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INSPECTOR GENERAL 
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400 ARMY NAVY DRIVE 
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January 8, 1993 

MEMORANDUM FOR ASSISTANT SECRETARY OF DEFENSE (HEALTH AFFAIRS) 
ASSISTANT SECRETARY OF THE NAVY (FINANCIAL 

MANAGEMENT) 
ASSISTANT SECRETARY OF THE AIR FORCE (FINANCIAL 

MANAGEMENT AND COMPTROLLER) 
INSPECTOR GENERAL, DEPARTMENT OF THE ARMY 
DIRECTOR, DEFENSE LOGISTICS AGENCY 

SUBJECT:  Report on Computed Tomography Scanner Maintenance 
Service Contracts (Report No. 93-041) 

We are providing this final report for your information and 
use. This report resulted from a DoD Hotline allegation that 
maintenance service contracts for computed tomography scanners 
were awarded without full and open competition. Comments from 
the Assistant Secretary of Defense (Health Affairs), the Army, 
the Navy, the Air Force, and the Defense Logistics Agency on a 
draft of this report were considered in preparing the final 
report. 

DoD Directive 7650.3 requires that all audit recommendations 
be resolved promptly; therefore, we request comments from the 
Assistant Secretary of Defense (Health Affairs), the Army, the 
Navy, and the Air Force on the unresolved recommendations by 
March 9, 1993.  See the Response Requirements per Recommendation 
in Part II.  The directive also requires that comments indicate 
concurrence or nonconcurrence in the finding and each 
recommendation addressed to you.  If you concur, describe the 
corrective actions taken or planned, the completion dates for 
actions already taken, and the estimated dates for completion of 
planned actions.  If you nonconcur, you must state your specific 
reasons for each nonconcurrence.  If appropriate, you may propose 
alternative methods for accomplishing desired improvements.  If 
you nonconcur with the estimated monetary benefits or any part 
thereof, you must state the amount with which you nonconcur and 
the basis for your nonconcurrence.  Recommendations are subject 
to resolution in accordance with DoD Directive 7650.3 in the 
event of nonconcurrence or failure to comment. 



The courtesies extended to the audit staff are appreciated. 
If you have any questions on this report, please contact 
Mr. Salvatore D. Guli at (703) 692-3025 (DSN 222-3025) or 
Ms. Macie J. Rubin at (703) 692-3222 (DSN 222-3222).  Appendix G 
lists the planned distribution of this report. 

Robert J. Lieberman 
Assistant Inspector General 

for Auditing 

cc: 
Secretary of the Army 
Secretary of the Navy 
Secretary of the Air Force 
Director of Defense Procurement 
Comptroller of the Department of Defense 
The Surgeon General, Department of the Army 
Chief, Bureau of Medicine and Surgery, Department of the Navy 
Surgeon General of the Air Force 
Inspector General, Department of Veterans Affairs 



Office of the Inspector General, DoD 

Audit Report No. 93-041 January 8, 1993 
(Project No. 2CD-8006) 

COMPUTED TOMOGRAPHY 
SCANNER MAINTENANCE SERVICE CONTRACTS 

EXECUTIVE SUMMARY 

Introduction. We performed this audit in response to a DoD 
Hotline allegation that maintenance service contracts for 
computed tomography (CT) scanners were awarded without full and 
open competition. DoD is currently expending approximately 
$9 million for CT scanner maintenance service annually. This 
expenditure will increase each year and is projected to be about 
$12 million in FY 1998. We coordinated this audit with personnel 
of the Inspector General, Department of Veterans Affairs (DVA) 
because they had received a similar complaint in 1991. 

Objectives. The audit objectives were to determine whether CT 
scanner maintenance service contracts were awarded in compliance 
with established criteria, and whether adequate internal controls 
were in place and were followed. We expanded the scope to 
determine whether it would be beneficial for DoD to perform CT 
scanner maintenance service in-house. 

Audit Results. The audit confirmed the allegation that DoD 
awarded CT scanner maintenance service contracts without full and 
open competition because of bid restrictions in the procurement 
process. In addition, use of in-house maintenance would be 
preferable. 

Internal Controls. Internal controls were not effective to 
ensure adequate competition for CT scanner maintenance service 
contracts. We consider the internal control weaknesses to be 
material. The internal controls reviewed are detailed in Part I, 
and the internal control weaknesses are described in Part II of 
this report. 

Potential Benefits of Audit. We estimated that DoD could achieve 
monetary benefits of about $24 million by improving competition 
in the acquisition of maintenance service for CT scanners. 
Additional potential monetary benefits ranging from $7 million up 
to $15 million may occur if DoD performed CT scanner maintenance 
service in-house. Additional benefits may result if DoD 
establishes agreements with the DVA to share CT scanner 
maintenance service. Furthermore, in-house CT scanner service 
can improve patient services and DoD war readiness capability. 
The potential benefits are summarized in Appendix E. 



Summary of Recommendations. We recommended that DoD eliminate 
bid restrictions on CT scanner maintenance service contract 
solicitations to improve competition, perform cost benefit 
analysis before deciding on in-house versus contract maintenance, 
and establish CT scanner maintenance service sharing agreements 
between the Military Departments and DVA. 

Management Comments. The Assistant Secretary of Defense (Health 
Affairs), the Army, the Navy, and the Defense Logistics Agency 
agreed that procedures need to be revised to eliminate sole- 
source contracts and to improve competition for CT scanner 
maintenance. The Air Force did not agree with separating 
maintenance options from the purchase of CT scanners. The 
Assistant Secretary of Defense (Health Affairs) and the Air Force 
did not concur with the recommendation to begin in-house 
maintenance and stated that a cost benefit analysis should be 
done first. The Army proposed an alternative to the 
recommendation in which a comprehensive review of CT scanner 
maintenance service alternatives will be performed. The Army 
initiated a review of all CT scanner maintenance. We haye 
changed our recommendations to reflect the concerns expressed in 
the comments. The Assistant Secretary of Defense (Health 
Affairs) and the Air Force provided alternative estimates of 
monetary benefits to be gained from elimination of sole-source 
contracts for maintenance. We agree with their revised 
calculations. A summary of the management comments is in Part II 
and the complete text of the management comments is in Part IV of 
the report. 

We reguest that the Assistant Secretary of Defense (Health 
Affairs), the Army, the Navy, and the Air Force provide comments 
to this final report by March 9, 1993. 
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PART I - INTRODUCTION 

Background 

We performed this audit in response to a DoD Hotline referral 
alleging that solicitations for service maintenance contracts for 
the computed tomography (CT) scanner contained bid restrictions. 

