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BY THE U.S. GENERAL ACCOUNTING OFFICE 

Report To The Secretary Of Defense 

The Navy Needs To Strengthen Facilities 
Construction ,.And Maintenance Contracting 
Practices Knd Management Controls 

The Naval Facilities Engineering Command 
is responsible for the design, construction, 
and maintenance of Navy shore facilities 
worldwide. 

In reviewing 33 construction and 28 main- 
tenance contracts awarded between fiscal 
years 1972 and 1982 at 26 contracting 
activities, GAO found a broad range of costly 
contract formation and administration prob- 
lems. GAO’s past work and other audit 
agencies’ work indicate these problems are 
part of a long-standing pattern. 

DOD concurs in GAO’s recommendation 
intended to minimize the future recurrence 
of these problems and to better insure that 
the command’s contracting authority is prop- 
erly exercised and implemented. 
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UNITED STATES GENERAL ACCCNNTING OFFICE 
WASHINGTON,. D.C. 20542 

N4TIONIl. SECURITY 4N0 
INTERN4TION4L 4FFAIAS DIVISION 

B-216923 

The Honorable Caspar W. Weinberger 
The Secretary of Defense 

Dear Mr. Secretary: 

This report discusses our evaluation of Navy facilities 
construction and maintenance contracting practices and management 
controls. 

The report contains a recommendation to the Secretary of the 
Navy and we are sending a copy of this report to him today so that 
he can comply with 3t U.S.C. 720, which requires the head of a 
federal agency to submit a written statement on actions taken on 
our recommendations to the House Committee on Government Opera- 
tions and the Senate Committee on Governmental Affairs not later 
than 60 days after the date of the report and to the House and 
Senate Committees on Appropriations with the agency's first 
request for appropriations made more than 60 days after the date 
of the report. 

We are also sending copies of this report to the Chairmen, 
House Committee on Government Operations, Senate Committee on 
Governmental Affairs, House and Senate Committees on Appropria- 
tions and Armed Services; the Director, Office of Management and 
Budget; the Chief of Naval Material; the Commander, Naval Facili- 
ties Engineering Command; and other interested parties. 

Sincerely yours, 

Frank C. Conahan 
Director 





GENERAL ACCOUNTING OFFICE 
REPORT TO THE SECRETARY 
OF DEFENSE 

THE NAVY NEEDS TO STRENGTHEN 
FACILITIES CONSTRUCTION 
AND MAINTENANCE CONTRACTING 
PRACTICES AND MANAGEMENT 
CONTROLS 

D I G El Sm'.l! -----_I "" 
The #Naval Facilities Fngineerinq Command 
(NAl7PAC) I which is subordinate to the Naval 
Material Commandl is responsible for providing 
the design, construction, and maintenance 
services for shore facilities needed by the 
Navy's olpcrating colmmands. 

In 7980,~,,G&O reported"#to the Congress on 
problems in administerinq maintenance contracts 
at Army, Navy, and Air Force installations. The 
Department of Defense (DOD) generally concurred 
with G&O's findiinqs and recommendations, but 
questioned the work involvinq NAVFAC. That work 
involved only o'ne of the command's six Enqineer- 
ing Field Divisions (EFDs). (See p. 1.) 

In this review, G.40 wanted to find out if the 
same or similar types of problems might be 
occurring elsewhere on a variety of contracts. 
Therefore, GAO expanded its scope of work to 
include 61 contracts awarded between fiscal 
years 1972 and 1982 by 26 contractinq activities 
located in five of the command's six divisions. 
GAO selected contracts that reflected signifi- 
cant apportunities for improvement. Because the 
selection of contracts was judqmental rather 
than random, GAO is not projectinq its findings 
to all of the command's contracts. (See pp. 3 
and S.) 

CONTRACT FORMATION 

While reviewing contract administration matters, 
GAO found a need for improvements earlier in the 
procurement.cycle when procurements are beinq 
planned and contracts are beinq formed. The 
following are some of the many examples indicat- 
ing a need for management improvements in the 
contract formation process: 
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--PlannincA the use o'f funds. 

A, $52:P,OOfi mintract for roof replacement ~47.3~ 
auwarded~ wit~k@u~ut t&ins the time to us" arl 
improved design. The likely reason--year-end 
spending. The result --a leaky roof with a 
probmeble shortened life and water-damaged 
hospital equipment and furnishings. (See p. 
7.1 

--Determining needs. 

A shipyard contract for guard services 
overstated the number of security personnel 
needed. GAO alerted the shipyard to this 
condition and a change was initiated that 
s'hould result in savings of about $140,000. 
(See p. 8.) 

--Review of plans and specifications. 

A specification error was made and rust prone 
iron, instead of stainless steel, pipe was 
used in a training facility's hydraulic system 
that would ble connected to operational fighter 
aircraft. (See p. 9.) 

--Preaward contract reviews. 

GAO observed situations involving improper 
evaluation of unrealistic bids (see P. 11) and 
the use of a prohibited type of contract 
provision (see p. 12). 

CONTRACT ADMINISTRATION 

Contract administration entails all those 
actions that take place after contract award to 
enforce the contract terms and conditions. 
Effective contract administration should assure 
timely and satisfactory performance at the 
agreed price, The following are some of the 
many examples indicating a need for management 
improvements in the contract administration 
process: 

--Contract enforcement and project acceptance. 

A new roof has leaked since it was installed 
in 1976, yet the poor workmanship was 
accepted. A contract was awarded in 1982 to 
replace the roof for about Sl million. (See 
p. 13.1 
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--Pricing adjustments. 

An audit reeommsmn~datiQn to recover defective 
pricin~g alf aSbout: $500,000 on a shipyard crane 
overhaul h'ad no't been resolved at the 
conc3lus;i~m-i of GAO"s review. It was resolved 
on Jarwary llci, 19834, through the issuance of a 
unilateral change order, which deducted about 
$452,Q43~0 from thle contract price. (See p. 
14.) 

--Inspection of contractor performance. 

Prior inspections had not detected poor 
contractor performance in the maintenance of 
fire hydrants and water distribution svstems. 
The contractor billed and was paid as if the 
requirements had been met. (See p. 14.) 

--Documentation of actions. 

A new $10 millio~n propellant disposal facility 
has never worked because of its new and 
untested design, As work proceeded and 
problems were encountered, over 200 verbal 
(rather than required written) change orders 
were issued in an attempt to salvage the 
facility. Without adequate documentation, the 
Navy could not properly administer the con- 
tract or evaluate, as part of the cost of the 
facility, a contractor claim for $1.6 million 
before it was paid. (See p. 17.) 

--Payments to contractors. 

In the month examined, a family housing 
maintenance contractor submitted and was paid, 
under a $590,001) contract, for many bills that 
should have been voided because they were 
based on duplicate work authorizations and/or 
rework. (See p. 17.) 

FACTORS INFLUENCING 
MANAGEMENT CONTROLS 

GAO fo'und several factors that contributed to 
the poor procurement practices. One relates to 
limited organizational oversight. The command's 
inspector general reports have limited oversight 
value because they do not emphasize contracting 
matters. AlSO, examinations by the command's 
Contracts Procedures Review Roards are 



infreauent and cursorv. The problems GAO, as 
well &I Wavy auditors-, found tended to be' 
repeated rather than corrected because NAVFAC 
did not (1) ~det~ormine whether prior audit 
findings ver@~ Lsolated examples or symptomatic 
of a commandwide condition and (2) make more 
than a minimal effort to communicate the 
prohlem~s to other units. (See pp. 19 to 21.) 

GAO also re'mgnizes year-end snendinq and the 
recent increasing volume of maintenance con- 
tracts as factors influencing poor procurement 
practices. (See p. 22.) 

CONCLJ.JSIO%JS 

GAO concludes that the problems it found, 
coupled with those disclosed in other audit 
agencies‘ reports, demonstrate (1) a widespread 
pattern of contract formation and administration 
problems that cannot be considered as isolated 
to a few activities or contracts and (2) a need 
for management to bring about improvements. The 
command does not have an effective means of 
knowing if its decentralized and autonomous 
subordinates are operatina efficiently and 
economically. Without commandwide improvements, 
resources cannot be adequately safequarded 
against waste, Iloss, and misuse, and the problems 
may be repeated. (See p. 25.) 

RECOMMENDATIOFJ 

?o minimize the recurrence of the problems it 
found, GAO recommends that the Secretary of tile 
Navy direct the Chief of the Naval Material 
Command and the Commander of the Naval 
Pacilities Bngineering Command to improve their 
management oversight and internal controls over 
activities having NAVFAC contracting authorit\/ 
bY 

--increasing the effectiveness of Contract 
Procedures Review Board teams, 

--systematically assessing all reported proklems 
and determining whether these problems are 
isolated or NAVFAC-wide, and 

--communicating the results of these assessments 
throughout NAVFAC. (See P. 26.) 
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AGENCY COMMEHTS AND GM'S FVALILTATION 

DOD stated that it basically concurred with GAO's 
reoort and its findings and recommendation. It 
also stated that progress was being made because 
substantial effort and resources have been devoted 
to this area since GAO’s fieldwork. (See pp. 27 
and 62.) 

Of the 61 contracts GAO reviewed, DOD only took 
exception to the evaluation of 1, which GAO 
viewed as an example of year-end spending. The 
question at issue was whether the award of a 
contract to replace a roof should have been 
delayed so that an existing, improved desiqn 
coul.d have been used. DOD stated that the 
design used was based on valid criteria and that 
the decision to use it would have been the same, 
regardless of when the contract was awarded. 
GAG continues to believe that year-end spendinq 
was a sisnificant factor in the roof decision 
because, among other reasons, according to Navy 
officials, the improved design was not used 
because it would have reauired a change in the 
Droposed specifications for the contract, which 
would have delayed the date of the award past 
the end of the fiscal year. (See pp. 8 and 65 to 
66.) 

In addition, DOD disagreed with GAO's conclusion 
that NIAVFAC does not know how widespread its 
contracting problems might be because of 
management control weaknesses, particularly 
those over its EPDs. DOD stated that NAVFAC has 
adequate procedures in place to evaluate the 
overall operational efficiency of its EFDs. It 
noted a wide range of automated management 
reports that provide information to the EFDs and 
Headquarters at the proqram, project, and 
contract levels, which it felt was sufficient 
to manage and direct acquisition programs, 
recognize adverse cost and performance trends, 
and initiate corrective action as needed. GAO 
reviewed the reports referred to by DOD during 
the audit and found that they did not disclose 
the scope, pervasiveness, and repetitiveness of 
problems experienced at the SF'!3 and local levels. 
Thus, they did not provide NAVFAC with information 
needed to analyze an RFD's problems or to determine 
whether the problems were common to other EFDs and 
their local installations. (See pp. 21 and 63 to 64.) 
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CHAPTER 1 

On January 9, 1980, w'e issued a report to the Congress 
entitled Better Manl~lqemsnt Needed in DOD to Prevent Fraudulent 
and Erroneous Contract Payments and to Reduce Real Property 
Maintenance Costs (WAD-80-14). Contract administration at the 
four Army, two Navy, and four Air Force installations visited 
was not adequate to prevent intentional or unintentional 
overcharges. Several installations paid for much more work than 
was done: some ordered unnecessary work and accepted inferior 
work; and some did not obtain lower prices because requirements tiS 
were inappropriate or poorly written and price proposals were 
not properly analyzed. 

On March 171 1980, the Department of Defense (DOD) gener- 
ally concurred with our findings and recommendations. It ack- 
nowledged a need to strengthen controls over the procurement of 
maintenance and repair services and advised the military ser- 
vices to restress procedures to preclude future problems. How- 
ever, DOD questioned the sufficiency of our scope and the pro- 
priety of our methodoloqy in the Naval Facilities Engineering 
Command (NAVFAC) portion of our report. Our prior work involved 
only two contracting offices of the Atlantic Enqineering Field 
Division of NAVFAC. 

Recause significant expenditures were involved, we decided 
to do additional work at that division and to expand our work to 
other NAVFAC locations to determine whether the same or similar 
types of contract administration problems might be occurring on 
a variety of contracts. 

NAVFAC 

NAVFAC is one of five subordinate commands under the Naval 
Material Command. NAVFAC is generally responsible for the 
design, construction, and maintenance of worldwide Navy shore 
facilities. Its authority and responsibility are contained in a 
Naval Material Command Organizational Manual, which provides 
that NAVFAC: 

"...shall provide administrative and technical support 
and guidance to the Department of the Navy, other mil- 
itary departments, and other agencies, in accordance 
with their assigned functional and material support 
responsibilities. This support and guidance shall 
include: the establishment of standards and proce- 
dures; professional and technical advice, guidance, 
and assistance: performance of specialized administra- 
tive or technical functions or services; and review 
and evaluation of the implementation of such guidance, 
as appropriate...." 



In fiscal year 1982, NAVFAC awarded 1,825 architect- 
enqineerinq contracts for $85.6 million, 9,148 construction con- 
tracts for S1,8 billion, and 3,004 maintenance contracts for 
$150.9 million, The total value of construction contracts 
administered in tlsoa;l 1982 was SA.l billion. Durinq this same 
perio'd , NAVBAC had a total of 19,746 people. According to an 
official in NAVFACms Res;ource Manaaement Rranch, about 3,943 
NAVFAC personnel were performing acquisition functions. 

The range of facilities NAVFAC desiqns and builds or 
contracts to desiqn and build for its customers is extensive. 
Contracts have been awarded for the design, construction, and 
equi.DDing of entire naval installations, costinq hundreds of 
millions of dollars, such as the forward louistics support base 
on the island of Dieqo Garcia in the Indian Ocean and the 
Trident submarine stations in Washington and Georqia. 

The design and construction of a project start with a 
determination of need. Rach NAVFAC customer determines that a 
specific project is needed and describes it to NAVFAC. NAVFAC: 
may either accomplish the design in-house or, if the project 
exceeds NAVFAC's design resources or capabilities, award an 
architect-engineering contract. Once NAVFAC approves the 
design, it begins the procurement process that results in the 
award of a construction contract. Contract administration, 
which includes those functions (receiving, inspection, payment, 
etc.) occurrinq after contract award that assure that contract 
terms and conditions are enforced, also rests with NAVFAC. 
Although it contracts for some services, such as architect- 
engineering, NAVFAC still retains full responsibilitv for 
successful project completion. 

!Jx>on completion of construction, maintenance is provided by 
the installations. NAVFAC'S involvement with maintenance is not 
as extensive as it is with construction projects; however, it 
retains contracting responsibility. Organizational relation- 
ships and functions are described brieflv below. 

Engineerinq Field Divisions 

NAVFAC provides its services primarily through its six 
Enqineering Field Divisions (EFDs). EFDs are responsible for 
overseeing the contractins activities of their suhunits and 
providing technical quidancc and service to them. l?PDs also are 
responsible for guidinq and monitorinq the contractinq activi- 
ties of Public Works Departments (PWDs), non-NATIFAC units, which 
are discussed below. 

Construction offices 

These NAVFAC subunits, which the Navy calls officers in 
charge of construction or resident officers in charge of con- 
struction, are primarily responsible to their respective EFDs 
for design activities, contracting, and day-to-day contract 
administration of construction projects. 
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Public works centers 

These NAVFAC ,subunits are located at the larger naval 
installations and are responsible to their respective EPDs for a 
variety of activities performed for the installations. Their 
construction activities include limited desiqn services, con- 
tracting, and the administration of some medium-sized projects. 
Also, they award and administer maintenance contracts. In 
fiscal year 1982, there were nine centers throughout the Navy. 

Public works departments 

Although these components are not part of NAVFAC, they are 
an integral part of the naval installations on which they are 
located. NAVFAC, through its RFDs, has deleqated contracting 
authority to PWDs for obtaining maintenance services and limited 
construction work. The officer in charge of each PWD answers to 
the installation commander for the overall operations of the 
PWD, and to the respective EFD for the proper administration of 
the assigned contractinq authority. In fiscal year 1982, there 
were about 130 PWDs throughout the Navy. 

Figure 1 on page 4 shows the organizational relationships 
of all these and other Navy components. 

OBJECTIVE, SCOPE, 
AND METHODOLOGY 

Our basic objective was to evaluate NAVPAC's administration 
of construction and maintenance contracts to see if significant 
improvements could be made. We did not assess NAVFAC's overall 
management. 

During the period July 1982 throuqh June 1983, we reviewed 
NAVFAC's oversight of its contractinq offices and appropriate 
audit and inspector general reports. We performed our work at 
NAVFAC headquarters, five of the six EFDs, and 26 contracting 
activities at the following installations: 

Atlantic EFD, Norfolk, Va. 

Naval Air Station, Oceana, Virginia Reach, Va. 
Naval Amphibious Rase, Little Creek, Norfolk, Va. 
Norfolk Naval Shipyard, Portsmouth, Va. 
U.S. Naval Rase, Guantanamo Hay, Cuba 

Chesapeake EFD, Washington, DC 

Naval Ordnance Station, Indian Head, Md. 
National Naval Medical Center, Rethesda, Md. 
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Northern EFB, Philadelphia, Pa. 

Naval Air nevelopment Center, Warminster, ?a. 
Philadelahia Naval Shipyard, Philadelphia, Pa. 
Philadelphia naval Rase, Philadelphia, Pa. 

Southern EFPE, Charleston, S.C. 

Naval Air Station, Pensacola, Fla. 
Naval Air Station, Jacksonville, Fla. 
Naval Air Station, Whitinq Field, Milton, Fla. 

Western lWl3, San Rnmo, Calif. 

