did some review of 
contractor rough orders of magnitude, the reviews were usually limited to 
technicalities and geared toward execution plans instead of cost esti- 
mates. The contract defined cost categories by work breakdown struc- 
tures, such as camp construction, camp maintenance, laundry service 
and power generation. Within each breakdown structure, the contractor 
further categorized costs by labor, equipment, materials, subcontracts 
and other direct costs. Four task orders we reviewed had rough orders of 
magnitude of about $464 million. We identified more than $40 million in 
proposed costs that exceeded requirements necessary for contractor 
performance. 

Labor Category. The contractor's rough orders of magnitude included 
about $6.8 million in questionable labor costs. For example: 

Employees for management and administration exceeded needs. 
The rough orders of magnitude included 19 full-time personnel, 
3 of which were located at  the contractor's corporate headquar- 
ters. We estimated that at  least nine positions, with associated 
costs of about $507,000, were redundant and excess to the con- 
tractor's limited mission at  the site. The nine positions included 
an  operations supervisor, two quality assurance technicians and a 
safety technician. 

Labor for the general superintendent position was for 61 1 days. 
The period of performance for base camp maintenance was 
323 days. The extra 288 days cost almost $124,000. 

Equipment Category. The contactor's rough orders of magnitude 
included about $7.5 million in questionable equipment costs. The 
equipment category includes contractor-purchased items but doesn't 
include leased items. Here are some examples of proposed equipment 
that should have been excluded: 

Morale, welfare and recreation equipment (worth about $1 12,000) 
should have been excluded because the statement of work desig- 
nated that the equipment would be government-furnished. 

. Tractors and trailers worth about $569,000 should have been 
excluded because the equipment wasn't necessary. The rough 
orders of magnitude also included subcontracts for line haul 
services. 
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. Secure radios, worth about $202,000, should have been 
disallowed because the statement of work didn't identify a 
requirement. 

. Binoculars and night vision goggles, with an estimated value of 
about $104,000, were class VII items (major items) and needed 
proper authorization and approval. Use of the contractor to 
purchase controlled items circumvented the Army's policies and 
restrictions for equipment authorization and issue. 

Material Catezory. The contractor included about $12.1 million in 
questionable costs for material. For example: 

Property and durable tags were designated for material handling 
and property control. The unit cost was $200 for each property 
tag and $150 for each durable tag. The total cost estimate for the 
tags was almost $1 million. 

Soft drink (consumable soda) costs of about $617,000 on one task 
order for about 2,500 personnel were listed as  a morale and 
welfare-related cost. Not only was the cost associated with indi- 
vidual drinks excessive, but it duplicated soft drinks included as 
part of food service costs. 

. Movie library costs to support about 2,500 personnel, estimated at  
about $152,000, were excessive. The amount represented about 
10,000 movies. 

Subcontract Category. The contractor's rough orders of magnitude 
included almost $12.6 million in questionable costs for subcontracts. 
For example: 

. Costs for the laundry subcontract, which included 250 host 
country employees, totaled about $3.4 million. The subcontract 
provided 936,000 hours of labor and wasn't questioned by 
reviewers. 

Subcontracts for cleaners and general laborers had 20 employees 
at  a cost of $268,000. But the recreation facilities consisted of 
only two tents: one for the gym and one for the recreation center. 

Subcontracts proposed to support airfield and combat support 
hospital maintenance included too many host country personnel. 
The proposed cost for the 146 personnel to provide carpentry, 
electrical, plumbing, cleaning and general service was about 
$1.4 million. The contractor had only 62 personnel onhand. 
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. Subcontracts for tailoring, seamstress service and textile repair 
had proposed costs of about $1.5 million for full-time support. 
But on the same rough orders of magnitude, the contractor had 
another subcontract offering sewing service in $100 lots (on an 
as-needed basis). Pricing by lot was the more reasonable pricing 
method. 

Other Direct Cost Category. Estimates for other direct costs included 
about $1.6 million that was questionable. The main components of other 
direct costs were vehicle and equipment leases. The contractor's rough 
orders of magnitude included: 

Heavy equipment that exceeded support needs. The only 
construction-related requirements in the statement of work were 
for site preparation at  the combat support hospital and repair and 
maintenance of the airfield. The contractor's proposed cost was 
about $15 1,000 to lease construction equipment for the entire 
6-month period of performance. 

Material handling equipment was excessive for one task order that 
had four sites. The contractor proposed five 25-ton rough terrain 
container handlers and five 20- to 50-ton cranes. The population 
at the main site was only 2,000 personnel, and the 3 satellite sites 
had only 150 personnel each. The scope of work at  each satellite 
site didn't justify the amount of material handling equipment in 
the cost estimate. A decrease in material handling equipment 
based on reasonable expectations and site population would result 
in savings of about $1.4 million. 

Program personnel need to thoroughly review contractor rough orders of 
magnitude and question unreasonable estimates a s  a method for reduc- 
ing the chances of excessive costs and unneeded services-especially 
during contingency operations when several task orders are executed 
based on rough orders of magnitude the contractor submitted. 

Consistency of Costs  

We found more excessive contractor cost estimates when we compared 
costs in changes to task orders for the identical items on different task 
orders and for similar (duplicate) services on the same task order. For 
example: 

. Laundry costs increased by almost $1 million from one change to 
another for one task order, although the laundry requirements 
weren't the subject of the change. The contractor identified three 
subcontracts for four camps, with the number of personnel 
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supported at  each camp. The period of performance for two of the 
subcontracts was 6 months (to accommodate more personnel) and 
the third was 12 months. However, the unit cost for the subcon- 
tracts was about $14.85 a laundry bag (based on two bags of 
laundry a person each week). The cost estimate should have been 
questioned as excessive because the government provided facili- 
ties, equipment and water. 

Equipment leases with a 40-percent cost increase, adding about 
$1 million to proposed contracted costs, were submitted 8 days 
after a previous change. We found no documentation that 
reviewers questioned the increases. Contractor performance 
began about 2 months before the change, so the contractor 
probably knew actual lease costs before the latest change but 
didn't submit them. 

Prices for gym towels varied for different task orders, as  did the 
prices for video players. For one task order the estimated unit 
cost was $5 a towel. In the contractor's estimate for another task 
order, the price was $2.3 1 a towel. In the same task order as the 
$5 towels, video players had estimated costs of $1,000. Other 
task order estimates showed players costing $300. 

Proposed costs of about $2.2 million for three flights of a leased 
cargo aircraft and about $7.6 million for freight costs for equip- 
ment and materials imported from the United States appeared to 
be duplicate costs. Government personnel responsible for review- 
ing the rough orders of magnitude should question the duplication 
of transportation costs because costs for leased aircraft shouldn't 
be approved when freight costs are in the same estimate. 

Comparison of similar items between task orders is a simple method for 
determining the reasonableness of prices. 

Personnel Requirements 

The contractor significantly overstated estimates of personnel require- 
ments. Contract costs increased significantly for each employee because 
the contractor added costs for insurance, mobilization labor, rest and 
relaxation labor, airfare (CONUS to Kuwait, one or two rest-and- 
relaxation trips), and other miscellaneous costs. 

To illustrate, the total costs for in-transit personnel (which included 
costs for mobilization and rest and relaxation trips) for task orders 27, 
36 and 38 was almost $10.6 million for 507 personnel-or an  average of 
about $20,850 an employee. But the contractor didn't employ the 
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number of personnel proposed in the rough orders of magnitude, as 
shown: 

Number of Expatriate Personnel 
Task Estimated 
Order Start of Pelformance Requirement Onhand* Difference 

27 10 October 2002 303 294 
95 42 

(9) 
36 6 January 2003 (53) 
38 6 February 2003 

Total 507 394 

' A s  of 23 May 2003. 

Program personnel told u s  the contractor didn't have any significant 
performance deficiencies, which indicated that its labor estimates for 
expatriate personnel were inflated. Army personnel need to rigorously 
review labor requirements the contractor proposes to ensure that the 
estimates are reasonable. Expatriate personnel represent significant 
costs that should have an appropriate level of evaluation. 

