
OFFICE OF THE SECRETARY OF DEFENSE 

WASHINGTON, DC 20301 

MEMORANDUM FOR: SEE DISTRIBUTION juN ! 4 2007 

SUBJECT: DoD-Wide Prohibition to Order, Purchase, or Otherwise Procure Property or 
Services in an Amount in Excess of $100,000 through the GovWorks 
Federal Acquisition Center of the Department of the Interior's National 
Business Center 

In accordance with section 8 1 1 of the National Defense Authorization Act for 
Fiscal Year 2006 ( Public Law 109-163), the Department of Defense Inspector General 
(DoDIG) and the Department of Interior Inspector General (Do1 IG) jointly have 
completed a review of the Department of Interior's (DoI's) contracting support to {he 
Department of Defense (DoD). By letter of May 7,2007 (Attachment l), the Don IG 
stated that "GovWorks, DoI's franchise fund, has not adequately improved its hnding 
and contracting practices" and recommended to the Under Secretary of Defense for 
Acquisition, Technology, and Logistics (AT&L) that he restrict DoD Components from 
utilizing "GovWorks" for procurements in excess of $1 00,000, until Do1 has taken 
corrective action. 

You are directed to take immediate action to ensure that no interagency 
agreements for requirements in excess of $100,000 are entered into by your organization 
with GovWorlis, the Federal Acquisition Center of the Department of the Interior's 
National Business Center, unless a determination has been made in writing by the Under 
Secretary of Defense (AT&L) that it is necessary in the interest of the Department to 
continue to procure property or services through GovWorks. Additionally, you may not 
submit multiple purchase requests for the same requirement cumulatively exceeding 
$100,000. These restrictions include contracts that are incrementally funded as well as 
the award of options on existing contracts. 

You must ensure that any funds provided to GovWorks before the date of this 
memorandum, in excess of $100,000, that have not already been placed on contract are 
returned to the Department, unless a written determination to continue has been made the 
by USD(AT&L). Requests to continue must be forwarded to the Director, Defense 
Procurement and Acquisition Policy, for review. GovWorks is authorized to continue to 
perform contract administration on all existing contracts. 



A letter notifying the Department of the Interior of the restrictions outlined in this 
ineinorandum was issued by the Director, Defense Procurement and Acquisition Policy 
on May 3 1, 2007 (Attachment 2). The aforementioned restrictions shall remain in effect 
until rescinded. 

This restriction does not apply to the Department of the Interior's Southwest 
Branch of the National Business Center since the recent DoDIG review has shown 
substantial improvements in compliance with Defense procurement requirements. 
Accordingly, the DoDIG recommended that DoD continue to use the Southwest 
Acquisition Branch for its procurements where it is in the Department's best interest. 
The POCs are Mr. Michael Canales (703-695-8571 or via e-mail, at 
michael.canales(~osd.mil) and Ms. Kathryn Gillis (703-697-6875 or via e-mail at 
kathr~~n.rrillis(&osd.mil. 

Under Secretary of Defense 
(Acquisition, Technology, and Logistics) (Comptroller) 
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MEMORANDUM FOR UNDER SECRETARY OF DEFENSE FOR ACQUISITION, 
TECHNOLOOY, AND LOGISTICS 

SUBJECT: Audit of DoD Acquisitions Through the Department of the Interior 
GovWorks Contracting Center 

On October 1 1,2006, we initiated our second audit ofDoD acquisitions through 
the Department of the Interior (DOI). Section 81 l(aX2) of the "National Dofense 
Authorization Act for Fiscal Year 2006" (Public Law 109-163) (the Authorization Act) 
requires a second audit of each non-Defense agenc of the Federal Government that 
procured property or scrvices in excess of $100 mi r lion on behalf of DoD during FY 2006, 
and was found not fully compliant with Defense procurement requirements. At the end of 
the second audit, the Authoiization Act requircs us to determine whether DoD should 
continue to use the non-Defense agency for acquisition support. j 

We have visited both of the DO1 contracting centers authorized to do interagency 
contracting (GovWorks, in Herndon, Virginia; and the Southwest Acquisition Branch, at 
Fort Huachuca, Arizona) and have examined contracting practices and compliance with 
DoD policies and appropriation law. Additionall we evaluated the effectiveness of DO1 
and DoD actions in correcting tho problems we idl&tiliod during our first audit. 