Naval Submarine Base, Bangor, Rremerton, Wash. 
Naval Undersea Warfare Rnqineering Station, Reyport, 

Wash. 
Naval Air Station, Whidbey Island, Oak Harbor, Wash. 
Lonq Beach Naval Shipyard, Lonq Reach, Calif. 
Long Beach Naval Station, Long Beach, Calif. 

Because of the large number of contractinq activities, the 
multitude and variety of contracts administered at each site, 
and the time needed to evaluate a sinqle contract, we considered 
it impracticable to select a statistically valid sample of 
NAVFAC contracts. We reviewed 33 construction and 28 mainte- 
nance contracts. Of these 61 contracts, 5S were awarded in 
fiscal years 1979 through 1982 and 6 were awarded in fiscal 
years 1972 throuqh 1978. These latter contracts were selected 
because they were open and were beinq administered at the time 
of our review. 

In approaching our work, we beqan at the Headquarters and 
division levels by looking at the systems in place for review 
and control of contracting offices. We then moved to the 
contractinq activity level to review local practices and 
procedures. To identify needed improvements, we held 
discussions with contract administrators and onsite inspectors. 
These are the people whose daily work determines whether the 
Navy gets full value for its contract dollar and who see first 
hand the effects of acquisition and contract performance 
problems. On the basis of these discussions, as well as our 
review of contract files, we selected contracts for detailed 
review that, in our judgment, reflected significant 
opportunities for improvement. 

Because we did not use a statistically valid sample of 
contracts, we cannot make a NAVFAC-wide proiection of potential 
cost savinqs or say that our observations apply to all NAVFAC 
contracts. Our review was performed in accordance with 
qenerally accepted government audit standards. 



As we finished work at the various field audit sites, we 
presented written state?ments of fact to the responsible offi- 
cials. Their oamments w'ere considered in nreparinq this renort. 

Although our work beqan with reviewing contract administra- 
tion functions that are performed after contract award, we found 
that many improvements can be made earlier in the procurement 
cycle when procurements are being planned and contracts are 
being formed. We have o'rqanized the presentation of our 
findings into those that relate to contract formation in chapter 
2, contract administration in chapter 3, and other factors in 
chapter 4. 
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CHAPTER 2 

XAVFAC NBHDS TO STRENGTHEN 

CONT&ACT,,FORMRTION PRACTICES 

The process of contract formation starts with a Aetermina- 
tion of needs and continues until a contract is awarded. It 
includes estimation of costs, determination of funds avail- 
ability, design, solicitation and evaluation of bids or negotia- 
tion of proposals, and source selection. NAVFAC is involved 
throuqhout this process. 

NAVFAC, as demonstrated by the examples discussed in this 
chapter, could achieve significant savings by improvinq the 
following areas of contract formation: 

--planning the use of funds. 

--Determination of needs. 

--Review of plans and specifications. 

--Preaward review of bids and contract provisions. 

The Naval Material Command requires NAVFAC to determine if 
the Navy's construction funds are used effectively. NAVFAC is 
responsible far assuring that plans and specifications are clear 
and that contracts are properly reviewed before award. Further, 
Navy regulations prohibit acceptance of unbalanced bids and use 
of cost-plus-a-percentaqe-of-cost type contractinq, which are 
not in the best interests of the government. The problems in 
these areas are discussed in the followinq sections. 

SETTER PLANNING FOR THE USF 
OF FUNDS COULD SAVE MONEY 

The Naval Material Command requires NAVFAC to implement and 
assure an effective construction and maintenance proqram that 
meets the Navy's needs. However, decisions based primarilv on 
the desire to avoid the loss of available fundinq can result in 
defective facilities and unsatisfactory work, as the followins 
instance shows. 

The Chesapeake EFn awarded a S529,OOO contract to replace a 
hospital roof for its customer, the National Naval Medical 
Center, Rethesda, Maryland, despite its consultant's and an EFD 
official's recommendation that the award be delayed so that an 
existing, improved design could be used. Recause this would 
have delayed award to the next fiscal year, resulting in the 
loss of funds that could onlv be used in fiscal vear 1981, the 
medical center declined and the EFD awarded the contract on 
September 30, 1981, the last day of the fiscal year. The work, 
which was required to be started soon after that date, was 
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performed in the winter, Poor contractor performance, 
aggravated by the cold weather, resulted in a defective, leaky 
roof; damaged hospital equipment and furnishings; and an 
increased probability o'f a shortened roof life. If the 
improved, less expensive design had been used and properly 
installed, waste and damage could have been avoided. (See app. 
II for additional details.) 

Agency comments 

In its comments on a draft of this report, DOD stated that 
the selection of the roof design and the construction problems 
were not related to hasty year-end spending. DOD noted that the 
design of the roofs was based on valid criteria to rapidly 
dispose of water and that the roof system chosen was one 
recommended by a recognized authority on roofing and water 
proofing for use in similar applications. Therefore, DOD stated 
that the decision to use this roof system would have been the 
same, regardless of when the contract was awarded. 

GAO evaluation of agency comments 

Accordinq to Chesapeake EFD and medical center officials, 
the improved design was not used because it would have required 
a change in the proposed specifications for the contract, which 
would have delayed the date of the award past the end of the 
fiscal year. As to the merits of the improved desiun, we found 
at the time of our fieldwork that a renovation contractor had 
proposed its use and that on September 14, 7981, the Chesapeake 
EFD was favorably considerinq the improved design as cost 
beneficial. After the award of this contract, the improved 
design was, in fact, used on other roofs on that structure. For 
these reasons, we continue to believe that year-end spending was 
a significant factor 'in the roof decision. 

PROPER EVALUATION OF 
NEEDS COULD REDUCE COSTS 

NAVFAC is responsible for the accuracy of construction 
project specifications. NAVFAC is also responsible for 
providing quidance to and reviewing PWDs' specifications and the 
proposed contracts for maintenance work. 

Some customers' stated needs were not properly evaluated by 
NAVFAC before they were placed on contract. The result was that 
contracts were awarded for items reflecting a work requirement, 
portions of which were not needed, and, as shown in appendix IV, 
for a facility which, as designed, was not feasible to build and 
operate. 

In one example, a $2.5 million contract for quard services 
at the Norfolk Naval Shipyard, Portsmouth, Virginia, overstated 
the number of security personnel needed. Navy officials in the 



shipyard's contracts sectio'n concurred with us that security 
personnel needs were o'vers'tated. T,ater, the Atlantic EFD 
advised us that the shipyard was processinq a ehanqe to reduce 
the number of security personnel, which would save about 
$140,000. 

In another example, a contract for $1,173,000 for janitor- 
ial services at the Naval Ordnance Station, Indian Head, 
Maryland, was awarded by the station's PWD. Specifications 
prepared by the PWD showed the area to be cleaned as 585,742 
square feet, an overstatement, according to our calculations, 
of 38,000 square feet. The Chesapeake EFD's review did not 
detect the inaccuracy, However, the contractor billed the Navy 
for cleaning the specified area, and, at the time of our audit, 
the contractor had been overpaid by as much as $53,000. 

THOROUGH REVIEW OF PLANS AND 
SPECIFICATIONS CQULD PREVENT ADDITIONAL 
COSTS, DELAY, AND DEGRADED FACILITIES 

NAVFAC or PWDs should assure that contract plans and 
specifications are accurate, whether they are prepared by NAVFAC 
or by an architect-engineering firm. We found problems in plans 
and specifications, as discussed in the following examples, at 
EFDs visited. 

In one example, the Atlantic RFD's inadequate review and 
coordination of plans and specifications for a hydraulic system 
in the squadron training building at the Naval Air Station, 
Oceana, Virginia Reach, Virginia, resulted in an unusable 
system. The EFD erroneously specified black iron pipe, which 
rusts, for the hydraulic system that would be connected to 
operational fighter aircraft. The oversight was not detected 
until the user found that it could not operate the system 
without contaminating an aircraft's hydraulic system with rust. 
As a result, delays were incurred while the pipe was replaced 
with stainless steel pipe, at an additional cost of about 
$83,000. 

In another example, an initial contract price of about $3.2 
million for installation of a fire protection pipeline at the 
Long Beach Naval Shipyard, Long Reach, California, increased and 
delays occurred because of inaccurate drawings. These drawings, 
submitted to the construction office at the shipyard by an 
architect-engineering contractor, did not reflect an underground 
obstruction. Construction office personnel told us that the 
drawings submitted had not been properly reviewed. As a result, 
the omission was not detected, even though it was noted on 
drawings available at the shipyard. When the contractor started 
work, the obstruction became evident. A photograph of the 
underground obstruction in the path of new excavation is shown 
on page 10. According to the construction officer, it would 
cost about $200,000 to remove the obstruction. 
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Underground obstruction, in the path of new excavation, which wes not reflected in 
architect-engineer drawings. Long Beech Naval Shipyard, Long Eeech, California. 
(U.S. Nevy photo.) 



In another examplec the Wavy constructed an aircraft 
paintinq facility at the Maoal Air Station, Pensacola, Florida, 
although serious desiqn and construction problems had not been 
solved at a similar facility at the Naval Air Rework Facility, 
Naval Air Station, Jacksonville, Florida. Consequently, both 
plants were experiencing severe humidity problems that reduced 
the Navy's ability to paint aircraft and resulted in additional 
costs. (See app. III for additional details on the Jacksonville 
facility.) 

BETTER PREAWARD REVIEW OF RIDS AND 
CONTRACT PROVISIONS COULD SAVE MONEY 

We found two significant areas where NAVFAC could save 
money by adhering to mrocurement regulations. These areas 
concern the use of: accurate work statements, coupled with a 
proper review of bids to prevent the acceptance of unbalanced 
bids, and appropriate contract terms to prevent overpricins. 

Unbalanced bidding 

Solicitations for requirements contracts usually contain 
several line items identifying the various types of work to be 
done and the government's estimated quantity requirement for 
each type. During bid evaluation, each bidder's unit prices are 
multiplied by the quantity estimates, and a contract is awarded 
to the contractor bidding the lowest total price for all line 
items. Therefore, the successful bidder may not be the lowest 
bidder for every line item. 

For the above reason, multiple-line item requirements 
contracts are susceptible to a competitive strategy known as 
unbalanced biddinq. If, for example, a bidder suspects or knows 
the government's quantity estimates are inaccurate, it may 
bid low on items it believes are overstated and hiqh on items it 
believes are understated. 

If the bidder's beliefs are correct, it will, after receiv- 
ing the contract, be required to perform little or no work at 
the lower prices and more work than anticipated at the higher 
prices. This can result in the contractor being paid more than 
unsuccessful bidders for the same work. 

A contractor, for example, that received an award for 
interior painting at the Naval Air Station, Pensacola, for sev- 
eral years, had information that the estimated quantities per 
bid item were at variance to work normally performed. For 2 
years, the contractor bid low on items where little or no work 
had actually been performed, although the estimated quantities 
were high, and high on understated bid items. Specifically, on 
the most recent contract, the contractor bid $1.00 a square (100 
square feet) for an overstated line item requiring two coats of 
paint and S6.50 a square for an understated item requiring only 
one coat; consequently, it was the low bidder. Had the center 
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at the station updated the historical work quantities, as 
required, the opportunity for unbalanced bidding would have been 
avoided. Further, had the contracting officer properly reviewed 
the bids, the unbalancing would have been detected and 
appropriate action taken. The difference between the unbalanced 
bid and the next low bid was about $13,600. (See app. VI for 
additional details.) 

Prohibited contracting 

Contractinq that provides for reimbursement to the 
contractor for actual cost plus some fixed percentage of such 
cost (cost-plus-a-percentaqe-of-cost) is barred bv the Armed 
Services Procurement Act (IO U.S.C. 2306) because it encourages 
wasteful and costly performance, since profit increases in 
proportion to the cost of performance. 

At the Philadelphia Naval Rase, Philadelphia, Pennsylvania, 
at least 12 construction and maintenance contracts of varying 
amounts were awarded with a cost-plus-a-percentage-of-cost 
provision for material. Local PWD officials believed the 
provision was not prohibited but beneficial to the Navy. The 
Assistant Commander for Contracts at NAVPAC Headquarters, 
however, aqreed with us that this provision was prohibited. 
(See app. VIII for additional details.) 

The construction office, U.S. Naval Base, Guantanamo Ray, 
Cuba, awarded at least two contracts with cost-plus-a- 
percentage-of-cost provisions. One of these contracts provided 
for reimbursinq a contractor for the cost of materials, plus 
47.5 percent. 

The problems discussed in this chapter are summarized in 
appendix IX and contribute in part to our overall conclusions 
and recommendation stated in chapter 5. While problems 
discussed in this chapter relate directly to the formation and 
award of contracts, they also can affect NAVFAC's ability to 
properly administer contracts after award. Contract 
administration problems are discussed in the next chapter. 
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CHAPTER 3 

WEEDS TO IMPROVE 

CQ?WrTRACT A@i$IWIS~TRATION PRACTICES 

Contract admini~tratian includes those functions that occur 
after contract award ta asSure that the terms and cmd'ftiomns of 
a contract are enforced. Three primary interrelated functions 
are: (1) inspection of contractor performance, (2) enforcement 
of contract terms, e~nd (3) review and approval of requests for 
payment. During this phase, the administrator must clearly 
document the significant actions the contractor and the Navy 
have taken. 

Our work indicated that improvements are needed in the 
following contract administration areas: 

--Contract enforcement and project acceptance. 

--Pricing adjustments. 

--Inspection of contractor performance. 

--Documentation of actions. 

--Payments to contractors. 

NAVFAC is responsible for assuring that contractors perform 
satisfactorily and that bills submitted are accurate before they 
are paid. We found some examples of performance problems and 
questionable bill payments that were caused by inadequate 
inspections and contract documentation. 

ENFORCEMENT OF CONTRACT TERMS AND 
PROPER ACCEPTANCE COULD SAVE MONEY 

While inspectors deal with contractors daily, others, such 
as engineers, should assure that the project is continuing as 
planned. The construction office should decide on changes to 
plans and specifications, correction of reported deficiencies, 
and final acceptance. The construction office also should take 
timely action on reported problems to protect the government's 
interests. We noted instances where contract terms should have 
been enforced, as described in the following two examples. 

In the first example, the roof of the Trident training 
facility at the Naval Submarine Base, Ranqor, Rremerton, 
Washington, has leaked'since it was installed in 1976. The Navy 
accepted the work, although the construction office was aware of 
problems 6 to 10 months before completion. Later, two separate 
studies established that the contractor had performed 
improperly, After spending $55,000 for emergency repairs, the 
Navy awarded a contract in 1982 to another contractor to replace 
the roof for about $1 million. (See app. I for additional 
details.) 
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In the second example, the construction office at the Naval 
Air Rework Facility, Jackalonville, accepted an aircraft painting 
facility as usably complete, although 24 deficiencies existed. 
The l-year warranty started with acceptance, The construction 
office would not permit the rework facility to move in until 8 
months after acceptance because the contractor was working. 
After the rework facility moved in, it found additional 
problems. It has funded co'rrective projects at a cost of 
$172,000 and it planned to' spend an additional $500,000, even 
though it was not respa'ns'ible for making corrections. Although 
many problems were attributed to the contractor, the warranty, 
which started with acceptance, was never exercised. (See app. 
III for additional details.) 

RECOVERY OF OV'ERSTATED PRICES 
COULD BE MORE TIMELY 

The Federal Acquisition Regulation (and the Defense 
Acquisition Regulation, which was in effect at the time of our 
audit) requires the Navy to obtain contractor cost or pricing 
data supporting proposed prices for negotiated contracts over 
$500,000 and a certification that the data are current, 
complete, and accurate at the time of agreement. If it is later 
determined that the contract price was overstated because the 
data did not meet these criteria, the contracting officer may 
request reimbursement due to defective pricing. The contracting 
officer generally relies on the Defense Contract Audit Agency to 
review the certified data. 

The Atlantic EFD awarded a contract to overhaul four cranes 
at the Norfolk Naval Shipyard. At the conclusion of our field- 
work, the contract was still active and amounted to about 
$12,400,000. The audit agency reported apparent defective 
pricing of $531,887. We estimate that about $500,000 of.this 
amount related to the contractor's use of high material quotes 
in its proposal, which was certified as being current, complete, 
and accurate. It bought material, however, at lower prices 
knowing, at the time of the agreement, that the lower prices 
were available. More than a year after the EFD received the 
audit report, and after we asked for an EFD position, it 
requested the audit agency to perform essentially the same audit 
again. At the conclusion of our review, the EFD had made no 
recovery. 

Agency comments 

In its comments on a draft of this report, DOD stated that 
a unilateral change order to the contract had been issued on 
January 16, 1984, deducting $451,949 from the contract price. 

ADEQUATE INSPECTION IS NEEDED 
TO DETECT POOR PERFORMANCE 

Inspection is the basis for determining if the qovernment 
gets full value for its procurement dollar. Therefore, before 
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they certify work for payment, MAVPAC and PWD inspectors and 
contract administrators should asswre that performance and 
quality match specification requirements. Also, inspectors 
should follow a sound inspec%ion plan and clearly document their 
observations. Rowever, we found instances where inspectors had 
approved defective work. They also did not (1) follow a plan, 
(2) adequately document their findings, (3) verify the work, and 
(4) make inspections in accordance with required schedules. As 
a result, inadequate work went undetected or unchallenged and 
excessive bills were paid. The following examples and others in 
appendix IX illustrate the point. 