A CT scanner is a computerized X-ray system that produces 
three-dimensional X-ray images for physician diagnostic purposes. 
DoD has CT scanners in 68 of its 179 hospitals. currently, 
78 scanners are in service and DoD plans to place an additional 
11 in service over the next 3 years. 

Original equipment manufacturers (OEMs) or CT scanner maintenance 
service companies service most of the CT scanners and other high- 
cost technological diagnostic equipment in DoD hospitals. 
Maintenance service contracts annually averaged about $124,000 
per CT scanner on sole-source contracts and $70,000 per 
CT scanner on competitive contracts and will total approximately 
$9 million for 1992 (see Appendix A). 

Objectives 

The audit objectives were to determine whether CT scanner 
maintenance service contracts were awarded in compliance with 
established criteria and whether adequate internal controls were 
in place and were followed. We expanded the scope to determine 
the suitability of servicing the CT scanners in-house. We 
coordinated with the Department of Veteran Affairs (DVA) on the 
feasibility of sharing CT scanner maintenance services. The DVA 
received a similar referral on CT scanner contracts in 1991 and 
issued a report on CT scanner contracts (See Part I, Prior Audits 
and Other Reviews). 

Scope 

Documents reviewed. We reviewed maintenance service 
contract documents, maintenance service records, and material and 
labor records for hospitals performing in-house CT scanner 
maintenance service. We were unable to locate a central source 
within DoD that had a complete listing of all CT scanners. 
Therefore, we qualified our report to the extent that we may not 
have identified all serviceable CT scanners in service at DoD 
hospitals. 

We identified 78 CT scanners in DoD hospitals. Four of these 
scanners are new and still under the manufacturer's warranty. 
One scanner was serviced by in-house DoD personnel and 73 were 
under maintenance service contracts with an estimated total 
contract value of $9 million. We reviewed contracts with costs 
applicable to FY 1992 for 36 of the 73 CT scanners. We reviewed 
requests for proposal, business clearance memorandums, and 
negotiation memorandums.   We reviewed the 36 contracts and 



supporting contract documentation to estimate CT scanner 
maintenance service costs and to determine whether the contracts 
or contract documents contained any bidding restrictions. 

We also reviewed procurement documents for CT scanners under 
request for proposal DLA120-91R-1522 at the Defense Personnel 
Support Center (DPSC). This procurement is for the purchase of 
60 CT scanners over the next 3 years. We reviewed the 
procurement to determine the estimated quantity of scanners being 
purchased, to determine the estimated cost of CT scanner 
maintenance service options, and to determine whether the CT 
scanners were new purchases or replacements of existing CT 
scanners. 

Maintenance service records. We reviewed CT scanner 
maintenance service records at four DoD hospitals to determine 
the quality of CT scanner maintenance service provided by OEMs 
and other maintenance service companies. We reviewed records for 
CT scanner maintenance service calls, patient scheduling and 
rescheduling, material usage, and labor hours. 

We interviewed personnel responsible for CT scanner maintenance 
service at a private-sector health maintenance organization to 
determine cost associated with in-house maintenance. 

Material and labor records. We reviewed historical cost and 
labor records for the sole CT scanner maintained by Air Force in- 
house personnel. We reviewed the records from the time the Air 
Force began in-house CT scanner maintenance service in October 
1990 through April 1992. We also obtained records from two DVA 
hospitals that did in-house maintenance. The records reviewed 
covered the period from 1985 through February 1992. We reviewed 
the Air Force and DVA records to determine the labor and material 
cost of performing CT scanner maintenance service in-house. 

Audit period, standards, and locations. We performed this 
economy and efficiency audit from January through August 1992 in 
accordance with auditing standards issued by the Comptroller 
General of the United States, as implemented by the Inspector 
General, DoD. Accordingly, we included such tests of internal 
controls as were considered necessary. We did not rely on any 
computerized data to perform the audit. See Appendix F for 
activities visited or contacted. 

Internal Controls 

Our review was limited to an evaluation of internal controls 
related to the procurement of CT scanner maintenance service. 
Therefore, we are not expressing an opinion on the adequacy and 
compliance  of  any  other  internal  controls  or  the  Defense 



Logistics  Agency  implementation  of  the  Federal  Managers' 
Financial Integrity Act. 

We reviewed the internal control procedures for ensuring that: 

o solicitations did not contain unnecessary restrictive 
provisions that excluded qualified bidders, 

o all responsible sources were permitted to compete, and 

o the  exercise  of  contract  options  was  the  most 
advantageous method for fulfilling the Government's need. 

The audit identified material internal control weaknesses as 
defined by Public Law 97-255, Office of Management and Budget 
Circular A-123, and DoD Directive 5010.38. Controls were not 
effective to ensure compliance with the Competition in 
Contracting Act (CICA), as implemented in the Federal Acquisition 
Regulation (FAR) part 6, during the procurement of CT scanner 
maintenance service. Also, the DPSC contracting procedures did 
not ensure adequate competition for CT scanner^ maintenance 
service contracts. Recommendations 1. and 2. in this report, if 
implemented, will correct the weaknesses. We determined that 
potential monetary benefits of about $24 million can be realized 
by implementing these recommendations. A copy of this report is 
being provided to the senior officials responsible for internal 
controls within the Military Departments and the Defense 
Logistics Agency. 

Prior Audits and Other Reviews 

The Office of the Inspector General, Department of Veterans 
Affairs, Report No. 1PE-E02-073 (Amended), »Special Review of 
VA's Service Contracts for the Picker CT Scanner," 
September 30, 1991, found that 21 of 36 CT scanner maintenance 
service contracts awarded to Picker Corporation contained 
restrictive specifications. The report also stated that CT 
scanner maintenance service contracts were generally awarded to 
lower-priced CT scanner maintenance service contractors when 
contracts did not contain restrictive specifications. It was 
recommended that the Deputy Assistant Secretary for Facilities 
develop and use nonrestrictive specifications in solicitations 
for servicing Picker CT scanners. The Deputy Assistant Secretary 
for Facilities agreed to the recommendations. 
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PART II - FINDING AND RECOMMENDATIONS 

COMPUTED TOMOGRAPHY SCANNER MAINTENANCE SERVICE CONTRACTS 

Maintenance costs for CT scanners were excessive. Excessive 
maintenance costs were incurred because competition restrictions 
resulted in sole-source awards and because DoD hospitals did not 
weigh the economic benefits of using in-house personnel to 
maintain CT scanners. We estimated that increased competition 
could have potential monetary benefits of about $24 million in 
FYs 1994 through 1998. This benefit represents 35 percent of the 
anticipated expenditure of $66.9 million for CT scanner 
maintenance service if purchased without full and open 
competition. Further monetary benefits that range from 
$7 million to $15 million are possible by converting to in-house 
maintenance service of CT scanners. 

