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Results in Brief

Chemical Demilitarization-Assembled Chemical
Weapons Alternatives Program

February 22, 2018

Objective

We determined whether the Program
Executive Office for Assembled Chemical
Weapons Alternatives (PEO ACWA), the
executive agent, effectively managed program
cost, schedule, and performance for the
ACWA program.

Background

The ACWA program is a major defense
acquisition program, estimated to cost

$12.1 billion as of June 2017. Congress
tasked the ACWA program with destroying
the last 10 percent of U.S.-stockpiled chemical
weapons. The PEO ACWA is responsible for
the destruction of the final two chemical
weapon stockpiles in the United States. The
final two stockpiles in the United States are
located at Pueblo Chemical Agent-Destruction
Pilot Plant (PCAPP) in Pueblo, Colorado and
Blue Grass Chemical Agent-Destruction Pilot
Plant (BGCAPP) in Bluegrass, Kentucky.
Army Contracting Command-Rock Island
awarded separate contracts for PCAPP and
BGCAPP, which required the contractors

to destroy the U.S.-stockpiled chemical
weapons. As of June 2017, the PCAPP and
BGCAPP contracts are valued at $3.4 billion
and $3.0 billion, respectively. However,

the PCAPP Closure phase and the BGCAPP
Operations and Closure phases have not been
added to the contract.! Each contract phase
is proposed, negotiated, and awarded before
the start of each contract phase.

1 In the Operations phase, contractors destroy chemical
weapons after completing testing and demonstrating
compliance with all safety requirements and
environmental permits. In the Closure phase, contractors
shut down the facilities and dismantle, decontaminate,
and remove the equipment in accordance with
agreements between the states and the Army.

Visit us at www.dodig.mil

Finding

As of May 2017, the PEO ACWA was complying with ACWA
program requirements. However, the PEO did not effectively
manage the ACWA program cost and schedule of the contract
phases. Specifically, as of May 2017, the PEO ACWA contracts
were projected to be $653.9 million over budget.? In addition,
the PCAPP and BGCAPP contractors may not meet the
contract schedule completion dates for the PCAPP Operations
phase and BGCAPP Systemization phase because of schedule
delays.®? The ACWA program increase in cost and schedule
delays occurred because the PEO ACWA and the PCAPP and
BGCAPP contracting officers did not provide adequate contract
oversight. Specifically, PEO ACWA officials and the PCAPP and
BGCAPP contracting officers:

¢ did not effectively manage contractor performance
through incentive fee and award fee contracts,

e paid about $23 million to the contractors to correct
quality deficiencies, and

¢ did not provide sufficient quality assurance oversight
related to ductwork, boilers, and welds.

As a result, the ACWA program has significantly exceeded

(by 21.6 percent) its baseline cost estimate. In addition,
PCAPP has deviated (by 16 months) from its approved
baseline schedule estimate to complete destruction of all
chemical weapons and close PCAPP. Furthermore, the
BGCAPP schedule may not meet the congressionally mandated
deadline of December 31, 2023, for the destruction of all
U.S.-stockpiled chemical weapons because the PEO ACWA used
a lower standard of confidence to estimate the time needed to
complete destruction.

2 The total projected cost overrun of $653.9 million comes from the combined
figures at Table 1: PCAPP total cost overrun of $443,673 ($443.7 rounded) and
Table 2: BGCAPP total cost overrun of $210,153 ($210.2 rounded).

In the Systemization phase, contractors operate and test all machinery,
equipment, and processes with water or simulants, which encompasses all the
planning, technical work, training, and testing activities required to make sure
destruction operations run safely and smoothly.
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Recommendations

We recommend that the Program Executive
Officer, Assembled Chemical Weapons Alternatives,
in coordination with the Executive Director,

U.S. Army Contracting Command-Rock Island:

a. Determine award fees based on the
contractor’s actual performance during the
award fee period, not on projected cost,
schedule, and performance in later periods
as required by the award fee plan.

b. Convene a working group of DoD subject
matter experts to help determine the best
way to structure the additional incentive
to motivate the contractors to reduce costs
at PCAPP and BGCAPP and achieve an
accelerated safe destruction of the remaining
chemical weapons.

c. Analyze all of the rework performed at
PCAPP and BGCAPP to determine the cost of
additional rework.

d. Based on the cost of additional
construction rework, either recoup funds
paid by the Government or obtain other
appropriate consideration.

e. Increase quality assurance monitoring
and validate the contractors’ test and
inspection processes and procedures at
PCAPP and BGCAPP.

We also recommend that the Director, Cost Assessment
and Program Evaluation prepare an independent cost
estimate for the ACWA program.
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Management Comments and

Our Response

The PEO ACWA, in coordination with the Executive
Director, U.S. Army Contracting Command-Rock Island,
agreed with the recommendation and convened a
working group to determine the best way to motivate the
contractors to reduce costs and accelerate destruction of
the remaining chemical weapons and the recommendation
to increase quality assurance monitoring and validate
contractor processes and procedures. Therefore,

these recommendations are resolved but will remain
open. We will close these recommendations once

we receive confirmation of finalized incentive plan

and documentation supporting the increased quality
assurance monitoring at PCAPP and BGCAPP.

The PEO ACWA, in coordination with the Executive
Director, U.S. Army Contracting Command-Rock Island,
disagreed with the recommendations to determine
award fees based on the contractor’s actual performance,
analyze rework performed at PCAPP and BGCAPP, and
either recoup paid funds or obtain other appropriate
consideration for additional construction rework.

According to the PEO ACWA, the recommendation to
determine award fees based on the contractor’s actual
performance during the award fee period would only
allow the Government to consider the impact of actions
taken by the contractor during the current period, and
would provide little motivation for the contractor to
pursue innovative cost and schedule savings measures.
However, as stated in our report, the ACWA Deputy
Program Executive Officer increased the contractor’s
BGCAPP evaluation period rating based on a projected
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reduction to the contractor’s performance schedule that
PEO ACWA later determined was unaffordable. This
not only increased the contractor’s overall rating from
satisfactory to good, but allowed the contractor to
receive a bonus that increased the total award fee from
$2.8 million to $4.9 million. This is not in accordance
with the award fee plan.

In addition, the PEO ACWA, in coordination with

the Executive Director, U.S. Army Contracting
Command-Rock Island, stated that payments to

correct quality deficiencies were not erroneous, but
allowable costs. However, the PCAPP and BGCAPP
contracts contain Federal Acquisition Regulation
clauses for supplies, services, and construction, and the
construction clause states the contractor will replace or
correct items free of charge.

Therefore, the recommendations to determine award
fees based on the contractor’s actual performance,
analyze rework performed at PCAPP and BGCAPP, and

either recoup paid funds or obtain other appropriate
consideration for additional construction rework are
unresolved and remain open.

The Director, Cost Assessment and Program Evaluation,
agreed with the recommendation to prepare an
independent cost estimate for the ACWA program.
Specifically, the Director, Cost Assessment and

Program Evaluation, agreed to perform an independent
cost estimate of the ACWA program in 2018. This
recommendation is resolved but will remain open.

We will close this recommendation once the independent
cost estimate is complete.

Please see the Recommendations Table on the next page
for the status of the recommendations.
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Recommendations Table

Recommendations
Closed

Recommendations
Resolved

Recommendations

Management Unresolved

Program Executive Officer, Assembled

Chemical Weapons Alternatives l.a,1.c,and 1.d 1.band1.e

Executive Director, U.S. Army Contracting

Command—Rock Island l.a,1.c,and 1d l.band l.e

Director, Cost Assessment and
Program Evaluation

Please provide Management Comments by March 22, 2018.
Note: The following categories are used to describe agency management’s comments to individual recommendations.

e Unresolved — Management has not agreed to implement the recommendation or has not proposed actions that
will address the recommendation.

¢ Resolved — Management agreed to implement the recommendation or has proposed actions that will address the
underlying finding that generated the recommendation.

e Closed — OIG verified that the agreed upon corrective actions were implemented.
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INSPECTOR GENERAL

DEPARTMENT OF DEFENSE

4800 MARK CENTER DRIVE
ALEXANDRIA, VIRGINIA 22350-1500

February 22,2018

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE FOR ACQUISITION,
TECHNOLOGY, AND LOGISTICS
AUDITOR GENERAL, DEPARTMENT OF THE ARMY

SUBJECT: Chemical Demilitarization-Assembled Chemical Weapons Alternatives Program
(Report No. DODIG-2018-076)

We are providing this report for review and comment. We determined the Program Executive
Office for Assembled Chemical Weapon Alternatives contractors’ May 2017 estimates show
projected contract cost overruns of $653.9 million. Furthermore, the Blue Grass Chemical
Agent-Destruction Pilot Plant schedule may not meet the congressionally mandated deadline of
December 31, 2023, for the destruction of all U.S.-stockpiled chemical weapons. We conducted
this audit in accordance with generally accepted government auditing standards.

We considered management comments on a draft of this report when preparing the final
report. DoD Instruction 7650.03 requires that recommendations be resolved promptly.
Comments from the Program Executive Officer, Assembled Chemical Weapon Alternatives

in coordination with the Executive Director, U.S. Army Contracting Command-Rock Island
addressed all specifics for Recommendations 1.b and 1.e, and the Director, Cost Assessment
and Program Evaluation addressed all specifics for Recommendation 2 and conformed to the
requirements of DoD Instruction 7650.03; therefore, we do not require additional comments.
Comments from the Program Executive Officer, Assembled Chemical Weapons Alternatives
and the Executive Director, U.S. Army Contracting Command-Rock Island, commented on
the positive and negative impacts when making award fee determinations and paying the
contractors to correct quality deficiencies, but did not agree with all the recommendations.
Therefore, we request the Program Executive Officer Assembled Chemical Weapons
Alternatives and the Executive Director, U.S. Army Contracting Command-Rock Island
reconsider their positions and provide additional comments on Recommendations 1.a, 1.c, and 1.d
by March 22, 2018.

Please send a PDF file containing your comments to audasm@dodig.mil. Copies of your
comments must have the actual signature Comments from of the authorizing official for your
organization. We cannot accept the /Signed/ symbol in place of the actual signature. If you
arrange to send classified comments electronically, you must send them over the SECRET
Internet Protocol Router Network (SIPRNET). We appreciate the courtesies extended to the
staff. Please direct questions to Mr. Patrick Nix at (703) 604-9332 (DSN 664-9332).

Troy M. Meyer
Principal Assistant Inspector

General for Audit
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Introduction

Objective

We determined whether the Program Executive Office for Assembled Chemical
Weapons Alternatives (PEO ACWA), the executive agent, effectively managed
program cost, schedule, and performance for the ACWA program. See Appendix A
for scope and methodology and prior audit coverage related to the objective.

Chemical Demilitarization History

In 1985, Public Law No. 99-145, “Department Of Defense Authorization Act for
Fiscal Year 1986,” directed the Secretary of Defense to destroy the existing
stockpile of chemical weapons from World War II and after and set an initial
completion deadline of September 30, 1994. The Army formed an organization
called the Program Manager for Chemical Demilitarization, later re-designated
the U.S. Army Chemical Materials Agency (renamed U.S. Army Chemical Materials
Activity in 2012), to carry out this mission. Chemical weapons destruction
became an international mission when at the 1993 Chemical Weapons Convention,
the United States and other nations agreed to destroy their stockpiled chemical
weapons. The Chemical Weapons Convention treaty went into effect in 1997,
with over 180 nations agreeing to destroy all their chemical weapons by April 2007
with an extension allowed to April 2012, if it could be justified.

The DoD originally had nine Army depots that stockpiled U.S. chemical weapons.
Public Law No. 104-208, “Omnibus Consolidated Appropriations Act, 1997,”
enacted in September 1996, established the ACWA program and tasked it with
the responsibility of demonstrating alternative technologies for the destruction
of chemical weapons.® In 2002, after the ACWA program demonstrated several
alternative technologies, Congress reassigned responsibility for the destruction of
the chemical weapons at Pueblo, Colorado, and Blue Grass, Kentucky, to the ACWA
program. Both sites will eliminate chemical weapons through neutralization.®
The United States did not meet the April 2012 Chemical Weapons Convention
treaty deadline. Public Law No. 110-116, “Department Of Defense Appropriations
Act, 2008,” mandated that the DoD complete the destruction no later than
December 31, 2017.