The Norfolk Naval Shipyard discovered that prior inspec- 
tions had not detected poor contractor performance in the main- 
tenance of fire hydrants and water distribution systems on a 
$668,000 contract. The shipyard noted the contractor had not 
complied with the specifications for about 18 months; however, 
the contractor billed and was paid as if they had been met. The 
shipyard did not plan to recover the overpayment because it had 
accepted the work without properly documenting the variance 
between performance and specifications. 

Inspection of the contractor's performance on a S139,OOO 
family housing interior painting and plastering contract was lax 
at the Philadelphia Naval Base. As a result, the contractor was 
paid for defective work and an inferior grade of paint. (See 
app. V for additional details.) 

We noted weaknesses in the inspection procedures for main- 
tenance contracting at the U.S. Naval Base, Guantanamo Bay, 
Cuba. Recause of the weaknesses, required maintenance and 
repair work was not performed, inadequate work went undetected 
or unchallenged, and excessive bills were paid. For example, 
the work on a contract, valued at about $683,000, for mainte- 
nance and repair of major air-conditioning and refrigeration 
equipment was not properly inspected because the inspector said 
he did not have the technical knowledge to do it properly. Our 
onsite check at 5 of the 12 locations listed in the September 7, 
1982, billing disclosed air-conditioning units with inoperative 
gauges, oil and freon levels not maintained, insulation missing, 
and plants growing from cracked insulation. (Photographs on 
p. 16 show some of these problems.) After we brought these and 
similar matters to their attention, the Atlantic RFD and 
personnel at the base intensified their inspections and began to 
recover overcharges on a number of contracts. As of February 
1983, about $36,000 had been recovered on five contracts. 

The practices for inspection and certification for payment 
were weak on a $1,534,000 janitorial service contract at the 
Naval Air Development Center, Warminster, Pennsylvania. We 
found that (1) inspections were inconsistent, (2) inspection 
discrepancies were not recorded, (3) mathematical errors were 
not detected, and (4) discounts for prompt payment were lost on 
four invoices because they were paid late. (See app. VII for 
additional details.) 
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ADEQUATE DOCUMENTATION 
COULD HELP COINTROL CCSSTS 

Navy contract administrators should document the occurrence 
of inadequate performance and changes in scope to assure that 
equitable adjustments are made and to defend the Navy against 
claims. However, we found instances where these matters were 
not adequately documented and where questionable or potentially 
unnecessary costs were paid. 

For example, a new propellant disposal facility at the 
Naval Ordnance Station, Indian Head, built at a cost of more 
than $10 million, has never worked. The Chesapeake EFD approved 
the system, as designed by architect-engineering firms, even 
though the design was new and untested. As problems were 
encountered, the construction office at the station circumvented 
proper contract administration by issuing over 2110 verbal chanqe 
orders in an attempt to salvage the facilitv. Later, when the 
Navy terminated the project for the convenience of the govern- 
ment, the contractor submitted a termination claim, which was 
audited by the Defense Contract Audit Agency. Because the Navy 
did not have adequate documentation, it could not properly 
evaluate the contractor's claim. Conseauently, it paid the 
contractor $1.6 million, virtually all the costs claimed. On 
June 30, 1982, the Navy accepted an inoperable facility that had 
no known future uses. (See app. IV for additional details.) 

VERIFICATION OF PAYMENT REQUESTS 
COULD PREVENT OVERPAYMENTS 

Before paying contractor bills, Navy personnel should 
verify that work performed is in accordance with contract 
terms. We found instances where contractors submitted bills for 
work in excess of that performed and for work inadequately 
performed. We also found that duplicate bills were paid. 

At the Naval Air Station, Oceana, we examined billings of 
about $37,000 for the month of September 1982 on a contract, 
valued at about $590,000, for maintenance of family housing. We 
identified 28 instances of potential duplicate work authori- 
zations and/or rework billed by the contractor that may have 
resulted in an estimated $711 overpayment. At our request, Navy 
officials reviewed these authorizations and found that many were 
duplicate and should have been voided in accordance with 
contract terms. Also, payment requests were not adequately 
verified to assure that required deductions were taken for 
unsatisfactory performance. 

On another contract, valued at about S129,000, for 
maintenance of fixed fire protection and warning systems, also 
at this Naval Air Station, payment was made for work that could 
not be performed because some valves to be maintained had been 
mistakenly buried. Although the contractor noted that the 
valves were covered, it made no adjustments to its billings to 
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reflect the reduced effort. After we brought this to the Navy’s 
attention, contracting officials said that action would be taken 
to adjust paymentla made. (See apps'. V, VI, and IX for 
additional mmq$Les of payment irregularities.) 

The problems discussed in this chapter are summarized in 
appendix IX and contribute in part to our overall conclusions 
and recommendation stated in chapter 5. 



CHAPTER 4 

FPICTQRB: CONTRIBUTING TO 

POOR PROCURHMENT PRACTICES 

While any example of poor procurement manaqement has its 
own specific underlying cause, it may also be indfrectlv 
influenced by one or more contributing factors. We identified 
three such factors contributing to poor NAVFAC procurement 
practices. These factors, discussed below, relate to 
organizational oversight, increased contracting for maintenance, 
and year-end spending. 

LIMITED ORGANIZATIONAL QVERSIGHT 

The Naval Material Command oversees its subordinate 
commands, including NAVFAC, through deputy chiefs, such as the 
Deputy Chief of Naval Material for Acquisition, who are 
responsible for functional areas. Thus organized, the command 
can cut across the organizational lines of its subordinates and 
monitor the effectiveness of basic mission-essential functions. 
The command provides basic policy and guidance to its 
subordinates; however, we found no evidence that it evaluates 
their composite managerial performance in terms of efficiency 
and economy. It appears to us that the command is primarily 
concerned with whether NAVFAC's customers are satisfied with 
NAVFAC's services and that it has no effective way of measuring 
whether those services are being delivered efficiently and 
economically. 

The command may become aware of NAVFAC's operational 
problems through internal reports from its Inspector General. 
The latest available report, at the time of our visit, dated 
March 1981, generally provided limited insight into NAVFAC's 
contracting practices because it basically covered adminis- 
trative matters. 

NAVFAC's overview capabilities mirror those of the 
command. Just as the command does not appear to have an 
adequate mechanism for evaluating the operational efficiency and 
economy of NAVFAC, NAVFAC does not appear to have adequate 
procedures to evaluate its CFDs. Thus, the operational 
management of these submordinates is largely decentralized and 
autonomous. 

According to NAVFAC's Inspector General, NAVFAC also relies 
on its Inspector General and external sources, such as the Naval 
Audit Service, for reports on the performance of its EFDs. 
However, the findings in these reports are usually dealt with on 
an ad hoc basis, without any organized effort to analyze a 
larger number of audit findings to determine whether problems 
are isolated or systemwide. 
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Our review of NAVFAC Inspector General reports showed that 
they dealt largely with administrative, not contractual, 
matters. The reports discussed such matters as the currency and 
completeness of files and adequacy of personnel practices. In 
discussing the usefulm%%s of these reports with NAVPAC officials 
and the Inspector General, the NAVFAC Inspector General told us 
that the command relies on the professionalism of its staff to 
evaluate contractual matters. 

EFBs, using small teams called Contracts Procedures Review 
Boards, review the activities of contracting offices. At each 
EFD visited, we examined the board reports and found that these 
reviews: 

--Were scheduled for an 18-month cycle; however, some loca- 
tions had not been visited for more than 5 years. 

--Were primarily a cursory 2- to 3-day examination of 
contract procedures and contract file documentation. 

--Did not result in timely follow-up to assure 
corrective action had been taken. 

Board members did not, as a rule, evaluate contractor 
performance or examine and test the adequacy of voucherinq and 
payment systems. Therefore, these examinations provided little 
assurance to FFDs that their contractinq activities, where most 
of the money is spent, were exercising good stewardship. The 
board reports did not generally identify the same types of 
problems discussed in this report. 

For years, NAVFAC's subordinates and PWDs have been the 
subject of external audit groups' reports. These reports, some 
of which are listed in appendix X, identified problems at 
individual locations. We found only a minimal effort to 
communicate the problems to other units. Further, NAVFAC did 
not determine whether the prior audit findings were isolated 
examples or were symptomatic of a commandwide condition. As a 
result, problems were repeated at the same and other units. 
Examples follow. 

In fiscal year 1979, the Naval Audit Service reported that, 
under a Norfolk Naval Shipyard contract, the number of security 
personnel needed at a storaqe annex appeared to be excessive. 
The shipyard concurred. In April 1982, we informed Navy people 
in the shipyard's contracts section of an apparent overstatement 
in security personnel on this contract. They reviewed the 
staffing requirement and confirmed that the level was 
excessive. At the conclusion of our fieldwork in June 1983, the 
shipyard had not taken corrective action. Later, the Atlantic 
EFD told us that the shipyard's PWD was processing a chanqe to 
reduce the number of security personnel, which would save about 
$140,000 through 1984. 



In our January 1980 report, we discussed internal control 
and contract administration weaknesses that resulted in over- 
payments on three NAVFAC contracts. In this review, we followed 
up on that re,oort and learned that Navy family housing personnel 
knowingly approved inaccurate voucher payments of one contrac- 
tor. NAVPAC has confirmed that inappropriate contract payments 
were made and has identified about $161,000 in overpayments to 
the contractor. The same situation occurred at the Philadelphia 
Naval Rase. (See app. V for additional details.) 

In 1981 the Naval Audit Service reported on a review of 
five contracts, valued at $1.7 million, at the U.S. Naval Base, 
Guantanamo Ray, Cuba. It found the base had certified invoices 
for payment without proper verification, adequate contract per- 
formance, and complete documentation of contract performance or 
chanqe order negotiation. In November 1982, we reviewed nine 
contracts valued at S14.7 million at this base. We found inade- 
quate inspection on seven contracts, inadequate verification of 
invoices on six, and incomplete documentation of verbal change 
orders on one. 

Agency comments 

In its comments on a draft of this report, DOD disaqreed 
with our conclusion that NAVFAC does not know the scope of or 
how widespread its contractinq problems might be because of 
weaknesses in its management controls , particularly those over 
its EFDs. DOD stated that NAVFAC has adequate procedures in 
place to evaluate the overall operational efficiency of its 
EFDs. DOD noted there was a wide range of automated management 
reports that provide information to F,FDs and Headquarters at the 
program, project, and contract levels, which it felt was 
sufficient to manage and direct the acquisition proqrams, 
recognize adverse cost and performance trends, and initiate 
corrective action as needed. 

GAO evaluation of agency comments 

We reviewed the management reports referred to by DOD 
durinq our audit and found that these reports did not disclose 
the scope, pervasiveness, and repetitiveness of problems 
experienced at the EFD and local levels. 'Thus, the reports did 
not provide NAVFAC with information needed to analyze an EFD's 
problems or to determine whether the problems were common to 
other EFDs and their local installations. 

DOD aqreed that local contract administration review by 
NAVFAC and its EFTM needs to be strengthened to provide more 
effective disclosure of local procedural weaknesses and stated 
that NAVFAC is taking action to strenqthen this area within 
available resources. 



INCREASED MAINTENANCE CONTRACTII,G 
AND YEAR-END SPENDING 

There could be mitiqatinq circumstances beyond MAVFAC's 
control that may have contributed to the problems we found. 
These involve the increased level of contracting out and 
year-end spendinq. 

Maintenance contracts provide for services such as 
janitorial , grounds maintenance, and family housinq maintenance. , 
They are awarded and administered bv centers and PWDs. Until 
about 5 years aqo, much of the naval facilities' maintenance 
work was performed by employees of centers and PWDs, Because of 
increased emphasis on implementinq Office of Management and 
Budget Circular A-76, which encouraqes contractinq out, 
maintenance contracts experienced an extensive growth as shown 
by figure 2 on page 23. At this point, increased emphasis was 
needed by centers and PWDs to make sure not only that they were 
effectively (1) devising contract terms and contracting methods 
and (2) inspectinq the work and vouchering contractors' invoices 
for payment, but that they were effectively organized to 
administer daily contractual matters. In short, centers and 
PWDs, which once generally performed the work, had to undergo a 
transformation to award and administer the maintenance contracts 
with a work force that needed to be effectively organized and 
trained in procurement and contract administration. 

NAVFAC also finds itself cauqht up in vear-end construction 
spending-- fiscal year 1982 is shown by fiqure 3 on page 24--and 
its officials may make contract formation decisions contrary to 
sound judgment because of the potential loss of available 
funding. (One example was discussed on p. 7.) The construction 
spending pattern for fiscal year 1981 also showed a siqnificant 
year-end increase. 

NAVFAC officials stated that the problems we found were 
typical of those they encountered. However, they said that the 
problems were isolated and were caused by their need for more 
money, traininq, and personnel. We comment on this statement by 
the NAVFAC officials in chapter 5, which contains our overall 
conclusions and recommendation. 
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CHAPTER 5 

CONCLUSIONGI RRCOMMENDATHON, AND AGENCY COMMENTS 

CONCLUSIONS 

In view of the large expenditures for facilities 
construction and maintenance, it is essential that the Navy, the 
Material Command, WAVFAC, and PWDs obtain maximum value for each 
dollar spent. In our opinion, 
sary to help achieve this goal. 

several improvements are neces- 
We believe that siqnificant 

savings can be achieved 
areas: 

Contract formation 

--Planning the use 

--Determination of 

by-makinq improvements in the following 

of funds. 

needs. 

--Review of plans and specifications. 

--Preaward review of bids and contract provisions. 

Contract administration 

--Contract enforcement and project acceptance. 

--Pricing adjustments. 

--Inspection of contractor performance. 

--Documentation of actions. 

--Payments to contractors. 

As noted earlier, NAVFAC does not appear to have adequate 
procedures to evaluate the operational efficiency and economy of 
its subordinate RFDs. The operational management of these 
subordinates is largely decentralized and autonomous. These 
components appear to rely heavilv on internal management 
reviews, as well as reports by audit aqencies. Although EMS 
schedule management reviews as part of their internal controls, 
some reviews have not been performed as scheduled. Also, their 
effectiveness could be improved if they (1) were expanded from a 
cursory examination of contract procedures and documentation to 
a selective test of contracting activities' key internal 
controls and (2) included follow-up on previously reported 
problems. 

Each of the 26 contracting activities we visited displayed 
similar problems that, coupled with those disclosed in other 
audit agencies' reports, demonstrate (1) a widespread pattern of 
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contract formation and administration problems that cannot be 
considered as isolated to a few activities or contractti and (2) 
a need for mhsinagement to aggressively bring about imnrovements. 
Without these improvements, qovernment resources cannot be 
adequately safeguarded against waste, loss, and misuse, and the 
problems may continue. 

NAVFAC has not developed a formal system to catalog the 
problems to see if they are occurring NAVFAC-wide. NAVFAC 
officials said that the problems we identified were isolated and 
that additional funds for people and training would minimize the 
problems' recurrence. We believe that the anplication of more 
money, training, and personnel alone may be oversimplifyins the 
type of corrective action needed to minimize the recurrence of 
problems. While there may have been mitigating circumstances 
due to increasing levels of contracting out and year-end 
spending, in many of the cases, Navy officials, at different 
levels of author‘ity, were aware of a problem but either did not 
or could not take effective corrective action. Therefore, it is 
difficult to aqree that more money, traininq, and people alone 
would have adequately protected the Navy’s interests. Fxamples 
include 

--the known roofing problems at the Rangor Trident 
Submarine Base and the National Naval Medical Center, 

--the various known problems with the Indian Yead 
propellant disposal facility, 

--the similar known problems at the Jacksonville and 
Pensacola aircraft paintinq facilities, and 

--the reported problems with the number of security 
personnel and defective pricing at the Norfolk Naval 
Shipyard. 

We also believe that NAVFAC's manaqement oversight of work 
contracted and administered by PWDs needs to be improved, 
especially because this type of workload has greatly increased 
in recent years. 

RECOMWENDATION 

To minimize the recurrence of the problems disclosed in 
this report, we recommend that the Secretary of the Navy direct 
the Chief of the Naval Material Command and the Commander of 
the Naval Facilities Engineerinq Command to improve their 
management oversight and internal controls over activities 
having NAVFAC contracting authority by takinq the following 
actions: 

--Increase the effectiveness of the Contract Procedures 
Review Board teams by having them (1) perform reviews as 
required, (2) review contract administration activities 
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by testing the effectiveness of contracting activities’ 
key internal controls, and (3) follow up on deficiencies 
disclosed in these reviews, as well as deficiencies in 
other internal and external reviews. Follow-up should 
include recoverinq, as appropriate, funds imoroperly 
expended. 

--Systematically assess the results of the Contract 
Procedures Review Roards’ work, as well as the findings 
in other audit reports, to determine whether reported 
problems are isolate{; or whether they are indicators of 
problems that might be occurring NAVFAC-wide. 

--Communicate the results of these assessments throuqhout 
NAVFAC to alert field units to conditions that mav 
adversely affect their operations so that correct’ive or 
preventive actions can be initiated. 

AGENCY COMMENTS 

DOD provided written comments on a draft of this report. 
(See app. XI for DOD’s comments.) DOD concurred with most of 
our findings and fully concurred with our recommendation. It 
noted that maintenance contracting has undergone very rapid 
growth, which has contributed to many of the problems. DOD also 
stated that progress is beinq made because substantial effort 
and resources have been devoted to this area since our 
fieldwork. 