During the audit program management and support unit personnel initi- 
ated actions to improve the review process, including training support 
unit personnel in methods to identify the key elements of contractor esti- 
mates. For example, support unit and contracting personnel reviewed a 
rough order of magnitude for a new task order. Their questions and 
comments indicated thorough understanding of the cost issues related to 
the estimate. 

Actions needed to improve the evaluation of contractor rough orders of 
magnitude and to reduce excessive costs are in Recommendations B-3 
and B-4. 

Cost and Definitization of Contract 

Program personnel didn't have the actual cost data that would have 
helped them establish more effective cost control procedures and 
accelerate the definitization of task orders. 

Monitoring Expenditures 

Cost reports the contractor submitted weren't on time and accurate 
enough to effectively track costs. For the task orders we reviewed, the 
contractor submitted cost reports monthly instead of biweekly for March 
and April 2003. For May and June 2003, the contractor provided the 
reports biweekly, in accordance with contract requirements, but the data 
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didn't accurately report contractor expenditures. For example, this chart 
details 3 months of cost data for task order 27 showing that estimated 
costs continued to climb while reported expenditures remained constant: 

Est~rnated Costs Versus Reported Expenditures ~ 

Incomplete cost data prevented effective monitoring of contractor cost 
controls. In addition, program personnel couldn't effectively evaluate the 
contractor's estimates against actual contractor costs. To effectively 
monitor cost performance, the contracting officer should require the 
contractor to provide cost data that accurately portrays expenditures. 

Action needed to improve the contractor's cost reports is in 
Recommendation B-5. 

Definitization of Task Orders 

The contractor didn't comply with target dates set forth in contract pro- 
visions for definitizing task orders. The contract specified target dates for 
three phases of the definitization process: 

Submission of the contractor's proposal 45 days after award of the 
task order. 

Negotiation 90 days after award. 

. Definitization 180 days after award. 

As  of 20 June 2003, none of these phases had been initiated for 
Southwest Asia task orders. Consequently, the government's risk, which 
was already high for cost reimbursable contracts, was significantly 
increased because of limited visibility and control over contractor costs. 
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We previously reported this condition in December 2002.1 In that report 
we recommended a decrease in the 180-day target to 120 days. 
Although U.S. Army Joint Munitions Command (then known as 
U.S. Army Operations Support Command) agreed and said corrective 
actions were ongoing, this next chart offers examples of task orders that 
exceeded schedules for definitization stipulated in the contract: 

Date Due By Task Order Average 
BY Days Past 

Phase Contract 27 36 38 Due' - 

Submission of Proposal 45 Days 16 Nov 02 4 Feb03 13 Mar 03 141 .................................................................................................................................................................................................. 
Begin Negotiation to Definitize 90 Days 31 Dec 02 21 Mar 03 27 Apr 03 96 ................................................................................................................................................................................................ 
Deflnitization of Task Order 180 Days 31 Mar 03 19 Jun 03 26 Jul03 6 

' As of 11 June 2003 

Definitization establishes a reliable cost estimate for a task order, which 
in turn is used to determine the amount of funds to set aside for award 
fee. It also gives contract administrators an enforceable basis for meas- 
uring the contractor's expenditures and cost controls and helps simplify 
overall contract management. But the Army can't achieve any of the 
benefits associated with contract definitization until it enforces contract 
requirements by having the contractor submit proposals within 45 days 
of the notice to proceed. 

Action needed to reduce the time it takes to definitize task orders is in 
Recommendation B-6. 

RECOMMENDATIONS AND COMMENTS 

This section contains specific recommendations and a summary of com- 
mand comments for each recommendation. The official Army position 
and verbatim command comments are in Annex A. 

B-1 Recommendation: Establish written local guidance for develop- 
ing, reviewing and approving statements of work. Make sure the 
guidance includes the use of newly developed templates, checklists 
and routing slips and the requirement to document the review and 
approval process. Also, establish a requirement to retain support- 
ing documentation a s  part of the contract files. Incorporate the 

' Audit Report: A-2003-0110-IMU, 31 December 2002, Logistics Civil Augmentation Program, Camp 
Stronghold Freedom, Uzbekistan. 
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written guidance with the local standing operating procedures 
discussed in Recommendation A-4  of this report. 

Command Comments: Field Support Command agreed and said 
it took corrective action. Program guidance was available in the 
LOGCAP Battle Book and pamphlets. The LOGCAP Support Unit 
continuously updates its training, and in August 2003 the program 
manager's office updated local guidance for developing, reviewing 
and approving statements of work. Also, as  noted in the report, 
LOGCAP Support Unit personnel started implementing corrective 
actions during the audit. 

B-2 Recommendation: Continue instructing support unit personnel 
in helping customers prepare effective independent government 
cost estimates. Require the program management and procuring 
contracting offices to properly review all cost estimates and provide 
feedback. Make sure the instructions and feedback address: 

. Completing estimates to evaluate all customer changes and 
contractor estimates. 

Preparing detailed estimates of costs, in accordance with the 
work breakdown structure of the contract, with costs for the 
kinds and amounts of labor hours, materials, equipment 
and other direct costs. 

Documenting the basis for assumptions and sources of cost 
data. 

Command Comments: Field Support Command agreed and said 
it took corrective action. Since completion of the audit fieldwork, 
training for support unit personnel has improved and includes 
instructions on how to assist customers with cost estimates. 

B-3 Recommendation: Implement detailed processes and procedures 
for reviewing contractor rough orders of magnitude and make sure 
the processes and procedures are followed. The processes should 
include documenting comments and approvals, including review of 
each contractor revision. Require support unit personnel to coor- 
dinate reviews of new and revised contractor rough orders of mag- 
nitude with each customer affected. 
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Command Comments: Field Support Command agreed and 
referred to its response to Recommendation B-2. 

B-4 Recommendation: Review contractor rough orders of magnitude 
for task orders 27, 36, 38 and 44 and reduce contract estimates 
and related obligations by about $40 million for the elements 
identified in this report and for any other excessive costs identified 
during review. Review all existing contractor rough orders of 
magnitude for undefinitized task orders to identify and reduce 
other potential excessive costs. 

Command Comments: Field Support Command agreed and said 
the program manager's office has procedures in place to review all 
rough orders of magnitude to identify excessive costs. It also 
referred to its previous comments on improved training and how 
review procedures for rough orders of magnitude have been clari- 
fied. The proposals for these task orders are currently under 
review (target dates for completion were provided) for price reason- 
ableness, and the government employee will consider all aspects of 
the review. Command further stated that rough orders of magni- 
tude are conservative estimates prepared under extreme condi- 
tions. Of the 40 task orders currently waiting definitization, 
80 percent have cost proposals that are less than the rough order 
of magnitude. Overall, the cost proposals are about $410 million 
less than the corresponding rough orders of magnitude. 

B-5 Recommendation: Enforce contract provisions for reporting and 
make sure the contractor provides meaningful information about 
cost expenditures in biweekly cost reports. 

Command Comments: Field Support Command agreed and said 
it took action in February 2004. 

B-6 Recommendation: Make sure the contracting officer directs the 
contractor to meet the target dates for definitization proposals. 

Command Comments: Field Support Command agreed and said 
it has taken several alternative actions to improve the process, 
such as establishing definitization schedules with required 
milestones, establishing a cost pricing definitization team, and 
establishing monthly operational reviews to track status and 
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set priorities. Command also said it considered enforcing Federal 
Acquisition Regulation provisions of withholding 15 percent of 
invoices until definitization. Command considers actions for this 
recommendation complete, but will continue it efforts to improve 
the definitization process. 

Official Army Position: The Office of the Deputy Chief of 
Staff, G-4 provided the official Army position. The office agreed 
with the results of the audit and the comments and corrective 
actions from Army Materiel Command and Field Support Com- 
mand. The office also said it and Field Support Command have 
contracted for a 1-year review of LOGCAP in its entirety, including 
practices and procedures from the DA level to the supported 
commander in the field. 
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FINDING C: MANAGEMENT OF GOVERNMENT- 
FURNISHED PROPERTY 

For the Commander, U.S. Army Field Support 
Command 

SUMMARY 

The Army didn't adequately account for government-furnished property 
the contractor used to support contract task orders for LOGCAP in 
Southwest Asia. Specifically: 

Procedures in statements of work for contract task orders didn't 
establish formal transfer of accountability for government- 
furnished property, but did require joint inventories-although the 
inventories weren't performed. 