The Chemical Weapons Convention took place in Paris, France, from January 13 through January 15, 1993. Each country
participating agreed to destroy chemical weapons it owns or possesses, or that are located in any place under its
jurisdiction or control.

ACWA originally stood for “Assembled Chemical Weapons Assessment” but was renamed “Assembled Chemical
Weapons Alternatives” in June 2003.

The neutralization process applies hot water to the chemical agent, effectively destroying the chemical agent molecules.



Introduction

2 | DODIG-2018-076

As of January 2012, the U.S. Army Chemical Materials Activity had destroyed,

at a cost of $15.4 billion, chemical weapons at seven of the nine Army depots,
which accounted for 90 percent of the U.S.-stockpiled chemical weapons.’

The United States is still at 90 percent completion, with the remaining 10 percent
of chemical weapons stockpiled at the Pueblo, Colorado, and Blue Grass, Kentucky,
Army depots. Figure 1 shows the status of the U.S. chemical weapon stockpiles at
the nine Army depots. In November 2015, Congress passed Public Law No. 114-92,
“National Defense Authorization Act for Fiscal Year 2016,” extending the deadline
to destroy all U.S.-stockpiled chemical weapons until December 31, 2023.

Figure 1. U.S. Chemical Weapon Stockpiles
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Source: PEO ACWA.

Assembled Chemical Weapons Alternatives Program

The Under Secretary of Defense for Acquisition, Technology, and Logistics is the
milestone decision authority and designated the ACWA program an acquisition
category ID major defense acquisition program.®! The ACWA program includes
the Pueblo Chemical Agent-Destruction Pilot Plant (PCAPP) and Blue Grass
Chemical Agent-Destruction Pilot Plant (BGCAPP) chemical destruction sites in
Pueblo, Colorado, and Bluegrass, Kentucky, respectively. The PEO ACWA manages

7 The Army’s Chemical Materials Activity program also has authority over the safe and secure storage of the entire

chemical weapons stockpile, including weapons stored in Colorado and Kentucky.

8 The milestone decision authority is the designated individual with overall responsibility for a program and is accountable

for cost, schedule, and performance reporting to higher authority, including congressional reporting. Acquisition
Category ID programs are major defense acquisition programs estimated to require an eventual total expenditure
for research, development, and test and evaluation of more than $480 million in FY 2014 constant dollars or, for
procurement, of more than $2.8 billion in FY 2014 constant dollars.
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the ACWA program and is responsible for the destruction of the remaining

10 percent of the chemical weapons stockpile. The PEO duties include being
accountable for credible cost, schedule, and performance reporting to the milestone
decision authority. ACWA Government Field Office sites at each location provide

a level of review. In addition, the ACWA site project managers at the field offices
have contracting officer’s representative authority to provide contract oversight.
Army Contracting Command-Rock Island administers the ACWA contracts.

The Under Secretary of Defense for Acquisition, Technology, and Logistics
approved the original ACWA acquisition program baseline (APB) on April 2, 2003,
at a cost of $4.5 billion.® However, as of June 1, 2017, the ACWA program
estimated cost was $12.1 billion, with neither the PCAPP nor BGCAPP sites fully
operational. The ACWA program costs are higher because the DoD will use
neutralization to destroy the chemical stockpiles at the Pueblo and Blue Grass
Army depots. Neutralization facilities are more complex than the previous
incineration facilities in terms of both materials and labor.

PCAPP is responsible for destroying mustard agent in 780,078 munitions,

while BGCAPP is responsible for destroying sarin, VX, and mustard agents in
101,764 munitions.’® Each site has its own destruction process as well as unique
state regulations. For example, PCAPP uses a method called Biotreatment following
neutralization, which uses microbes to digest and further breakdown the chemical
agent. BGCAPP uses Supercritical Water Oxidation to destroy organic materials

by using very high temperatures and pressures to break them down into carbon
dioxide, water and salts. See Figure 2 for a breakout of the chemical weapon
stockpiles at PCAPP and BGCAPP.

Figure 2. Chemical Weapon Stockpiles at PCAPP and BGCAPP

T

% of Stockpile  8.5% 1.7%
Agents  Mustard Sarkm, VX, Mustard
Original Stockpile
i 7
Amount | 80078 101,764
Diteinal Armoiints b 47106 4.2-in Morkars b9 475 M55 Rockets
T“ g nf“unmnn: 383,418 105mm Projectiles 28,308 155mm Projectiles
ype 299,554 155mm Projectiles 3,977 &-in Projectiles

Source: PEO ACWA.

° The program’s current estimate is expressed in base year 2011 dollars. We expressed the original APB in base year
2011 dollars to display an accurate comparison.

10 yX is an extremely toxic synthetic chemical compound.
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Contracts Awarded to Fulfill Program Mission

Army Contracting Command-Rock Island awarded a cost-plus-incentive contract

to Bechtel National Incorporated for PCAPP in September 2002 and awarded a
similar contract to Bechtel Parsons Joint Venture Group for BGCAPP in June 2003.1
ACWA program officials required the contractors to develop and obtain appropriate
permits, design and construct buildings and structures, acquire and install
equipment, make sure equipment functions together as an integrated system,
operate the plant, and close the facilities. Both the PCAPP and BGCAPP sites
operate under the following five phases defined by the program office.

¢ Design. Contractors design facilities to destroy chemical weapons safely
and efficiently.

¢ Construction. Contractors construct complex facilities at the locations
where chemical weapons are stored.

e Systemization. Contractors operate and test all machinery, equipment,
and processes with water or simulants, which encompasses all the
planning, technical work, training, and testing activities required to make
sure destruction operations run safely and smoothly.

e Operations. Contractors gradually destroy chemical weapons before
increasing up to full operations. The contractors move to full operations
to destroy the remaining chemical weapons once the contractor completes
testing and demonstrates compliance with all safety requirements and
environmental permits.

e Closure. Contractors shut down the facilities and dismantle,
decontaminate, and remove the equipment in accordance with agreements
between the states and the Army.

Each contract phase is proposed, negotiated, and awarded before the start of each
contract phase. As of June 2017, the PCAPP and BGCAPP contracts were valued

at $3.4 billion and $3.0 billion, respectively. The PEO ACWA stated that the safe,
secure destruction of the chemical weapons stockpiles is the number one priority.
Section 1521, title 50, United States Code, requires maximum protection for the
environment, general public, and personnel who are involved in the destruction

of the lethal chemical agents and munitions. To comply with the United States
Code, the PCAPP and BGCAPP contracting officers encouraged the contractors to
maintain high safety and environmental standards and culture by prioritizing these
areas in the contract award fee plans. PCAPP and BGCAPP both use first-of-a-kind

11 The PCAPP and BGCAPP contract numbers were DAAA09-02-D-0025 and DAAA09-03-D-0023 but were administratively
changed to W52P1J-09-C-0012 and W52P1J-09-C-0013, respectively.



technology that the contractor has not previously operated in a chemical agent
environment, adding uncertainty about the resources necessary to achieve
contract requirements.

Review of Internal Controls

DoD Instruction 5010.40 requires DoD organizations to implement a comprehensive
system of internal controls that provides reasonable assurance that programs

are operating as intended and to evaluate the effectiveness of the controls.'?

We identified internal control weaknesses in the PEO ACWA’s management and
oversight, which resulted in contractors being over budget and behind schedule.

In addition, the PEO ACWA and the contracting officers paid the contractors to
correct quality deficiencies. We will provide a copy of the report to the senior
official responsible for internal controls in the Office of the Secretary of Defense.

12 DoD Instruction 5010.40, “Managers’ Internal Control Program Procedures,” May 30, 2013.



Finding

6

Finding

The PEO ACWA Did Not Effectively Manage
Contractors’ Cost and Schedule Performance

As of May 2017, the PEO ACWA was complying with ACWA program requirements.
However, the PEO did not effectively manage the ACWA program cost and schedule
of the contract phases. Specifically, as of May 2017, the PEO ACWA contracts

were projected to be $653.9 million over budget. In addition, the PCAPP and
BGCAPP contractors may not meet the contract schedule completion dates for the
PCAPP Operations phase and BGCAPP Systemization phase because of schedule
delays. The ACWA program increase in cost and schedule occurred because

the PEO ACWA and the PCAPP and BGCAPP contracting officers did not provide
adequate contract oversight. Specifically, PEO ACWA officials and the PCAPP and
BGCAPP contracting officers:

¢ did not effectively manage contractor performance through incentive fee
and award fee contracts,

e paid about $23 million to the contractors to correct quality
deficiencies, and

+ did not provide sufficient quality assurance oversight related to ductwork,
boilers, and welds.

As a result, the ACWA program has significantly exceeded (by 21.6 percent) its
baseline cost estimate. In addition, PCAPP has deviated (by 16 months) from

its approved baseline schedule estimate to complete destruction of all chemical
weapons and close PCAPP. Furthermore, the BGCAPP schedule may not meet the
congressionally mandated deadline of December 31, 2023, for the destruction of all
U.S.-stockpiled chemical weapons because PEO ACWA used a lower standard

of confidence to estimate the time needed to complete destruction.

DODIG-2018-076

ACWA Program Meeting Performance Requirements

As of May 2017, the PEO ACWA was meeting ACWA program performance
requirements. The performance requirements in the APB are the same for both
PCAPP and BGCAPP. The performance requirements address:

e environmental laws and regulations,
¢ safety and occupational health laws and regulations,
¢ chemical agent release, and

e chemical agent exposure.
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The PEO ACWA was on track to meet the desired performance requirements that
pertain to the compliance of environmental and safety laws and regulations.
PCAPP had entered the Operations phase in September 2016 and was meeting the
desired performance requirements for chemical agent release and chemical agent
exposure at the time of the audit. However, BGCAPP has not yet started destroying
chemical weapons. When BGCAPP does, its compliance with the chemical

agent release and chemical agent exposure desired performance requirements

will be monitored.

ACWA Program Contracts Over Cost and
Behind Schedule

The PEO ACWA contractors’ May 2017 estimates show projected contract costs
of $6.9 billion, with cost overruns of $653.9 million."”* In addition, the PCAPP
and BGCAPP contractors may not meet the contract completion dates for the
PCAPP Operations phase and the BGCAPP Systemization phase.

PCAPP Contract Cost Overruns and Schedule Delays

The PCAPP contractor has experienced contract cost overruns and schedule delays.
The PCAPP contractor’s May 2017 contract estimate is $3.6 billion, which includes
a projected cost overrun of $443.7 million or 14 percent. The Design, Construction,
Systemization, and Operations phases are on contract. The PCAPP contracting
officer has not awarded the Closure phase. We calculated the cost to complete the
PCAPP contract is $4.1 billion ($513.2 million over budget) by adding the Closure
phase costs from the June 2017 program office estimate and applying the PCAPP
contract cost variance of 14 percent.'* Table 1 shows the PCAPP cost overrun
using the contract cost variance of 14 percent. See Appendix A for a discussion

of our methodology.

Table 1. PCAPP Cost Overrun Variance (in Thousands)

PCAPP Budget ‘ Ezt:::?:tei:; ‘ Variance
Contract $3,125,319 $3,568,992 -$443,673
Closure Phase 490,000 559,561 -69,561
Total Project $3,615,319 $4,128,553 -$513,234

Source: PEO ACWA.

3 The total projected cost overrun of $653.9 million comes from the combined figures at Table 1: PCAPP total cost overrun
of $443,673 ($443.7 rounded) and Table 2: BGCAPP total cost overrun of $210,153 ($210.2 rounded).

1 The contract cost variance comes from the May 2017 PCAPP contractor’s earned value management report.
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The PCAPP contractor also experienced contract schedule delays. The PCAPP
contractor completed the Systemization phase on September 6, 2016, which was
352 days behind schedule. The PCAPP contractor started the Operations phase on
September 7, 2016. As of May 2017, the contractor forecasts show the Operations
phase to complete on January 1, 2021, 173 days behind schedule, which means the
start and completion of the Closure phase will be delayed. As of June 1, 2017, the
PCAPP Closure phase was not on contract.

The PCAPP calculated total contract cost and schedule completion date are based
on the contractor’s estimate at completion. These calculations do not reflect the
additional cost and schedule increases identified in both the 2017 program office
estimate and the Office of the Director, Cost Assessment and Program Evaluation
preliminary assessment.

BGCAPP Contract Cost Overruns and Schedule Delays

The BGCAPP contractor has experienced contract cost overruns and schedule
delays. The BGCAPP contractor’s March 2017 contract estimate was $3.3 billion,
which included a projected cost overrun of $656.3 million or 24 percent.