DISCUSSION OF DETAILS 

CT scanner maintenance service contracts are subject to the 
requirements of the CICA, FAR subpart 6.1, "Full and Open 
Competition," and FAR part 10, "Specifications, Standards, and 
Other Purchase Description." The CICA and FAR subpart 6.1 
require full and open competition for the procurement_ of CT 
scanner maintenance service and supplies. To comply with the 
CICA and the FAR, all responsible bidders must be permitted to 
bid on a contract solicitation. Paragraphs (c)(3) and (d)(1) of 
FAR 17.207, "Exercise of Options," require the contracting 
officer to determine if the exercise of the option is the most 
advantageous method of fulfilling the Government's need, or if a 
new solicitation would produce a better price. FAR 
subpart 10.002, "Policy," permits the contract solicitation's 
statement of work specifications to, "...include restrictive 
provisions or conditions only to the extent necessary to satisfy 
the minimum needs of the agency or as authorized by law." 

Reasons for Sole-Source 

As of January 31, 1992, DoD had awarded approximately 
73 maintenance service contracts for CT scanners. Of the 
3 6 contracts examined, our review found that 27 were awarded 
without full and open competition (see Appendix A) . Of the 27 
contracts, 19 were options that were awarded without full and 
open competition. Of the 27 contracts, 8 were found to have 
unnecessary restrictions that exceeded the needs of the agency in 
the statement of work. 

CT scanner maintenance service options. FAR subpart 6.1 
requires, "...that contracting officers shall promote and provide 
for full and open competition in soliciting offers and awarding 
Government contracts." The FAR also states that, "full and open 
competition means that all responsible sources are permitted to 
compete."  We determined that this FAR requirement was not met 



for 4 contracts that contained 19 contract options for 
maintenance service. The contracts were awarded by DPSC. The 
requirement was not met at the time the contracts were awarded or 
at a later time when the contract options were exercised because 
service companies, other than OEMs, did not have an opportunity 
to compete for the contract. Service companies were not afforded 
an opportunity to compete because the solicitations required that 
the offerer provide both CT scanners and the maintenance service 
for the scanners. Service companies could not compete by bidding 
these solicitations because they could not satisfy both hardware 
and service maintenance requirements. 

DPSC exercised the contract maintenance options, stating that the 
options were the most advantageous methods for fulfilling the 
needs of the Government. However, DPSC made this determination 
without soliciting all responsible sources to obtain competition 
for CT scanner maintenance services. In order to exercise the 
options, DPSC supported the price as reasonable by using the bid 
price of another OEM. For example, on contract DLA120-89-C-8043, 
DPSC exercised a CT maintenance service option and justified 
competition by stating that another OEM offered a higher price 
for the same option. However, no other service companies were 
solicited for price competition. Also, the OEM that offered the 
higher price offered a price for servicing a different brand of 
scanner. 

Factory training restriction. In our review of CT scanner 
maintenance service contracts/solicitations at DoD hospitals, we 
found a specification in the statements of work that required CT 
scanner maintenance service technicians to be factory trained. 
Further, statements of work in contracts F11623-88-C-0053 and 
F49642-88-D-0059 required factory training on a specific CT 
scanner make and model. 

We found CT scanner maintenance service technicians who were not 
factory trained performing satisfactory maintenance service at 
DoD and DVA hospitals. These technicians were trained at 
nonfactory schools, such as the Radiological Service Training 
Institute in Cleveland, Ohio, and R Squared Scan Systems, 
Incorporated, in Corona, California. We concluded that DoD 
hospital bid solicitations that contained a statement of work 
requirement for factory training were restrictive because they 
eliminated other responsible bidders. The Office of the 
Inspector General, DVA, came to a similar conclusion in its 
review of CT scanner maintenance service contracts; and DVA 
initiated action to eliminate restrictions to competition in DVA 
contracts. 

Software restriction. Contracts F08651-91-D-0001 and 
F11623-88-C-0053 contained software restrictions that required 
the contractor to possess the license to hold and use the 
manufacturer's copyrighted diagnostic software. We found that 
licensing requirements for diagnostic software were not essential 
to perform diagnostic functions.  We concluded that DoD hospital 



bid solicitations that contained a statement of work requirement 
for diagnostic software licensing were restrictive because they 
eliminated other responsible bidders and were not necessary to 
meet the minimum needs of the procuring agency. 

Cost of Sole-Source Contracts 

Our review showed that the average cost of contracts awarded 
without competition for CT scanner maintenance service was 
76 percent greater ($124,196 versus $70,478) than the cost of 
contracts awarded competitively (see Appendix A). For example, 
DoD paid an OEM $127,700 for a 1-year maintenance contract (not 
including replacement tubes) for a General Electric 9800 CT 
scanner at Wilford Hall Medical Center, Lackland Air Force Base 
(AFB), Texas. In comparison, DoD paid $58,800 on a competitively 
awarded contract to a third-party service company for the same 
model located at the Brooke Army Medical Center, Fort Sam 
Houston, Texas. We calculated that DoD could save as much as 
$24 million over the next 6 years if all barriers to full and 
open competition were removed. Appendix B provides the details 
of these potential monetary benefits. 

In-house CT Scanner Maintenance Service 

DoD hires and trains hospital equipment repair personnel to 
maintain and repair equipment ranging from beds and intravenous 
pumps to X-ray machines. Other hospital low-density, high- 
technology medical equipment, such as CT scanners, gamma cameras 
and computers, ultrasound, and specialized X-ray machines, can 
also be maintained by hospital equipment repair personnel. 
However, most DoD personnel have not been trained to do the work. 
Many DVA medical centers already perform CT scanner maintenance 
service in-house. The issues relating to the potential use of 
in-house DoD repair personnel concern the quality of repair 
service, the cost of in-house servicing, and the potential 
benefits arising from DoD and DVA maintenance sharing 
arrangements. 

CT Scanner Maintenance Service Quality 

During the audit, it was alleged that maintenance service quality 
problems would arise if DoD used third-party service companies or 
in-house maintenance service for CT scanners rather than OEM 
maintenance service. We reviewed the maintenance service quality 
at several DoD hospitals and concluded that the allegation could 
not be substantiated. Further, we found no pattern to the level 
of maintenance service quality whether the service was provided 
by OEM, by a third-party service company, or by in-house 
technicians. 

For example, in examining the maintenance service records at the 
Womack Army Community Hospital at Fort Bragg, North Carolina, we 
found that the medical center used both OEM and third-party 
contractors to service its CT scanner.  We found evidence that 



the hospital had experienced quality problems with both the OEM 
and third-party service contractor. 