. Statements of work didn't adequately identify government- 
furnished property provided to the contractor for contract 
execution. 

A s  a result, the Army didn't fully account for at least $77 million in 
government-furnished property the contractor used in Southwest Asia, 
and it can't accurately identify what property it provided the contractor. 

Our recommendations to correct these conditions begin on page 46. 

BACKGROUND 

Army Property Classification 

AR 710-2 (Supply Policy Below the National Level) classifies property a s  
nonexpendable, durable or expendable for accounting purposes: 

. Nonexpendable property retains its original identity during the 
period of use. It requires formal accountability throughout the life 
of the item. 

Logistics Civil Augmentation Program in Kuwait (A-20054043-ALE) Page 41 



Durable property doesn't require property book accountability 
after issue from the stock record account, but does require hand 
receipt control when it is issued to the user. 

Expendable property requires no formal accountability after it is 
issued from stock record accounts to the user. 

Federal Acquisition Regulation 

Federal Acquisition Regulation, Part 45 prescribes policies and proce- 
dures for providing government property to contractors, and the use and 
management of the government property. Two categories of clauses that 
can be used when providing government property to the contractor 
stipulate that either: 

Responsibility and accountability for government-furnished prop- 
erty is transferred to the contractor. 

. The contractor is assigned responsibility and the Army retains 
accountability. 

Army Property Accountability 

AR 735-5 (Policies and Procedures for Property Accountability) requires 
the use of specific procedures if government-furnished property is 
transferred to a contractor: 

. Accountable officers release government property to a contractor 
on a Request for Issue or Turn In (DA Form 3 16 1) when directed 
by the official with command responsibility over the property 
required by a contract. The contracting officer approves the 
document transferring accountability. 

The Army and the contractor conduct a joint physical inventory. 
The contractor acknowledges receipt in writing, and the Army 
posts the transfer document a s  a loss to the Army property 
accounting records. 

The Army and the contractor also conduct a joint physical 
inventory at  completion of the contract. The contracting office 
reconciles the transfer document for shortages and approves the 
transfer before the accountable officer accepts accountability. The 
property is then posted to the Army property accounting records. 

If the Army retains accountability for government-furnished property, it 
is laterally transferred to the contracting office. The property 
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administrator for the contract maintains the property records, and 
responsibility for the government property is assigned to the contractor 
using a technical exhibit to the contract. Defense Contract Management 
Agency is the property administrator for the LOGCAP contract. 

DISCUSSION 

This section discusses two areas: 

Procedures for transferring accountability and conducting 
inventories. 

. Identification of government property. 

Procedures for Transferring Accountability and 
Conducting Inventories 

The statements of work for task orders 27, 33, 36 and 38 didn't specify 
procedures for transferring government property to the contractor. And 
although the statements of work required joint inventories before the 
contractor took possession of property, the joint inventories weren't 
performed. 

Transferring Accountability 

The Army didn't properly transfer accountability for government property 
to the contractor. When we tried to obtain support documentation 
(DA Form 3 16 1) to validate that accountability for government property 
for the four task orders was appropriately transferred to the contractor, 
Army personnel couldn't locate the records or identify the responsible 
accountable officers. 

Contractor personnel told u s  that government property for these and 
other task orders wasn't officially transferred to the contractor. They 
believed the problem occurred because no accountable officers were 
designated to specifically deal with the contractor and government- 
furnished property when contractor personnel arrived to start work. We 
talked to personnel from Defense Contract Management Agency, who told 
u s  they didn't believe the government property was jointly inventoried 
and properly transferred. But they also said they had verified that the 
contractor had an approved property accountability system, and the 
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Army was responsible for doing the joint inventories and ensuring proper 
transfer of accountability. 

We reviewed the contractor's property control records to determine what 
government-furnished property was in the contractor's possession. The 
records showed that most of the high-cost government-furnished prop- 
erty the contractor acknowledged consisted of Force Provider modules. 
But many other items were also onhand. 

Force Provider Modules. The Army lost full accountability over 
12 Force Provider modules worth about $75.6 million. Force Provider 
modules are containerized, rapidly deployable tent cities that can each 
accommodate up to 550 soldiers. Each module costs about $6.3 million 
and is classified a s  a nonexpendable class VII item, which requires 
formal accountability throughout the life of the item. The contractor's 
records included these Force Provider modules: 

Camp at  Arifjan, six modules worth about $37.8 million. 

Camp at  airport of debarkation, two modules worth about 
$12.6 million. 

Camp at  seaport of debarkation, two modules worth about 
$12.6 million. 

. Camp in Kingdom of Jordan, two modules worth about 
$12.6 million. 

The Army needs to regain full accountability over the 12 modules, which 
are valued a t  about $75.6 million. 

Other Accountable Property. The Army lost proper accountability for 
other items worth about $1.3 million. Army Materiel Command Logistics 
Support Element personnel at  the camp in Arifjan transferred account- 
ability for about $183,000 worth of property to the contractor by hand 
receipt. However, we found other proper@ on the contractor's property 
list that the Army didn't account for: 

332 gas masks worth valued at  $67,000. 

11 1 body armor vests worth about $39,000. 

. 91 helmets with an  estimated cost of about $13,000. 

55 modular tent systems worth about $478,000. 

405 commercial general-purpose medium tents valued at  about 
$684,000. 
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The Army lost proper accountability over these items, valued a t  almost 
$1.3 million, because they weren't properly transferred. The Army needs 
to regain full accountability over this and other government-furnished 
property in the contractor's possession. If the original accountable 
records aren't corrected, the Army could account for the property twice if 
it processes documentation a t  the end of the contingency to post the 
property to the accounting records as "found on installation." 

Joint Inventories 

The Army didn't perform joint inventories with the contractor. State- 
ments of work for task orders we reviewed required that the contractor 
and the accountable officer conduct joint inventories. Here are two 
examples. 

Task order 27 required that "The contractor shall perform a joint 
inventory of government furnished equipment with the Army's 
current property accountable officer. Damaged items and short- 
age items shall be documented." 

Task order 36 required that "The contractor shall perform a joint 
inventory of the two Force Provider Modules and equipment with 
the Army's current property accountable officer. Damaged items 
and shortage items shall be documented." 

Contractor personnel told u s  joint inventories weren't done because an 
accountable officer wasn't available. Instead, contractor personnel 
inventoried the government property, identified missing items, entered 
the results of the inventory in contractor records, and noted discrepan- 
cies. Here are some examples of contractor inventory results: 

Module 14 was missing two 3,000-gallon fabric tanks, two 
30-gallon-a-minute water pumps, one M-180 water heater and 
one modern burner unit. 

Module 12 was missing two 30-gallon-a-minute water pumps, two 
3,000-gallon fabric tanks and one hydrochlorination unit. 

Because the Army and the contractor didn't jointly inventory property 
and correctly transfer accountability, the Army couldn't determine the 
cause of the inventory discrepancies or when they occurred. 

Actions needed to adequately identify accountability and responsibility in 
statements of work for government-furnished equipment issued under 
the LOGCAP contract are in Recommendations C-1 and C-2. 
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Identification of Government Property 

Army personnel didn't properly identify government-furnished property 
that was provided to support various task orders. We reviewed task 
orders 27, 36 and 38. Although some government-furnished property 
was identified, we found differences between the statements of work and 
the contractor's rough orders of magnitude. Here are some examples: 

The contractor's rough order of magnitude for task order 27 had 
100 computers a s  government-furnished property. The statement 
of work used to support the contractor's rough order of magnitude 
didn't list any computers. 

. The statement of work for task order 36 didn't identify water stor- 
age equipment a s  government-furnished property. The contractor 
did. 

The statement of work for task order 27 did identify some government- 
furnished property, but it also stated that government-furnished prop- 
erty would include "All Army procured or leased equipment currently in 
process of being acquired in support of the operations in this SOW." The 
statement is not only confusing, but is also a poor substitute for a spe- 
cific list of government-furnished property. 