On April 18, 2017, the PEO ACWA and the BGCAPP contractor agreed that additional
funds were necessary to complete the BGCAPP Systemization phase. While the
agreement with PEO ACWA and the BGCAPP contractor for additional funds has

not been added to the contract, the BGCAPP contractor has revised their projected
cost overrun estimate to reflect the additional funds needed to complete the
Systemization phase. The BGCAPP contractor’s May 2017 contract estimate

was $3.3 billion, which includes a projected cost overrun of $210.2 million or

7 percent. The Design, Construction, and Systemization phases are on contract.
The BGCAPP contracting officer has not awarded the Operations and Closure
phases. We calculated the cost to complete the BGCAPP contract is $5.6 billion
($356.9 million over budget) by adding the Operations and Closure phase costs
from the June 2017 program office estimate and applying the BGCAPP contract cost
variance of 7 percent.’®> Table 2 shows the BGCAPP cost overrun using the contract
cost variance of 7 percent.

15 The contract cost variance comes from the March and May 2017 BGCAPP contractor’s earned value management
system report.
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Table 2. BGCAPP Cost Overrun Variance (in Thousands)

BGCAPP Budget Eztrir::Ia(::i:rtm Variance
Contract $3,104,024 $3,314,177 -$210,153
Operations Phase 1,590,000 1,697,648 -107,648
Closure Phase 577,000 616,065 -39,065
Total Project $5,271,024 $5,627,890 -$356,866

Source: PEO ACWA.

The BGCAPP contractor also experienced contract schedule delays. The BGCAPP
contractor started the Systemization phase in October 2012. As of March

2017, the contractor forecasts show the Systemization phase to complete on
December 21, 2019, 689 days behind schedule.!®* On April 18, 2017, the BGCAPP
contracting officer modified the BGCAPP contract to change the BGCAPP
Systemization phase completion date to November 21, 2019, changing the forecast
to 30 days behind schedule. The percentage of completion for the Systemization
phase decreased from 74 percent to 46 percent complete based on the contractor’s
April 18, 2017 replan. Delays in the BGCAPP Systemization phase will delay the
start and completion of the Operations and Closure phases, which were not on a
contract as of June 1, 2017.

The BGCAPP calculated total contract costs and schedule completion dates are
based on the contractors estimate at completion. These calculations do not reflect
the additional cost and schedule increases identified in both the 2017 program
office estimate and the Office of the Director, Cost Assessment and Program

Evaluation preliminary assessment.

Insufficient Contract Oversight

The ACWA program increases in cost and schedule occurred because PEO
ACWA officials and PCAPP and BGCAPP contracting officers did not provide
adequate contract oversight. Specifically, PEO ACWA officials and the PCAPP
and BGCAPP contracting officers:

¢ did not effectively manage contractor performance through incentive fee
and award fee contracts,

e paid about $23 million to the contractors to correct quality
deficiencies, and

¢ did not provide sufficient quality assurance oversight related to ductwork,
boilers, and welds.

16 The original BGCAPP Systemization phase completion date was January 31, 2018.
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Contractor Performance Not Effectively Managed

PEO ACWA officials and the PCAPP and BGCAPP contracting officers did not
effectively manage contractor performance through incentive fee and award fee
contracts. Federal Acquisition Regulation Subpart 16.4 “Incentive Contracts,” states
that incentive fee and award fee contracts should motivate contractor efforts and
discourage contractor inefficiency and waste. The PCAPP and BGCAPP contracts
are over cost and behind schedule.

Contractor Performance at PCAPP and BGCAPP

PEO ACWA officials and the contracting officers did not effectively manage the
PCAPP and BGCAPP contractor performance through incentive fee and award

fee contracts. ACWA contractor performance reports showed both the PCAPP
and BGCAPP contractor performance included poor planning and execution, with
ineffective management of project work. The PCAPP and BGCAPP contractors
were ineffective in identifying and correcting plant design deficiencies in a timely
manner. The Chemical Weapons Convention treaty requires destruction of all
U.S.-stockpiled chemical weapons; consequently, there is little possibility that the
DoD will cancel the ACWA program for cost overruns and schedule delays.

The contracting officer should design incentives to relate profit or fee to
contractor-achieved results against specified targets. PEO ACWA officials and the
contracting officers used both incentive fee and award fee contracts to manage the
PCAPP and BGCAPP contractor performance. PEO ACWA officials approved and
the contracting officers awarded the contractors significant incentive and award
fees even with cost, schedule, and performance shortcomings. As structured, the
ACWA program does not effectively incentivize the contractor and the Government
to control costs. The fee structure of the PCAPP and BGCAPP contracts allowed
the contractor to receive millions of dollars even though poor contract performance
resulted in contract cost overruns and schedule delays. ACWA officials approved
and the contracting officers paid fixed fees of $129 million, incentive fees of

$168 million, and award fees of $49 million for a total of $346 million as of

June 2017. Table 3 shows the types of fees and the amounts paid to the PCAPP
and BGCAPP contractors.



Finding

Table 3. PCAPP and BGCAPP Contract Fees Earned

Total ACWA Contract

Fee Type PCAPP Fees Earned BGCAPP Fees Earned Fees Earned
Fixed Fees! $55,480,254 $73,576,076 $129,056,330
Incentive Fees 39,203,263 128,795,320 167,998,583
Award Fees 39,401,152 9,638,583 49,039,735
Total? $134,084,669 $212,009,980 $346,094,648

! Fixed fees were based on a negotiated percentage of the task order costs, not on contract performance.
2 The totals may be off due to rounding.
Source: Rock Island Contracting Office.

Incentive Fees

PEO ACWA officials prematurely declared PCAPP and BGCAPP construction
substantially complete and approved payment of incentive fees. Contracting
officers paid incentive fees related to cost, schedule, and performance without
proper documentation. Table 4 shows the premature declarations of construction
substantially complete.

Table 4. Fees Paid for Construction Declared Substantially Complete

‘ PCAPP ‘ BGCAPP
Construction Declared
Substantially Complete December 12, 2012 July 31, 2015
Ouitstanding Construction 1541 1,120
Tasks
Completion of Construction July 9, 2014 FY 2017"
Tasks
Number of Days Elapsed 574 6702
Incentive Fees Paid $3.7 Million $7.3 Million

1 PEO ACWA officials estimate BGCAPP will complete the remaining construction tasks in 2017 with the
exception of the Electronic Security System.
2 BGCAPP’s number of days elapsed is based on the BGCAPP Monthly Status Report dated May 31, 2017.
Source: Rock Island Contracting Office.

The contractors did not complete the construction tasks in a timely manner despite
being paid $11 million in incentives. Table 4 shows the number of elapsed days
between when the construction was declared substantially completed and the
actual completion.

On November 18, 2015, the PEO ACWA and the BGCAPP contracting officer
negotiated an additional incentive fee of $15 million for advancement in
Systemization schedule efforts and cost avoidances to the BGCAPP contract.

On December 23, 2015, the BGCAPP contracting officer paid the BGCAPP contractor
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$15 million for $14.1 million of potential cost savings in the Systemization phase.
Therefore, the PEO ACWA approved and the BGCAPP contracting officer awarded
the contractor a greater amount in incentive fees than the estimated savings

to the taxpayer.

The contracting officers stated that predetermined objective incentive targets
applicable to cost, schedule, and technical performance were ineffective and not
feasible for the contracted work. The PCAPP and BGCAPP contracting officers
determined that the incentive fee contracts did not properly motivate contractor
performance and control costs. Believing an award fee contract would motivate
the contractor to control costs and meet all performance requirements, the PCAPP
and BGCAPP contracting officers converted the incentive fee contracts to award fee
contracts on October 1, 2013, and September 29, 2015, respectively.

Award Fees

PEO ACWA officials continue to reward the PCAPP and BGCAPP contractors even
though the contracts are over cost and behind schedule. Due to the lethal nature
of the materials being destroyed, technical performance counts for 70 percent

of the evaluation, while cost and schedule each count for 15 percent. The award
fee breakdown allows the contractors to receive unsatisfactory scores for cost
and schedule but still receive an award fee. See Table 5 for the breakout of the
performance evaluation factors and weights the PCAPP and BGCAPP Award Fee
Evaluation Boards used.

Table 5. Performance Metrics and Weights

Performance Metric Categories

Performance Metric Category Weighting

Technical Performance
Management Performance 25%
Safety and Surety Performance 25%
Environmental Performance 20%
Cost Performance 15%
Schedule Performance 15%
Total 100%

Source: Rock Island Contracting Office.
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The Award Fee Evaluation Board provides a recommendation on the award fee
rating and amount. The ACWA Deputy Program Executive Officer reviews and
approves the award fee rating and amount but also has the authority to increase
or decrease the award fee with justification. Table 6 shows the ACWA Deputy
Program Executive Officer’s increase in the award fees for PCAPP’s award fee
period of October 1, 2015, through March 31, 2016, and BGCAPP’s award fee period
of April 1, 2016, through September 30, 2016.

Table 6. ACWA Deputy Program Executive Officer’s Increase in Award Fee Payment

Award Fees PCAPP FY2016-01* BGCAPP FY2016-02*
Original Award Fee $4.5 Million $2.8 Million
Increase In Award Fee 2.0 Million 2.1 Million
Total Award Fee $6.5 Million $4.9 Million

*FY 2016-01 is the rating period covering October 1, 2015, through March 31, 2016. FY 2016-02 is the
rating period covering April 1, 2016, through September 30, 2016.
Source: Rock Island Contracting Office.

The ACWA Deputy Program Executive Officer justified the PCAPP award fee
increase based on technical performance while acknowledging that cost and
schedule continued to present challenges during the period of October 1, 2015, to
March 31, 2016. The ACWA Deputy Program Executive Officer increased the award
fee by $2 million for technical performance even though technical performance
already holds the highest weight of the performance metric categories.

The ACWA Deputy Program Executive Officer justified the increase in the BGCAPP
award fee based on the reduction of the contractor’s projected schedule extension
from 18 months to 3 months, which may lower forecasted life-cycle cost. However,
the PEO ACWA determined the cost to reduce the schedule to 3 months was
unaffordable in FY 2017. The PEO ACWA should calculate award fees based on
actual contractor performance instead of projected cost savings or projected
reductions in the schedule.

Additional Incentive Fees

The PEO ACWA has tried to incentivize the contractors with incentive fees and
award fees; neither has seemed to effectively control PCAPP and BGCAPP contract
costs or schedules. The PEO ACWA and the BGCAPP contracting officer added
additional incentives to the BGCAPP contract due to the BGCAPP Systemization
replan, and Congress has authorized additional funding to incentivize the PCAPP
and BGCAPP contractors to complete the destruction of the U.S.-stockpiled chemical
weapons and close the facilities.
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On April 18, 2017, PEO ACWA and Government Field Office personnel determined
that even though there is no change to the scope of the Systemization phase effort,
the remaining balance of the award fee pool and base fee would be insufficient to
effectively incentivize the contractor to move the project forward. Therefore, the
BGCAPP contracting officer modified the BGCAPP contract to add an additional
$39 million to the BGCAPP contract for new incentives, with $24 million for
interim milestones and $15 million to incentivize early completion of the
Systemization phase.

Furthermore, Congress has authorized additional funding to incentivize the

PCAPP and BGCAPP contractors to complete the destruction of the U.S.-stockpiled
chemical weapons and close the facilities. Section 923 of Public Law 109-364,
“The John Warner National Defense Authorization Act for Fiscal Year 2007,”

(the Act) authorized up to an additional $330 million in funding for ACWA contract
schedule incentives. The objective of the additional incentive fees is to eliminate
the continued storage of the aging and deteriorating chemical munitions stockpile
by accelerating safe destruction and reduce costs at PCAPP and BGCAPP. For

the PCAPP and BGCAPP contracts Operations and Closure phases, Public Law
109-364 authorized:

e up to $110 million per facility for completion of destruction operations
within target,

e up to $55 million per facility for completion of facility closure activities
within target, and

e a proportionate reduction in the maximum incentive payment for
exceeding a target cost.