DOD’S comments on specific areas of disagreement are 
included in the apnropriate sections of the report, alonq with 
our evaluation, 
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CONSTRUCTION PROBLEMS AT 

THE NAFTA& SUPMARINE EASE, RANCOR, 

RREMRRTON, WASHINGTON 

In May 1975, the Trident construction officer awarded a 
contract w'ith an initial price of $20,077,000 for construction 
of the Trident training facility on the base. This facilitv 
experienced leaky roofs due to poor workmanship and maintenance 
problems due to poor design. Inadequate inspection and 
enforcement of contract terms resulted in unnecessary costs to 
correct the prablems. 

ROOF AND E~Q~IB~J$MT 
MAINTENANCF PROBL~EMS 

Studies by the base support contractor and a consultant 
showed the problems were related to poor workmanshiD. There was 
evidence of roofing problems even before the roof was complete. 
The construction office blamed the problems on a poor quality 
control program by the contractor and the contractor contended 
that the problem was caused by the specifications. The 
construction office did not enforce adequate contractor 
performance and a %-year roof warranty, The two studies later 
showed that the contractor had performed improperly. As a 
result, the Navy spent an estimated S55,OOO to make emerqency 
repairs and $40,434 to prepare specifications for roof 
replacement. 

The roof was replaced under a S1,951,571 contract that was 
also awarded to improve access to air handlinq equipment that, 
because of its dangerous location, could not he maintained and 
broke down. The equipment was to be replaced bv other units on 
top of the buildinq. The Navy is bearinq all costs to correct 
the air handlinq equipment problems, despite the design error. 
A construction office official said the Navy did not attempt to 
recover the costs from the architect-engineering firm because 
the equipment was placed inside the buildinq at the Navy's 
direction. 

Other buildinqs on the base have similar roofinq problems. 
As of November 1982, the Navy told us that other contracts 
totaling $1.5 million had been awarded to correct roofing 
defects, and that an additional $208,000 had been requested to 
repair roofs. 
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Blisters on roof. Trident training facility, Naval Submarine Base. Bangor, Bremerton. .~ - 
Washington,. (U.S. Navy photo.) 
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fkggi0g roof and standing water. Trident training facility, F4aval Subma& E&8, 
Bangor, Bremerton, Washington. (U.S. Nevy photo.) 
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DEFECTIVE AND SHORTENED LIFE ROOFS 

AT THE NATIONAL NAVAL MEDICAL CENTER, 

BETHESDA, MARYLAND 

The Chesapeake Division spent over $500,000 of year-end 
funds to replace roofs at the medical center witho'ut using an 
improved design, which it was considerins. Poor workmanship and 
installation durinq the winter caused numerous leaks that 
damaqed walls, equipment, carpets, and furniture. Damaqe in the 
Presidential suite alone amounted to at least $4,650. Moreover, 
the roofs seem destined to have a shortened life. 

YEAR-END SPENDING CONTRIBUTED 
TO DEFECTIVE ROOFS 

The EFD awarded this contract on September 30, 1981, 
althouqh it was advised not to do so by a consultant enqineerinq 
firm, which was under contract to provide roof inspection and 
consultant services for the EFD. The firm told the EFD that the 
type of roof specified in the contract had many failures in the 
past and that it believed the roof would rapidly deteriorate. 
It recommended an improved, cost-beneficial design, which the 
FFD was considering for use on other roofs on that structure. A 
construction official in the EFD concurred; however, the medical 
center did not accept the consultant's recommendation because it 
would have delayed contract award into the next fiscal year, 
which would have resulted in loss of the funds. The EFD 
acauiesced to its client. 

POOR TIMING OF PERFORMANCE CONTRIFUTED 
TO FAULTY ROOF INSTALLATION 

The contract called for work to begin soon after 
September 30, 1981. The contractor besan tearing! off the roofs 
during a rainy period, leavinq the deck exposed, and installing 
the new roofs when outside temperatures were low. Inspection 
reports noted problems in heating the tar compound used to seal 
each layer of roofing material and in maintaining the compound 
at an acceptable temperature while it was beinq transported to 
the roofs. The consultant took samples, which showed that the 
tar compound was inconsistently applied, and concluded that the 
cause was application of the compound at temperatures below 
those recommended by the manufacturer. The consultant predicted 
that this condition would accelerate deterioration of the roofs. 

Construction office officials believed exposure and time of 
installation might have led to water leaks. eFD and medical 
center officials acknowledqed that the winter was the worst 
possible time to do this work. Their reasons for the poor 
timing of the contract related to the availability of funding. 
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According to these officials, awarding the contract with a 
clause to delay the start o'f construction work until more 
favorable weather would have increased the cost beyond the 
available funding limit. 

CONSTRUCTION OFFICE DID NOT 
PROMPTLY AND EFFFCTIVELY ACT 
TO CORRECT CONSTRUC'VON PRCRLEMS 

The construction office did not take prompt and effective 
action to correct problems. Reports from its inspectors noted 
that the contractor was not caulking the flashins, as required 
by the contract, and attributed some of the leaks to this 
problem. Moreover, the reports noted that a covering used to 
protect the exposed roof deck from rain, althouqh in compliance 
with contract specifications, was insufficient. 

No effective corrective action was taken. Our inspection 
of the roofs in October 1982 showed that the flashinq still had 
not been caulked and that the leaks had not been corrected. 

At the time of our review, the construction office had not 
made a final inspection and had not accepted the project. Tt 
withheld payment of $52,713 to the contractor to cover correc- 
tion of the problems, deviation from contract specifications, 
and water damage. 
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APPENDIX III 

INADEQUATE AIRCRAFT PAINTING 

APPENDIX III 

FACILITY ACCEPTED AT THE 

NAVAL AIR REWORK FACILITY, 

NAVAL AlER STATION, JACKSONVILLF, FLORIDA 

The Navy accepted an aircraft paintinq facility constructed 
at the rework facility, even though problems resultinq from 
design and construction needed to be solved. Althouqh some of 
the problems were attributed to the contractor, inadequate 
inspection documentation also may have contributed to the 
problems. While some problems had been corrected, others still 
existed when our review was completed. Moreover, funding 
decisions reduced the scope of this project and resulted in the 
need to consider the renovation of an old facility to make up 
for the lost capacity. 

PERFORMANCE NOT ENFORCED 
AND ADDITIONAL COSTS INCURRED 

In November 1974, the Southern Division awarded a $6.3 
million contract to build the facility. During the final 
inspection made in August 1976, rework facility personnel and 
others noted 24 deficiencies; however, the contractor was told 
that the building would be accepted as usably complete. The 
l-year warranty period was, therefore, activated before all the 
problems had been identified or corrected. 

A rework facility official notified the EFD in June 1977 
that about 13 problems still existed. The construction officer 
told the contractor that the buildinq would not be transferred 
to the rework facility until eight documented construction 
problems were corrected, even though the warranty had beaun. 

Because of continued contractor work and testing require- 
ments, rework facility personnel did not move into the building 
until Julv 1977. At the time the warranty expired, problems 
remained. Consequently, the rework facility had to fund 
projects in an attempt to correct the problems, as shown below: 

--The rework facility funded a project in September 1980 to 
replace exhaust fan motors at an estimated cost of 
$100,000. Xn addition, the station PWD incurred labor 
costs of $17,000 to install the fans. This project was 
considered necessary because the fans had continually 
failed, and 60 of them had been overhauled since the 
facility was put into service. The architect-enqineer 
for the project said that the fans approved by the con- 
struction officer were undersized and that he had advised 
the construction officer of this problem on several 
occasions. 
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--The rework facility funded another special project in 
June 1981 to repair heating and ventilating units that 
had leaked alwa8st cantinuously since their installation. 
The leaks were attributed by the contractor in October 
1977 to ccns8truction deficiencies that had not been 
corrected * FJecause the leaks stopped temporarily in 
November 1977, the month the warranty expired, the 
contractor made no repairs. RQweve r , the leaks 
reappeared, which necessitated this special project for 
about $50,000. 

--The rework facility also experienced problems with the 
system filter tanks. The construction contractor delayed 
coating the tanks' beyond the time specified in the con- 
tract, This factor, in addition to nonuse of the tanks 
for about 8 months, caused the tanks to corrode. The 
rework facility awarded a contract to repair one tank at 
a cost of about $5,000, but the process proved to ble 
unsuccessful. Accordingly, the rework facility planned 
to replace the tanks at an estimated cost of $500,000. 

Repairs made or considered by the rework facility at the 
time of our review did not solve all the problems. Accordingly, 
the rework facility resorted to patchworking the facility to 
make it operational. For example, the air compressors were 
disconnected and the control air system was tied into the 
station's air system. The system humidifiers were also discon- 
nected because they discharged droplets, instead of steam mist, 
which damaged freshly painted aircra#ft. 

INADEQUATE INSPECTION DOCUMENTATION 
MAY HAVE CCMTRIRUTED TO PROJECT PRORLEMS 

Inspectors are responsible for monitoring contractor per- 
formance and documenting their inspections. Without adequate 
documentation, the Navy is in a weak position to enforce 
contract terms. For at least 13 months, the project inspector 
did not document inspections, as required. The inspector simplv 
initialed reports the contractor's quality control representa- 
tives had prepared. According to the construction officer, the 
inspector probably believed his work was supplemental to the 
contractorls inspectors and his preparation of inspection 
reports would be redundant. FFD officials said Navy inspectors 
should have prepared inspection reports to document their work. 
The officials also said construction officers will be notified 
of the need for inspectors to prepare reports, even if the work 
is inspected and reports are prepared by contractor 
representatives. 
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SCOPE OF PROJECT RRDWCED 
BECAUSE OF BIGW COST 

The facility was 0~rigina1l.y planned to consist of eight 
cells for painting aircraft, but it was reduced to a smaller 
facility with six cells because hiqher than expected contract 
bids and escalation exceeded the amount of funds available. 
Moreover, one of the six cells was designed to omit the equip- 
ment to make it complete and useful for painting aircraft. The 
EFD eventually awarded a $478,500 contract to complete this cell 
and a parking area. Additionally, at the time of our review, a 
project was being planned to rehabilitate and again use the 
facility previously used for painting aircraft, which the new 
facility was supposed to replace. 
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INOPERABLE $10 MILLION FACILITY AT 

APPENDIX TV 

THE NAVAL ORDNANCE STATION, 

IB?DXflilWl HEAD, MARYLAND 

The Navy spent $10 million to design, construct, and equip 
a propellant dispo~s~l facility that has never worked ‘because of 
design problems. After extens'ive changes, the construction 
contract was terminated for the convenience of the qovernment in 
July 1981. Po~o~r contract administration and lack of documenta- 
tion precluded action aqainst anyone. 

MILLIONS WASTED DUE TO INADEQUATE 
REVIEW OF SPECIFICATIONS 

The Chesapeake Division awarded an architect-engineerinq 
contract and approved the resultinq contract specifications. 
FFD officials said that adequate data for defining system 
capabilities needed to safely disuose of chemical propellants 
did not exist and that the facility would have been the first 
of its kind. Therefore, neither the Navy nor the architect- 
engineer had any past experience on which it could rely. 

The EFD approved the system design and on September 30, 
1977, awarded a construction contract for S4.2 million, although 
there was no assurance that the facility would perform as 
intended. According to EFD officials, their desiqn enqineers 
did not have sufficient knowledqe to determine whether the 
facility, as designed, would be operational. Instead of havinq 
the design evaluated by an outside consultant, the EFD evaluated 
the specifications solely from a construction standpoint and 
approved the design on that basis. 

EFD officials said that because of their lack of knowledqe 
of this type of facility, they did not realize, when they 
awarded the contract, that the technology for developinq the 
facility was beyond the state-of-the-art. Consequently, they 
did not recommend that the customer classify the facility as a 
research and development project. EFD officials now realize 
that the architect-engineering firm should have been charqed 
with performing research and development work rather than with 
preparing construction specifications for an untested design. 

LACK OF DOCUMENTATION WEAKENED 
THE NAVY'S POSITION IN 
ESTABLISHING LIABILITY 

The FFD and th.e construction officer did not comely with 
NAVFAC's contracting manual (P-68, section 7-3001, which 
requires all orders chanqinq, modifyinq, or addinq to a contract 
to be in writing and to be signed by the construction officer or 
specifically designated assistants. In an attempt to correct 
design problems and to expedite construction, construction 
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office officials issued several hundred verbal chanqes that were 
never neqotiated or finalized with a contract modification. 
Consequently, the EPD did not have a record of what additional 
work was to be done and what the price was to be. Althouqh the 
FFD was aware of the large number of changes and the lack of 
documentation, it did not take immediate corrective action. 

Lack of documentation placed the Wavy in a poor neqotiatinq 
position when the contract was terminated. The purpose of these 
negotiations was to arrive at a fair and equitable settlement of 
all change orders and of the contractor's termination claim. 
Without documents showing the price to be paid and extent of 
additional work performed, 
contractor's pos.ition. 

the Navy could not evaluate the 
In some cases, the contractor provided 

documentation to support claimed costs that the Navy had 
initially denied. In other cases, when no documentation was 
available, the Navy accepted virtually all the contractor's 
claimed costs. This resulted in increasing the contract price 
by $1,679,927, which included $1,591,927 in termination costs 
and $88,000 for lay-up of the facility. At the conclusion of 
our review, the facility and its equipment were lyinq idle, with 
no plans for future use or disposal. 

The lack of documentation also precluded the Navy from 
pursuing potential architect-engineering firm liability in 
accordance with NAVFAC's contracting manual (P-68, section 
7301). This regulation requires the construction officer to 
consider and document potential architect-enqineering liability 
whenever an error or a deficiency in the specifications results 
in modifying a construction contract. NAVFAC Instruction 4335.3 
further directs the construction officer to forward this 
documentation to the EFD, which is responsible for evaluatinq 
the deficiencies for potential architect-engineering 
liability. 
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Unused stainless steel process tanks and pipes. Propellant disposal facility, Naval 
Ordnance Station, Indian Head, Maryland. (U.S. Navy photo.) 



Unused fully automatad amtrol room. Propellant dicl#sal f&lity, Naval Ordnance 
Station, Indian Hesd, fhryland. (U.S. Navy photo.) 



Purchased equipment lying unused. Propellant disposal facility, Naval Ordnance 
Station, Indian Head, Maryland. (U.S. Navy photo.) 
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QVERSTATE~MEMT OF AREA AND 

PQOIR, QD,ALITY PAINTIWC 

In October 166181, the construction office awarded a Sl38,800 
indefinite qutllslltity contract for interior painting and 
plastering of family hausinq, A lack of adequate inspection and 
overall administration resulted in overpayments. 

We found that weaknesses in contract administration 
resulted in the problems noted below: 

--The specifications included areas that were deliber- 
ately overs'tated to compensate for difficulty in 
painting. PWD officials acknowledged this but said it 
was appropriate. However, an EFD official said it was 
improper. We measured selected areas to be painted in 
two houses and compared these measurements with those 
used in bills for payment. We found them overstated by 
18 and 25 percent. 

--When square footaqe was not listed on the specifica- 
tions, the housing office project manager specified the 
area on the work order. At our request, the Project 
Manager checked 15 items on 3 work orders. He informed 
us that his measurements showed a garage door frame and 
wood post was 56 square feet as opposed to the work order 
estimate of 380 square feet, a difference of 579 
percent. Other items were overstated from 138 to 475 
percent. The inspector signed the work orders but did 
not verify the quantities. Based on our findinqs, the 
contracting office said it recouped $897. 

--The inspector approved work orders for which the square 
footage was overstated. The inspector did not measure 
the area on one work order, which was specified as 2,100 
square feet. We-measured the area and found that it was 
only 758 square feet. The resulting overcharqe amounted 
to approximately $201. We informed contractinq officials 
of the overcharge and, as a result, this invoice was not 
to be paid until the square footaqes were corrected, and 
all other invoices of a similar nature were to be 
reviewed. 

--The contractor used a grade of paint inferior to that 
specified by the contract, but was paid an additional 
$1,600 based on the more expensive qrade. Contractinq 
officials later negotiated a reduction in that amount. 
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--Poor performance was accented. Examnles of poor 
performance include painted-over phone jacks, wires, 
receptacles, wooden stairs, door hinqes, white paint 
overruns on black floor moldinqs, and a rouqh, sand-like 
finish on many semiqloss areas. 

45 

,... .>., :.'a:'. 



APPENDIX VI 

J.JNRAL,ANCED BIDS AND OVERPAYMENTS 

APPENDIX VI 

ON A FAINTING CONTRACT 

AT TRE NAVAL AIR STATION, 

PRNSACOLA, FLORIDA 

The construction officer awarded two contracts to the same 
contractor in fiscal years 1981 and 1982 for interior paintins 
of housing for $109,OOS and S107,880, respectively. The con- 
struction office accepted unbalanced bids on both contracts. 
Additionally, noor contract administration resulted in overpay- 
ments. 

CONTRACTING OFFICIALS ACCEPTEl3 
OBVIOUSLY UNRALANCED RIDS 

The construction office accepted unbalanced bids for these 
two contracts because it did not update actual work requirements 
and review the bids, as required. The incumbent contractor 
took advantage of the situation by bidding $1.00 per square (100 
square feet per sauare) for two grossly overstated line items 
requiring two coats of paint and Sri.50 for one-coat work. The 
competing contractors bid prices ranging from $6.69 to 911.90. 
The unbalancing was obvious and permitted the incumbent not only 
to bid higher prices than normal for the remaining line items, 
some of which were understated, but also to win the contract. 
This resulted in unnecessary costs. Yad the work statement been 
based on the previous year's history, or the unbalancing been 
recoqnized, and the bidders quoted the same unit prices, the 
contract would have been awarded to a bidder that did not submit 
an unbalanced bid, at $13,600 less. 