Action needed to adequately identify government-furnished property in 
statements of work is in Recommendation C-2. 

RECOMMENDATIONS AND COMMENTS 

This section contains specific recommendations and a summary of com- 
mand comments for each recommendation. The official Army position 
and verbatim command comments are in Annex A. 

C-1 Recommendation: Establish, in coordination with the Task Force 
Commander, specific procedures for transferring accountability for . * 

government property and include them in statements of work for 
each task order. Have the property administrator confirm the joint 
inventory and proper transfer if joint inventories are required in 
future task orders. 

Command Comments: Field Support Command agreed with the 
intent of the recommendation and said that policy and procedures 
for transferring property to contractors are in existing regulatory 
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guidance. To ensure the policies and procedures are followed, 
LOGCAP Support Unit personnel will receive training and work 
with customers during the requirements determination phase to 
make sure government-furnished property is identified in state- 
ments of work and properly transferred to the contractor. The 
support unit training will also include instructions emphasizing 
that all inventories must be jointly performed. 

The procuring contracting office will work through Defense Con- 
tract Management Agency to regain accountability over the equip- 
ment discussed in the report and to verify that property transferred 
to the contractor is properly accounted for. Issues of noncompli- 
ance will be reported to the command group for corrective action. 
Target date for completing these actions is 30 November 2004. 

Agency Evaluation of Command Comments: Command's 
actions satisfy the intent of the recommendation. 

C-2 Recommendation: Include a complete list of government- 
furnished property in the statement of work for each task order. 

Command Comments: Field Support Command agreed and said 
that LOGCAP Suwwort Unit wersonnel will work with customers to 

A a 

ensure that complete lists of government-furnished property are 
included in statements of work. In addition, this subject will be 
reinforced in the training provided to support unit personnel. 
Command said actions were complete a s  of 15 September 2004. 

Official Army Position: The Office of the Deputy Chief of 
Staff, G-4 provided the official Army position. The office agreed 
with the results of the audit and the comments and corrective 
actions from Army Materiel Command and Field Support Com- 
mand. The office also said it and Field Support Command have 
contracted for a 1-year review of LOGCAP in its entirety, including 
practices and procedures from the DA level to the supported 
commander in the field. 
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FINDING D: VALUE ADDED TAX PAYMENTS 

For the Commander, U.S. Army Field Support 
Command 

SUMMARY 

The contractor incurred about $1.7 million in value added tax charges 
although the Army and its contractors were exempt from the tax levy. 
However, because contractor and administrative contracting personnel 
didn't take prudent corrective actions when they became aware of the 
improper charges, the taxes weren't recovered from the host country. 
Moreover, contractor correspondence indicated that tax costs could be 
higher because the contractor wasn't accurately accounting for the taxes. 
As  a result, the Army may be improperly billed for the $1.7 million in 
taxes. 

Our recommendations to correct these conditions begin on page 50. 

BACKGROUND 

DOD Directive 5100.64 (DOD Foreign Tax Relief Program) defines DOD's 
tax relief policy and delineates implementation and monitoring respon- 
sibilities for the program. DOD policy is to obtain relief from all foreign 
taxes unless the total economic burden of the tax is so small that the 
administrative burden to obtain tax relief would be out of proportion to 
the amount of relief obtained. Commanders of unified commands desig- 
nate a single military commander as the point of contact for the investi- 
gation and resolution of specific matters that relate to the foreign tax 
relief program within the country of responsibility and for forwarding 
major problems that affect the program to the DOD General Counsel. 

Federal Acquisition Regulation, Part 29 prescribes policies and proce- 
dures for foreign taxes. It states that contract tax problems are essen- 
tially legal in nature and vary widely. It also stipulates that before 
purchasing goods or services from foreign sources, the contracting officer 
should consult the agency-designated counsel for information on tax- 
relief programs and for help resolving tax questions. Tax responsibilities 
were delegated to Defense Contract Management Agency as part of 
contract administration. 
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DISCUSSION 

This section discusses two areas: 

. Obtaining value added tax relief. 

Recovering payments. 

Obtaining Value Added Tax Relief 

The administrative contracting office and the contractor didn't use the 
prudent measures needed to avoid unnecessary costs related to the value 
added tax. Although the host country had agreed to tax relief in 1996, 
the administrative contracting office and contractor personnel did little to 
identify the procedures they needed to follow to ensure that unnecessary 
taxes weren't paid. Instead, a representative from the LOGCAP Support 
Unit tried to correct the tax problem, but the actions were outside the 
scope of the support unit's authority. The administrative contracting 
office should have resolved the tax problem. 

Correspondence prepared by the contractor in April 2002 indicated that 
some local vendors were including the value added tax because the 
exemption letter provided by the U.S. Embassy wasn't acceptable. To 
remedy the problem, LOGCAP Support Unit personnel tried to obtain a 
replacement letter. The request for another exemption letter was denied, 
and some vendors continued to charge the tax. Moreover, the corres- 
pondence also indicated that the amount of taxes paid could be more 
than $1.7 million because some vendors didn't itemize invoices, and the 
contractor wasn't sure about the amount of the overall tax burden. We 
concluded that the contractor didn't properly account for incurred costs. 

We found no indication that personnel in the administrative contracting 
office tried to prevent or resolve the value added tax issue in accordance 
with procedures in the Federal Acquisition Regulation. Further, available 
data offered no indication that the contractor stopped dealing with ven- 
dors who didn't honor the tax exemption letter. The administrative con- 
tracting office should have addressed the value added tax issue before 
local vendors were used (as described in the Federal Acquisition Regu- 
lation). In addition, the administrative contracting office was responsible 
for issuing tax exemption certificates-specifically stipulated in the con- 
tract administration delegation matrix-and was, therefore, also respon- 
sible for validating certificates. 

Actions needed to establish procedures for obtaining tax relief are in 
Recommendation D- 1. 
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Recovering Payments 

The administrative contracting office didn't try to recover value added 
taxes paid to the host nation and didn't notify the contractor that reim- 
bursement for the tax wasn't an allowable cost. Although personnel were 
doing some research, discussions with responsible Army personnel indi- 
cated that the administrative contracting office had no plans to recover 
taxes paid to the host nation. We also found no indication that the office 
notified the contractor that the taxes weren't an  allowable cost. The con- 
tract administration office needs to either recover the taxes from the host 
nation or issue a notice of intent to the contractor to disallow costs of 
about $1.7 million. 

Actions needed to recover improper payments of the value added tax are 
in Recommendation D-2. 

RECOMMENDATIONS AND COMMENTS 

This section contains specific recommendations and a summary of com- 
mand comments for each recommendation. The official Army position 
and verbatim command comments are in Annex A. 

D-1 Recommendation: Issue guidance that emphasizes the proper 
procedures for foreign tax relief addressed in DOD Directive 
5 100.64, the Federal Acquisition Regulation and its DOD supple- 
ment. Require the procuring contracting officer to emphasize tax 
relief requirements and the need for compliance in delegation of 
authority letters issued to the Defense Contract Management 
Agency. Remind the contractor of its responsibilities related to tax 
relief. 

Command Comments: Field Support Command agreed with the 
intent of the recommendation and said the procuring contracting 
officer's delegation letters to the administrating contracting officer 
will emphasize the proper handling of foreign tax relief. In addi- 
tion, command said its definitization teams will ensure that no 
value added tax costs are included and command will disallow the 
taxes when possible. However, the government sometimes shares 
a portion of the tax burden, and the contractor may be allowed 
reimbursement but no added fee. In addition, this issue is regu- 
larly discussed with the contractor, including during the latest 
partnering session held the week of 23 August 2004. Command 
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said corrective actions were complete on this recommendation as 
of 15 September 2004. 

D-2 Recommendation: Make sure the procuring contracting officer 
tells the administrative contracting office to recover the improper 
tax payments from the host country using DOD's prescribed 
procedures. If the taxes can't be recovered from the host nation, 
require the contracting office to issue the notice of intent to 
disallow costs to the contractor. 