This mernoralidum is to inform you that the Southwcst Acquisition Bra~icll of DO1 
has made substantial ilnprovelnent in compliance with Defense procurement 
rquirtments. We i-ccommend that DoD continue to use the Southwest Acquisition 
Branch for its p~ulcucmu~ts where DoD management concludts that it is in best interest 
of DoD. Howover, GovWorks, DOI's franchise fund, has not adequately improved its 
funding and contractin4 practices. Accordingly, we rocommend that you restrict DoD 
Components Itom inaking GovWorks procurements in excess of the Iimits ($100,000) at 
Scction 81 l(d)(2) of the Authorization Act until DO1 has taken corrective action. The 
basis for our conclusions is summarized in the following paragraphs, 

First Audit. Our flrst audit concIudcd that procedures for purchasing through 
DO1 did not comply with laws md rqulations. As a laesidt, DoD customere were not 
assured of best value or balanced contract risk. Wo identified the following issues based 
on a rzview of 49 contracts awarded by the two DO1 contracting canters. 

Contracts were generally awarded in a sole-source environment for which 
price reasonableness was not supported. The Southwest Acquisition 
B m ~ c h  improperly delegated conbxcting responsibilities. Specifically, a 
DoD employee wlthout a contracting officer warrant awarded contracts 
valued at 5135 million. 

Tecllnical reviews of coiltractor proposals were inadequate and an 
appropriate level of Government si~rveillance was not evident. 

' Audit of FY 2006 end FY 2007 DoD Purchses Mnde Through the ~ e ~ a r t m e i t  of the Interior project 
NO. DZ007-DOOOCF-0039.000) 



DoD customers permitted GovWorks to retain and use expired funds, 
potentially violating the Antideficiency Act. We identified 22 potential 
violations of the Antideficiency Act. Additionally, we identitled 
$393 inillion potentially expired appropriations on GovWorks books. 

The DO1 Southwest Acquisition Branch placed orders valued at 
$238.7 million througl~ the Open Market Corridor before the system 
obtained security accreditation and agency head approval. 

A 10-year, $100 million lease funded by the Counterintelli ence Field 
Activ~ty through OovWorks may have violated the Antide ! ~ciency Act, 
circumvented con nssional revlew, and annually cost $2.7 million more 
than if h e  Gener a f  Services Administration awarded it. 

These findings and recommendations were presented to DoD and DO1 in DO1 
Inspector Oeneral Report No. XM-MOA-0018-2005, "Audit of FY 2005 Department of 
the Interior Purchases Made on Behalf of the De artment of Defense," January 9,2007; 
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and DoD Inspector General Report No. D-2007- 4, "FY 2005 DoD Purchases Made 
I 

Through the Departrncnt of the Interior," Janua~y 16,2007. ! 
Second Audit Our second audit found that the Southwest Acquisition Branch 

had greatly improved its operations sinco our first audit. However, OovWorks had made 
little improvement in nducing Its inventories of expired DoD appropriated funds or 
stopping its pactice of using expired funds to make Defense procurements. Additionally, 
GovWorks has not honored a DoD request to halt the use of advance billings. Fjnally, we 
found that GovWorks was not compliant with sectton 803 of the "National Defense 
Authorlzatiou Act for FY 2002," (Public Law 107-107) requirements as implemented by 
DoD in the Defense Federal Acquisition Regulation Supplement (DFARS) 208.405-70, 
"Other ordering procedures." 

Continued Use of Expired 
GovWorks has made very little progress in 
2007, OovWorka continued to use expired on behalf of DoD 
well beyond the expiretion dates of the funds. The DO1 Ins ector General and my 
auditors have identified 389 potential violatlonr, valued at g69.5 million, of the 
Antideficioncy Act resulting from the use of h d s  Identified as potentially expired durlng 
our first audit, A majority of the potential Antideficiency Act v~olations relate to bona 
tide needs issues for the purchases of products, A typical example is as follows. On 
January 4,2007, a GovWorks contracting officer awarded a General Services 
Adlninistration Federal su ply schedule order for the purchase of file cabinets. The 
contractin officer used F 2006 OSD-wide o d o n  and maintenance funds that were r C! 0% available or use only until September 30,20 . ffovWorks acce ted the funds for this B purchase on August 2,2006, when the h d s  were still available or use. 