We visited the Keesler Medical Center at Keesler AFB, 
Mississippi. This medical center had the most expensive OEM CT 
scanner maintenance service contract within the DoD. We found 
that the medical center was not satisfied with the OEM CT scanner 
maintenance service. For several months the CT scanner had 
experienced imaging problems, but the OEM had not corrected these 
problems. 

We also contacted the 22nd Strategic Hospital at March AFB, 
California, and discussed the CT scanner maintenance performed 
in-house with one of the two CT scanner technicians. The 
technician praised the in-house personnel on the maintenance 
service. The technician's praise centered on the quick response 
time of the CT maintenance personnel. 

Cost of DoD Performing in-house CT Scanner Maintenance Service 

DoD personnel can perform CT scanner maintenance service at costs 
significantly lower than the costs of contracted service. The 
costs for DoD to competitively obtain CT scanner maintenance 
service by contract over the next 5 years (1994 through 1998) 
would be $43 million. We estimate that DoD could reduce costs by 
$7 million to $15 million over the next 6 years if DoD personnel 
are hired and trained to perform CT scanner maintenance service. 
These estimates are based on information on current requirements 
for CT scanners provided by the Assistant Secretary of Defense 
(Health Affairs) and in-house cost estimates computed by the Air 
Force Medical Logistics Office. 

Appendix B provides details of 6-year contract costs, and 
Appendix C provides the details for the potential annual monetary 
benefits from use of in-house CT scanner maintenance service. 
Monetary benefits may be greater in instances where DoD and DVA 
can share CT scanner maintenance service within a local area or 
in instances where comparisons are made to noncompetitive 
contracts. 

DoD and Department of Veterans Affairs Sharing Agreements 

At present, each military hospital has its own CT scanner 
maintenance service contract even though two or more DoD and DVA 
hospitals with CT scanners may be in the same city. Economies of 
scale savings will occur if CT scanner maintenance service 
contracts covered more than one CT scanner in a region regardless 
of which Military Department manages the hospital. Similar 
economies of scale savings would occur if in-house maintenance 
personnel could service multiple CT scanners in a region. We 
have identified 20 areas that have 2 or more DoD or DoD and DVA 
CT scanners within a 50-to-100-mile radius (see Appendix D). In 
the Washington, D.C., area, for example, 4 DoD hospitals have 



10 CT scanners and a DVA medical center has 1 CT scanner. These 
hospitals could share CT scanner maintenance service. 

DVA already incorporated in-house maintenance at 14 DVA 
hospitals. One of these DVA hospitals is located near DoD 
hospitals and could readily begin sharing CT scanner maintenance 
service. The DVA Medical Center in Seattle, Washington, is 
located near the Navy Hospital, Brementon, and the Madigan Army 
Medical Center, Tacoma. If it is not economical to use in-house 
maintenance for servicing CT scanners in a particular location 
with multiple scanners then, at a minimum, a joint DoD and DVA 
maintenance service contract should be awarded to cover the 
multiple scanners. 

Conclusion 

DoD can obtain CT scanner maintenance service by sole-source 
contracting, competitive contracting, or by performing the 
maintenance service in-house. As shown in Appendix B, potential 
monetary benefits of about $24 million could be realized in the 
next 6 years if DoD awards competitive contracts instead of sole- 
source contracts. DoD can achieve additional monetary benefits 
of $7 to $15 million over the next 6 years if it begins in-house 
servicing of CT scanners. Monetary benefits may increase as the 
use of CT scanners becomes a standard for medical practice and as 
additional CT scanners are procured for hospitals and clinics. 
Currently, DoD is using maintenance service contracts to maintain 
other hospital equipment such as magnetic resonance imaging 
scanners and nuclear medicine equipment. We believe that DoD 
will achieve even greater monetary benefits through economies of 
scale when it uses competitively awarded contracts and in-house 
maintenance personnel to service a wide range of its medical 
equipment. 

In-house CT scanner service will not only decrease costs to DoD, 
but it will also improve patient services and improve DoD war 
readiness capability. Patient services and the number of 
patients a CT scanner can handle will improve by decreasing CT 
scanner maintenance service response time. War readiness 
capability will improve by having trained CT maintenance service 
technicians available when mobile CT scanners are deployed to 
field hospitals. An example of this need was highlighted during 
Operation Desert Storm. Two mobile CT scanners were deployed to 
a field hospital in Saudi Arabia; however, the Army had no one to 
perform maintenance service on the CT scanners. Consequently, 
the Army had to send DoD employees to school to learn how to 
maintain CT scanners. This example shows that DoD needs 
adequately trained personnel to perform field maintenance of CT 
scanners in a combat environment. 

Other hospitals have recognized the need to become more efficient 
by incorporating in-house maintenance service of CT scanners. 
For example, the DVA Medical Center in Minneapolis, Minnesota, 
has reported savings of $707,000 in 7 years of servicing its CT 



scanners in-house. We believe DoD could experience similar 
benefits and increased efficiency by performing CT scanner 
maintenance in-house. 

RECOMMENDATIONS. MANAGEMENT COMMENTS. AND AUDIT RESPONSE 

1. We recommend that the Commander, Defense Personnel Support 
Center open solicitations for the computed tomography scanner 
maintenance service to all responsible bidders. 

Management comments■ The Defense Logistics Agency (DLA) 
partially concurred with this recommendation, stating that they 
will issue a "test" solicitation for maintenance services by 
November 1993 in lieu of soliciting for an entire systems 
acquisition. The Assistant Secretary of Defense (Health Affairs) 
concurred and stated that increased attention must occur to 
strengthen the option evaluation process to ensure that other 
than OEM maintenance options are considered prior to exercising 
maintenance options. The Army stated that they initiated a 
review of all CT scanner maintenance service contract 
specifications with an expected completion date of October 1, 
1994. The Navy concurred and stated that full and open 
competition should be used in contracting for maintenance 
services. The Air Force nonconcurred, stating that the Air Force 
specifically requested maintenance options with the purchase of 
each scanner because this is the only contracting method that can 
yield true life-cycle cost evaluation of the system. 

Audit response. The actions taken by DLA are responsive to 
the intent of the recommendation, and the DLA "test" will 
address the concerns expressed by the Air Force. 
Accordingly, additional comments are not required. 