Command Comments: Field Support Command agreed and said 
responsibility for investigating the tax was delegated to Defense 
Contract Management Agency. Because of the emphasis the 
agency has placed on definitizing task orders, the target date for its 
review was extended to 30 November 2004. Until the issue is 
settled, the contractor and contracting officer agreed to set aside 
all value-added tax costs out of the award fee pool. 

Command tentatively agreed with the $1.7 million in potential 
monetary benefits pending the results of the review. 

Official Army Position: The Office of the Deputy Chief of 
Staff, G-4 provided the official Army position. The office agreed 
with the results of the audit and the comments and corrective 
actions from Army Materiel Command and Field Support Com- 
mand. The office also said it and Field Support Command have 
contracted for a 1-year review of LOGCAP in its entirety, including 
practices and procedures from the DA level to the supported 
commander in the field. 
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ANNEX A 

OFFICIAL ARMY POSITION/VERBATIM 
COMMAND COMMENTS 

DEPARTMENT OF THE ARMY 
OF= OF TXE D E W  CHEF W ST*rPP G-4 

SW 'WHY PENTAGON 
WI\SWIHOTON, M: ?On04SW 

DALO-PLS eew* 

MEMORANDUM THRU DEPUTY CHIEF @?AFF, G-4 

FOR U S ARMY AUDIT AGENCY, OFFICE OF THE DEPUTY AUDITOR GENERAL, 
ACQUISITION AND MATERIEL WNAGEMENT, 3101 PARK CENTER DRIVE 
ALEXANDRIA, VA 223612 

SUBJECT: USAAA Draft Report. Audi of the Logisttcs Civil Augmentabon Pmgram in 
Kuwait, U.S. Anny Field Support Command (Project Code A-2003-IMU0536.W) 

f. We concur with the results of the subject audit of the Logistim Civil Augmentam 
Program (LOGCAP] presented in the draft repon ~urther, we have re~ewed the U.S 
Army Fleld Suppon Command (AFSC) and the U S Army Materiel Command 
comments to t'k draft and support the described corrective actions. These indude the 
establishment of a Task Order Definitlzation Schedule, the recently completed LOGCAP 
Awards Fee Board held in Kuwait, and Anny and AFSC training initiatives for the 
LOGCAP Support Unit. 

2 Also, the Deputy Chief of Staff, G-4 and AFSC, together, have wlracted fw a one 
year revlev, of the entlre Logsstlcs CIVII ~u~mentat~on-program The revlew nnll Include 
a mlcrosmplc examtnatlon of LOGCAP practices and procedures fmm Department of 
Army level all the way through the supported commander and his or her staff. 
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DEPARTMENT OF THE ARMY 
HEIOM1AUlERS. li S *WIY MATER1Ei C(IMMIWD 

8301 CWIPEK ROAD 
MRT BELVMR "IL 22-VI 

AMCLR (16 2 )  24 Seple~rrber 2004 

MEMOIWNOChl i OR 

SI'RJTCT UrAA4 Draft Repon, Artdrr of rhe Li,gr.rltc> Clrll Augmentailon Program In 
Kuwrut, U S Artily Fxeld Suppitrl Command (Project Code A-201tl-IMII-0536 OOO) (Ah%? Wo 
A0358 A) 

I We have revaued the \ubjecl drdt m p n  dad tile L' S Amry field Suywfl Command 
(AFSC) corntircni+ to the draft We endone the AFSC'y commrnrs Our andonemeni include\ 
add~tronal comments for your conc~deiai~on 

FOR THE COMMANDER 

rn 
On 10 November 2004 Fzeld Support Command revzsed rts target 
dates for zmplementtng Recommendatzons C-1 and 0-2 to 
30 November 2004 (reference e-mall, HQ, AFSC/JMC, - 
, 10 Nov 04, subject: RE. Update to Implementatzon Dates in 
LOGCAP Kuwazt Report) 



ANNEX A 

EQ, AFSC 
U S A M  Draft Report 

Audit of Logistics civil Augmentation Program 
Xuwai t 

Pinding A - Manageanent of L O G W  

The US- found that: 

Contract management for the Logistics Civil Auamentation Program 
needed improvement. Specifically: 

* Performance based contract procedures weren't followed. 

* Recurring reports and support plans from the contractor 
were of little value because they sometimes weren't 
prepared, accurete or meaningful. 

Contract administrative authority wasn't promptly delegated 
to the Defense Contract Management Agency. 

standing operating procedures for contingency event 
contracting weren't developed. 

As a result, there was no assurance contractor performance was 
meeting expectations. 

Rec~endations for EQ, AFSC: 

A - 1  Recommendation: Have the procuring contracting officer 
issue performance-based contracting instructions, tbrough 
the program management office, to the Logistics support 
Unit in Southwest Asia. Make sure tbe inst,ructinns include 
specific guidance on preparing performance requirement 
summaries and performarice assessment plans. Also, determine 
how Defense Contract Management agency is developing its 
performance assessment plans to make sure customer 
requirements are satisfied. 

command Cosjnents: Concur with recommendation. Performanee 
based contracting is included in the LSU training. The LSU 
updates the training guidelines with each unit that deploys. The 
most current update was for the Y - 8  for the units deploying in 
June 04. The PM LOGCAP updated the LOGCAP Operators Guide and 
the LOGCAP Guide for supported Units in Aug 03. There are also 
now Monthly operational Reviews with all involved parties (AFSC, 
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KBR, DA, AMC, DCAA, DCMA) to track the status of on-going 
actions, set priorities, and focus on problem solving. Corrective 
actions are complete on this recommendation 

A-2 Recommendation: Direct the procuring contracting officer to 
reinforce the reporting requirements on each subsequent 
statement of work and so review and use tie reports as 
intended. 

Command Cosments: Concur with recommendation. The PC0 took 
actions to enforce the reporting requirements. They're now 
receiving lessons learned reports fro?, the contractor. 
Corrective actions on this recommendation are complete. 

A-3 Recommendation: Delegate administrative contract authority 
to the Defense Contract Management Agency with the 
contractor's notice to proceed. 

Command Comments: Concur with recommendation. Since April 
03, the cognizant PC0 began delegating administrative contract 
authority when needed, depending on the requirements of the 
contract, to a COR or a DCMR ACO at the time tte notice to 
proceed is issued or the task order was awarded. Actions are 
complete. 

A-4 Recommendation: Develop goals and cbjectives as well as 
standing operating procedures that identify roies and 
responsibilities and provide meaningful instructions for 
contingency operations. 

Command Coraments: Concur with recommendation. SOPS and 
procedures are available for the functions and responsibilities 
of assigned personnel. As noted above, the PM'S updated the 
LOGCAP Cperator Guide and the LOGCAP Guide for supported Units. 
The LSU is continualiy updating LSD training to includc 
instructions for contingency operations, This recommendation's 
complete. 

Finding B - Procedures to Control Contract Costa 
Controls over the program's contract costs during the task order 
planning stages needed improvement. Cost estimates for the task 
order statements of work we reviewed were overstated by at least 
$40 million because program personnel didn't: 

Review customer requirements more cioseiy. 

2 
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Prepare accurate government cost estimates. 

r Review contractor cost proposals more thoroughly. 

Definitize task orders promptly. 

Program personnel assigned to the Logistics Support Unit didn't 
have written procedures describing the planning process and 
their roles in the program during a contingency. Contractor cost 
proposals in rough orders of magnitude and projected contract 
costs, which became spending targets because task orders weren't 
definitized promptly, were too high. 

Recommendations f o r  EQ. APSC: 

8-1 Recmmendation: Ewtablish written local guidance for 
developing, reviewing and approving statements of work. 
Make sure the guidance includes the use of newly developed 
templates, checklists and routing slips and the 
requirement to document the review and approval process. 
also, establish a requirement to retain supporting 
documentation as part of the contract files. Incorporate 
the written guidance with the local standing operating 
procedures discussed in Recommendation A-4 of this report. 

Conrmaod Coments: Concur with recommendation. Program 
guidance for capabilities, sultiple responsibilities were in 
place with LOGCAP Battle Bock and pamphlets. LSti updates 
training for these issues ccntinually. The PM updated local 
guidance for developing, reviewing and approving stateinent of 
work in Aug 03. As noted in the report, LSD personnel began 
developing and implementing procedures to organize, standardize, 
and file documentation necessary for approval of statements of 
work. Actions are complete cn this recommendation. 