The Act requires the Secretary of Defense to determine whether the contractor
satisfactorily performed its duties under the clause for payment, and payment is
subject to availability of appropriations. As of May 2017, the PEO ACWA does not
have an approved plan to implement the additional incentive fees of $330 million.
Furthermore, PCAPP and BGCAPP contracting officers have not modified the
contract to include the additional incentives. The PEO ACWA has struggled to
motivate the PCAPP and BGCAPP contractors to control costs and schedules;
therefore, the PEO ACWA must ensure that if implemented, the additional

$330 million in incentives achieve the desired results. The PEO ACWA should
convene a working group of DoD subject matter experts to help determine the best
way to structure the additional incentive to motivate the contractors to reduce
costs at PCAPP and BGCAPP and achieve an accelerated safe destruction of the
remaining chemical weapons.



Contractors Compensated for Quality Deficiencies

The contracting officers paid the contractors to correct quality performance
deficiencies, and the PEO ACWA officials approved these payments.

Federal Acquisition Regulation Subpart 46.407, “Nonconforming Supplies or Services,”
states that the contracting officer should reject supplies or services not conforming
in all respects to contract requirements. Both PCAPP and BGCAPP have various
inspection clauses for their contracts; see Appendix B for a list of those clauses.

PCAPP Building Rework Estimated at up to $3 Million

In 2010, the site program manager declared that the PCAPP contractor
substantially completed construction of the agent processing building. However,
the building did not conform to contract requirements. Between the completion of
construction and spring of 2014, various building leaks were found and repaired.
After these initial repairs, additional substantial leaks were identified in July 2014
and spring of 2015. Finally, in May 2015, after another significant rainstorm
resulted in more leaks, the PCAPP Field Office revised its approach. According to
a June 2015 briefing, the contractor repaired all of the identified leaks, and the
contractor recoated the entire roof to conform to contract requirements. The
PCAPP Field Office estimated that the rework would cost between $1 million

and $3 million. However, the PCAPP Field Office and the contractor stated

that they could not quantify the final cost or schedule impact to the project.

The PCAPP Field Office does not plan to direct the contracting officer to seek
consideration from the contractor for the quality deficiencies with the roof.

BGCAPP Nonconforming Welds Increased Costs by $20 Million

In 2014, the BGCAPP contractor relied on a subcontractor’s inspection procedures
for the welds in the supercritical water oxidation processing building. In 2015,
the contractor discovered that the welds were defective. The contracting officer
estimated the cost was approximately $20 million to repair the welds. Of that
$20 million, the contracting officer plans to recoup $1 million from the contractor.

The PCAPP and BGCAPP contractors have completed extensive rework on roofs

and welds to correct quality deficiencies to comply with the contract specification.
However, PEO ACWA officials and the contracting officers have not analyzed all of
the rework performed at PCAPP and BGCAPP to determine the final cost or schedule
impact to the projects and did not plan to obtain consideration for the full amount of
construction rework at both sites. PEO ACWA officials and the contracting officers
should analyze all of the rework performed at PCAPP and BGCAPP to determine the
cost of additional rework and either recoup funds paid by the Government or obtain
other appropriate consideration for the construction rework.
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Insufficient Quality Assurance Oversight of the Contractors

PCAPP officials did not adequately communicate with the contractor on multiple
occasions, and this led to insufficient quality assurance oversight. In one instance,
according to a root cause analysis performed by the PCAPP contractor, ACWA
engineering officials did not provide the contractor with the correct standard
testing procedures for welded ductwork. As a result, the contractor conducted
invalid leak tests that did not identify nonconforming ductwork. In another
instance, PCAPP supervisors did not provide clear direction on procedures for
boiler hazard controls for natural gas and fuel oil. The work order did not identify
all of the potential boiler hazards, and supervisors provided conflicting processes
and procedures that made it difficult to determine whether the maintenance
workers properly mitigated these hazards. In a third instance, the Colorado
Department of Public Health and Environment picked an independent third-party
contractor to conduct an audit of the facilities. During this audit, the contractor
discovered noncompliant welds. PCAPP officials put together a team to investigate
these claims, and the team identified 23 noncompliant pipe welder lots consisting
of 117 welds. According to the team, these noncompliant welds occurred at PCAPP
because of the high turnover of contractor welding engineers. High turnover

led to a lack of clarity during the inspection process on the requirements for
tracking welds.

BGCAPP officials did not provide proper oversight during the welds inspection
process. BGCAPP officials assumed the contractor followed the inspection
procedures in the contract and that welds conformed to the contract specifications.
A contractor-prepared report dated August 28, 2014, states that BGCAPP contractor
officials realized welds provided by their subcontractor were nonconforming and
rejected multiple welds. BGCAPP contractor officials formed a team to investigate
the apparent cause of inadequate welds that could result in leaks and spills.

The team found that the contractor relied on its subcontractors’ inspections and
that the subcontractors used different inspection and quality tests. As a result, the
BGCAPP officials accepted welds before realizing that the welds did not conform to
the contract specifications. PEO ACWA officials should increase quality assurance
monitoring and validate the contractor’s test and inspection processes and
procedures at PCAPP and BGCAPP.



ACWA Acquisition Program Baseline Cost and
Schedule Overages

The ACWA program has significantly deviated from the approved cost and
exceeded schedule estimates in its APB dated March 2012. For example, PCAPP
deviated from its approved schedule for completion of the Operations and Closure
phases. Similarly, BGCAPP may not meet the congressionally mandated deadline

of December 31, 2023, for the destruction of all U.S.-stockpiled chemical weapons.
On March 21, 2012, the Under Secretary of Defense for Acquisition, Technology, and
Logistics approved a revised APB permitting the ACWA program to continue.

See Appendix C for a history of the APB for the ACWA program.

DoD Instruction 5000.02 describes the APB as an agreement with program
management and the milestone decision authority. The APB includes the objective
(desired) and threshold (minimum acceptable) program cost and schedule
estimates and its primary performance parameters.”” A program can deviate from
its approved APB cost estimate by exceeding the desired cost by 10 percent or by
exceeding the program acquisition unit cost by 15 percent and 25 percent, which
the Instruction identifies as significant and critical cost breaches (deviations),
respectively.’® Schedule deviations occur when a program exceeds its estimated
schedule over the minimal acceptable dates from the APB. The PEO ACWA is
required to report deviations from the approved APB to the milestone decision
authority immediately detailing the reason for the deviation and actions

planned going forward.

Section 2433, title 10, United States Code, directs the program management to
prepare a unit cost report when there is reasonable cause to believe that program
cost has increased by a percentage equal to or greater than the significant

(15 percent) cost growth threshold. The DoD must notify Congress in writing
when a significant cost deviation occurs.

ACWA Program Deviated from Its Cost for
the Third Time

In April 2017, the PEO ACWA reported to the official performing the duties of the
Under Secretary of Defense for Acquisition, Technology, and Logistics that the
ACWA program has significantly deviated from its APB cost objective. Specifically,

17" DoD Instruction 5000.02, “Operation of the Defense Acquisition System”, January 7, 2015.

8 Asignificant breach, referred to as Nunn-McCurdy breach, occurs when the cost growth threshold, as it relates to the
current APB, increases at least 15 percent over the program acquisition unit cost for the current program as shown
in the current Baseline Estimate. A critical Nunn-McCurdy breach occurs when the cost growth increases at least
25 percent over the APB.

17



Finding

the June 2017 program office estimate shows a program cost growth increase of
21.6 percent from the approved APB cost estimate of $9.98 billion to $12.1 billion
base year dollars. On April 27, 2017, the PEO ACWA prepared a program deviation

report stating that the ACWA program cost growth is attributable to explosive

destruction technology, systemization and operations activities at PCAPP and

BGCAPP, and technical issues impacting the completion of pilot testing at PCAPP.

ACWA Program Continues to Fall Behind Schedule

The PEO ACWA’s June 2017 program office estimate shows that PCAPP has deviated
from its 2012 APB schedule estimate. As of April 2017, the PEO ACWA estimates
that the PCAPP completion of Operations and Closure phases will be March 2022
and March 2025, respectively, which is 16 months past the minimum acceptable

date in the 2012 APB. See Table 7 for PCAPP schedule milestones.

Table 7. PCAPP Schedule Milestones

PEO ACWA Estimate

PCAPP Milestones 2012 APB Objective 2012 APB Threshold June 2017
Begin Operations December 2015 December 2016 September 2016
Complete Operations November 2019 November 2020 March 2022
Closure November 2022 November 2023 March 2025

Source: June 2017 Program Office Estimate submission.

The BGCAPP schedule may not meet the congressionally mandated deadline of
December 31, 2023, for the destruction of all U.S.-stockpiled chemical weapons.

In 2013, the PEO ACWA accelerated the BGCAPP schedule to begin and complete
the Operations phase and complete the Closure phase. However, because of
ongoing construction tasks and unplanned repair expenses during the Construction
and Systemization phases, the PEO ACWA could no longer financially support
contract target costs at both the main plant and explosive destruction technology
facility. As a result, the PEO ACWA stopped the construction and systemization

of the explosive destruction technology facility and will resume when additional
funding becomes available. The unplanned repairs and expenses affected the

date by delaying the completion of the Operations phase for BGCAPP. According

to the PEO ACWA, BGCAPP will complete the Operations phase in December 2023;
however, the PEO ACWA relied on a 13-percent confidence level for BGCAPP in the
2017 program office estimate instead of the routinely used 50 percent confidence.'
If the PEO ACWA were to use the 50-percent confidence schedule for BGCAPP, the

1% The confidence level represents the probability that the PEO ACWA determined it could meet in the estimated schedule
from its 2017 program office estimate.
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estimate to complete Operations would be June 2024, several months beyond the
congressionally mandated deadline of December 31, 2023, for the destruction of all
U.S.-stockpiled chemical weapons. See Table 8 for BGCAPP schedule milestones.

Table 8. BGCAPP Schedule Milestones

BGCAPP Milestones | 2012 APB Objective | 2012 APB Threshold | PEO '}SxAzgslt;mate
Begin Operations April 2020 April 2021 March 2020
Complete Operations September 2023 September 2024 December 2023
Closure October 2026 October 2027 November 2026

Source: June 2017 Program Office Estimate submission.

The Office of the Director, Cost Assessment and Program Evaluation informally
reviewed the ACWA program 2017 cost estimate submission but plans to perform
an independent cost estimate.?’ The review suggests that the PEO ACWA would
need more funding than identified in its preliminary 2017 estimate. The review
also determined that it will take the PEO ACWA longer to complete destruction at
PCAPP and BGCAPP. The Director, Cost Assessment and Program Evaluation
should prepare an independent cost estimate after the PEO ACWA finalizes its
2017 program office estimate.

Conclusion

To comply with Section 1521, title 50, United States Code, the PCAPP and BGCAPP
contracting officers used award and incentive fees to encourage the contractors to
maintain high safety and environmental standards. The PEO ACWA contractors are
currently meeting environmental laws and regulations and safety and occupational
health laws and regulations. However, PEO ACWA contractors have experienced
contract cost overruns and schedule delays. As of May 2017, we calculated the
projected PCAPP and BGCAPP total project contract costs to be $9.7 billion, which
is $870.1 million over the budgeted cost. The PCAPP contract is forecasted as

173 days behind schedule. The May 2017 BGCAPP contract schedule delay of

689 days was reduced to 30 days by the April 2018 replan agreement. The PCAPP
and BGCAPP calculated total contract costs and schedule completion dates are
based on the contractors estimate at completion and do not reflect the additional
cost and schedule increases identified in both the 2017 program office estimate and
the Office of the Director, Cost Assessment and Program Evaluation preliminary
assessment. Despite significant cost and schedule increases, the PEO ACWA

20 The Director, Cost Assessment and Program Evaluation is the principal DoD official for independent cost estimate
analysis, ensuring that the cost estimation and cost analysis processes of the DoD provide accurate information and
realistic estimates for DoD acquisition programs.
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approved and the contracting officers awarded significant incentive and award fees
to the contractors. In some cases, PEO ACWA’s justification for increasing the fees
was based on potential cost or schedule savings in future periods instead of the
actual cost and schedule performance during the rating period.

The PEO ACWA approved and the contracting officers paid for significant rework
that added to the ACWA program'’s cost and schedule. The PEO ACWA did not track
the cost of rework at PCAPP or try to recoup funds expended. The PEO ACWA
estimated the cost of rework at BGCAPP to be $20 million and planned to recoup
$1 million. Furthermore, PCAPP officials did not properly communicate their
policies and procedures to the contractor, and BGCAPP officials and the primary
contractor relied on their subcontractors’ test and inspection policies. As a result,
BGCAPP officials discovered nonconforming welds, leading to additional cost,
schedule, and performance problems.