POOR CONTRACT ADMINISTRATION 
RESULTED IN OVERPAYMENTS 

Work requests and related invoices contained numerous 
errors that contractinq officials did not detect because of 
either inadequate review or unfamiliarity with contract terms. 
As a result, many overpayments were made. Some typical examples 
follow: 

--In 1981, the contractor painted a housing unit, which 
contained 66 squares, with two coats of paint. The 
contractor should have been paid only $1 per square, or 
$66, as specified in the obviously unbalanced contract. 
Instead, the contractor was paid for painting 132 squares 
at S7 per square, the contract price for painting one 
coat. Thus, the contractor was overpaid $860. A similar 
situation resulted in a 5120 overpayment under the 1982 
contract. 
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--The contractor was paid twice on the same invoice for 
painting the same unit, for an overpayment of about $160. 

--The work request for a housincr unit authorized paintinq 
10 squares fo'r the h&Xl, stairwell, and touch-up as 
needed. The contractor charged and was paid for paintinq 
the entire unit (5F11.13 squares), which resulted in an 
overpayment of $337. 
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WEAK CONTRACT ADMINISTRATION 

FOR JANITORIAL SERVICE 

AT THE NAVAL AIR DEVELOPMENT CENTER, 

WARMINSTER, PENNSYLVANIA 

A janitorial service contract awarded for S647,248 in 
January 1981 was renewed through a change order in January 1982, 
and by September 1982, it was valued at S1,534,225. The 
contract was poorly administered. 

POOR INSPECTION AND VERIFICATION 

Our limited review of payments disclosed that the systems 
for inspection and verification were deficient. For example: 

--Inspectors did not complete inspection reports daily. 

--The contract did not have a required quality assurance 
plan, and the project manager told us that the inspectors 
did not have the training to implement a plan if it 
existed. 

--Supervisory inspectors did not report several 
inspections of rest rooms and stairs where work was 
unsatisfactory. The loss to the Navy was S262. 

--The project manager did not detect mathematical errors 
resulting in $384 of overpayments. 

--Four prompt payment discounts, totaling S4,62S, were 
lost because invoices were not paid within the discount 
period. 

We were told that, due to problems of inspection and the 
uncooperativeness of the contractor, the inspector and supervi- 
sory inspector recommended not renewing this contract. For 
administrative expediency, the contracting office issued a 
change order and extended the old contract instead of drafting a 
new contract using NAVFAC guidelines, correcting square 
footages, and preparing a quality assurance plan as required. 
The EFD did not detect the problems because it did not review 
the contract or the extension. 
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PROHIE3ITFD CONTRACT PROT7ISION AND 

MISUSE OF FAMILY HOUSING MAINTENANCE CONTRACT 

AT THE PHILADELPHIA NAVAL RASE, 

PHILADELPHIA, PENNSYLVANIA 

In March 1931, the construction office awarded an ooen- 
ended contract for family housing maintenance. The contract had 
a minimum threshold of $3O,r)OO and a maximum of S700,OOO. The 
construction office used the minimum and maximum provisions 
because it had not kept historical usage data and, therefore, 
could not accurately estimate its needs. Further, funds were 
wasted due to weaknesses in contract formation and adminis- 
tration. 

SAVINGS CAN BE REALIZED BY 
IMPROVING CONTRACT FORMATION 
AND ADMINISTRATION 

Eliminating the problems discussed in the followinq 
sections can result in significant savings. 

Lack of usage data 

The Family Housing Office did not accumulate historical 
line item usage data. Such data are needed to prepare accurate 
work statements for future contracts and to properly evaluate 
bids. 

Prohibited provision in contract 

The coritract included a provision for materials 
reimbursement at cost-plus-a-percentaqe-of-cost, which is a 
prohibited type of contractinq. The contracts manaqer at the 
Northern EFD said that, in his opinion, this provision was not 
prohibited and that contract specifications have been written 
with this provision for many years. The Assistant Commander for 
Contracts at NAVFAC Headquarters aqreed with us that this 
provision was prohibited. We found 11 additional contracts with 
this feature at the base. 

Questionable payments for materials and 
services not specifically covered by the contract 

Althouqh the contract's scope of work was the maintenance 
of family housing, some qoods and services purchased under this 
contract were outside the scope of contract work. For example, 
the construction office used this contract for 

--buyinq supplies for the self-help store (S4,llS); 
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--purchasing office supplies, business cards, and smoke 
detectors ($340); 

--providing dishwashers for Senior Officers' Quarters 
($1,418): 

--mowing lawns ($2101; 

--providing gardening service ($450); 

--handing out flyers ($308); and 

--delivering newsletters on base ($375). 

Payment vouchering weaknesses 

Internal controls over material costs are resuired to 
allow proper verification from the contractor's sales invoices 
to the individual work orders. The contractor submitted all 
sales invoices in a batch, without indicating which invoice 
applied to which work order. Without the ability to trace 
material costs, errors could not be detected. 
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SUMMARY OF 

WAVAL FACILITIES RNGINEERIYG COMMAND 

PROCURE~MEWT PRCH%EMS AWU RELATED EFFECTS 

NOTflD, D~WRIWG GAO REVIEW 

This appendix identifies the contractinq activities visited 
and the construction and maintenance contracts reviewed. It 
also summarizes procurement problem areas and the effects of the 
problems. 

Where effects could be quantified accurately, we used the 
figures. Trl cases where the Navy could still take action to 
mitigate the effects of the problems or the quantification would 
be too judqmental, we used the descriptors "unnecessary cost" 
and "additional cost." The former was used when the cost could 
have been avoided entirely, with the application of qood 
procurement manaqement; the latter was used when at least some 
of the cost could not have been avoided. "Unnecessary" connotes 
waste, while "additional*' connotes inefficiency. For example, 
on Long Reach Naval Shipyard contract N62474-81-C-8490, the 
obstruction had to be removed to install the pipeline. This is 
an "additional" cast of $200,000 because it could have been 
lessened had the work been included in the plans, which would 
have been subjected to the effects of competition, which we 
could not measure with any accuracy. This same contract, 
however, experienced an "unnecessary" cost of 8300,0011 due to 
delay, which could have been avoided had the obstruction been 
included in the plans. 

The entries under Procurement Problem Area parallel the 
captions used in chapters 2 and 3. Used here, we endeavored to 
apply only the essential Problem Area and to minimize over- 
lapping. Entries under Related Effect do not necessarily 
correspond to the problem areas on a line-by-line basis. In 
fzome cases c there were a number of effects stemminq from a 
lenamr nunib&P 6f pgg$lem 2pgan, and vice verdil, Values in the 
amount column ilre cxmtraCx amounts, 
the date of OUY review. 

adjusted fc)Y cnanqes 2s of 
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~NTPimBLEi4AliEAs 

Alo RELATED EFFECTS 

$j 
i! H 
X 

n 
x 

ltm 

Aircraft pafetIng 

faclllty 

cc&net m. 

N624bF722-0334 

Fwatd Effect 

6,324 

1162467-764-0492 7,745 Al&-a-sft palRt1ng 

faGlIlly 

Sam as above 

M62467-62<-Mb5 3 Extalor pafntlng Plsnnlng the use of fuz%ds kostS1.OOO dustadeofay 

H62467-61-G2073 109 lntertw patnting Daternlnation of needs 

Contract enfacanwt/proJect acceptance 

Paypnts to antract~ 

tktbalanced bid could cast Sl3#.fiO 

103 lnta-Ior PaIntIn DetermlnatloR of needs 

Contract enfor-t/proJecf acceptare 

N62467-8i-c-2636 

*2467-62-c-2666 

31 Interior palntlng 

Interla palntlng 

Dataninatlon of needs 

oocuontatral of Inspectlam 

Detarnlnatlar at lw3ds 

Paymants to contractor3 

LhI-$ary cost of J11.ooo 

Excas painting 

UR~~Y coat 

38 Qwstionablr basis far ~~WNV* 

Work outside V 

Western Englneerlng Field Dlvlsion 

Nb2474-81-C-6725 571 Repalr bachelor 

OffICe- auarters 

Contract enforcement/proJect ecceptance unsstlsfactory product 

N62474-81-c-9490 4,928 Install pipeline Rwlew of plans and speclflcations 

Naval Subslarlna N68248-75-S5001 

Base, Bangu 

25.668 Trident training Review of plans and speciflcatlms 

facitlty Contract enforcement/pvoJect acceptance 

N68248-8O-c-8770 

RoJect delayed, unnecessary cast of f300,OOO 

Additional cost of 1200,ooO 
2 

Eaulpment treekdwn; defective roofs 
23 
t3 

ulwmces*y cost of s1,952,ooa H 
x 

RoJect delayed; addltlanal cost of 517,ooO 
t-l 
X 

Naval Undersed N66248-76-c-6020 

Warfare Engineering 

Statlon 

155 

3,102 

iXaraaga Improve- 

mar&t 

Review of plans and rpeclflcatlons 

MunltIons pro- 

cesslng building 
Olmlnlshed usefutness of feclllty 

Addlttceal cost of $298,ooO 

lnstal latlul 

Jsckswwlllo Novel 

Air stat1ar 

Pensacola Ehval 

Air station 

Pensacola Naval 

co*plOX vi 
N 

Whiting Field 

Naval Air Statton 

Long Beach Naval 

StatIon 

Long Reach Naval 

Shlpyard 

c 



Chmmpeake Enqlneerinq Field Dlvisicm 

Atsaunt 

moo) 

591 

Iteal Prcewemmt Problem Area Related Effect 

Replace roofs Planning the “Se of fund5 

Revler of plans and speclflca+io”s 

Cmtrect e”forceme”t/proJect acceptance 

Roofs will likely need eerly replace- 

ment. Danage to eatrIFt and fur- 

nlShf”gS. AddItIonal sod unn%ceSSary 

casts 

Installatlcm 

National Naval 

Medical &“ter 

contrect No. 

N62477-81-GOdoO 

Renovate spat* for 

pressure 

laboratory 

IJIIsatlSfRc tin-y product N62477-79-G I447 1,373 

91 lnaperablt faclllty; &dltlmal and 

UflfleeeS~ y costs 

N62477-8oC-3214 Planning the “Se of funds 

Review of plans and Speclflcatlons 

Docwtnntatlan of InSpection 

cmtr~ct e”forcetnent/proJect acceptarcs 

t&62477-74-C-0333 6,434 Propellant disposal Review of plans and speciffcatlons Useless tecitity; ““necesurry CaSt of 

faclllty coc~tatlm Of act1o”s ~10,ooO,ooO; additleeat coSt likely 

Partially inoperable factfity; sddltlwtaf 

and unnecessary cost; delay 

Naval ikdnance 

StatIon. 

India” Head 

Instal I environ- 

nental control 

system 

Review of plans and speclflcations N62477-794-7042 
ul 
w 

Nwtharn Englneerlng Field Divlslon 

Naval Air Develop- N62472-81-c-4800 

mt Center N62472-81-C-1801 

N62472-81-C-1766 

283 Repatr roof Deterninatlcm of needs Unnecessn~y cost I ikel y: reduced 

250 Repalr rwf Review of plans and swclflcatlons CQmoetltirm on contract 41)ol 

155 

139 

RepaIr bul ldlngs Revlen of plans and speclflcatlons Reduced ccrpetitlo”: unnecessary Cost 

I lkely 

Philadelphia Naval 

BaSe 

t&2472-81-D-4660 lnterlor pal”tl”Q 

and plaSteri”Q 

Deternlnstlon of weds 

Inspection of contractor performance 

Payments to contractors 

Unsatisfsr:twy product; unnecessary cost 

Atlantic Enplneerlnq Field Dlvlsiw, - 

Norfolk Naval N62470-79-c-2526 

Shipyard 

New cranes wwld have been less expensive 

than rebulldlng the old ones; ncaterlals were 

baught to rebuild 4 cranes while a Study sho*ed 

only 2 were needed, SubseaueRtly 1 of the old 

cranes was d-1 lshed. Defective p-IcinQ In the 

amunt of $532,000 has not been recovered. 

Operations and Maintenance funds *are Im~oDerIy 

used to rebui id these FraneS. Additional and 

unnecesswy costs. 

12,476 Overhau I cra”eS Planning the “se of funds 

Determlnatlon of needs 

Prlclng SdJttstments 



Atlantic EngInewIng Field Dlvlslat 

lnstsllatlon 

Naval Amphlblous 

Base, Llttle Cr6ek 

Amunt 

contract No. (moo) 

N62470-82-c-4930 110 

Naval Base, 

Gusntanano Bay 

Oceana WPJ.SI Air 

StatIon 

N62470-82-C-4273 I14 

N62470-78-C-8285 10,491 

N62470-81-C-2161 71 

N62470-81-C-2156 a4 

N62470-81-C-2159 99 

t&2470-81-C-1048 30 

N62470-81-C-1173 1.8% 

N62470-82<-4100 22 

N62470-82-C-4173 165 

N62470-82-C-4190 24 

Itent Procwwneat Problem Area 

Bullding renovation Review of plans and speclflcstlons 

Docmtatloil of 1nspec+tal 

Dacwoentat1on of actions 

Bulldlng renovatlcm Determlnatlon of needs 

Review of plans and speclflcatlons 

operate 

desallniration 

plant 

oocurnentatlon of inspection 

Paylnsds to contractor 

Exterior painting Docuraentatlon of lnspectlon 

Paytnmts to cootractor 

Exterior painting Documentation of inspection Questionable basis for payinents fa involced 

Payments to contractor work 

Fencing Revlew of plans and spaclflcatlws 

Install sprinkler Revlew of plans and specifications 

system 

Squadron training Review of plans and speclflcatlons 

bullding Docwnentaticm of Inspection 

Palntlng 

Palntinq 

Dlxutnentatlon of lnspectton 

DocuRlentatlon of 1nsRectlon 

lnsulatlon repairs Paynents to cuntractor 

Related Effect 

Pow +akraanshlp; additional cost likely 

Pm design; understated needs; additlwaal 

cost likely 

Lost 52,000 payment discount; questionable 

paywnts for invoiced work 

UnSatISfaCtwy product 

Changes realred; addItional cost 

Unnecessary and addltlonal costs of $11,000 

Additional cost of S83,OOC 

Unsatlsfactwy contractor perfwww~ce 

Delay in use of facility 

!hlsatlsfectwy product 

uflSatISfaCtffy j¶rodUCf 

With hazard; unsatlsfectay *ark 



UAIKFENAMX CMTRACTS 

Southern Engineering Field Dlvlslon 

Asaount 

(fOOOf 

540 

Itea) 

Famfly housing 

utal"tena"ce 

Procurement Problem Area Related Effect 

Contract e"faceRlent/project acc8ptance 

Payme& to contractor 

aocutllentetton Of actions 

Docla#mtat10" of l"spe&lcm 

Adrnlnlstratlve costs essoctated rlth 

reXOTk not collected 

l”stsllatinn 

Whiting Fteld Naval 

Air Statton 

contract Ha. 

N62467-8O-G2863 

Pensacola Naval 

Air Station 

N62467-79-C-2101 1,280 

M62467-82-C-2072 613 

Refuse collectlM 

Refuse callectlon 

Western Engtneerinq Field Dlvlsion 

Whidbey Island Naval t&2474-81-c-6522 

Air Station 

278 Janltoriat and 

window fleanlng 

services 

Inspection of ccmtrscta perfu%a"ce 

N62474-81-D-3765 134 

200 

Asphalt paving Inspaction of contractor perfaatance 

Duc"mJ3ntatlo" of a&Ions 

Determlnstlon of needs 

Inspectlo" of ca"tractor performance 

Unsatisfactory perfwnwlce; thickness 

less the" rewlrsd; "O Quality assurance plen 

&52474-82-D-3766 lr&aJw pa1ntsng Too freauent painting 

tlnnecessaryrakand cost 

Chesapeake Enqtneerlnq Field Dlvlsion 

IIaval Ordnance Station. N62477-81<-7005 

lndla" Head 

1,173 Janitalal service Deternlnatlan of needs 

Revlew of plans and speclflcatlons 

l"specti0" of contrscta performance 

No aua11ty ass"ra"ce plan 

Area overstated; ~~"ecessary cost of f53,OBO 

and possibly as much as $%,OOO 

Horther" EnginewIng Field Dlvlslon 

Phllsdelphla Naval 

B8SEl 

N62472-81-D-4522 Detamlnatlon of needs 

Payments to contractor 

Cost-plus-a-percent-of-cost feature 

in Contrbct; contrect used to per+am 

nc,n-contract *YXk; “““ecass~y cost 

No quality assurance pIan 

Unnecesswy cost of $5.000 due to lack of 

verlflcettc.", and discounts lost 

Family housing 

nvlintensnce 

Janltalal setvice l"spe&lon of contractor perfcoa"~ 

Doc"sm"tatlo" of actlo"* 

PaylRents to contra&x* 

Documentat10" of actions 

Naval Air Developlnent N62472-81-C-4736 

canter 

1,534 

Loss of admInIstratIve control 205 Family housing 

mslnte"snce 
M62472-81-C-5963 



Atlantic Englneerlnq Field Divislcm 

hrnount 
Contract No. lf000)- item Procuretaent Problem Area Related Effect 

Naval Amphlblous R8s.9, N62470-82-C-3929 70 street strlplng Review of plans and speclflcatlms No ouattty sssur=nce pm; u"neeessery cost; 

Little Creek Inspection of co"tratta p~formance wtrrble to vwlfy eontrsetw's bllllngs 

Contract enforcmmt/projoct accept*nce 

Naval Base, 

euantanam Fray 

N62470-82<-8171 6 Roof repalr Planning the "se of funds RequIremeWs nut cwtwlldated Into Q"B 

Inspectton of ccmtractw performance eontrect 

N62470-80-C-4657 683 Equipment maln- 

tenance and 

repalr 

Inspection of ccmtractw perfammce 

Prlclng adjustnsnts 

Payments to contractor 

Unnecessary cost; sme recoupwnt tmde BS 

B result of thls audit; cast-plus-a-percent- 

of-co$t feature In co"tt-8ct; Inadequate verl- 

flcatlon of ccmtrsctw bllllngs; addItIonal 

and unnecess&ry costs likely 

N62470-80-C-3545 418 Equipment main- 

tenance and 

repalr 

San?3 8-s above 

N62470-81-G2168 218 Vehicle repair Paymts to ccntrxtws 

Same as above 

cost-plus-a-percent-of-cost feature I" 

the contract; unnecesssry cost; recwp- 

ment made as a result of this audit; 

additional cost likely 

N62470-80-C-4653 1.973 Family housing Deteralnstlon of needs f&3 Q"aiity 8SSW""CB Pta" 

nwllnte"a"ce Payments to contracta Debarred company awarded the cMftract 

Unnecessary cost; SOWB recoupment trade as a 

result of this audit 

N62470-81-C-2158 234 Custodial and 

bus service 

Inspection of contractor performance Questionable basis for payment to contrsctor 

Ocean8 Naval Air 

station 

N62470-81-C-4759 590 

N62470-a&C-2549 129 

Family houslng 

Ml"te"s"ce 

Flre protection 

syo+em nlaln- 

tenance 

Inspection of contractor performance 

Payments to contractor 

lnspeaion of contractor performance 

Payments to contractors 

Unsatisfactory product 

U"necess8ry cost; addltlanal cost likely 

Unsetlsfactay product: control valves 

lnaccesslble 

N62470-80-C-2577 348 Air-conditlonlng 

mal"te"s"ce 

l"spectlo" Crlterla No auality "ssur*nce plan 



Atlantic Enqlneerlng Field Dlvlslon 

item 

Filter main- 

tenence 

Procwenwtt Problem Area ffeteted Effect 

InspectIon of contracta perfCn-mance Inadequate lwmctlon schedule 

lnstallstlon contract No. 