B-2 Recommandationt Continue instructing Support unit personnel 
in helping customers prepare effective independent 
government cost estimates. Require the program management 
and procuring contracting offices to properly review all 
cost estimates and provide feedback. Make sure the 
instructions and feedhack address: 

* Completing estimates to evaixate all customer changes 
and contractor estimates. 

Preparing detailed estimates of costs, in accordance 

3 
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with the work breakdown structure of the contract, with 
costs for the kznds and amounts of laoor hours, 
materials, equipment and ocher direct costs. 

* Document~ng the basls for assumptions and sources of 
cost data. 

Conrmand Cments: Concur with comments. Since the date of 
audit fieldwork we've improved the training program for the 
LSats. For units deploying, their training includes instruction 
on assisting the customer prepare IGCE's. Actions are complete 
on this recommendation. As noted above, the LSU will continue to 
update and improve training for deployed personnel. 

B-3 Recornmeadation: Zmplexent detailed processes and procedures 
for reviewing Rough Orders of Magnitude and make sure the 
processes and procedures are followed. The processes should 
include documenting comments and approvals, including 
review of each contractor revision. Require support unit 
personnel to coordinate reviews of new and revised Rough 
Orders of Magnitude with each customer affected. 

Command cpmniaants: Concur with recommendation. As noted 
above, we've improved our training program for the LSU'S. This 
training includes instruction on reviewing contractor cost 
estimates. Actions are complete on this recommendation. 

E-4 Recoxnuendation: Review Rough Orders of Magnitude for task 
orders 27, 36, 38 and 44 and reduce contract estimazes and 
related obligations by $40.4 million for the elemen-s 
identified in this report and for any other excessive costs 
identified Curing review. Review all exiscing Rough Orders 
of Magnitude for undefinitized task orders to identify and 
reduce other potential excessive costs. 

C-and Coarmenta; Concur with recommendation. The PM has 
procedures in place to review all ROMs to identify excessive 
costs. As discussed in previous comments, improved -,raining for 
the Lsrs has also clarified review procedures for ROMs. 

Qualifying proposals for these task orders IT01 are currently 
under review for price reasonableness (definitization) by the 
Defense Contract Audit Agency IDCAR), the Defense Contract 
Management Agency (DCHA), and KQ, AFSC Price/Cost Allalysts. The 
target date for the contract mod defmitization for each task 
order: TO 27 - 2 k g  04, TO 36 - 26 July 04, TO 38 - 31 August 
04, TO 44 - 20 jcly 04. 
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As more requirements were aJded, these task crders experienced 
multiple changes. For example, To 27 has had 10 changes, TO 36 
has had 21 changes. Consequently, the R m s  reviewed in July 03 
for this audit have changed. 

The ROI4 amounts are estimates prepared under so%etimes extreme 
conditions, consequently these estimates tend be prepared in a 
conservative manner. Of 40 cask orders currently awaiting 
definitization, EO% have cost proposals less than the RCM. In 
the aggregate summary of these orders, the cost proposals are 
$410 mil less than the corresponding ROMs, 

The government negotiation aosition for definirization wiil 
incorporate auditor, technical evaluator, and analyst findings 
for cost reasonableness. Actions are complete. 

B-5 Rec-endation: Enforce contract provisions for repotting 
and make sure the contractor provides meaningful information 
about cost expenditures in biweekly cost reports. 

C o m d  Comments: Concur with recornnendacion. The PCO's 
taken actions to enforce the reporting requiremenes. 

B-6 Recommendation: Make sure the contracting officer directs 
the contractor to meec the target dates for definitizacion 
proposals. 

C-and C-ents: We've taken several alternative 
corrective actions to improve rhe definitization process. 

We've established a Definitization Schedule, if the contractor 
doesn't meet required milestones, command will wilateraliy 
definitizr task orders. 

We've incorporated a cost pricing definitization team to 
coordinate the submission 05 a l l  qualified cost proposals in 
coordination with DCMA/DCESI/KaR ro improve the process. 

There are also now Monthly Operatiomil Reviews with all involved 
parties (AFSC, KBR, D m ,  DCPP.1 to track the scatus of actiana 
and see priorities. This includes a specific Tiger Team to look 
at definitization issues. 

We've also considered enforcing FAR 52.216-25, Payments of 
Allowable Costs Before Definitization. The enforcemaot of this 
contract clause would require a 15% withhold on invoices 

5 
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submitted by KBR until the contract actlon re defmltzzed. The 
appl?eatlon and execution of this clause i s  under review. 

Corrective actrons spectfic to this recommendatron are complete. 
However, we'll continue our efforts to mprove the 
neflnitizat~uu p&ocees. 

Finding C - Managsment of Dovemwt-Furnished Propert= 
The Rr-y dldn't adequately account for government-furnished 
property the contractor used to support contract task orders for 
the Logxst~ce C1v11 Aumentation Program in southwest Asia. 
specifically: 

* Contract clau~es and the statement of work m the oasic 
contract dldn't adequately defrne whether the Army or the 
contractor would malntaln acccuntahzlxty over government- 
furnrshed property during contract executxon. . procedures m statements of work for contract task orders 
didn't esrablxeh fornal tranofer of nccountslbxlxty for 
goverment-furnished property, but drd requrre jornt 
~nventories-although the inventorzes weren't performed. 

* statements of work drdn't adequately rdentify government- 
furnisihed property provrded tc the contractor for contract 
execution 

Recamendations for BQ, ABSC: 

c-1 Recommendation: Establxsh, m conjunct~on wlth the task 
Force Commander, the correct specific procedures far 
transferrzng accountablllty for government property and include 
them in the statements of work for each task order. Wave the 
property administrator confrrm the jcrnt rnventory and proper 
transfer if 3omt inventories are required 1n future task 
orders 

Cmoad Comwntrr : Concur wrth the intent of the 
recommendation. Polxcy and procedures for transferring property 
to contractors are currently set forth in existrng regulatory 
guidance. To ensure these polrcrea and procedures are followed. 
LSU personnel will recerve tralnrng and work wrth customers 
durrng the requirements determinat~on phase to ensure government 
furn~sned property is laentifled in statements of work and 
properly transferred co the contractor The LSD Crarnrng also 
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lncludes znstructrons enphasizrnq rhat all inventories must be 
3oantly performed. The PC0 will work through &he DcMR to regain 
accounzabiiity of che ewipment dzsrnssed in the report and 
verify rhat property transferred to the contractor rs properly 
accounted for. Issues of non-compliance wall be reported to the 
command group for corrective actson. Target date for completion 
is 30 October 2004. 

C - 2  Recommeadation: Inelude a complete l~st of government 
furnlsned property in the stateeent of work for each task order 

c-nd COennent6: Concur with recomaendation. LSD 
personnel work with customers to ensure a complete list of GFP'a 
included in the statement of work. This is also reinforced in 
the LSJ's training. Actions are cornpiece. 

pindinq D - Value Added Tax Payments 

The contractor incurred about S i . 7  mallion in value added tax 
charges although the Army and its contractors were exempt from 
the tax levy. However, because contractor and adm~nrstrative 
contractxng personnel drdn't take prudent corrective actzons 
when they became aware of the Improper charges, the taxes 
weren't recavered from the host countzy. Moreover, contractor 
correspondence lndxcated that tax casts could he higher because 
the contractor wasn't accurately accounting for the taxes. As a 
result, the  Army m a y  be Xmproperly brlled for the $1.7 millron 
xn taxes. 

Recownendations for BQ, AFSC: 

D-1 Recomaendation: Issue guidance that emphasizes the proper 
procedures for foreign tax relief addressed in DOD 
Directive 5100.64, the Federal Acquisition Ilegulation and 
its DOD supplement. Require the procuring contracting 
officer to emphasize tax relief requirements and the need 
for compliance in delegation of authority letters issued to 
the Defense Cent-ract Management Agency. Remind the 
contractor of its responsibilities related to tax relief. 