The PEO ACWA is complying with environmental laws and regulations and

safety and occupational health laws and regulations to meet ACWA program
requirements and has not experienced an incident of chemical agent release or
exposure above allowable limits. However, the ACWA program deviated from its
APB cost estimates for the third time. In April 2017, the PEO ACWA reported a
significant cost deviation of 21.6 percent from its APB cost objective. The program
cost estimate increased from the approved APB cost estimate of $9.98 billion

to $12.1 billion base year dollars. In addition, the PEO ACWA now estimates

that PCAPP will complete the Operations and Closure phases in March 2022 and
March 2025, respectively, which is 16 months past the APB’s minimum acceptable
date. The PEO ACWA relied on a lower confidence schedule than routinely

used when determining when BGCAPP would complete the Operations phase.
Therefore, BGCAPP may not meet the congressionally mandated deadline of
December 31, 2023, for the destruction of all U.S.-stockpiled chemical weapons.

The Chemical Weapons Convention treaty requires destruction of all U.S.-stockpiled
chemical weapons; consequently, there is little possibility that the DoD will cancel
the ACWA program for cost overruns and schedule delays.

Management Comments on the Finding and
Our Response

Office of the Office of the Director, Cost Assessment and Program Evaluation
Comments on Contract Cost

The Director, Cost Assessment and Program Evaluation, stated that the report’s
forecasted total contract costs of $9.7 billion are lower than the 2017 program
office estimate of $12.7 billion because the estimate accounts for realized growth



in schedule duration, increased staffing requirements, and utilization of explosive
detonation technology. The ACWA program schedule performance has deteriorated
since completion of the 2017 program office estimate. The Director recommended
that the report cost and schedule be updated.

Our Response

We agree that the report forecasts for total contract costs for PCAPP and BGCAPP
do not take into consideration all cost and schedule increases identified in the
2017 ACWA program office estimate. Our intent was to show that the current
PCAPP and BGCAPP contracts were over cost and behind schedule and when all
phases are added to the contract the PCAPP and BGCAPP, contract cost overruns
and schedule delays will most likely increase. We added a statement in the report
that the calculations do not include the additional cost and schedule increases
identified in both the 2017 program office estimate and the Office of the Director,
Cost Assessment and Program Evaluation preliminary assessment. Because our
report is based on a period in time, we did not update the cost and schedule
variances within the report.

We also agree the ACWA program schedule performance has deteriorated since
the 2017 program office estimate. The October 2017 PCAPP contractor estimate
at completion shows an Operations phase completion date of December 2026,
which is past the Congressional mandate of December 31, 2023. The October 2017
PCAPP contractor estimate at completion also shows a cost overrun of $2.3 billion.
This does not include the cost for the PCAPP Closure phase.

The October 2017 BGCAPP contractor estimate at completion shows an Operations
phase completion date of March 2023, which is within the Congressional mandate
of December 31, 2023. However, BGCAPP is in the Systemization phase and not
expected to start the Operations phase until December 2019. The October 2017
BGCAPP contractor estimate at completion shows a cost overrun of $217.4 million.
This does not include the cost for the BGCAPP Operations or Closure phases.

Program Executive Officer, Assembled Chemical Weapons Alternatives and
Executive Director, U.S. Army Contracting Command-Rock Island Comments
The PEO ACWA stated that the complexity and uniqueness of the Chemical
Demilitarization Program, especially as it pertains to the ACWA program’s
first-of-a-kind pilot plants, should be clearly articulated up front in order to
provide the proper perspective. In addition, the cornerstone of the program is
maximum protection of the workforce, the public, and the environment. The PEO
ACWA further stated that the program has an outstanding safety culture and
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has not experienced an incident of chemical agent release or exposure, which is
significant as either would have significant cost and schedule ramifications. The
PEO ACWA stated the evaluation of that portion of the review should be outlined

at the beginning of the report to clearly portray that life, safety, and health are of
utmost importance to the program and are absolutes with respect to meeting those
performance requirements.

Our Response

We recognize that the safe, secure destruction of chemical weapons stockpiles is
PEO ACWA’s number one priority, and that the contractors’ are using first-of-a-kind
equipment in a chemical agent environment. As such, we reorganized the finding
to acknowledge that the PEO ACWA has complied with environmental, safety, and
occupational health laws and regulations and has not experienced an incident

of chemical agent release or exposure. However, the PCAPP is the only plant
destroying chemical agents and as of May 2017, contractors’ performance has
primarily consisted of the plants’ complying with laws and regulations. According
to the PEO ACWA program office estimate, the BGCAPP is scheduled to begin
destroying chemicals by March 2020.

Recommendations, Management Comments,
and Our Response

Revised Recommendation

We revised Recommendation 1.a to clarify that PEO ACWA was not following the
award fee plan. We revised Recommendation 1.d to clarify that for any additional
rework classified as construction, the PEO ACWA should either recoup the funds
paid or obtain other appropriate consideration.

Recommendation 1
We recommend that the Program Executive Officer, Assembled Chemical
Weapons Alternatives, in coordination with the Executive Director,
U.S. Army Contracting Command-Rock Island:
a. Determine award fees based on the contractor’s actual performance

during the award fee period, not on projected cost, schedule, and
performance in later periods as required by the award fee plan.

Program Executive Officer, Assembled Chemical Weapons Alternatives and
Executive Director, U.S. Army Contracting Command-Rock Island Comments

The PEO ACWA, in coordination with the Executive Director, U.S. Army
Contracting Command-Rock Island, disagreed with our recommendation, stating



that the guiding concept for specific criteria in the current award fee plans is to
motivate the contractor to achieve timely execution of all phases of the project

in a cost effective manner. It is not in the program’s best interest to disregard,
during award fee determinations, current contractor performance that could

result in positive or negative future impacts to all phases of the program.

The recommendation would only allow the Government to consider the impact of
actions taken by the contractor during the current period. This would provide
little motivation for the contractor to pursue innovative cost and schedule savings
measures, while motivating the contractor to engage in short-term positive impacts
that may have long-term implications.

Our Response

Although we agree that the guiding concept of an award fee plan is to motivate
the contractor, the PEO ACWA did not follow the award fee plan. The award fee
plan states that the performance evaluation periods are every 6 months and
review all pertinent data from the performance period. The award fee plan
includes a bonus incentive that allows for performance that is anticipated to
provide substantial, quantifiable future benefit, but is only available in periods
where the contractor’s performance rating is good or higher. As shown in the
report, the ACWA Deputy Program Executive Officer increased the contractor’s
BGCAPP FY 2016-02 evaluation period rating based on a projected reduction

to the contractor’s performance schedule that PEO ACWA later determined

was unaffordable. This not only increased the contractor’s overall rating from
satisfactory to good, but allowed the contractor to receive a bonus that increased
the total award fee from $2.8 million to $4.9 million. It is important to motivate
the contractor, but to increase the total award fee by $2.1 million or seventy-five
percent for projected performance that the PEO could not afford to implement

is inappropriate. If following the award fee plan as written does not provide
motivation for the contractor to pursue innovative cost and schedule savings
measures or engage in short-term positive impacts that may have long-term
implications, then consider revising the award fee plans to better motivate

the contractors.

This recommendation is unresolved and remains open. We request that the

PEO ACWA and Executive Director, U.S. Army Contracting Command-Rock Island
reconsider their response in light of our revision to the recommendation to follow
the award fee plan and determine award fees based on actual performance during
the award fee period and use the bonus incentive if available when awarding
projected performance.
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b. Convene a working group of DoD subject matter experts to help
determine the best way to structure the additional incentive to
motivate the contractors to reduce costs at the Pueblo Chemical
Agent-Destruction Pilot Plant and the Blue Grass Chemical
Agent-Destruction Pilot Plant and achieve an accelerated
safe destruction of the remaining chemical weapons.

Program Executive Office, Assembled Chemical Weapons Alternatives and
Executive Director, U.S. Army Contracting Command-Rock Island Comments
The PEO ACWA, in coordination with the Executive Director, U.S. Army Contracting
Command-Rock Island, agreed with our recommendation, stating that the overall
incentive plan has already been crafted and staffed. The PEO ACWA and Executive
Director presented the incentive approach to the Director, Defense Policy of

the Defense Procurement and Acquisition Policy, in July 2017 with a positive
endorsement. The incentive plan was developed by a team of Industry and
Government experts and in consultation with DoD subject matter experts. Better
Buying Power concepts and Defense Procurement and Acquisition Policy incentive
training concepts were considered and incorporated.

Our Response

We agree that PEO ACWA and the Executive Director is working with DoD subject
matter experts, however, the incentive plan is not complete. Personnel from the
Defense Procurement and Acquisition Policy office stated they determined that

the ACWA pre-negotiation documentation was mature enough for the contracting
officer to enter into negotiations. Once negotiations are complete, the Director,
Defense Pricing/Defense Procurement and Acquisition Policy will perform a review
prior to the contract award to assess the final negotiated price to include all
incentives. Therefore, the recommendation is resolved and will remain open until
the incentive plan is finalized.

c. Analyze the rework performed at the Pueblo Chemical
Agent-Destruction Pilot Plant and the Blue Grass Chemical
Agent-Destruction Pilot Plant to determine the cost of
additional rework.

d. Based on the cost of additional construction rework, either
recoup funds paid by the Government or obtain other
appropriate consideration.



Program Executive Office, Assembled Chemical Weapons Alternatives and
Executive Director, U.S. Army Contracting Command-Rock Island Comments
The PEO ACWA, in coordination with the Executive Director, U.S. Army Contracting
Command-Rock Island, did not agree with Recommendations 1.c and 1.d, stating
that payments to correct quality deficiencies were not erroneous. PCAPP and
BGCAPP are both cost reimbursable contracts. As such, the PEO ACWA and
Executive Director stated that the correct applicable Federal Acquisition Regulation
contract clauses are Part 52.246-3, “Inspection of Supplies-Cost Reimbursement”
and Part 52.246-5, “Inspection of Services-Cost Reimbursement,” and that both
clauses do not provide for the contractual remedies the recommendation would
require. The clauses allow the Government to require the contractor to replace or
correct any supplies and services that are nonconforming at the time of delivery
or specified amount of time after delivery. However, the costs for rework are
allowable costs with no additional fees.

The PEO ACWA and Executive Director further stated that the only instance

that would provide for recoupment as recommended would be under

Federal Acquisition Regulation Part 52.246-3, based on a determination that the
original nonconforming items are due to: (1) fraud, lack of good faith, or willful
misconduct on the part of the contractor’s managerial personnel; or (2) the conduct
of one or more of the contractor’s employees selected or retained by the contractor
after any of the contractor’s managerial personnel has reasonable grounds to
believe that the employee is habitually careless or unqualified. The PEO ACWA and
Executive Director state that no such allegations have been made.

Our Response

We agree that under cost reimbursement contracts, the Government pays

for the additional cost of rework as it pertains to supplies and services.
However, Appendix B of this report shows that the current versions of the

cost reimbursement contracts cite multiple Federal Acquisition Regulation
clauses, including Federal Acquisition Regulation Part 52.246-12. According to
Federal Acquisition Regulation Part 52.246-12, “Inspection of Construction,” the
contractor will replace or correct nonconforming items free of charge. Federal
Acquisition Regulation Part 52.246-12 applies to cost reimbursement contracts,
and since both contracts include Part 52.246-3, Part 52.246-5, and Part 52.246-12
for supplies, services, and construction, respectively, the PEO ACWA and
Executive Director cannot state that only Part 52.246-3 and Part 52.246-5 apply
to the rework.

25



26

To ensure the Government pays contractors a fair and equitable price, the
Government must identify, track, and document the cost of any rework as well

as whether the rework applies to supplies, services, or construction. Therefore,
these recommendations are unresolved. We request that the PEO ACWA and
Executive Director, U.S. Army Contracting Command-Rock Island reconsider their
position and consider analyzing the rework performed at PCAPP and BGCAPP and
either recoup the cost or obtain other appropriate consideration for the additional
construction rework.

e. Increase quality assurance monitoring and validate the contractor’s
test and inspection processes and procedures at the Pueblo
Chemical Agent-Destruction Pilot Plant and the Blue Grass
Chemical Agent-Destruction Pilot Plant.