2. We recommend that The Surgeon General, Department of the 
Army; Chief, Bureau of Medicine and Surgery, Department of the 
Navy; and the Surgeon General of the Air Force: 

a. Write a blanket statement of work for computed 
tomography scanner maintenance service contracts that does not 
contain restrictions to competition. This statement of work 
should then be used for all DoD computed tomography scanner 
maintenance service contracting. 

b. Establish procedures for hospitals and medical centers 
that have computed tomography scanners to perform a cost-benefit 
analysis before awarding or renewing service maintenance 
contracts to determine if maintenance can be performed more cost- 
effectively in-house, and use if needed, the results of the 
analysis to support requests for additional personnel. 

Revised Recommendation. Draft report Recommendation 2. was 
renumbered 2.a. for this report. Based on comments from the 
Assistant Secretary of Defense (Health Affairs) and the Military 
Departments,  draft  report  Recommendations  3.a.  and  3.b., 
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concerning initiation of in-house computed tomography service, 
were revised and redirected from the Assistant Secretary to the 
Military Departments as Recommendation 2.b. 

Management comments. The Assistant Secretary of Defense 
(Health Affairs) concurred with Recommendation 2. a. The Army 
concurred with Recommendation 2.a. and stated that the Office of 
the Surgeon General initiated a joint task force to develop 
mandatory specifications for CT scanner maintenance service 
contracts to preclude bidding restrictions. The planned 
completion date of the Army task force work was December 31, 
1992. The Navy did not provide comments to Recommendation 2.a. 
The Air Force concurred with Recommendation 2.a. 

Audit response. For Recommendation 2.a., we request that 
the Navy provide written comments, and that the Air Force 
identify its planned actions and a completion date for the 
actions. We also request that the Army, Navy, and Air Force 
provide written comments to Recommendation 2.b. 

3.  We recommend that the Assistant Secretary of Defense (Health 
Affairs): 

a. Appoint Executive Agents within the Military Departments 
for each geographic region with two or more scanners. 

b. Require Executive Agents to perform cost analyses and 
provide for one maintenance contract for multiple computed 
tomography scanners where cost-effective. 

c. Provide the Department of Veterans Affairs the list of 
Executive Agents and establish sharing agreements for joint 
Department of Veterans Affairs and DoD contracts or in-house 
maintenance where cost-effective. 

Revised Recommendations. Based on the comments received from the 
Assistant Secretary of Defense (Health Affairs) and discussions 
with the Air Force, we have added new Recommendations 3.a. and 
3.b. We also revised Recommendation 3.c, which originally 
recommended the Military Departments and Department of Veterans 
Affairs establish sharing for in-house and contracted CT scanner 
maintenance service. 

Management comments. The Assistant Secretary of Defense 
(Health Affairs) concurred with draft report Recommendation 3.c. 
to establish sharing agreements between Military Departments and 
between the Department of Veterans Affairs and Military 
Departments for in-house and contracted CT scanner maintenance. 
The Assistant Secretary further stated that development of a 
joint blanket statement of work for CT scanner maintenance and 
the sharing of maintenance contracts can be explored under 
existing interagency agreements. The Air Force concurred with 
the intent of the recommendation. 
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Audit response. We request that the Assistant Secretary of 
Defense (Health Affairs) provide comments on Recommendations 
3.a. and 3.b. 

Deleted Recommendation. Based on subsequent discussions 
with the Air Force, we have deleted draft report Recommendation 
4 which recommended that DoD weigh the benefits of expanding 
in-house maintenance to other high-cost hospital diagnostic 
equipment. 

Management Comments on Monetary Benefits. The Assistant 
Secretary of Defense (Health Affairs) provided revised quantities 
for CT scanners that will be available through 1998 and agreed 
that about $21 million of costs would be avoided through use of 
competitive contracting for maintenance service of CT scanners. 
The Air Force stated that use of full and open competition for 
service contracts results in savings of 35 percent or about 
$6.3 million for the Air Force. 

The Assistant Secretary of Defense (Health Affairs), the Army and 
the Air Force stated that the monetary benefits from use of in- 
house personnel to perform maintenance of CT scanners understated 
the costs. Further, they stated the report did not recognize the 
Office of Management and Budget and DoD requirement to perform a 
study to determine if an activity or function should be performed 
in-house or on contract. Each hospital commander must make the 
decision regarding the optimal mix of in-house and contract 
services. 

Audit Response. We revised the report, recommendations, and 
estimated monetary benefits shown in Appendices B and C based on 
the comments and the updated information provided. We decreased 
the monetary benefits attributed to competition, based on 
decreased numbers of CT scanners, and revised the monetary 
benefits to the amount shown by the Assistant Secretary. To 
reflect the comments of the Assistant Secretary and the Air 
Force, we also revised costs and put in a range of monetary 
benefits that could be achieved from use of in-house personnel 
for maintenance of CT scanners. We recognize the need for each 
hospital or medical center commander to decide whether to perform 
work in-house or on contract. Accordingly, we revised 
Recommendation 2.b. to reflect the need for a cost-benefit 
analysis prior to making the decision to perform maintenance m- 
house or by contract. We request comments from the Army and Navy 
on monetary benefits from use of competitive contracts for CT 
scanner maintenance and the Army, Navy, and Air Force on the 
potential monetary benefits from use of in-house personnel for CT 
scanner maintenance. 

12 



Management comments on Finding. The Assistant Secretary of 
Defense (Health Affairs) stated that the report lacked objective 
information needed to compare the three forms of maintenance 
service and anecdotal reports from three locations do not 
represent a statistically valid sample from which to draw 
conclusions about the effectiveness of the different forms of 
maintenance service. 

The DLA commented that the audit did not adequately establish 
excessive costs because of competition restrictions. Further, 
the differences in costs of compared contracts could have been 
due to other factors such as response time, types of systems, 
coverage of ancillary components, and location of hospital. An 
example of the maintenance service contract on the system at the 
Naval Hospital, San Diego, CA included ancillary components and 
other equipment. Finally, the. DLA stated the audit did not 
include data reflecting any savings available through total 
system acquisition as opposed to the separate purchase of system 
components. 

Audit Response. We agree with the Assistant Secretary's comment 
that reports from three locations do not represent a 
statistically valid sample. However, we were not able to 
substantiate claims that third-party service companies or m- 
house maintenance adversely affected the quality of service. 