Oceana Naval Air r&2470-81-+3105 

StatIca 

Nafolk Naval 

Shipyard 

N62470-8D-C-4217 

N62470-80-C-2947 

668 

131 

274 

Fire hydrant 

fmtntenance 

InspectIan of contrecttor perforlwnce Unsatlsfectary product 

Gleanfng catch 

basins 

lnspaction of cor@racta psrfaafance 

Dc.xtnentbtlan of act1ms 

Determtnatlon of needs 

Review of plans and speclflcstforts 

lktsatlsfactory product; addltlmal 

cost likely 

tn%ccUTate carltract requlremnts used 

tktneoest~y fOJt likely 

N62470-80-c-3769 Plumbing and 

heating main- 

tenance 

Review of plans and spectftcattms 

inspection of contractor perfwnrance 

Inspect100 of contractor perfaarance 

lhnecessary cost Iikaly Nb2470-80-C-2905 3.094 Refuse collectton 

and d I spasa I 

Janltcrial 

SWVlC8 

Iktneces+wy cost likely N62470-79-c-2588 6,995 

284 

2.541 

Inspection of contractor perfamance Unnecessary cost likely N62470-81-C-2759 Bus and taxl 

service 

Guard services Determlnatlon of needs Unnecessary cost likely N62470-81-C-2831 

% 

9 3 H 
x 
H x 



APPENDIX X 

LIST OF AUDIT REPORTS OF CONTRACTING 

APPENDIX X 

PROBLEMS IN THE NAVAL FACILITIES 

ENGINEERING COMMAND 

GAO 

--To the Secretary of Defense, Further Improvements Needed 
in Navy’s Oversight and Management of Contracting for 
Facilities Construction on Dieqo Garcia (GAO/NSIAD-84-62, 
May 23, 1984). 

--To Congressman G. William Whitehurst, Navy Has Housinq 
Problems at Virginia Beach and Scrap Metal Disposal Prob- 
lems at Sewells Point (PSAD-80-73, September 19, 1980). 

--To the Congress, Better Management Needed in DOD to Pre- 
vent Fraudulent and Erroneous Contract Payments and to 
Reduce Real Property Maintenance Costs (PSAD-80-14, 
January 9, 198Oj.l 

DEFENSE AUDIT SERVICE 

--Audit of Construction Contract Change Orders (82-133, 
August 25, 1982). 

NAVAL AUDIT SERVICE 

Fiscal Year 1983 

A-41562L Naval Air Station, Key West, Florida 

A-41362L Naval Air Station, Atlanta, Marietta, Georgia 

A-30922L Naval Ordnance Station, Indian Head, Maryland 

A-10432L Navy Public Works Center, San Diego, California 

A-10343L Officer in Charge of Construction, Naval 
Facilities Engineering Command, Contracts, Guam, 
Mariana Islands 

A-10232L Pacific Division, Naval Facilities Engineering 
Command, Pearl Harbor, Hawaii 

C-17322L Naval Construction Battalion Center, Port Hueneme, 
California 

lFollow-up action on this report included a letter to the 
Secretary of Defense on $655,000 in improper or questionable 
charges submitted by two contractors in the Sewells Point, 
Virginia, area (August 30, 1982). 
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C-12523L Family Housing Management, Marine Corps Base, Camp 
Pendleton, California 

S-40172 Audit of the Cost, Quality, and Responsiveness of 
Public Works' Services Provided to Navy and Marine 
Corps Activities 

T-40371 Multilocation Audit of Shipyard Production 
Facilities. 

Fiscal Year 1982 

A-41442/ Navy Public Works Center, Pensacola, Florida 
414421; 

A-41222L U.S. Naval Station, Roosevelt Roads, Puerto Rico 

A-31111 Chesapeake Division, Naval Facilities Engineering 
Command, Washington, D.C. 

A-10452L Navy Public Works Center, San Francisco Bay, 
Oakland, California 

A-10442L U.S. Navy Public Works Center, Yokosuka, Japan 

A-10422L Navy Public Works Center, Pearl Harbor, Hawaii 

A-IOlllL Western Division, Naval Facilities Engineering 
Command, San Bruno, California 

C-42971L Marine Corps Air Station, Cherry Point, North 
Carolina 

C-42862L Marine Corps Base, Camp Lejeune, North 
Carolina 

C-22711L Portsmouth Naval Shipyard, Portsmouth, New 
Hampshire 

C-22641L Philadelphia Naval Shipyard, Philadelphia, 
Pennsylvania 

C-13812L Pearl Harbor Naval Shipyard, Pearl Harbor, Hawaii 

Fiscal Year 1981 

A-4187lL U.S. Naval Station, U.S. Naval Base, Guantanamo 
Bay, Cuba 

A-41620 Naval Weapons Station, Yorktown, Virginia 

A-41360 Naval Air Station, Memphis, Millington, Tennessee 

A-31680 National Naval Dental Center, Bethesda, Maryland 
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A-3llllL Chesapeake Division, Naval Facilities Engineering 
Command, Washington, D.C. 

A-20930 Officer in Charge of Construction, Naval 
Facilities Engineering Command, Contracts, 
Mediterranean, Madrid, Spain 

A-20880 Northern Division, Naval Facilities Engineering 
Command, Philadelphia, Pennsylvania 

A-10430 Naval Station, Pearl Harbor, Hawaii 

C-43630 Charleston Naval Shipyard, Naval Base, Charleston, 
South Carolina 

C-429411; Marine Corps Air Station, Cherry Point, North 
Carolina 

C-22730 Portsmouth Naval Shipyard, (Procurement), 
Portsmouth, New Hampshire 

C-22650 Philadelphia Naval Shipyard, Philadelphia, 
Pennsylvania 

C-11920/ Puget Sound Naval Shipyard, Bremerton, 
11930 Washington 

S-40101 Special Review of Certain Contract Administration 
Performance and Practices within the Norfolk Naval 
Shipyard, Portsmouth, Virginia 

T-40329 Maintenance Service Contracts Administered by 
Officers in Charge of Construction/Resident 
Officers in Charge of Construction 

Fiscal Year 1980 

A-41609 Atlantic Division, Naval Facilities Engineering 
Command, Norfolk, Virginia 

A-41329 Navy Public Works Center, Naval Air Station, 
Pensacola, Florida 

A-41219 U.S. Naval Air Station, Bermuda 

A-20709 Navy Public Works Center, Great Lakes, Illinois 
A-20649 U.S. Naval Station, Keflavik, Iceland 

A-10500 Officer in Charge of Construction, Naval 
Facilities Engineering Command, Contracts, 
Marianas 

A-10339 Navy Public Works Center, Pearl Harbor, Hawaii 
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A-10228 Western Rivision, Naval Facilities Enqineering 
Command, San Rruno, California 

A-10159 Navy Publie Works Center, San Francisco Ray, 
Oakland, California 

A-10049 Naval Air Station Lemoore/Commander, Light Attack 
Winq, 1J.S. Pacific! Fleet 

C-42829 Marine Corps Rasc, Camp Lejeune, North 
Carolina 

C-42819 Marine Corps Base, Camp Lejeune, North Carolina 

C-12540 Selected Fidelity Areas at Marine Corps Base, Camp 
Pendleton 

C-11919 Puget Sound Naval Shipyard, Rremerton, 
Washington 

Second Walf of Fiscal Year 1979 

A-41408 Southern nivision, Naval Facilities Engineering 
Command, Charleston, South Carolina 

A-11758 Pacific Division, Naval Facilities Engineerinq 
Command, Pearl Sarbor, Sawaii 

A-10539 Commander TJ.S. Naval Forces, Philippines/TJ.S. 
Naval Base, Suhic Ray, Republic of the Philippines 

A-10519 lJ.S. waval Air Station, Cubi Point. Luzon, 
Republic of the Philippines 

A-10469 U.S. Naval Air Facility, Midway Island 

A-10148 Naval Air Reserve Unit, Point Muqu, 
California 

C-42828 Marine Corps Base, Camp Lejeune, North 
Carolina 

C-13519 Lonq Reach lVava1 Shipyard, Long Reach, 
California 

Others 

A-62107 Officer in Charqe of Construction, Trident, 
Rremerton, Washington, December 8, 1977 

C-42048 Norfolk Naval Shipyard, Portsmouth, Virginia, 
February 19, 1979 
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THE UNDER SECRETARY OF DEFENSE 

WASHINGTON DC 20301 -3010 

RESEARCH AND 

ENGINEERING 

Hr. Frank C. Conahan 
Director, National Security and 
International Affairs Division 
U.S. General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Conahan: 

This is the Department of Defense response to your letter of August 13, 
1984 which transmitted your Draft Report (GAO Code No. 942059) entitled, “The 
Navy Needs to Strengthen Facilities Construction and Maintenance Contracting 
Practices and Management Controls,” (OSD Case No. 6585). 

The Department of Defense basically concurs with your report and its 
findings and recommendations. Maintenance contracting (or Facilities Support 
Contracting as it is called in the Navy) has undergone very rapid growth, 
which contributed to many of the problems noted in your report. Substantial 
effort and resources have been devoted to this area since your field work, and 
progress is being made. 

Comments provided in the attached response address each of the findings 
and recommendations contained in the draft report. We appreciate the 
opportunity to comment on this report in draft form. 

Sincerely, 

Attachment 
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GAO DRAPT RKPGRT DATED AUGUST 13, 1984 
(GAO COPN T&l. 942059) OSD CASE NO. 6585 

"THE UAW NERDS TO' S~~TWNM PACPLITIES CGISTRUCTIGN MOD MAINTERARCg 
CONTEACTIMC3 MtACTICES AND WAGEHEWS CGRTROLS" 

***** 

FINDIUGS 

FINDIRG A: Broad Range of Problems With Uaval pacilities lrnginearing Command 
(UAVFAC) Contracting Practices And Hanaaement Controls: Immrovements leedad. 
GAO reported that UAVFAC, which is one of five subordinate commands under the 
Naval Material Camend, is responsible for providing the design, construction 
and maintenance services for shore facilities needed by the Navy's operating 
commands. In reviewing 33 construction and 28 facilities maintenance contracts 
at 26 Nevy contracting activities, GAO found a broad range of costly contract 
formulation and administration problems. According to GAO, each of the 26 
contracting activities it visited displayed similar problems that, coupled 
with those disclosed in other audit agencies' reports, demonstrated: (1) a 
widespread pattarn of contract formation and administration problems that 
cannot be considered as isolated to a few activities or contracts and (2) a 
need for management to aggressively bring about improvement. GAO generally 
concluded that, without improvements, government resources cannot be 
adequately safeguarded against waste, loss and misuse, and the problems 
may continue. (p. 1 and p. 39, GAO Draft Report). [See pp. 1 and 25-26, 
this report.1 

DOD concurs. Specific annual goals for control of contract change order 
activity, pursuit of A&E liability, performance of design and constructibility 
reviews, increased oversight of field contract offices, and training of 
service contract managers and contract administrators are currently a part 
of NAVPAC's Command Management Plan. Progress against these goals by each RFD 
is tracked, through automated means, measured, and published. Management 
resources ara redirected as necessary to improve performance. UAVFAC has also 
sought to imProve project planning through closer coordination with project 
sponsors and claimants, and more critical review of high tech/high risk 
projects at the headquarters and EFD level. A new regulation governing the 
planning and execution of projects fundad by annual appropriations is nearing 
completion, and a new system to cross check audits and surveys is now in 
place. NAVFAC's goal is to minimize such occurrences through a combination of 
preventive management actions and increased oversight to spot and correct them 
in their incipient stages. 

FIRDIRG B: NAVFAC Doesn't Rnow The Scope Of Its Contracting Problems. 
Because of weaknesses in its management controls, GAO found that the Naval 
Facilities gngineering Command (NAVFAC) does not know how widespread its 
contracting problems might be. GAO noted that NAVFAC does not appear to have 
adequate procedures to evaluate the operational efficiency and economy of 
its Engineering Field Divisions (EFD). GAO also found that NAVFAC has not 
developed a formal system to catalog those problems that are identified, to 
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see if they are occurring RAVFAC-wide. Although NAVFAC officials advised the 
problems idantified ware Esolated and additional funds fur people and training 
would minimize their rmxmremce, GAO concluded application of more money, 
training and personnel alonca may be oversimplifying the type of corrective 
action needed to minimize the recurrence of these problems. (p. 31 and 
pp. 38-39, GAO Draft Report). [See pp. 19 and 25-26, this report.1 

DoD does not concur. NAVFAC is aware of the scope of its contracting problems 
and has focus~ed its menagment resources to improve those areas. The GAO Awlit 
Team was advisad in advanm of the types of problems which NAWpAC anticipated 
they would find during their field work. Adequate procedures are in place to 
evaluate the overall operational efficiency of NAVFAC’s Rnginesring Field 
Divisiorm. A wide range of automated management reports provide information 
to the EPD's and Readquarters at the program, projact and contract levels 
sufficient to manage and direct the acquisition progrsm, recognize adverse 
cost and performance trends and initiate corrective action as needed. Huch 
of this information is also of interest to higher echelons of co1EIAQSband and is 
routinely passed to higher authority within Navy, DOD, and the Congress. We 
acknowlerdger that local contract administration review by NAVFAC and its BFD*s 
needs to be strengthened to provide more effective disclosure of local 
procedural weaknesses, and NAVFAC is taking action to strengthen this area 
within available resources. In addition, NAVFAC has, in the past year, 
developed and implamented new procedures within its internal review offices 
to better correlate and disseminate audit findings from various agencies. 
(See comments on Finding P.) 

FINDING C: NAWAC Components Rely Heavily On Internal Management Review And 
Audits. GAO found that the operational management of NAVFAC subordinates is 
largely decentralized and autonomous. RAVFAC components appear to rely 
heavily an internal management reviews and audits. GAO found, however, that 
although RPDs schedule managament reviews as part of their internal controls, 
some of these reviews have not been performed as scheduled. GAO concluded 
that the effectiveness of the management reviews could be improved if they: 
(1) were expanded from a cursory exsmination of contract procedures and 
documentation to a selective test of contracting activities* key internal 
controls and (2) included follow-up on previously reported problems. (PP. 
38-39/GAO Draft Report). [See p. 25, this report.] 

DOD concurs. NAVPAC is taking steps to strengthen procurement management 
review procedures by establishing a dedicated staff to perform this function. 
(See additional comments on Findings 0 and P.) 

FINDING D: Problems Are Of Longstandinn Duration. 
work, as well as other audit agencies* 

Based on its own past 
work, GAO found that facilities* 

contracting problems are part of a longstanding pattern. GAO noted that in 
January 1980, it issued a report 11, which identified deficiencies relating 
to inspection of contract performance, verification of contracts payment 

A/ GAO Report No. PSAD-80-14, "Better Management Needed in DOD to Prevent 
Fraudulent and Erroneous Contract Payments and to Reduce Real Property 
Haintenance Costs," Dated January 9, 1984 (OSD Case No. 5294) 
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requests, and preaward review of bids. Th% GAO also cited Naval Audit Service 
reports in 1979 and 1981. which set out instances of excessive requirements 
specified in contracts, inadequate verification of payment requests, 
insufficient enforcement of contract terms and inadequate documentation. 
GAO found the same [RRPEATI problems still occurring during its recent 
review. (p.1 and pp. 32-34, GAO Draft Raport). [See pp. 1 and 20-21, this report.1 

DoD concurs. Rapid growth in service contracts as a result of OWB Circular 
A-76 generally outpaced the development of adequate Navy capability to 
administer and oversee them. 