Program Executive Office, Assembled Chemical Weapons Alternatives and
Executive Director, U.S. Army Contracting Command-Rock Island Comments
The PEO ACWA, in coordination with the Executive Director, U.S. Army Contracting
Command-Rock Island, agreed with our emphasis on the importance of quality
assurance based on their statements on increased focus of quality assurance from
the Construction phase to the Systemization phase. However, the quality assurance
issues pointed out in the report with respect to the Agent Processing Building

roof and the Super Critical Water Oxidation welds occurred during both project’s
Construction phase. The PEO ACWA increased quality assurance during the
transition from the Construction phase to the Systemization phase, with a focus on
the plant equipment, plant workforce, and plant documentation for both projects.
In addition, Government Field Office staffing increased to support the additional
scope. A significant increase in quality associated oversight by the PCAPP Field
Office has been clearly evident during the Systemization phase of the project and
continues to be refined in the Operations phase.

Our Response

Although PEO ACWA stated that they have made and will continue to make quality
assurance improvements, documentation to support improvements were not
provided as part of the management response, the improvements do not negate the
fact that quality assurance was insufficient, did not meet contract requirements,
and led to rework costing nearly $23 million. Additionally, for the BGCAPP site, the
Construction phase is ongoing and not complete. The recommendation is resolved
but will remain open. We will close this recommendation when we verify that
additional staffing has been added to assist with the quality assurance monitoring
and validate the contractors’ test and inspection processes and procedures.



Recommendation 2

We recommend that the Director, Cost Assessment and Program Evaluation
prepare an independent cost estimate for the ACWA program.

Office of the DoD Cost Assessment and Program Evaluation Comments
The Director, Cost Assessment and Program Evaluation, agreed with our
recommendation, stating that Cost Assessment and Program Evaluation will
add the ACWA program to the list of planned independent cost estimates to be
completed in calendar year 2018.

Our Response

The Director, Cost Assessment and Program Evaluation, agreed with the
recommendation to prepare an independent cost estimate; therefore, the
recommendation is resolved but will remain open. We will close this
recommendation once the independent cost estimate is complete.
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Appendix A
Scope and Methodology

We conducted this performance audit from August 2016 through October 2017

in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.

We interviewed the following DoD agencies to gather our audit documentation.
e PEO ACWA Headquarters
e Director, Cost Assessment and Program Evaluation
e PCAPP, Pueblo, Colorado
e BGCAPP, Blue Grass, Kentucky
e Rock Island Contracting Command
e Under Secretary of Defense for Acquisition, Technology, and Logistics

e Deputy Assistant Secretary of Defense for Developmental
Test and Evaluation

From these sites and agencies, we gathered earned value management reports,
program office estimates, contracts and contract modifications, the APB, defense
acquisition executive summaries, and selected acquisition reports. We calculated
the cost to complete the PCAPP and BGCAPP contracts using the May 2017
contractors’ most likely estimate at completion contract variance. Because the
contractors’ estimate does not include unawarded contract phases, to estimate

the total contract cost we applied the contractors’ variance (PCAPP variance of

14 percent and BGCAPP variance of 7 percent) to the June 2017 program office cost
estimate for the unawarded phases.?! The PCAPP and BGCAPP calculated total
contract costs and schedule completion dates are based on the contractors estimate
at completion and do not reflect the additional cost and schedule increases
identified in both the 2017 POE and the Office of the Director, Cost Assessment and
Program Evaluation preliminary assessment. Also, we reviewed relevant Federal
and DoD guidance related to program cost, schedule and performance and the
destruction of U.S.-stockpiled chemical weapons.

21 pCAPP has awarded four out of five phases (Design, Construction, Systemization, and Operations). BGCAPP has awarded
three of the five phases (Design, Construction, and Systemization).



Use of Computer-Processed Data

We used computed-processed data provided by PEO ACWA officials. PEO ACWA
officials provided monthly earned value management reports that track the
contractor’s performance in terms of cost and schedule on the PCAPP and BGCAPP
contracts. The Defense Contract Management Agency validated the contractor’s
earned value management system; therefore, we determined that the data was
sufficiently reliable to support our findings and conclusions.

Use of Technical Assistance

We requested assistance from the Technical Assessment Division to review quality
assurance documents from PCAPP and BGCAPP, including condition reports, quality
assurance plans, quality surveillance plans, and statements of work.

Prior Coverage

During the last 5 years, the Government Accountability Office (GAO) five reports
discussing the ACWA program. Unrestricted GAO reports can be accessed at
http://www.gao.gov.

GAO

Report No. GAO-17-333SP, “Assessments of Selected Weapon
Programs,” March 30, 2017

The GAO’s annual assessment of DoD weapon system acquisitions highlights the
cost and schedule performance of several programs, including cost overruns of
the ACWA program.

Report No. GAO-16-329SP, “Assessments of Selected Weapon
Programs,” March 31, 2016

The GAO’s annual assessment of DoD weapon system acquisitions highlights the
cost and schedule performance of several programs, including cost overruns of
the ACWA program.

Report No. GAO-15-342SP, “Assessments of Selected Weapon
Programs,” April 9, 2015

The GAO’s annual assessment of DoD weapon system acquisitions highlights the
cost and schedule performance of several programs, including cost overruns of
the ACWA program.
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Report No. GAO-14-340SP, “Assessments of Selected Weapon
Programs,” March 31, 2014

The GAO’s annual assessment of DoD weapon system acquisitions highlights the
cost and schedule performance of several programs, including cost overruns of
the ACWA program.

Report No. GAO-13-294SP, “Assessments of Selected Weapon
Programs,” March 28, 2013

The GAO’s annual assessment of DoD weapon system acquisitions highlights the
cost and schedule performance of several programs, including cost overruns of
the ACWA program.
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Appendix B

PCAPP and BGCAPP Contract Inspection Clauses

Inspection Clauses

52.246-1 Contractor

PCAPP Contract
DAAA09-02-D-0025

PCAPP Contract
W52P1J-09-C-0012

BGCAPP Contract
DAAA09-03-D-0023

BGCAPP Contract
W52P1J-09-C-0013

Current
Version

for Supplies

IEsTaEe Rerrerent Not Included Included Not Included Not Included Yes, April 1984 Version
52.246-2 Inspection of .
S e — e Not Included Included Included Included Yes, August 1996 Version
52.246-3 Inspection
of Supplies — Cost Included Included Included Included Yes, May 2001 Version
Reimbursement
52.246-4 Inspection of .
Services — Fixed Price Not Included Included Included Included Yes, August 1996 Version
52.246-5 Inspection
of Services — Cost Included Included Included Included Yes, April 1984 Version
Reimbursement
No, Contracts have
52.246-11 Higher- February 1999
Level Contract Quality Included Included Included Included and July 2001
Requirement Versions; latest is
December 2014
52.246-12 Inspection of .
Construction Not Included Included Not Included Included Yes, August 1996 Version
52.246-13 Inspection
- Dismantling, Not Included Included Not Included Included Yes, August 1996 Version
Demolition, or Removal » AUE
of Improvements
52.246-15 Certificate of . .
Conformance Included Included Included Included Yes, April 1984 Version
52.246-16 Responsibility Included Included Included Included Yes, April 1984 Version

DODIG-2018-076
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Appendix C

ACWA Acquisition Program Baseline History

The Under Secretary of Defense for Acquisition, Technology, and Logistics approved
the original ACWA program APB on April 2, 2003. The original cost of the program
was $4.5 billion. The PEO ACWA’s 2017 program office estimate states the
program’s cost to be $12.1 billion.

The APB is an agreement between the PEO and the milestone decision authority
that identifies the desired and minimum acceptable cost, schedule, and
performance requirements of the program. Funding for the ACWA program is
composed of research, development, test and evaluation, and military construction.

Acquisition Program Baseline Cost

The ACWA program has deviated three times from the APB, which required the
PEO and milestone decision authority to adopt a new APB agreement. In 2006,
the ACWA program experienced a critical deviation, resulting in the issuance of

a second APB in April 2007. The cost deviation related to significant cost drivers
from design immaturity, incorporation of lessons learned from other facilities, and
funding instability.

In December 2010, the ACWA program experienced another critical deviation,
which resulted in the third APB dated March 2012. The leading cost driver for
this deviation was the program’s process for dealing with uncertainty and risk
inherent in large construction projects that develop and use new processes, handle
dangerous materials, and are subject to comprehensive regulation. The expanded
use of explosive destruction technology at both sites and the plan to run operations
on a 24/7 schedule also contributed to cost growth. In April 2017, the ACWA
program significantly deviated from the approved cost and exceeded schedule
estimates in its APB dated March 2012. For details see report section “ACWA
Acquisition Program Baseline Cost and Schedule Overages.” Table 9 illustrates the
ACWA program cost growth.



Appendixes

Table 9. ACWA Program Acquisition Baseline Cost Growth (Millions in Base Year 2011 Dollars)

| APBH April 2003 | APB April 2007 | APB March 2012

Research,

Development, Test $4,025.9 $6,280.9 $8,615.5

and Evaluation

Military Construction 472.2 910.0 1,365.3
Total $4,497.0 $7,190.0 $9,980.8

Source: 2015 Selected Acquisition Report.

Acquisition Program Baseline Schedules
The ACWA program’s cost and schedule history illustrates the program’s overall

struggle to stay within the APB while meeting performance requirements.

The following Tables show the ACWA program schedule milestones at each

APB update. PCAPP and BGCAPP have separate schedule milestones. Table 10
shows the changes in the ACWA program APB schedule milestones between the
three established APBs for PCAPP. The dates represent the desired and minimum

acceptable dates for completion.

Table 10. Pueblo Chemical Agent-Destruction Pilot Plant Schedule

APB APB APB
A BT April 2003 April 2007 March 2012
Submit Permit March 2003/ * *
Applications March 2004 December 2003 December 2003
Begin Construction ?gg:st 2003/Aug August 2004* August 2004*
. . April 2009/April January 2015/ *
Begin Operations 2010 January 2016 September 2016
. . . November 2020/ November 2019/
Complete Operations | April 2010/April 2011 Nov 2021 November 2020
Complete Closure December 2013/ October 2024/ November 2022/
P December 2014 October 2025 November 2023

*We entered the date of completion for phases that have already occurred.
Source: 2004, 2010, and 2016 Selected Acquisition Report.

DODIG-2018-076
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Table 11 shows the changes in the ACWA program APB schedule milestones

between the three established APBs for BGCAPP. The dates represent the desired

and minimum acceptable dates for completion.

Table 11. Blue Grass Chemical Agent-Destruction Pilot Plant Schedule

BGCAPP ‘ APB APB APB

Events April 2003 April 2007 March 2012
Z;gn;gce);?lt BEEZQEZ: gggi/ September 2004* December 2003*
Begin Construction g:g::mgz: gggg/ September 2005* August 2004*
Begin Operations TBD j::::x ;81;/ September 2016*
Ootsher 22| November 20
e e

" We entered the date of completion for phases that have already occurred.
Source: 2004, 2010, and 2016 Selected Acquisition Report.

Acquisition Program Baseline Performance Requirements

The performance requirements in the APB are the same for both the PCAPP and

BGCAPP. The performance requirements address:

¢ environmental laws and regulations,

¢ safety and occupational health laws and regulations,

¢ chemical agent release, and

¢ chemical agent exposure.

As of May 2017, the ACWA program is on track to meet performance requirements.
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Management Comments

Management Comments

Director, Cost Assessment and Program
Evaluation Office

QFFICE OF THE SECRETARY OF DEFENSE

1S DEFEHSE FEWTAQON
WASEEMG T ON. DUC. 20000 - HH00

HTSW

MEMOFLANTHM FOR INSFECTOR GENERAL. DEPARTMENT OF DEFENSE

SUBIECT: CAPE Response on Dol I Report on Chemical Demilitarization: A svermbled
Chembical Wespons Alsemnatives Prograen (ACWA)

| conear with commend on the Dealt Repont “Chemical Demiliarizatson-Assembled
Chemical Weapons Allernatives Frogram,™ (Project Mo, D30 e OO0 F0 560 (400)
UNCLASSIFIED), and provide the commsent below,

The repont fonccasts that Puscblio Chemacal Agent Destnaction Filod Plast (PCAFF) and
Blhoe Grass Chemacal Agent Destroction Pilot Plest (BGCAPE) will have totsl contrected costs
of 59.7 hillion. Unforanately, the forecas i the neport was prepancd prior 8o the mane pecont
21T Program Cifice Estimsie (POE) of $12.7 billion for these activities The 3017 POE is
higher than the contractors csimals af complstion bocawss i socounts for realiacsd growth in
schedule dumation, increased staffing requiremenis, and additional scope such a5 the uiilization of
caphnive detonation ochnology. You should alse be aware that ACWA program schodule
perfommance has deteriorated since completion of the 2007 PFOE. Therefore, | recomemnend tha
wiou update the report o acknowlcdpe the mose necent Forecaits af AW A program costs whach
are higher than those presenied im the report.