Our review of comparable contracts found common factors such as 
response times, coverage of ancillary and other components, types 
of systems, and locations of hospitals. Our review of the price 
negotiations memorandums for the two CT scanners at the San Diego 
Naval Hospital found that the extended warranty procedures 
contained in the contract far exceeded normal commercial 
practices, the requirements for biweekly maintenance service and 
a twenty-four hour repair capability exceeded normal commercial 
agreements. The contracting officer determination of competition 
for maintenance service stated that since other service 
organizations offer long-term maintenance agreements, pricing is 
established in a competitive arena. The proposed award price is 
roughly a seven percent increase over the normal commercial 
warranty rate, but the price offered was determined to be fair 
and reasonable by the contracting officer. The maintenance 
service contracts that were reviewed were not awarded as a total 
system acquisition. The equipment contracts were awarded for CT 
scanners only and the service maintenance was not considered when 
determining the lowest bidder. 
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RESPONSE REQUIREMENTS PER RECOMMENDATION 

Number Addressee 
Concur/ 

Nonconcur 

2.a. Army 
Navy 
Air Force 

X 

2.b. Army 
Navy 
Air Force 

X 
X 
X 

3.a. ASD(HA) X 

3.b. ASD(HA) X 

Response Should Cover 
Proposed  Completion  Related 
Action      Date     Issues* 

X 
X 
X 

X 

X 

M 
X M 
X 

X M 
X M 
X M 

X 

X 

*M = Monetary benefits 
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PART III - ADDITIONAL INFORMATION 

APPENDIX A - Computed Tomography Scanner Maintenance Service 
Contracts 

APPENDIX B - computation of Contract Maintenance Service Costs 

APPENDIX C - Computation of In-house Maintenance Service Costs 

APPENDIX D - Locations of DoD and Nearby Department of Veterans 
Affairs Medical Centers Computed Tomography 
Scanners 

APPENDIX E - Summary of Potential Benefits Resulting from Audit 

APPENDIX F - Activities Visited or Contacted 

APPENDIX G - Report Distribution 
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APPENDIX C -  COMPUTATION OF MAINTENANCE SERVICE COSTS 

Air Force In-House Calculation($000) 

XI 
Number of 
CT Scanners 

Labor 
Fringes 
Parts 
Training 

Total^/ 

Number of 
CT Scanners—' 

Labor 
Fringes 
Parts 
Training 

Total II 

FY 
1994 

80 

FY 
1995 

83 

FY 
1996 

86 

FY 
1997 

88 

FY 
1998 

88 

80 

}     807 
312 

2,757 
1,024 

83 

$  845 
327 

2,859 
220 

86 

i     869 
336 

2,932 
220 

88 

t     889 
344 

3,005 
220 

1998 

88 

Total 

$2,060 $2,137 $2,215 $2,266 $2,266 $10,944 
797 827 857 877 877 4,235 

2,756 2,860 2,963 3,032 3,032 14,643 
553 255 249 182 182 1.421 

$6f166 $6.079 $6.284 $6.357 $6.357 $31.243 

IG, DoD Calculation($000) 

1994 1995 1996 1997 Total 

$  889 $ 4,299 
344 1,663 

3,005 14,558 
220 1.904 

$4.900  $4.251  $4.357  $4.458  $4.458  $22.424 

A/Quantities provided by the Assistant Secretary of Defense 
(Health Affairs); see comments in Part IV. 

2-lwe computed the Air Force in-house costs based on requirements 
provided by the Assistant Secretary of Defense (Health Affairs). 
For details of labor, fringes, parts, and training see Air Force 
comments in Part IV. 

^/we computed our in-house costs based on requirements provided 
by the Assistant Secretary of Defense (Health Affairs). The 
details of labor, fringes, parts, and training are as follows: 

Labor Costs. We obtained labor cost information from four 
hospitals that perform CT scanner maintenance service in-house: 
the 22nd Strategic Hospital, March AFB, California; the DVA 
Medical Center in Minneapolis, Minnesota; the DVA Medical Center 
in Little Rock, Arkansas; and a commercial hospital in a city 
with the highest medical costs in the United States. 

The 22nd Strategic Hospital maintained its CT scanner by using 
military enlisted personnel in pay grades E-4 and E-5. The 
hospital has expended 166 labor hours servicing its CT scanner 
since 1990. The two DVA medical centers used GS-10 and GS-11 
federal civilian employees and expended 368 labor hours per year 
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APPENDIX G -  COMPUTATION OF IN-HOUSE MAINTENANCE SERVICE COSTS 
(cont'd) 

per CT scanner at Minneapolis and 439 labor hours per year per 
CT scanner at Little Rock. The commercial hospital paid an 
average salary of $47,700 or $22.93 per hour to its personnel who 
provided maintenance service for its CT scanners. 

We used the commercial hospital's average salary and the labor 
hours expended by the DVA Medical Center, Little Rock, to 
calculate the labor cost for in-house work in the DoD. We used 
this salary and hours because it should be close to the highest 
the DoD would incur. The annual labor cost of $10,100 per 
scanner is calculated by applying the commercial hospital's 
hourly rate to the average hours incurred at the DVA Medical 
Center, Little Rock, ($22.93 x 439 labor hours). During the 
period FY 1994 through FY 1998, in-house labor cost will 
approximate $4.3 million. 

Fringe Benefit Costs. The fringe benefit cost is based on a 
fringe benefit rate of 38.7 percent of labor costs. This rate was 
the most recent rate provided by the Office of Management and 
Budget in its Transmittal Memorandum No. 7 to Circular A-76 dated 
August 8, 1988. The rate is composed of retirement, 
21.7 percent; Medicare, 2.2 percent; social security, 
8.4 percent; insurance, 4.7 percent; and miscellaneous, 
1.7 percent. We calculated that fringe benefits would amount to 
$1.7 million over the 6-year period. 

Parts Costs. We obtained cost information from the 22nd 
Strategic Hospital; the DVA Medical Center, Minneapolis; and the 
DVA Medical Center, Little Rock. 

The 22nd Strategic Hospital incurred $1,200 for replacement parts 
since they began servicing the CT scanner in-house in 1990. 

The DVA Medical Center, Minneapolis, serviced two CT scanners 
in-house and incurred an average annual parts cost of $11,046 per 
year per scanner. The DVA Medical Center has serviced one 
CT scanner in-house since 1985 and the other since 1988. 

The DVA Medical Center, Little Rock, serviced a CT scanner 
in-house since 1985 and incurred an average parts cost of $21,960 
per year. The medical center experienced this high cost for 
parts because it replaced major components of the CT system. The 
disk drive for $10,401 and the remote video module for $20,000 
are examples of high dollar parts replaced. To compute a 
conservative estimate for cost savings, we used the cost of parts 
incurred by the DVA Medical Center, Little Rock, the highest 
parts costs found during the audit. Accordingly, we estimated 
parts costs for in-house maintenance to be $15 million for 1994 
through 1998. 
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APPENDIX C - COMPUTATION OF IN-HOÜSE MAINTENANCE SERVICE COSTS 
fcont'd) 

Training Costs. We estimated that it will cost $12,800 to train 
an employee in CT scanner service. We based our estimate on 
training to be conducted at the Radiological Service Training 
Institute in Cleveland, Ohio, where a person will be trained on 
all models of CT scanners. We estimate that no more than one 
person needs to be trained for each scanner and one person may 
maintain more than one scanner. This estimate includes the cost 
of tuition, lodging and meals, and transportation. For the 
6-year period, the training cost for in-house personnel will 
amount to $1,904,000, which includes $220,000 for 1997 and 1998 
for possible employee attrition. 