C-and Cments Concur with intent of recommendation, The 
L O G C . ~  procuring contracting officers ACD Delegation Letter 
will include additional language to emphasize the proper 
handling of foreign tax relief in accordance with DOD Directive 
5100.64 and Federal Acquisition Reguiations- In addition, the 
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AFSC Definitizatian Team scrubs all contractor documents to 
ensure no VAT relaced costs are included. We'll disallow VAT 
costs during definitization to the extent possible. In sane 
cases where a review of the facts show that the Government 
shares some of the burden then VAT may be allowed for some cost 
reimbursement but will not receivo any fee on it. This issue's 
discussed with the contract on a regular basis including during 
the latest partnering session held the week of 23 Aug 04. 
Corrective actions are complete. 

0-2  Reconmendation: Make sure the procuring contracting 
officer tells the administrative contraczing office to 
recover the improper tax payments from the hoet country 
using DW's prescribed proccdurcs. If the taxes can't be 
recovered from the host nation, require :he concracring 
office tc issue the notice of intent to disallow costs to 
the contractor. 

Conwand Comments: Concur with comments. Responsibiiity 
for investigating the Value Added Tax discussed in the audit 
was delegated to the DCMA. Because of the emphasis DC14U's 
placed om definitizing tank orders, the revised target date is 
30 Oct 04. Until the issue's settled, the contractor and the 
PCO agreed to set-aside all VAT TAX cost out of the award fee 
pool. 

Monetary Benefits: We concur with the estimated monetary 
benefits pending resuits of the DCMA review. 

. 
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XQ. m c  
vsua Draft Rapoft 

au&t of Logirtlar Civil A n ~ t . t i o n  PmprU 
mwai t 

Finding 11 - I&nag.p.nt of MXWLP 

The USAAIL found that: 

Contract management for the fargistics Civil Augmentation Progrant 
needed improvereant. Specifically: 

Performance-baeed contract procedures weren't followed, 

Recurring reports and support plane f m m  the ContraCtW 
were of little value Mcauea they sometimes weren't 
prepared, accurate or meaningful. . Contract aeminiatrative authority wasn't promptly delegated 
to the Defense Contract mnagement Agency. - Standing operatfng procedures for contingency went 
contracting werenzt develop4. 

As a result, there was no assurance contractor perfozmance was 
meeting expectations. 

A-I. X~C-d~tiana Have the procuring contracting officer 
issue performance-based contracting instructions, through 
the progrant management office, to the Logistics Support 
unit in Southwest Aeia. W e  m e  the instructions include 
specific guidance on preparing performance requirement 
summaries and performance assessment plans. Also, 
detedne how Defense Contract Managemnt Agency is 
developing its performance assessment plans to make m e  
custorarrr requirements arr satisfied. 

C O W  Comment81 Concur with r e c ~ d a t i o n .  Performance 
baaed contracting is included in the Leu training. The LSD 
Updates the training guidelines with each unit that &plow. 
The wet current update was for the Y - 8  for the units &ploying 
in June 04.  The PX LODCAP updated the LWCRP Operators Guide and 
the LaOeAP Duide for Supported Units in Aug 03. There are also 
now Monthly Operational Ueviews with all involved parties (APsC, 
XBR, aR, AMC, DCAA, DCWif to track the status of on-going 
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actions, set priorities, an8 focus on problem solvinq. 
Corrective actions are complete on this rec-tion. 

A-2 p.wwiacm&tionr Direct the procuring contracting officer 
to reinforce the reporting requi~vamente on each subsequent 
statmnt of work and to review and use tfu, reports as 
intended. 

Cmmnd COlpSntsr concur with rec-ation. The PC0 
took actions to enforce the reporting requirements. They're now 
receiving lessons learned reports from the contractor. 
Corrective actions on this recommendation are complete. 

A-3 Eeccnnendltion: Delegate administrative contract authority 
to the Defense Contract Management Mency with the 
contractor's notice to proceed. 

Cofmmd Ckwmmtmr Concur with receation. Since the 
date of audit fieldwork, the cognizant PC0 delegates 
administrative contract authority when needed to a COR or a iX3iA 
A m  depending on the requirements of the contract. Actions are 
cmlete. 

A-4 Xeco%muwhtion8 Develop goals and objectives as well as 
strutding operating procedures that identify roles and 
responsibilities and provide meaningful instructions for 
contingency operations. 

C m m n d  C-tsr Concur with re-ndation. SOPS and 
prooedures are available for the functiws and responsibilities 
of assigned personnel. Aa noted above, the PWfs updated the 
W C A P  qperator Guide and the UWCW Guide for Eupported Units. 
The LSO is continually updating M U  training to include 
instructions for contingency operations. This recamendation's 
complete. 

TindiPB B - Procedure# to Cmtrol Cmtrrct Corn%# 
Controls over the prqrm's contract costs during the task order 
Planning Stages needed imerwement. Cost estimates for the task 
order statements of work we ?.%viewed were overstated try at least 
$40 aillion hcauee program peremuel didn't: 

7 

Logistics Civil Augmentation Program in Kuwait (A-2005-0043-ALE) Page 67 



ANNEX A 

Review customer requirements w r e  closely. 

Prepare accurate gweIXul%Wlt cost estiaates. 

Review contractor coat propoaala mare tho+oughl~. 

. Definitize task orders prmrptly. 
Program personnel assigned to the Logistics Support Unit didn't 
have written pr0Cedures describing the planning process and 
their roles in the p n v ~ r m  during a contingency. COntraCtOr 
cost pmposals in rough orders of mgnitude and project& 
contract costs, which becaole ependiag targets because task 
orders weren't definitized pronrptly, were too high. 

I l . o ~ t i o n a  tot Bar M S C z  

8-1 Psoolsrmdrtionr Establish written local guidance for 
developing, reviewing and approving statemiate of work. 
Make sure the yuidance includes the w e  of newly developed 
templatee, checklists and routing slips and the requirement 
to document the review and approval process. Also, 
establish a requirement to retain supporting docmentation 
as part of the contract files. Incorporate the written 
guidance with the local standing operating procedures 
discussed in Reeommdation A-4 of this report. 

Corrnuui C m w n t e r  Concur with rec-dation. ProgrmQ 
guidance for capabilities, multiple reeponaibilities were in 
place with rXXiCRP Battle Book and pamphlets. M U  updates 
training for these iesues continually. The nr updated local 
guidance for developing, reviewing and approving stattmasnt of 
work in Aug 03. As noted in the report, LsU personml began 
developing and implementing procedures so organize, 
standardized, and file documentation necessary for approval of 
statements of work. Action6 are complete on this 
reconsnendation. 

B-2 RSeolsrUIt&tion: Continue instmcting support Unit 
personnel in help- customers prepare effective 
independant govermnent cast estimates. Requite the program 
management and procuring contracting offices to properly 
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review all cost estimates and pmvide feedback. m e  sure 
the instructions and feedback addreee: . cqletlng estimates to evaluate all cuetmr changes 

aad contractor estimates. . Preparing detailed estimates of coats, in accordance 
with the work breakdown structure of the contract, 
with costs for the kinds and aaounts of labor hours, 
materzale, e q u i m t  and other direct Wets. . Decwnting the basis for aeewptiooa and sources of 
cost data. 

C m  C t m m e n t s r  COllcur with c-te. since the date of 
audit fieldwork we've improved the training prcgram far the 
Lsli's. Por unite deploying. their training includes instruction 
on aasieting the customer prepare XGCE's. Actions are cmplete 
on this rec-dation. As noted above, the LSD will continue to 
update and improve training for deployed personnel. 

B-3 n e o a m m t d a t i a n r  Impleasmt detailed processes and 
procedures for rwiewing Bough orders of Magnitude and W e  
sure the processes and procedures are followed. The 
processes ehould include docueenting c-ts and 
approvals, including review of each contractor revision. 
Require suppert unit personnel to coordinate reviews of new 
and revised Rough Orders of Magaftude with each customer 
affected. 

C c a L P d  Cosmuntsr Concur with recoatatendation. As noted 
above, m've inpccavrxi p~t. traidms program for the mu's. This 
training includes instruction on rwiewing costractor cost 
estimates. ACtlOnS are ccaaplete on this recowmendation. 