This shortcoming was acknowledged by NAVPAC at the outset of the audit. Since 
1962. NAVFAC, with CIQ suPport, has been embarked on an ambitious program of 
improvement in Facilities Support Contracting. For example, customer and 
contracting officer responsibilities have now been clearly defined in 
OPNAVINST 4330.1 of 24 larch 1983. NAVFAC has issued clarifying policy for 
post award administration of maintenance service and maintenance construction 
contracts. Each BFD has developed implementing instructions for Facilities 
Support Contracts which require thorough review by the RFD of performance 
work statements and quality assurance (QA) plans, commitment by customers of 
specific quality assurance and service contract management resources, and 
specific letters of authority. New NAVFAC publications have been issued which 
provide instructions for the writing of performance work statements, surveil- 
lance of contractor performance, the development of QA plans, and the training 
of Quality Assurance Rvaluators (QAE). Standard performance work statements 
and QA plans have been daveloped for specific functional areas such as guard 
service, refuse collection and disposal, buildings and structures; a total of 
twenty service categories have been covered to date. In order to strengthen 
the contract oversight and inspection processes, additional ceiling points and 
training have been provided. Over 1500 students have received training as 
Quality Assurance Evaluators at the EPDs. A new Service Contract Course is 
being conducted 10 times per year at the U.S. Naval School, Civil Engineer 
Corps Officers, Port Rueneme, California, and over 200 additional ceiling 
points have been provided for NAVFAC QA/Service Contract Administration. We 
believe that the deficiencies in contract inspection and payments cited in the 
GAO report will be significantly reduced by the action which NAVFAC has taken, 
and is continuing to take, toward improvement. 

FINDING R: Contract Formation Practices: Better Planning For The Use Of 
Funds Could Save Money. GAO reported that the Naval tdaterial Command requires 
NAVFAC to implement and assure an effective construction and maintenance 
program that meets the Navy's needs. GAO found evidence, however, of at 
least five instances in which better planning for the use of funds could have 
produced savings. For instance, at the National lava1 Medical Center, 
Bethesda, Haryland, year-end-spending pressures contributed to the use of a 
poor roof design and replacement of the roof during the winter. As a result, 
water damage occurred to equipment and furnishings, and the roof likely will 
need aarlier replacement. GAO concluded that in the case of the National 
Naval Madical Center roof, if the improved, less expensive design had been 
used and properly installed, waste and damage could have been avoided. GAO 
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concluded that year-end spending practices can result in defective facilities 
end unsatisfactory work. GAG also Senerally concluded that significant 
savings cw be achhnad by making improvement in plannim the use of funds. 
cpp. l~-ll, p. 38; Appandicas IL, IV/GAO Draft Raport?. [See PP. 7-S and 
25, this report.1 

DOD concurs Itn Dart. A new OPNAV instruction governing the planning and use 
of annual funds for maintenance and repair will be issued in the near future. 
(Sea comments under Finding Q.) Although we agree that hasty year end 
spending can rasult in waste and unsatisfactory end products, the problems 
encountered with the ro;of repairs at the National Waval Wedical Center were 
not a result of such action. The GAO report states that: Cl) because of year 
end spending and preoswres by its customar, CWRSDIV opted to disregard an 
improved design and use one which would ultimately provide a shortened service 
life, (21 CHESDIV warckssd goor judgment in permitting roof work to be done 
during winter months and (3) The Construction Office did not take action to 
correct noted construction deficiencies. The design of the RRRC roofs was 
based on valid criteria to establish positive slopes for rapid disposal of 
water. The roof system chosen is one recommended by a recognized authority on 
roofing and water pooofing for use in applications such as those at Bethesda. 
The decision to use this system would have been the same, regardless of when 
tha contract was awarded. Rxperience to date with the particular roofs, 
having undergone a representative winter and extremely hot summer, indicates 
that the system specified and installed will have life expectancy similar to 
alternative systems. Althovgh more difficult, built up roof work can be 
successfully carried out during winter months in the Washington area. The 
Contract specifications outline certain precautionary measures which the 
contractor must take to protect work in progress from the adverse effects of 
cold and moisture, and these specifications were generally adhered to during 
the course of construction. With respect to construction deficiencies, the 
contract provisions require the government to notify the contractor that he is 
responsible for damage and give him the opportunity to repair such damage or 
defective work at his own expanse. The contractor for the Bethesda roofs was 
not responsive to such notice, but ultimately corrected all noted 
deficiencies. The contractor also reimbursed the government for water damage 
to furniture in the Presidential Suite. 

FIRDING F: Contract Formation Practices: Proper Evaluation of Reeds Could 
Reduce Costs. GAO reported that NAVFAC is responsible for the accuracy of 
construction project specifications. In addition, NAVFAC is responsible for 
providing guidance and for reviewing public works departments’ (PWDs) 
specifications and proposed contracts for maintenance work. On the cases it 
reviewed, GAO found at least fourteen instances where customers’ stated needs 
were not properly evaluated by NAVFAC before they were placed under contract. 
In one of these, at the lava1 Ordnance Station, Indian Head, Maryland, the 
facility has never worked because of design problems. In two other examples, 
contracts for guard services and for janitorial services specified excessive 
scope, at the Norfolk Raval Shipyard and at Indian Head, respectively. GAO 
concluded that because customers* stated needs are not properly evaluated, 
contracts reflect work requirements, portions of which are not needed. In 
addition, GAO generally concluded that significant savings can be achieved by 
making improvements in the determination of needs. (pp. 11-12, p. 38. p. 40: 
Appendices I, IV and IX/GAO Draft Report). [See pp. 8-9 and 25-26, this report. 
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DOD concurs. (See comments under Findings D and K.) 

FSIDIN6 G: Contract Formaticon Practices: Thorough Review Of Plans And 
Specifications Could Preoent Additional Costs, Delay And Degraded Facilities. 
GAO reported that it is the responsibility of RAVFAC (or the PWDs) to assure 
contract plans and specifications are accurate whether they are prepared by 
NAVFAC or by an architect-engineering firm. The GAO found twenty examples 
of inadequate reviews of plans and specifications by NAVFAC or Public Works 
Departments. In one, the Atlantic Engineering Field Division erroneously 
specified black iron pipe, which is corrosible, for a hydraulic system at 
Uaval Air Station, Oceana, Virginia. This system was to be connected to 
fighter aircraft. In another, the cost of installation of a fire protection 
pipeline at the Haval. Shipyard, Long Beach, California was increased by an 
estimated $200,000 because drawings submitted by an Architect-Engineer were 
not properly reviewed and an unanticipated underground obstruction was 
encountered by the construction contractor. GAO generally concluded that 
significant savings can be achieved by making improvements in the review of 
plans and specifications. (pp. 12-16, p. 38; Appendices/GAO Draft Report). 
[See pp. 9-11 and 25, this report.] 

DOD concurs. NAVPAC has recognized the need for more thorough review of plans 
and specification prior to contract award, and is taking positive measures to 
improve both design and on site conetructibility reviews through the issuance 
of new instructions, stepped up training and, most important, seeking addi- 
tional personnel resources for this labor intensive function. NAVFAC is also 
stepping up its pursuit of AbE liability for clearly defective designs, and 
recovery from A&E's is trending upwards. Proper review of A&E plans and 
specifications by government engineers is labor intensive. Thorough review 
and cross checking of one sheet of plans, for example, can take a trained 
professional an hour or more. A single constructicn contract might contain 
several hundred sheets of drawings. An on site constructibility review might 
take an engineer or construction representative a day or more in verifying 
field conditions represented on the drawings, site access, utilities and 
subsurface and surface site features, The degree to which a given contract 
is reviewed must be determined by assessing risk and potential costs to be 
avoided. Available resources are directed towards those projects with the 
highest potential payback in terms of avoided costs. 

FIKDIM6 H: Contract Pormation Practices: Better Preaward Review Of Bids And 
Contract Provisions Could Save Honey. GAO found two significant areas where 
MAVFAC could save money by adhering to the procurement regulations--i.e., (1) 
accurate work statements, coupled with a proper review of bids to prevent the 
acceptance of unbalanced bids, and (2) appropriate contract terms to prevent 
overpricing. 6AO cited as an example of the former, the Naval Air Station 
Pensacola, Florida, where failure to update historical work quantities or to 
properly review the bids on a painting contract allowed a contractor to submit 
an unbalanced bid. In addition, at both Philadelphia Naval Shipyard and U.S. 
Naval Base Guantanamo Bay, contracts were let with cost-plus-a-percentage- 
of-cost provisions wMch is prohibited by 10 USC 2306. GAO concluded that, if 
the historical work quantities are updated as required, the opportunity for 
unbalanced bidding can be avoided. Further, that if a contracting officer 
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conducts preaward reviews of the bids and contract provisions unbalancing 
can be detected and prohibited contract provisions avoided. o;JLo geunerally 
concluded that signkff3cant savings can be achieved by making improvements in 
preaward review of bids amd contract provisions. (pp. 16-19, p. 38; 
Appendices V, VI %~lrd: IX/ Q;1Ao Draft Rwork). [See pp. 11-12 and 25, this report.] 

DOD comcurs I Pine1 reviw of contract provisions before advertising and a 
careful analysis of bids befora contract award are standard Davy practice. 
Par construction contracts, the plans and spscificatians are subjected to two 
reviews: a teehmical, review conducted bly the various engineering disciplines 
involved in the proposed conbrect end a “constructibility” review by the field 
personnel who will administer the contra,ct once it has been awarded. A new 
manual CDAVPAC P-446, Cons,tructhbility Reviews) wes published in Way 1984 to 
provide detailed technical guidance to field offices conducting 
constructibility reviews for construction contracts. 

Pacilltfes support contracts undergo similar revfew by functional specialists. 
The CA0 field work was performed during a period in which significant growth 
in facilities support contracting occurred, primarily under the impetus of OHD 
Circular A-76. As noted in DOD comments on Pinding J, substantial effort has 
been devoted since that time in developing and implementing improved, stan- 
dardized statements of work, quality assurance plans, and contracting policies 
and procedures to enhance the effectiveness of facilities support contracting. 

The cost-plus-percentage-of-cost provisions found by GAO are prohibited and 
should not have been used. 

FIDDIWC I: Contract Administration Practices: Enforcement Of Contract Terms 
&ad Pmmr Acceptance. GAO stated that while inspectors deal with contractors 
daily, others, such as engineers, should assure that the project is continuing 
as planned. In addition, GAO stated that the construction office should decide 
on changes to plans and specifications, correction of reported deficiencies, 
and final acceptance--as well as taking timely action in reported problems 
to protect the Government’s interest. GAO found, however, at least eleven 
instances where contract terms were inadequately enforced or projects that 
should not have been, were accepted as they stood. For exanrple, the roof of 
the Trident Training facility at the Naval Submarine Base, Bangor, Washington, 
has leaked since it was installed in 1976. The Navy accepted the work although 
the construction office was aware of problems six to ten months before 
completion. Later, two separate studies established that the contractor had 
perfcmmd improperly. The roof will be replaced, under a 1982 contract, at a 
cost of about $1 million. A second example is the acceptance of an aircraft 
paint facility at Paval Air Station, Jacksonville, Florida, although 24 
deficiencies axisted. The one-year warranty, which was never exercised, 
started with acceptance. 
after acceptance, 

After the rework activity moved in, eight months 
additional problems were found, which were corrected with 

activity funds. The warranty was never enforced. GAO generally concluded 
that significant savings can be achieved by making improvements in contract 
performance and project acceptance. (pp. 21-22, p. 38; Appendices I and 
III/CA0 Draft Report). (See pp. 13-14 and 25, this report.1 
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DoD concurs. W&Vy%C enforoear the terms of the contract and accepts only that 
work which meets contract roquiremants. This is straightforward when the 
party responsible for the sbartfalk lo readily determinead. Unfortunately, in 
some cases the responsibility for the shortfall is shared among the three 
parties: the government, the architect-engineer who prepared the plans and 
specifications, and the contrsctor performing the work. The Trident roof 
problem cited by CA0 was such a case. The exact mode of failure could not be 
determined; each of the three parties wa8 considered liable in part for the 
failure, but tbe liability of e#ech party could not be quantified, which made 
recovery impossible. Since that time, it hasa been confirmed that much of the 
problem was ottributabla to the specification and use of preformed urethane 
insulating boards beneath the roof membrane --a problem which was experienced 
industry-wide and wbieh has been corracted through changes in industry and 
lavy speeificatione for use of the material. Where liability can be 
established, corrective action is taken. Construction contractors are 
routinely required to correct defective work to achieve compliance with 
contract requirements. In cases where it is not in the best interest of the 
government to require correction, a deductive credit is negotiated to recover 
the value not received. Cases of potentfel architect-engineer liability are 
evaluated by boards of professionals; where liability is found, action is 
taken to recover the costs incurred by the government as a result of the 
firm’s error or omission. The number of such actions instituted and the 
dollars recovered are reported annually to the Congress for military 
construction projects, and both have shown an uptrend in recent years. 

The audit comments concerning problems encountered in Aircraft Corrosion 
Control Facility, Jacksonville are correct. Less than adequate inspection and 
acceptanca standards along with questionable warranty enforcement contributed 
to the operational problems and costs which this facility has experienced. It 
should also be noted, however, that, as in the case of the propellant disposal 
facility at Indian Head, and the roofs at the Trident Training Facility, 
Bangor, changing technology played a part. 

The stringent environmental requirements associated with the application and 
curing of two part epoxy paints ware not fully recognized and accomodated in 
the facility criteria and design. The result was a facility which, though 
useable, has never performed to expected levels. The environmental problems 
have also been compounded by a change in aircraft preparation and washdown 
procedures which was not anticipated in the original design. SOUTHDIV is 
presently concluding an engineering study which will serve as a benchmark for 
permanently correcting the problem in the Jacksonville Facility, as well as 
a source of information for design of future projects. Based upon lessons 
learned at Jacksonville, the design of a similar facility at Whiting Field, 
Pensacola incorporatad many changes, and that facility, although not problem 
free, has performed at a much more acceptable level. 



APPENDIX XI APPENDIX XI 

PIRDIRG I: Contr%ot &Amiozistr*tion Practices: Recovers Of Gverst%ted Prices 
Could Be Mars r&w . T'hre Readeral Acquisition Regulation requires that 
contracting officirrls obt~lln certified contractor cost or prkeing d%t% 
supporting prapoissaid pricro for negotiated contracts ower $5GG,GQ041. If audit 
reveals the eoatrsct price was overstated as a result of such umst dat% being 
out of date, imcaaqtlate o'r inaccurate, the contracting officer may request 
raimbursaman;t . GAG found at least three instances where levy bad failed to 
follow-up with %ppropai%te requests for reimbursement. In one elt%mple, the 
Atlantic Rngineering FlrUd Divisian aw%rded a contract ta overMu four cranes 
at the WorfoLUt l&vaJ! Shkpyard. The audit agency reported defective pricin& of 
$531,8@7. OAQ eatkratad that about $!WO,OOO of this is due to the contractor 
quoting higher prllcas for material when it knew lower prices were available. 
The Wavy h%d m%de no recovery of these costs at the conclusion a'f the GAG 
review. GAO ganerelly concluded that significant savings can be achieved by 
making improvement in Pricing adjustments. (pp. 22-23 p. 38; Appendix 
IX/GAO Draft Report). [See pp. 14 and 25, this report.] 

DOD concurs. As % result of ongoing post-Award Reviaw and DCAA audit 
findings, the contrsctor for the Worfolk Crane overhaul contract was notified 
on 28 Itkmmber, 1983, that a deductive change order was being processed to 
recoup $491,949 For defective pricing. Subsequently, a unilateral change 
order MS issued on 16 January, 1984, deducting $451,949 from the contract 
price. 