Total Costs. Our overall estimate is a benchmark. An accurate 
estimate of cost can only be determined by performing an analysis 
for each hospital or service area where the in-house CT scanner 
servicing will be performed. A separate analysis is necessary 
because of different conditions such as the current quantity of 
hospital biomedical technicians, the cost of wages in each area, 
and the geographical proximity to other DoD and DVA hospitals so 
that shared maintenance may be considered. 
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,«T,«V,TNTV rx _  Tr.^»-PTnMfi nw nnn awn NEARBY DEPARTMENT OF VETERANS 
(cont'd) 

Number of 
Scanners 

2 
5      3 

1 
1 
1 
1 
1 

AFFAIRS MEDICAL CENTERS COMPUTED TOMOGRAPHY SCANNERS 

Houston 
ckland AFE 
Hood 

Texas 

Brooke Army Medical Center, Ft. Sam 
Wilford Hall USAF Medical Center, La 
Darnall Army Community Hospital, Ft. 
DVA Medical Center, Temple 
DVA Medical Center, Houston 
DVA Medical Center, Dallas 
Sheppard AFB 

Subtotal 

DoD Hospitals With Potential CT Scanners: 

Nassua Bay 
Port Arthur 
Houston 
Galveston 
Corpus Christi 
El Paso 

Subtotal 
Total 

Southern California 

22nd Strategic Hospital, March AFB 
Navy Hospital, Camp Pendelton 
Navy Hospital, San Diego 
DVA Medical Center, Loma Linda 
DVA Medical Center, Long Beach 
DVA Medical Center, W. Los Angeles 
DVA Medical Center, San Diego 

Subtotal 

DoD Hospitals with Potential CT Scanners: 

Twentynine Palms 
Fort Irwin 

Subtotal 
Total 

10 

1 
1 
1 
1 
1 
1 
6 

16 

1 
1 
2 
1 
1 
2 
2 

10 

1 
1 
2 

12 
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APPENDIX D -  LOCATIONS OF DOP AND NEARBY DEPARTMENT OF VETERANS 
AFFAIRS MEDICAL CENTERS COMPUTED TOMOGRAPHY SCANNERS (cont'd) 

Florida 

56th Medical Center, MacDill AFB 1 
Naval Hospital, Jacksonville 1 

DVA Medical Center, Tampa 2 

DVA Medical Center, Miami 2 

DVA Medical Center, Gainesville 2 
Eglin AFB 
Tyndall AFB 

Subtotal 
Total 

1 
1 

Subtotal -1Ö- 

DoD Hospitals With Potential CT Scanners: 

i 
Pensacola A- 
Orlando  =r- 

12 

National Capital Area 

Walter Reed Army Medical Center, Washington, DC 3 
Dewitt Army Hospital, Ft. Belvoir, VA 1 
Malcom Grow USAF Medical Center, Andrews AFB, MD 1 
National Naval Medical Center, Bethesda, MD 3 
DVA Medical Center, Washington DC —L 

Subtotal —— 

DoD Hospitals with CT Potential Scanners: 

Baltimore 1 
Ft. Meade  \- 

Subtotal 
Total 1X 
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APPENDIX n -  DOP LOCATION OF AND NEARBY DEPARTMENT OF VETERANS 
ÄFF AIRS MEPTnAT, CENTERS COMPUTED TOMOGRAPHY SCANNERS (contldj 

Northern California 

Navy Hospital, Oakland 2 

David Grant USAF Medical Center, 
Travis AFB * 

DVA Medical Center, Martinez  ±— 
Subtotal — 

DoD Hospitals With Potential CT Scanners: 

Mather AFB  j— 
Subtotal  1— 
Total 

Arizona 

DoD Hospitals With Potential CT Scanners: 

Ft. Huachuca 
Subtotal 
Total 

South Carolina 

DoD Hospitals With Potential CT Scanners: 

Beaufort 
Subtotal 
Total 

832nd Medical Group, Luke AFB J- 
836th Medical Group, Davis-Monthan AFB J- 
DVA Medical Center, Phoenix 1 
DVA Medical Center, Tucson  i 

Subtotal   

Moncrief Army Medical Center, Ft. Jackson           1 
Naval Hospital, Charleston J- 
DVA Medical Center, Columbia 1 
DVA Medical Center, Charleston  1 

Subtotal  - 
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,«T,«««-rV rw _  rrw^ip-mM r»F nnn awn TTOARBY DEPARTMENT OF VETERANS 
AFFAIRS MEDICAL CENTERS COMPUTED TOMOGRAPHY SCANNERS 

iter, 

swart 

(cont'd) 

1 
1 
1 
1 

Georcfia 

Dwight D. Eisenhower Army Medical Cei 
Ft. Gordon 

Winn Army Community Hospital, Ft. St« 
DVA Medical Center, Augusta 
DVA Medical Center, Dublin 

Subtotal 

DoD Hospitals with Potential CT Scanners: 

Ft. Benning 
Subtotal 
Total 

Illinois/Missouri 

Great Lakes Naval Hospital 
USAF Medical Center, Scott AFB 
DVA Medical Center, Chicago 
DVA Medical Center, St. Louis 

Total 

Washington 

Navy Hospital, Bremerton 
Madigan Army Medical Center, Tacoma 
DVA Medical Center, Seattle 

Subtotal 

DoD Hospitals With Potential CT Scanners: 

Seattle 
Oak Harbor 

Subtotal 
Total 

4 

1 
1 
5 

1 
1 
1 
1 
4 

1 
1 
1 
3 

1 
1 
2 
5 
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APPENDIX D -  LOCATION OF DOP AND NEARBY DEPARTMENT OF VETERANS 
AFFAIRS MEDICAL CENTERS COMPUTED TOMOGRAPHY SCANNERS (cont'd) 

Southern Virginia 

1st Medical Group, Langley AFB 1 
Naval Hospital, Portsmouth 1 

DVA, Medical Center, Hampton 
Subtotal 

DoD Hospitals With Potential CT Scanners: 

Subtotal 
Total 

Colorado 

DoD Hospitals With Potential CT Scanners: 

Ft. Carson 
Subtotal 
Total 

Kansas 

DoD Hospitals With Potential CT Scanners: 