I s concur with recommendation 82 n the report. CAPE will sdd the ACWA program
10 the |t of planned Endepondent Comt Estimates (MCE=) 8o be compleied = CY 2018,
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Program Executive Officer, Assembled Chemical
Weapons Alternatives

DEFARTRENT OF THE ARNY
PRI EECLTTVE OO FECE
ASSDMBLED CHEMSC AL WILAPCAE BLTIRRATHES
BLAGFKHAWS,
ATRDE TR PO GRDiND, BARYLAMD OO0

e

T P

SFAE-ACW.Z B Novesmber 2017

MEMORANDUM FOR Ms. Susan Lippolis, Pregram Diteclor, Asquisition and
Sustanment Management. Office of the Department of Defense Inspecice General,
4800 Mark Cenber D, Alescandria, WA 332 350.1500

SUBJECT. Cherical Demditarization-Assembled Chemical Weapons Aernatives
Program (Project Mo, D2018-DO00AE-0190.000)

1. Reference Repon, Departrmeant of Deferse Inspectar General ([DoD 13), subject as
abowe, 5 October 2017.

2. The Program Executive Offica, Assembied Chemical VWeapens ARernatives (PED
ACWA) i 0 recespl of the subject repar and Ron-Concurs with the finding as written.
The complexity and unigueness of the Chemical Demilitarizaton Program (CDF),
aspecially as it partains o the ACWG program’s first-pf-a-kind pilgt plants, should be
cleary aniculated up front in onder b provide the proper parspective. In addition, the
cofmerglone of the program s maximum pralsction of the wakforce, the public, and
the environment. As such, your evaluation of that portion of your revies shauld be
gutlined at the beginning of the repor to clearly portray that e, safety, and health ane
of LAmsoal mporiance (o e progiam and S abaakbes with respect 1o mesting hoss
parformance fequitenments. The Tact that the program has an outstanding sabety
culture and has nof experienced an incident of chemical agent release o exposure, as
painbed out in your finding, 15 extremety significant as ether has the potential b shit
dirwen the program and woild have sigrihcan cosl and schadule rameScations.

1 | assumed the PEC position in June 3017, | have challenged the team to identify
patential initiateoes thak, if implamanied, woukd put the program on & path to complate
desirician A aooordancs wilh the Congressionally-mandabed date of Decambed
2023, Cost-plus contracts were awarded in 2002 and 2003 requiting the Systems
Contractors (5C) fo dessign. construct, systemize, operabe and close the chemical
Agani-destructon pilot plans.  This confract e was selecied due 10 the sk
WMMWWBMHHHMN&HHHMHMM. The
swibch from cost-plus ncentive fes b award fee was needed 1o foous on the botal
program execution vice focusing on specific incenthves which didn't yield the
percrmance execution needed for chamical demmilitasizaton
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Program Executive Officer, Assembled Chemical
Weapons Alternatives Program (cont’d)

SEAE-ACW.E
SUBJECT: Chemical Demilflarization-Assembied Chemical Weapons Aternalfves
Program (Project Mo, D201 6-DO00AE-D1 S0.000)

4, The responses o recommendations 1a-e foow,

8. Recommandation fa. Deberming award Tees based on the contraciors aciual
performance dufing the award lee perod, not on prajected cost, schedule, and
performance in laber penods.

Responss: Mon-Concur, The guiding concept for specific aiteria in the curent
award fee plans is “to mothate the Systems Contractor (5C) to achieve timaly
executan of ALL phases of ihe project, and ulimately bo achigve destrudion of iha
chemical agent matediel stockpie in a cost eMective manner ulilizing quakty
management technigues for confinuous improvement fowand accomplsbment of the
mibggion while malnianing excalant performance in safaty, surely, ervirpnmental
comphance, and cverall managemenl of the propcl™ 1 & mol in the programs Desd
inberest i disregard, during asard Tee debemirabions, cument contracior performa nos
that could resull in positive or negative fufure impacts 1o ALL phases of tha program
Thee recoamme nclation would gnly allow the Goearmment o consider the imgad of
achans of he contracior duning the curment penod.  This would simulianeously provide
e motivation for the contractor to purswe thoughtiul, innovative cost and scheduls
sayings measunes for program success, while motivating them fo engage in myopic,
shor-tarm behavior that wil fave shar-term, pestive impacts but may have onger-
term implicatons. The US. Amy Confradding Command-Rock [aland (ACC-R1) wil
conlinue 1o ensure award fee determinations are made in accordance with the
complant avwarnd fes plans moonperated into Eha coniracs.

b. Resommendation 16 Comvens & widking greug of Dol subjest mather expens
1o hetlp deberming the best way 1o structure the sdditional incentive to molivabe the
contractors bo reduce costs ad the Pueblo Chemical Agent-Destruction Piol Plant and
e Edue Grass Chamical Agent-Destructon Pikal Pland and achieve an acceberaied
sale desiruction of the remairing chemical weapons.

Fesponse: Concur in principle.  The owverall program incentive plan has already
bean crafed and slamed. The PED ACWA and ACC-RI presantac the inoentise
appeoach 1o the Director, Deferse Podcy/Defense Procurement and Acqussitien Palicy
(CPAP} 0 Juby 201 7T with a positive endensemert, The incentive was developed by a
Team comprsed of both Industry and Govemnmman! sxparts. Depanman of Defense
susject matter enparts autside of the drafting feam were also consuBed Inchsding, Bl
nal imied to, personnel from the Delense Acquisisian Univeraity, Army Coniracting
Command priceicos! analysts, and other Acquisition Categary 1 program key
persormed, Batter Buying Power concapts and BPAP incentive training concepls were
consdened ard incorporated. Furdher, the beam incluced membBars wha paficipatad
in the crafing of ive Incinerabion Baseline Completion Incemive Agreemert. The

w5
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Program Executive Officer, Assembled Chemical
Weapons Alternatives Program (cont’d)

SFAE-ACW-Z
SUBJECT: Chemical Demilfarization-Assembled Chemical Weapons Aermatives
Program (Project Me. D201 6-DO00AE-D1 S0.000)

incentive had a sgnifcant impact by transferming complete ownership 1o the 5Cs
which resulted in schedule acceleration in destroying the chemical munitions

 eival BAing s agaanal the contracl, and savingeavaidance againd Ihe
Incineralion Baseling Chemical Demiltarizalion Acguisitian Program Baseline for the
faciities in Annision, AL: Umatika. OR; Pine Biufl, AR, and Toosle, UT

c. Recommendation 16 Analyee (he rework performed all the Pusbio Chemical
Agert-Destruction Pilat Plant and the Blue Grass Chemical Agent-Desiruchon Pilot
Piani to detarming ihe cost of additional rewori

Rm!&. Non-Concur. Please see comment 1o necommendation 1d balow.
There is no legal recourse to recoup funds for rewari in the cost reimbursement
contracts.

d. Recommandation 1d Based on the ool of sddfional revork ablain the
appropriate consideration o recoup funds paid by the Govermmend,

Response: Mon-Concur, The statement cordained in the report that payments to
cosrect quality deficiencies were emonesus is incarmecl. Bath Pustls Chemical Agent-
Destruction Pilol Plant (PCAPP ) and the Blue Grass Chemical Agent-Destruction Pilol
Plant (BGCAPP) are cost reimbursemant contmacts.  Becauss of the complex nature
of the first-al-a-king plant and equipment, his research and develapmen! program
recednsd permisson o nclude e consiruclion requirements on 8 cost resmbursable
basis, As such, i comecd appicable contract clauses are those shown in the subject
repant Appandix B, Fedeml Acquisition Regulation clauses 52 2453 Inspection of
Supples-Cosl Resmbursament and 52 746-5 Inspaction of Saraces-Cos!
Reimbursament, whidh do nod provide for the contractual remedie s the
recemmendation would reqguite, The dauses abow for the Government fo reguire the
Contractor 1o repiace or comect any supplies and sarvices thal ane nonconlcming af
fime af delyery or specified amaunl of time afler delvery. However, Ihe costs for
neweark (replascement, comectian, re-perfarmance) ans aliowable costs, determined as
prowided in the Alowable Cost and Payment dause, bt no additional fee is paid. The
only inshance that woull provide for recoupment 85 recommendad would bs under
32 2458-3 Imapechion of Supplies-Coad Raimbursemaenl. a determination thal the
oniginal ron-confarmances are due lo; (1) Frawd, ok of good faith, or willhul
miscondust on the part of the Contredice's managerial persannal; or (2 The conduct
of one or mees of the Conbracios's employees seloched or refained by tha Coniracter
afer any of the Conlraclors manapsnal personned has Measonsbbe giounds i believe
that the employes is habiually careless or unqualified, For purposes of the clauses,
“Contracior's managerial personnel” means any of tha Contradior's directors, afficers,
Mmanagers, supernienderts, or equivalent repraseniathes who have superision o

i1
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Program Executive Officer, Assembled Chemical
Weapons Alternatives Program (cont’d)

SEAE-ACW-Z
SUBJECT: Chemical Demilflarizaton-Assemblied Chemical Weapons Aternatives
Program (Project Me. D201 6-DO00AE-01 90.000)

direction of {1) all or substantialy all of the Conlractor's business; (2) all or
sigpsantaly all of the Conbratior's operation &1 any one plart or separate acaton
wharne the conlract i bedang perlarmed; of (3) 3 separabe and complete majar nduglirial
operation connecied with the performance of tis contrad], Mo such alegaticns have
been made

&, Recommendalion fe Intreass qually assurance monilafing and vabdals the
conirackar's et and inspection processes and procedungs af the Pueblo Chemical
Agent-Desiruction Pilot Plant and the Blue Grass Chemical Agant-Destruction Pilol
Planl

Response: Conowr, however, we do nol agres that guality assurance oversghi
was rsuficeend.  The quality ssues poinded cut in the repor with respect o
Supsercritical Water Cxidation wekds and the Agent Frocessng Buldng Fool coourmed
duining bolh projedt's Construction phage. PEQ ACWA ncreased qually assirance
during the transition from the consbuction phase fo the syslemization phase with a
feus on the plant equipmend, pland workioree. ard plant documenia bon (standarnd
apemting procedures) for bath projects. B addiion, govemment feld office slaifing
increased ta suppart the addiional scope.  The stalfing increase includes Govemment
Shift Representalives who will overses 247 operations. A& sagnifcant increass in
quality-assocated aversight by the PCAPP Field Office has been clearly ovident
during the Systemizaton phase of the project and continues to be refined in e
Operafions phase

5. The responses have been coordinabed with ACC-R,

[ iilddm o this action

ML CHLIHG RTAN T e =y,
NES EXN5INET :;:-. T — -

SUZANHE 5. MILCHLING
Frogram Executve Olficar

CF.