The potential violations that we have identified are on1 a small ortion of the r g total number of potential violations. We have reviewed only 0 of 1,97 Military 
Interde lutmentai Purchase Requests (MIPRs), valued at about $200 million, that our first 
audit i I! entified as citing expired Funds. This use of expired flrnds was first discussed 
with OovWorks in December 2005. In February 2006, the DO1 Inspector Oeneral 
highlighted those ploblelns to ha Deputy Secretary, DOI. On March 27,2006, our office 
and the DO1 Inspector General jointly presented this issue in our briefing to tho Senate 
Armed Services Committee. A series of meetings were held among our ofice, yoy  
ofice, the Under Secretaly Defense (Comptroller Chief Financial Oficer, and senlor dV management within DOI, in an attempt to preclu e future funding problems. The Under 



Secretary Defense (Comptroller)/Chief Financial Officer issued memorandums on 
March 27,2006, and October 16,2006, in an attempt to establish the ground rules for 
making interagency acquisitions. Additionally, your Director, Defena Procure~nent and 
Acquisition Policy sent a letter to DO1 on January 29,2007, wpnssin his concerns with 
the contracting and funding fssues. Despite these efforts, the problem 

Continued Use of Advance BUlin . The Under Secretary Defense 
(Comptmller)/Chief Financial Officer concluded &t a large obstacle to deobligating 
expired funds has been aovWorkBs practice of billin MPRs upon receipt, in advance of 
the wo1.k r uired by the MIPR. The use of advance illing was initially required by 3 t 
legislation at created CiovWorks, but the law was changed and OovWorks is no longer 
required to use advance billing. When advance billing is used, MIPRs used to fund 
acquidtions arc shown on DoD financial recolds to be fully expended, and DoD cannot 
easily identify the MLPR hnds as recoverable through a doobligation action. The 
Comptroller's ofice, on March 1,2007, issued a notice "Advance Payments to Non- 
Department of Defense (DoD) Federal Agencies for Interagency A uisitions" to DoD 
Components and to OovWorks. The notice states that the practice 9 o advance billing was; 
to no longer to be used for DoD procurements. Specjfically, the memorandum stated: , 

I 
In accordance with current DoD policy, all DoD Components are 
directed to rtop the practice of advancing funds to non-DoD fcdenl 
entlties unless tho DoD Components ara specifically authorlred by law, 
legislative action, or Presidential nuthorltntiot~. This includm tho 
pradice of pmittlng advanco billings without tho recolpt of goods or 
sorvicas. All existing advmcernents rotnincd by a non-DoD fadoral 
agency must be returned. 

Components nqucrtlng goode or services from o non-DoD f s d d  
agency must bo filly awsre olthe outrido agency's bYling pmtlca and 
take approptiato action to ensure DoD finds are not disbursed in 
advance of contract performance. In uddltton, Can~gonents must work 
with tholr servicing disbunoment sites to revlso Wading putnor 
agroomcnb to restrict other ftdsrlrl agancluB ability to withdnw find: 
prlar to the dellvory of goo& or sorvlocrr performed. . . . 

Des ite the guidance, OovWorks has continued to use advance billing. Since 
March I. 2db7. OovWoks has msdvcd almost 230 MlPRa fmm DoD activities totaling 
$127.4 million that were all advance billed. OovWorks staff have told us that their 
billing process is automated and that they cannot halt the practice of advance billin until 
the automated system is changed. OovWorks could not provide a milestone date An 
the change to its automated system would be completed. We believe that GovWorks 
should not accept DoD MIF'Rs until they can halt advance billing. 

Section 803 and DFARS 208.405-70 Complinnee. During our second 
audit, we reviewed 20 contracts at GovWorks. Four of the 20 contracts reviewed we1.e 
for furniture buys. For three of these contracts, contracting officers did not obtain three 
independent quotes. Instead, furniture dealers obtained quotes from selected vendors and 
provided the quotes to DoD requiring activities. The DoD requiring activities then 
provided the quotes to OovWorks contracting officers. Under this approach, GovWorks 
contracting officers were totally removed fiom the competitive process, did not provide 
any market research to identify potential sources, and d ~ d  not oversee over how the quotes 
were obtained. Accordingly, GovWorks contracting officers did not meet the intent of 
Section 803 and its implementing regulation DFARS 208.405-70. Another five contracts 
for hand-held radios, helmet pads, tactical torch kits, and testlng equipment did use *Buy 

i i i  



but did not obtain the three quotes required by DFARS 208.405-70, and conbactlng 
officer efforts to meet that goal were not doculncnted in the files. 