FIRDIYIG K: Contract Administration Pr%ctices: Adequate Inspection Is Needed 
To Detect Poor Berformance. NAVFAC and Public Works Department inspectors 
should assure that performance and quality match specification requirements 
before they certify work for payment and follow a sound inspection plan and 
claarly document their observations. GAO found at le%st 18 instances, 
however, where inspectors approved defective work and at least 12 cases 
in which they were deficient in some manner in (1) following a plan (2) 
adequately documenting their findings, (31 verifying the work, and/or making 
inspections in accordance with required schedules. An example of payment for 
work which did not meet specifications is Norfolk Naval Shipyard. The 
contractor had not met specifications for maintenance of fire hydrants and 
water distribution systems for eighteen months, yet was paid. Another example 
is the Philadelphia lava1 Base where lax inspection led to payment of a 
contractor for defective work and use of an inferior grade of paint. At 
Gu%ntan%mo Bay, required maintenance and repair were not performed, 
inadequate work went undetected, and excessive bills were paid. The hydrants 
and water distribution systems at Norfolk Naval Shipyard are also illustrative 
of failure to recover from the contractor because of a lack of proper 
documentation during the inspection. At the Raval Air Development Center, 
Warminster, Pennsylvania, GAO found that inspection and certification for 
payment were weak on a janitorial services contract. GAO reported that 
inspections ware inconsistent, inspection discrepancies were not recorded, 
mathematical errors were not detected, and discounts for prompt payment were 
lost on four invoices because they were paid late. GAO Generally concluded 
that significant savings can be achieved by making improvements in inspection 
of contractor performance. (pp. 23-26; Appendices IV, IX/GAO Draft Report). 
[See pp. 14-16, this report.] 
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DOD concurs. tiost of the problems found by GA,0 related to facilities support 
contracts, which, as prsvlvusly noted, had undergone significant increas’e 
in numbars under the im~e~tus srf OHI3 Circular A-76. Me acknowledge that 
significant v’growing pains” woIre occurring at the time of the GAO field work. 
The Naval Facilities Engineering Command bed to develop doctrine, define 
responsibilities, develop and implement new contract language, develop quality 
assurance systems and new tovls for enforcement by contract administrators, 
and recruit and train add3.tional personnel. Much progress has been made as 
detailed in comments mder Finding D. Three actions in particular were 
critically important in obtaining the improvement needed in inspection: 

a. Clarification of activity responsibility for Quality Assurance 
(accomplished by a CM0 message and a NAVPAC Instruction, both issued in 
November 19821. 

b. Preparation of Quality Assurance Plans to guide activity inspectors 
and help insure comprehensive coverage of cvntractvr activities at the 
necessary frequency, using valid sampling techniques. The Quality Assurance 
Plans were included as part of the standardized statements of wvrk, which were 
developed on a centralized basis and disseminated Navy wide during 1982 and 
1983. New methvds of taking deductions for work not performed or for faulty 
work were also developed end implemented to provide better tools for 
enforcement. 

Training of field personnel. 
datak.1 

(See comments under Finding D for 

These actions have provided a solid foundation for improved performance in 
facilities support contracting. NAVFAC EFD’s, for example, must review each 
facility muppvrt contract over $100,000 before it is issued to insure that 
full advantage is being taken of the new techniques and the growing body of 
Navy-wide experience. These efforts, plus efforts to provide additional 
trained staff as workload grows, will continue. 

FINDING L: Contract Administration Practices: Adequate Documentation Could 
Help Control Cvsts. GAO stated that Navy contract administrators should 
document the vccurrence of inadequate performance and changes in scope to 
assure that equitable adjustments are made and to defend the Navy against 
claims. GAO found at least nine instances, however, where these matters were 
not adequately documented and questionable or potentially unnecessary costs 
were paid. For example, a new Propellant Disposal Facility at the Naval 
Ordnance Station, Indian head, built at a cost of more than $10 million, has 
never wvrked . The Chesapaake Engineering Field Division approved the system, 
as designed by architect engineering firms, even though the design was new 
end untested. As problems were encountered, the construction office at the 
station circumvented proper contract administration by issuing over 200 verbal 
change orders in an attempt to salvage the facility. Later, when the Navy 
terminated the project for the cvnvenience of the government, the contractor 
submitted a termination claim which was audited by the Defense Contract Audit 
Agency. Because the Navy did not have adequate documentation, it could 
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not properly evaluate the cantractor's claim. consequently, it paid the 
contractor $1.6 millllon, virtually all tha co'sts cloimad. on June 30, 1982, 
the Wavy accepted an knograrable facility that hard no kmm future us,es. 
GAO generally conelude that significant savings can be achieve4 by making 
improrammts in QewmmemZation of auaono. (p. 27, p. 38; Appendices I, IV and 
If/GAG airaftt WIYBYpQrt). [Smes pp. 17 and 25, this report.1 

poD co#~urs. The Propellant Diisposal Facility (PDF) was initiated in an 
attempt to develop an environmentally sound alternative to open burning which 
could be ope~ratad without undue basard ta the disposal personnel. Although 
the processes to be employed were state-of-the-art end had not been used on 
a camnerciol. or pmduletioa scale, the risks were assessed as accerptable. 
Subsequent developmemts prove4 that assessment to have greatly understated 
the risks. In the final analysis, production scale implementation of these 
processes proved to be beyond the state-of-the-art, GAO's assessment is 
correct; a conrent9ona1, competitively bid, fixed price contract for 
construction was EnapPropriate. Howaver, the requirement for significant 
research am4 dewelqwt was not recognized at the time. The subsequent 
difficwltieo all flowe4 from tbe 4ecision on the type of contract to be used, 
which ks now racognizre4 as having been incorrect. Oral, undefined change 
orders we twt permitted wlndler BIAVFAC procedures. GAO is correct in stating 
that the lack of l#awy rlocumentation hampered evaluation of the contractor's 
claim. The Defense Contract Audit Agency conducted an audit to validate the 
contractor's actual costs incurred in pursuing the undefinitized changes and 
the audit results wore used in sattling the claim. Partly as a result of the 
PDF experience snd $n recognition of the demands posed by hospitals and other 
"high technology" projacts which arise from time to time, NAVFAC reorganized 
the beadrquarters staff to create a group of engineers specifically charged 
with adieainiotration and oversight of such projects. In addition, procedures 
are under development for identification of "high risk" projects in order that 
appropriate me&sure8 may be taken to mitigate risk and monitor such projects 
more closely. 

FIyR)IMG )I : Contract Administration Practices: Verification of Payment 
Rewlasts Wgld Prevent Overvavmants. GAO reported that before paying 
contractor bills, it is lavy’s responsibility to verify that work performed 
is in accordance with the contract terms. GAO discovered at least 18 cases, 
however, where contractors submitted bills for work in excess of that 
perfornmd and for work inadequately performed or duplicate billings, which 
were paid. For instance, at the Waval Air Station, Oceana, Virginia, in 
a contract for family Imusing maintenance, GAO found many duplicate work 
authorizations and noted that paymant requests were inadequately verified 
to ensure reductions for unsatisfactory performance. Also at Oceana, the 
contractor billed for and was paid for maintenance of valves which the 
contractor lud noted were mistakenly buried and could not be maintained. 
GAO $enerahly concluded that significant savings can be achieved by making 
improvements in payments to contractors. (pp. 28-29; p. 38, Appendices I, 
III and IX/GAO Draft Report). [See pp. 17-18 and 25, this report.1 
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DoD concurs. Cosunants underc Finding K apply. 

PIRDIMG 9: contributins Fnctor 8: @s&ted Oman,iaational Oversi&t Bv The 
lava1 Hater&al Go-. The Ml found no evidence that the Naval Material 
Command (MAWAT) evaluates the composite managerial performance of its sub- 
ordinates (including lWPAC) in terms of efficiency and economy. Al though 
RAVHAT could gain soma insight into RAVFAC’s performance as a result of 
reports from the RAVE'AC Inspector General, GAO found at the time of its visit 
that such reports, on6 particularly the last such report on file at RAVMAT, 
provided limited insight Ento lTAVTAC’8 contracting practices. GAG’s review of 
MAVFAC Inspector Gensral reports shoiwed they de&lb lar&,ely with adminiatrativsa 
not contractual matters. (GAO noted that the RAVFAC Inspector General stated 
that the cmnd relies on the professionalism of its staff to evaluate 
~e~~r~~al matters.) (pp. 30, 31/GAO Draft Report). [See pp. 19-20, this 

L + 

DoD concurs. The lava1 Rataria Comand has recently established an 
organization within the Office of the Deputy Chief of taval Hate&al for 
Contracts and Business Hanagement (BAT 02) dedicated to contract management 
oversight. That-organization, the Procurement Management Review Division 
(HAT 0241, fields Procurement Management Review Teams. One of these tesms 
conductad a comamd-wide organizational review of RAVFAC contracting functions 
from Rovember 1983 through the Spring of 1984 and found similar shortcomings. 
The formal report was issued in September 1984 and is presently under 
discussion with the Comand. 

FIRDIWG 0: Contributing Factors: Examination BY RAVpAC’s Contracts Procedures 
Review Boards Are Infrequent and Cursory. GAO found that reports by the teams 
reviewing activities at contracting offices were infrequent and cursory. GAO 
also found that these reviews were (1) scheduled for an 18-month cycle; 
however, some locations have not been visited for more than five years, (2) 
primarily a cursory two to three day examination of contract procedures and 
contract file documentation , and (3) did not result in timely follow-up to 
assure corrective action had been taken. GAO further found that board members 
did not, as a rule, evaluate contractor performance or examine and test the 
adequacy of vouchering ‘and payment systems. GAO, therefore, concluded that 
these examinations provided little assurance to EFDs that their contracting 
activities, where most of the money is spent, were exercising good 
stewardship . (pp. 31-32/GAO Draft Report). [See p. 20, this report.] 

DOD concurs. The RAVFAC Contracting Manual Section 1 paragraph 404.4 
Procurement Reviews was modified on 17 April 1984 to require more substantive 
analysis of the procurement responsibility: 

“Procurement Management Reviews/Inspections of field office contracting 
activities functions shall be conducted as determined necessary by RFD 
cmdera or CICCs but in no event less than a 24 month frequency. Factors 
such as the complexity and volume of business, known or anticipated problems 
will be considered in determining the frequency of inspections. Each gFD 
shall prepare for each calendar year a schedule of inspections for their 
subordinate activities. The schedule shall be forwarded to FAC 02 no later 
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than January 15th each year. In addition to forwarding individual copies of 
such reviews, the RFD is requested to prepare an annual smary of significant 
findings and conclusions regarding the offices reviewed. The annual report 
shall present in summary format statistical data by type, number, and dollar 
value of contracting actions for the offices reviewed. The report as a 
minimum is to a&dress office organization, staffing, training, and pre and 
post contract award procedures for both formally advertised and negotiated 
actions". 

In addition, additional ceiling and high grade points have been set aside to 
establish the Acquisition Improvement Branch within the Contracts Division. 
The function of the new branch will be to perform in depth procurement 
management reviews of field activities and to develop and implement infor- 
mation transfer and other strategies to minimize procurement problems. 

PIDDING P: Contributins Factor: Ineffective Use of Externsl Awdit Reports. 
GAO reported that for years IoAVFAC's subordinates and the Navy’s FWDs have 
been the subject of external audit groups' reports which identified problems 
at individual locations. GAO further found that procurement problems 
identified by GAO and the liavy Audit Service have tended to be repeated rather 
than corrected because NAWAC did not (1) determine whether prior audit 
findings were isolated examples or symptomatic of a command-wide condition and 
(2) make more than a minimal effort to communicate the problems to other 
units. As an example, GAO cited the 1979 Naval Audit Service report which 
stated that under a Norfolk Naval Shipyard contract, the number of security 
personnel appeared excessive. In April 1982 GAO informed the shipyard's 
contracts section of this surfeit. Corrective action was not taken until 
1983. Similarly the Naval Audit Service reported in 1981 that the Naval 
Base, Guantanamo Bay, had certified invoices for payment without proper 
verification, adequate contract performance, or change order negotiation. 
GAO's November 1982 review at this base indicated inadequate inspection on 
seven contracts, inadequate verification of invoices on six, and incomplete 
documentation of verbal change orders on one. GAO concluded that because 
NAVFAC did not determine whether the audit findings were isolated problems or 
symptomatic of a command condition, problems were repeated at the same and 
other units and continued to exist. (pp. 32-34; Appendix IX/GAO Draft Report). 
[See pp. 20-21, this report. 1 

DOD concurs. Prior to CY 1982 NAVFAC did not have an effective system for 
monitoring, analyzing, and distributing problems identified in external audit 
reports. However, NAVFACINST 7540.6 dated January 1982 established command 
policy and procedures for the distribution and cross-utilization of audit 
reports rendered on the operations of the Headquarters and field activities. 
It is the policy of NAVFAC to derive the maximum benefit from audit reports 
issued on command operations. Audit reports are currently distributed to all 
field activities, which are then responsible for ensuring that similar 
problems are not occurring at their activities. Internal review personnel are 
responsible for following up on these audit reports to ensure recommendations 
are implemented. 
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NAVFAC has also dsvelogmd a management information system to track audit 
reports and develop trend analysis af potential cormnand-wide problem areas. 
The system is supplemmted by access to both the Naval Audit Service and the 
DOD Inspector General data bases of audit findings. 

EFDs are placing incraased em&asis on monitoring contract administration 
functions in construction field offices and facilities support contracting 
functions at the various field activities, both CCMUS and overseas. Internal 
Review personnel are assigned to Field Office Procurement Management Review 
Teams in order to strengthen the evaluation of internal controls and payment 
verification procedures. The results of these procurement management reviews 
of fiald contracting offices will be shared to transfer lessons learned 
throughout the NAVPAC contracting organization. 

FINDING Q: Contributing Factor: Effects Of Increased Maintenance Contracting 
And Year-End Spending On Procurement Practices. GAO noted that there could be 
mitigating circumstances beyond IJAVFAC’s control that may have contributed to 
the procurement problems it [GAO] found. These involved the recent increasing 
volume of contracting out and year end spending. Until about five years ago, 
much of the naval facilities maintenance services were performed in house. 
Because of increased emphasis on implementing OMR Circular A-76, GAO found 
that maintenance contracts experienced an extensive growth. Similarly, NAVFAC 
finds itself caught up in year-end construction spending. GAO concluded its 
officials may make contract decisions contrary to sound judgment because of 
potential loss of available funding. (pp. 3637/GAO Draft Report). [See pp. 
22-24, this report.] 

DOD concurs. GAO correctly identifies the substantial increase in facilities 
support contracting under the impetus of OMR Circular A-76 as a factor 
contributing to some of the problems noted during its field work. Significant 
effort has been put forth since then in order to improve the effectiveness of 
facilities support procedures, contract documents, quality assurance plans, 
and provide increased numbers of better trained staff for preparation, award 
and administration of facilities support contracts. (See discussion under 
Pinding D.) With regard to year-end spending, inordinate peaking of workload 
at the end of the fiscal year does tend to overtax the available staff and 
adversely impact the effectiveness of technical and constructibility reviews 
of the contract documents prior to award, the advertisement and award of 
contracts, and the start-up of awarded contracts. However, much can be done 
to make the workload more manageable, while simultaneously insuring that funds 
available are fully utilized for essential facilities work. 

NAVFAC and its engineering field divisions have been working with the Navy's 
“major claimants”, who control the bulk of the annual funds used for 
facilities maintenance and repair contracts, in an effort to achieve overall 
improvement in the effectiveness of the Navy’s facilities contracting. In 
brief, the concept is based on development of longer-range planning for 
facilities projects by the major claimants. When fully implemented, each 
claimant will continuously maintain and refine a facilities project program 
covering a span of about two years. Projects will be authorized for design 
well in advance of the fiscal year in which they will be awarded. This 
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approach will psmit ccmphted dssigns to be advertised end awarded commencing 
at the start af th;e fiec@oli year and continuing thrwghout tha pear, which will 
help to rebidwe the pa& wmklloa& llrow being experienced at year-and. At 
year-end, claimants uJlll be saneouasged to plan to have the E%D*s open bids on 
sane *‘extra*’ projacts. In the event that a bid protest, design delay or other 
problem deavelapsl att ths last minuta, the claimant will then Ihave another 
project available Eosr award to productively and fully wee all funds 
availablea. The project which had to be delayed ten than b,e marbed early in 
the next fir;cal year, after funds for the new year beeme availablea. This 
iapproach will h@l.p to ernslure that any knolwn problems are reaoLvsd prior to 
contract ward. Thssm comzepts are being incorporated into a reridon of 
OPMAV Instructim 11010.20 mriee, the Wavy’s basic directive govmning the 
facilitiss pmjscts program. 
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RlwmmENDATXON 1: Secretary of the lavy dirsct the Chief of the lava1 
Material Copanand and the Commander of NAVFAC to increase the effectiveness of 
the Contract Procedures Review Board taams by having them (1) perform the 
reviaws as required, (2) review contract administration activities by testing 
the effectiveness of the contracting activities’ key internal controls, and 
(3) follow-up on deficiencies disclosed in these reviews as well as 
deficiencies in other internal and external reviews. Follow-up should 
include recovering, as appropriate, funds improperly expended. 

DOD concurs. NAVFAC has already revised its Contracting Manual to require 
more substantive reviews of field contract administrative procedures. In 
addition, NAVFAC is establishing an Acquisition Improvement Branch within the 
Contracts Division, whose function will be to perform in depth procurement 
manappmmt reviews of field activities and to develop and implement 
information transfer and other strategies to minimize procurement problems. 
The branch will be staffed and operational by the end of calendar year 1985. 
(See co#m&ents under Findings 0 and P.) 

RgCDMMMDAT?OI 2 : Secretary of the Ravy direct the Chief of the Naval 
Material C ad and the Commander of RAVFAC to systematically assess the 
results of the Contract Procedures Review Board’s work as well as the findings 
in other audit reports to determine whether reported problems are isolated or 
whether they are indicators of problems that might be occurring RAVFAC-wide. 

DOD concurs. Results of the Contract Review Boards will be systematically 
assessed for the C olmrnander Naval Facilities Engineering Comand by the 
Acquisition Improvement Branch within the Contracts Division, as discussed 
in consnento on Finding 0. These reports and other audit reports will be 
distributed for cross-utilization, with effective follow-up, as discussed in 
conrnents on Finding P. 

RECOHB5EI1DATIOTW 3 : Secretary of the Navy direct the Chief of the Naval 
Material C osuaand and the Commander of NAVFAC to communicate the results of 
these assessments throughout RAVFAC to alert field units to conditions that 
may adversely affect their operations, so that corrective or preventive 
actions can be initiated. 

DOD concurs. NAVFACENGCOM is currently distributing copies of all audit 
reports to field activities for implementation of recommendations. See 
conmentr under Finding P. 
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