Dir, Arthiur T, Hopldres, Acting Assistart Secretary of Defenss (Muclear, Chamical, and
Bidegical Defense Programs), 3050 Defense Pentagon, Ream 38833, Washinglen,
DG 20201-3050

M. Steffanie B, Easter, Spedal Advisor to the Ading Assistant Secretary of the Army
[Acguisitan, Tedthnology and Logistics], 103 Army Pentagon, Roam 2ZE832,
Washinglen, DG 20310-0103
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Program Executive Officer, Assembled Chemical
Weapons Alternatives Program (cont’d)

SEAE-ACW-Z
SUBJECT: Chemical Demilftarization-Assembled Chemical Weapons Abernaitves
Program (Froject Moe. Cuil G-D000AE-071 S0 000

CF: (QONT)

Mr Jay T. Carr, Executive Director, U.S. Amry Contracting Command-Rock ksland,
HIE5 Rodman Avenue, FRock ledand, IL &1 2898-8000

M= Cheisline K. Benry, U5 Army Contracting Command-Rodk |sland, 3355 Roedman
Avenve, Rock bsland, IL $1255-8000
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Management Comments

Executive Director, U.S. Army Contracting
Command-Rock Island

UNCLASSIFIED

DEFARTMENT OF THE ARMY
RN OO TRACTHRG O A0 - SO LMD
SEEE Andorims Aswrini
RiCaCH WML L B S

CCRE T Hovembar 2007

MEMORANDUM FOR U.5. Department of Defense Inspector General (DoDES), 4800
Mark Center Drive, Alexandria, Vignia 223501 500

SUBJECT: U5, Army Contraling Command-Fock latand (ACC-RI) Respormed o
Recommendations in the LS. Depafiment of Defense Inspedior General Drafl Repordt,
Chemical Demtargation-Assambled Chamical Vipapons ARpmabyes Feogram

1. Reference: Drak Report, U5, Depanment of Dedense inspecior General (DaDIG),
Subjact: Chamical Demilitarzation-Assambbad Chemicall Weapons Allsmatives
Pregram, {Progect Mo, D016 DO0MAE 0190 .000) dated 5 Detobar 2017

. We have meviewed the subjed] audit drafl report and recommendadions. The
reguesied responses ane in the attached docwment

3. The ACC-RI acqumiton wodkfarce professicnals assigned to the Program Executive
Office, Assemibled Chemical Weapons Allematies (PEQ ACWA) Program ane Tully
engaged in the PECS dinedlive Lo identifying pobential iniistives 1o put the program on &
paih 1o complate desiruction in accordance with the Congressaionally-mandatad cate of
Cecember 2023, and lo ienlify polential cosl and schadule saving infialives

4, Tha respenses 1o the recommendations have been coordinaled with PEG ACNA

5. The pairt of contacl

CARR Y THOR 7= o
A5 4ITETIN S

Encl JAY T CARR
Exefuthog Diechor
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Management Comments

Executive Director, U.S. Army Contracting
Command-Rock Island (cont’d)

UNCLASSIFIED

SUBJECT: WS, damy Contrackng Command-Hock ksand (AGCC-RI} Responses 1o
Recommandations in tha U 5. Departmant of Defense Inspector Genaral Oraft Repor,
Chembcal Demiitarzation-Assembled Chemical Weapons Alleinaties Program

Finding: The PEC ACWA od not effectively manage the ACWA program cost,
schedule, ard perfermance. The ACKA program increase in cosl and schedule
oocurmed because the PEQ ACWA and the PCAPP and BGCAPP contradling officers
did not pravide adequaie contract oversight. Specifically, PEO ACWA officials and the
PCAPF and BGCAPF contracting officprs:

e did not effectivelly manage conlractar periprmancs Mrough incentve fee and
awand fee conlracts,

= HTenrously pald about 523 milion bo the conbracton ko comect qualiy
deficiancies, and

+ i pot provide sufficient quality assurance cversight related o duchwark, bollers,
aind v lda

Bamimen oy ten 1

The DollHG recommends that the Program Executree Officer Assambled Chemical

WWeapens ARernatives. in coardnabon with the Execative Direchor, U5, Army
Canfracting Command-Rack laland

8. Deberming award fees based on the confractor's achual performance dunng the avand
fea parigd, Rot on propected cosl, schadule, and periprmancs in laber penods

ARl COMMENT.

Mon-Concur. The guiding concept for specific crileda in fe curmend avarnd fes plans s
"o madiivate the SC (syslems conirbciar) o schisvo ey exseutosn of ALL phasss of
tive project, and ullimately 1o achieve destruction of the chemical agent materel
stockpile in a cost eMeciive marmer ulilizing qualty management bechniques for
continueus improvement toward accomplishment of the missian while maintaining
excalant perfommancs in sabely, surely, mwinonmental compliance, and cverall
maragement of the project * (Emphasis added ) M is nol in the PEQ ACWA program’s
et irteresd o dismegacd during award fee debsrminations cunment confracior
pariprmance thal could result in positive or negative luure mpacts fo ALL phases of the
program. The recommendation weould cnly aliow (e Goverrameant Io conalder the
impact of actons of the conlracior durng the curent padiod. This weuld smultansously
provide BEle mothaation for the contracior fo pursus thoughtful, innovative cost and
sehedule savings measures for program success, while motivating them o engage in
mryapes shar tam bahavios thal will have short term positve impacts bul may have
larger berm imp boations.

ACC-RI will continue to enswune that Award Fee Determining Official award fee
Al arminations ane in AcCordansd wilh Iha complant awarnd bee plars inconperated inka
e caanfracis.

1
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Management Comments

Executive Director, U.S. Army Contracting
Command-Rock Island (cont’d)

UNCLASSIFIED

SUBJECT: WS, fumy Contracting Command-Hock sand (ACC-RI} Responses 1o
Reccmmendations in the U %, Department of Defense Inspecior Genemal Draft Reporn,
Chemical Demiitarzation-Assembled Chemical Weapons Alternaties Program

Recoamendation 1.

b, Corvers 2 working group of Dol subject matter experts in hedp determing the best
ey bo sEnuctung e SSdmonal incorired b motvale the conbestors i rodiess costs
e Pustio Chemical Agent-Desiruction Filiol Plant and the Blue Grass Chemacal Agent-
Dastruction Pilot Plant and adhieve an scorlerated safe destruction of the remaining
chemical weapons

AR COMMENT,

Concud, in principle, PEC ACWA and ACC-RI has alrexdy crafted and stafled the
owerall peogram incentie plan. The PEQ ACWA and ACC-RI presented the inoenihe
approach to the Diechor, Dahenss PoboyDelense Procumament and Acqiasdion Pokoy
in July 2087 wilh & posiive endarsement. A beam of Incuslry and Gove mement e ris
developed the ncentve. DoD subjecl matler experts cutside of the drafting team were
aksn consubed, including, but not Emited o, personnel from ihe Dedense Acquissin
thlurﬂt&r..ﬁﬂwﬂnnﬂ'il:llnn Command Price/Cost Analysis, and othar ACAT 1
Program Key Persormel. T team considared and incorparated Betier Buying Power
concepts and DPAP indentive training concepts.  Furlber, the team inciuded members
who participated in the crafting of the Incineration Baseline Complation Incertive
Agresment. The incentiee had o significant Empact by transderring complate cwnarship
1t ke Fystems Contraciors whkch resuRed in schedule acoeleration in desbioying the
chemical muntions stockpiles, cost savings aga st the cartract, and savings/avaidance
ngainet tha Incine ration Basebng Chemical Demdirization Acquistion Pregram
Basaline Mor the f3cabhes in Annsion, AL, Umatia, OF; Pird BT, AK, and Toosale, UT.

Recommendation 1;

. Analyze the rmark perfomed at the Pueble Chamical Agend-Desiruchon Pist Plarg
and the Biue Grass Chemical Agenl-Destruction Pilot Plant to delarmine the sost of

additional rewark,

ACC-RI COMMENT.

Nor-Concur. Flease see comment o recommendaton 1 d. below. Since fhene s nata
legal recouras lo oblain the fedou for iewark in b coal reimbursement conlracts, it =

niol necessany b detemming an amount o resoup.
Becommencyfpn 1.

4. Basad on the cost of additienal rewosk, obiain the appropriate consideration o
receup Tunds paid by ihe Sovernment,

DODIG-2018-076
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Management Comments

Executive Director, U.S. Army Contracting
Command-Rock Island (cont’d)

UNCLASSIFIED

SUBJECT: WS, fumy Contracting Command-Rock ksland (4CC-RI} Responses 1o
Recommandations in tha U.%. Department of Defense Inspector Ganeral Draft Report,
Chemical Demiitarzation-Assembled Chemical Weapons Allemaltives Program

ACC.RI COMMENT.

Moan-Concur. The stalement contained in Bhe repor that payments to comect quality
deficienciss were amonecus is nocomect. Both BGCAPP and PCAPFP are cost
reimbirsemant contracks, Bacause of the complex npjuse of the firs? of & kind plant and
equipment, this nessandh and development Progeam exsoulss consinaclion reguinements
on & cosd reimbuable bass s such, the correct applicable contrad] clauses are
those shown in the subject report Appendix B, Fedemnl Acguisition Regulation dauses
52 246-3 Inspeciion of Supplies-Cost Redmbursement and 52 245-5 inspection of
Senices-Cosl Reimbursemenl. which do nol provide for Bhe conlraciuad remedies he
recommendation would require.

The clausas allow for the Government to reguine the Confracior 1o replace or comect
any supples and serices thal ane noncanforming at time of delvery o pecified
amourd of lime afber debery. Howerer, the costs for rewark (replacemen, comestion,
and ne-performance ) are allovable costs, determined as provided in the Allowable Cost
and Fayment ciause, but ng additonal fee (s paid,

The only instance that would provide for recoupment as recommended would be under
52 246-3- Inspection of Supplies- Cost Rembursement. a determination that the ariginal
nonconfiprmances a0e dug in;

(1) Frawd, kack of good faith, cr wilthul misconduct on the part of the Contracior's
managarial parsannel; o

(2] The conduct of one or mane of he Contracior's employees selected or relaned
By A Contractor after any of the Cealractara managedial perecniel kag
rlmr:ﬁlx grounds to believe that ihe employes |s habilually carebess o

ungua

Far purposes of the clauses, “Contracios's managerial personnel” means any of the
Contracior's direciors, officers, managers, superniendents, or equivalent
representathes who have suparvision or direction of —
(1] Al o subslantially sl of the Conlractars business,
(2 A oF substantially all of e ConlFACSr s perason &t any ofe pam of
separate lacation where the contraci is baing performed; of
(3) A separate and complebe major indusinal cpamiion cornacied with the
parfcemance of this coniract,

ACC-RI has not receved any such aliegalions.
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Management Comments

Executive Director, U.S. Army Contracting
Command-Rock Island (cont’d)

UNCLASSIFIED

SUBJECT: U.S, sumy Contracting Command-Hock ksiand (ACC-RI) Responses 1o
Recommendations in tha U5, Department of Defense Inspector Genaral Draft Repor,
Chemical Demiiarzation-dssembled Chemical Weapans Altematives Program

Bacommendaten 1
. Increase guality assurance man@iaring and walidate the contractor's test and

inspechon processes and procedures at the Puablo Chamical Agent- Desiruction Pl
Plant and the Blue Geags Chamical A gent-Desinucticn Piiol Plant

ACC-RI COMMENT.

Cancur, This 15 not 8n agreement thal qualty assurance oversight was insufficent.
The qualy maues pormied cut i bhe report with resped ko Supercritical Water Coodation
walis and the Agen! Processing Building Roeal occurred during both project’s
Construchcn phase.  PEC ACWA increasad quality assusance during the transition from
e ensbnuchion phass ta he systemizaton phase wih @ fecus an he plant equigment,
plant workforce, and plant documentation (atandand oparasing procadiures) fod both
propecis.  |n addition, govemment feld office statfing increased o suppar the additional
scope mvobpd with systemizing and opemiing the plants, The staffing incrogss
inclides Govemment Shift Represeniatioes who will oversss 24T opeabons. A
signitcant increass in quality-associated eversight by he PCAPP Field Cifice has been
clearly evident during the Systemization phase of the project and continues to be
refined in the Operations phase.
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Acronyms and Abbreviations

Acronyms and Abbreviations

ACWA
APB
BGCAPP
PCAPP
PEO
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Assembled-Chemical Weapons Alternative
Acquisition Program Baseline

Blue Grass Chemical Agent-Destruction Pilot Plant
Pueblo Chemical Agent-Destruction Pilot Plant

Program Executive Office



Whistleblower Protection
U.S. DEPARTMENT OF DEFENSE
The Whistleblower Protection Ombudsman’s role is to educate agency
employees about prohibitions on retaliation and employees’ rights and
remedies available for reprisal. The DoD Hotline Director is the designated

ombudsman. For more information, please visit the Whistleblower webpage at
www.dodig.mil/Components/Administrative-Investigations/DoD-Hotline/.

For more information about DoD OIG
reports or activities, please contact us:

Congressional Liaison
703.604.8324

Media Contact
public.affairs@dodig.mil; 703.604.8324

DoD OIG Mailing Lists
www.dodig.mil/Mailing-Lists/

Twitter
www.twitter.com/DoD_|G

DoD Hotline
www.dodig.mil/hotline



DEPARTMENT OF DEFENSE | OFFICE OF INSPECTOR GENERAL

4800 Mark Center Drive
Alexandria, Virginia 22350-1500
www.dodig.mil
Defense Hotline 1.800.424.9098
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