Overall, we 0% not seeing pro ess at GovWorks toward correcting tho 
deficiencies that we identified in our P lnt audit. Accordingly, we see no reason to do 
Avther audit work at GovWorks and beliovo that it is in DoD's best interest to impose the 
procurement restrictions of the Authorization Act until these problems have been 
corrected. N6vertholess, section 81 l(e)(l) ofthc Authorization Act pcrmlta you to waive 
this restriction for up to 1 year if you determine in writing that it is necerrscuy in the 
interest of the DoD to continue to procure properly and services through GovWorks. 

We expect to issue our draft report in June 2007. Jt willprovido eater detail on 
the issuw we have identified. Please contact Mr. Tony L. McKinnsy atff03) 604-9288 if 
you have questions about our audit work at DO1 or the ncommendationa contained here. 

cc: 
Under Sccretruy of Defense (Comptroller)/Chief Financial Officer 
Director, Defense Procurement and Acquisition Policy 
Inspector General, DO1 

\ 



OFFICE OF THE UNPER SECRETARY OF DEFENSE 

3400 OEPENBL PENTAGON 
WABHINOfON, DC 20301-XKK) 

Ms. Nina Rose Hatfield 
Deputy Assistant Secretary for 

Business Management & Wildland Fire 
U.S. Department of Interior 
1849 C Street NW 
Washington, DC 20240 

Dear Ms. Hatfield: 

1 
Thank you for your letter dated May 23,2007. While we are encouraged by the , 

noted substantial improvement in compliance with Defense procurement requirements by I 
the Southwest Acquisition Branch, we continue to be disappointed by the findings with 
regani to the support provided to DoD by GovWorks as identified in the attached May 7, 
2007 Department of Defense (DoD) Inspector General (DOD IG) letter to the Under 
Secretary of Defense for Acquisition, Technology and Logistics (AT=). 

In his letter regarding the recently concluded audit of the Department of the 
Interior's contracting support to DoD required by section 81 1 of the National Defense 
Authorization Act for Fiscal Year 2006 (Public Law 109-163), the DoD IG concluded 
that "GovWorks, Dol's franchise find, has not adequately improved its h d i n g  and 
contracting practices" and recommended the Under Secretary of Defense (AT&L) restrict 
DoD Components fiom utilizing OovWorks in accordance with section 8 1 I (d) of the 
Act. The purpose of this letter is to notify you that we concur with the DoD Ig's 
recommendation. 

We direct that no interagency agreement in excess of $100,000, be accepted by 
OovWorks Federal Acquisition Center nf the Deparunent of Interior's Nationd Business 
Center fiom DoD unless a determination has been made in writing by the Under 
Secretary of Defense (AT&L) that it is "necessary in the interest of the Department to 
procure the particular property or services.. .". This restriction shall remain in effect until 
rescinded. As requested previously, Do1 must cease the practice of advanced funding and 
must comply with DoD's policy of "no advance" payments with respect to all interagency 
agreements. 

You are advised that any funds in excess of $100,000 provided through an 
interagency agreement to GovWorks before the date of this letter that have not already 
been placed on contract by GovWorks must be returned to the Department immediately. 
Gov Works should continue to provide contract administration of all existing contracts. 



In addition to the above, we must insist that no Contracting Officer who was 
involved with any of the potential Anti-Deficiency Act violations previously identified 
conduct any fitwe contracting actions on behalf of DoD until those potential violations 
are resolved. 

We arc available to meet with you and your team at your earliest convenience to 
discuss this matter. My POC is Mr. Michael Canales and he can be reached at 703-695- 
8571 or via e-mail, at michael,canalesh3osd.mil, 

Sincerely, 

I 

sad 
~irew Defense Procurement 

and Acquisition Policy 

Cc: Douglas J .  Bourgeois, Do1 