B-4 XLecwa~&tion: Revtew Rough Ordere of Magnitude for task 
orders 27.  36, 38 and 44 and r&ufe contract estimates and 
related oblrgations by $40.4 million for the elemmnte 
identified in this report and for any other excessive costa 
identified during review. Review all existing Rough Ordere 
of Magnitude for undefinitised task orders to identify and 
reduce other potential excessive costs. 
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Wmmmd C-to% Concur with reconnuendation. The FM bas 
procedures in place to review all Ems so identify excessive 
costs. As discussed in previous comeuts, *raved training for 
the LWs has ale0 clarified review procedures for ROME, 

Gualifvina Proposals for these task orders (TO) are currently - - -  
under review ~'or price reaeoaableness (definitization) by the 
Defense Contract Audit Agcncy IDCAA), the Defense Contract 
management +cy (m); aad RQ, RPSC Price/coet mysts. T~LI 
target date £or the contract mod definitization for each task 
order: TO 27 - z ~ u g  01, TO 36 - 26 ~uly 01, TO 338 - 3i~~gust 
04, TO 44 - 20 July 04. 

The yoveroment negotiation position for definitization will 
incorporate auditor, technical evaimtor, and analyst findings 
for cost reaeonableneaa. 

X c n o t l r y  Beaofitn8 The mnetary benefits noted on the report 
have been werco%e by events. As mre raquirernsnts were added, 
tbese task orders experienced multiple dmngee. Pox exangtle, TO 
27 bas had 18 chanses, TO 36 hae had 21 changes. Conaeqaently, 
the ROMa reviewed in July 03 for this audit have changed. 

Tbe ROM aslDunte are estimates prepared under scmetks extreme 
conditions, coneequently these estimates tend to be prepared in 
a conservative manner. Of 40 task orders curr~tly amiting 
definitizatioa, eOZ have cost proposals less than the ROM. In 
the aggregate surmaary of these orders, the cast proposals are 
54101u leas than the correaponding ROWS. 

B-5 R o c o m u n d a t l o n r  Enforce contract provisions for reprting 
and lMJce sure the contractor provides meaningful 
information about cost expmditures in biweekly cost 
reports. 

eonuud C o m w a t s r  c o n w  with r ~ ~ n d a t i o n .  Tbe PCO's 
taken actions to enforce the reporting raquiraments. 

8-6  R e ~ t l o n ~  Make sure the contracting officer directs 
the contractor to met the target bates for definitization 
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C- c-t., we've taken several alteznative 
corrective action* to iinprove the definitination process. 

We've established a oefinitieation Schedule, if the contractor 
doesn't meet required milestones, camand will unilaterally 
definitize task orders. 

we*ve incoqrated a cost pricing definitization team to 
coordinate the submission of all qualified cost proposals in 
caordination with DCMA/DCAA/KBR to incprove the ProceSS. 

There are also now Monthly Operational Reviews with all +nvolved 
parties (APsc, mR, DWUL, ) to track the status of actions 
m d  set priorities. This includes a apecific Tiger Team to Look 
at definitination issues. 

We've also considered enforcing FAR 52.216-26, PayIWmtS of 
Allowable Costs Before Definitization. The enforcement of this 
contract clause would require a 153 withhold on invoices 
submitted by KBR until the contract action is definitized. The 
application and execution of this clause is under review. 

Corrective actions specific to this xecoroolendation are cmnplete. 
However, we'll continue our efforts to iinprove the 
hefinitrzation process. 

rindins C - N u u s - t  of ewmnuunt-?urni.h.d Propsrty 

The Army didn't adequately account for government-furnished 
property the contractor used to support contract task orders for 
the Logistics Civil Augmentation Program in Southwest Asia. 
Specifically: 

* Contract clauses and the statemst of work in the basic 
Contract didn't adequately define whether the Rrmy or the 
contractor would maintain accountability over government- 
furnished property during contract execution. 

Procedures in stateroents of Work for contract task orders 
didn't establish formal tranefer of accountability for 
government-furnished property, but did require loint 
xnventories-although the inventories weren't perfo-d, - Statements of work didn't adequately identify govermt- 
furnished property provided to the contractor for contract 
execution 
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Rec-tioas for %p. U B C r  

c-1 ilrc~drtionr Bstabfish, in conjunction with the Task 
Force Cimmander, the correct specific procedures for 
transferring accountability for goveraraent property and 
include thm in statenrents of work for each task order. 
Have the property administrator confirm the joint inventory 
and proper transfer if joint inventories are required in 
future task orders. 

conmuUi ceamontai  on-Concur with recamendation. As an 
alternative, we will t* actions to ensure that the 
installation property bco* officer is notifying the Defense 
contract Management Agency of all government-furnished assets 
transferred to the M W  Program Contractor. We will also work 
through the D m  to attslspt to regain accountability of the 
equipment noted in the report. 

During the intitial stages of Operation Enduring Preedaa, the 
Force Provider Nodules noted in the report were opened and used 
by the Arq units as they marched through Afghanistan. They 
opened the modules, used what equipmnt they needed, and moved 
on to other sites with the equipmmt. This was all prior to the 
MCfiAP contractor even having boots on the ground. As unita 
transferred out, the entering unite refused to inventory 
property. The joint Task Force Cwamder must be directed to 
account for all property assigned. 

C-2 liecol8end.tionr Include a complete list of government- 
furnished property in the statement of work for each task 
order. 

E d  e n  Concur with cements. It is incumbent on 
the Task Force commnder to ensure government furniehed property 
is identified and provided to the contractor. The Joint Task 
Force Commander must be directed to provide a list of government 
furnished equipntent to the IL%%AP planners for inclusion in the 
statements of work. 

rindlng D - v.1ue Maed T U  Payment. 

The contractor incurred about $1.7 million in value added tax 
charges although the Axmy end its contractors were exenqit from 
the tax levy. However, because contractor and adrainistrative 
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contracting personnel didn't take pNdent corrective actions 
when they became aware of the improper charges, the taxes 
weren't recowred froln the host country. Moreover, contractor 
correspondence indicated that tax costs could he higher because 
the contractor wasn't accurately accounting for the taxes. As a 

result, the Amy m y  be improperly billed for the $1.7 million 
in taxes. 

D l  asc~~11d.tim: Issue guidance that emphaaiaes the proper 
procedures for foreign tax relief addressed in DOD 
Directive 5100.64, the Federal Acquisition Regulation and 
its m~ supplement. Require the procuring contracting 
officer to emphasize tax relief refluirements and the need 
for cqliance in delegation of authority letters issued to 
the Defense Contract Management Agency. Remind the 
contractor of its respaneihilitiea related to tax relief. 

emman& C~mrrmt~t Concur with intent of reccmmndation. 
The LCGCAP procuring contracting officers ACO Delegation Letter 
will include additional language to emphasize the proper 
handling of foreign tax relief in accordance with W D  Directive 
5100.64 and Padera1 Acquisition Regulations. In addition, the 
ApSC Definitieation Tern s c m s  all contractor dommnts to 
ensure no VAT related costa are included. Weell disallow VAT 
costs during definitizstion to the extent possible. In sane 
cases where a review of the facts show that the awerment 
Shares smae of the burden then VAT nay be allowil for some cost 
reimbursement but will not receive any fee on it. Corrective 
actions are cqlete. 

- 2  Paawnmndat5.m: Make sure the procuring contracting 
officer tells the adminietrstivd contracting office to 
recover the improper tax payments f m  the host country 
using DoD's prescribed procedures. If the taxes can't be 
recovered from the host nation, require the contracting 
office to issue the notice of intent to disallow costs to 
the contractor. 

mmasd Comxmnta: Concur with cameats. Responsibility 
for investigating the value Added Tax discussed in the audit was 
delegeted to the DCBfR. - representatives anticipate 
completion of their review by 31 ~uly 04. 
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Xonotlty Bur.titar We concur with the estimated monetary 
benefits pending resulte of the Dcnn review. 
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Assistant Secretary of the Army (Financial Management and 
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Deputy Chief of Staff, G-4 
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