Ft. Leavenworth 
Subtotal 
Total 

1 

Ft. Eustis * 
Ft. Lee  r- 

Fitzsimons Army Medical Center, Aurora 1 
DVA Medical Center, Denver 1 

USAF Academy, Colorado Springs 
Subtotal 

1 

Irwin Army Community Hospital, Ft. Riley 1 
DVA Medical Center, Topeka  i- 

Subtotal  2_ 
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APPENDIX D -  LOCATION OF DOD AND NEARBY DEI »ARTMENT OF 
SCANNERS (c 

Offutt AFB 

xwell AFB 

Knox 

VETERANS 
lont'd) 

1 

AFFAIRS MEDICAL CENTERS COMPUTED TOMOGRAPHY 

Oklahoma 

DVA Medical Center, Oklahoma City 
Subtotal 

DoD Hospitals With Potential CT Scanners: 

Ft. Sill 
Subtotal 
Total 

Nebraska 

Ehrling Berquist Strategic Hospital, 
DVA Medical Center, Omaha 

Total 

Mississippi 

Keesler Medical Center, Keesler AFB 
DVA Medical Center, Biloxi 

Total 

Alabama 

Air university Regional Hospital, Ma 
DVA Medical Center, Montgomery 

Subtotal 

DoD Hospitals With Potential CT Scanners: 

Redstone Arsenal 
Ft. Rucker 
Ft. McClellan 

Subtotal 
Total 

Kentucky 

Ireland Army Community Hospital, Ft. 
DVA Medical Center, Louisville 

Total 

1 

1 
1 
2 

1 
1 
2 

2 
1 
3 

1 
1 
2 

1 
1 
1 
3 
5 

1 
1 
2 
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APPENDIX D -  LOCATION OF DOP AND NEARBY DEPARTMENT OF VETERANS 
AFFAIRS MEDICAL CENTERS COMPUTED TOMOGRAPHY SCANNERS (cont'd) 

Ohio 

USAF Medical Center, Wright-Patterson AFB 1 
DVA Medical Center, Dayton  i 

Total 2 

North Carolina 

DoD Hospitals with Potential CT Scanners: 

Womack Army Community Hospital, Ft. Bragg          1 
Camp Lejeune 1 

DVA Medical Center, Durham  L 
Subtotal  3_ 

Cherry Point 
Subtotal 

Total 

Summary Totals 

Current DoD CT Scanners 49 

Potential DoD CT Scanners 27 

Current DVA CT Scanners                               la- 

Total                                       lü= 
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APPENDIX E -  SUMMARY OF POTENTIAL BENEFITS RESULTING FROM AUDIT 

Recommendation 
Reference  

1. 

2.a. 

2.b. 

Description of Benefit 

Economy and Efficiency. 
CT scanner maintenance 
service solicitations 
would be opened to all 
responsible bidders. 

Amount and/or 
Type of Benefit 

Operat 
mainte 
put to 
of $23 
FY 199 
FY 199 
$9,211 
$6,141 
Force 

Economy and Efficiency. 
Statement of work for 
CT scanner maintenance 
service contracts would 
be written without bidding 
restrictions. 

Economy and Efficiency. 
Procedures for cost- 
benefit analysis would 
help medical facilities 
determine the feasibility 
of in-house servicing of 
CT scanners. 

ion and 
nance funds 
better use 
,619,000 for 
3 through 
8.  (Army 
,000;  Navy 
,000; Air 
$8,267,000). 

Included in 
amount for 
Recommendation 1, 

Operation and 
maintenance funds 
put to better use 
of $6,657,000 for 
FY 1994 through 
FY 1998 (Army 
$2,596,000;  Navy 
$1,731,000;  Air 
Force $2,330,000). 

3.a. , 
and 

3.b. 
3.C. 

Economy and Efficiency.   Monetary benefits 
Will result in sharing    can not be 
agreements between the    reasonably 
Military Departments and  estimated, 
the Department of Veterans 
Affairs for maintenance of 
CT scanners. 
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APPENDIX F -  ACTIVITIES VISITED OR CONTACTED 

Office of the Secretary of Defense 

Under Secretary of Defense for Acquisition, Washington, DC 
Director of Defense Procurement, Washington, DC 
Assistant Secretary of Defense (Health Affairs), Washington, DC 
Assistant Secretary of Defense (Production and Logistics), 

Washington, DC 

Department of the Army 

Assistant Secretary of the Army (Financial Management), 
Washington, DC 

The Surgeon General, Department of the Army, Washington, DC 
Blanchfield Army Community Hospital, Fort Campbell, KY 
Brooke Army Medical Center, Fort Sam Houston, TX 
Darnell Army Community Hospital, Fort Hood, TX 
Dewitt Army Hospital, Fort Belvior, VA 
Fitzsimons Army Medical Center, Aurora, CO 
General L. Wood Army Community Hospital, Fort Leonard Wood, MO 
Ireland Army Community Hospital, Fort Knox, KY 
Irwin Army Community Hospital, Fort Riley, KS 
Martin Army Community Hospital, Fort Benning, GA 
Moncrief Army Community Hospital, Fort Jackson, SC 
Reynolds Army Community Hospital, Fort Sill, OK 
Silas B. Hayes Army Community Hospital, Fort Ord, CA 
Walter Reed Army Medical Center, Washington, DC 
William Beaumont Army Community Hospital, Fort Bliss, TX 
Winn Army Community Hospital, Fort Stewart, GA 
Womack Army Community Hospital, Fort Bragg, NC 

Department of the Navy 

Assistant Secretary of the Navy (Financial Management), 
Washington, DC 

Chief, Bureau of Medicine and Surgery, Washington, DC 
National Naval Medical Center, Bethesda, MD 
Navy Hospital, Bremerton, WA 
Navy Hospital, Camp Lejeune, NC 
Navy Hospital, Camp Pendleton, FL 
Navy Hospital, Charleston, SC 
Navy Hospital, Orlando, FL 
Navy Hospital, Pensacola, FL 
Navy Hospital, Portsmouth, VA 
Navy Hospital, San Diego, CA 
USS Comfort 
Naval Supply Center, Norfolk, VA 
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APPENDIX F -  ACTIVITIES VISITED OR CONTACTED (cont'd! 

Department of the Air Force 

Assistant Secretary of the Air Force (Financial Management and 
Comptroller), Washington, DC 

The Surgeon General of the Air Force, Washington, DC 
AFSC Regional Hospital Eglin, Eglin AFB, FL 
Air University Regional Hospital, Maxwell AFB, AL 
David Grant USAF Medical Center, Travis AFB, CA 
Ehrling Berquist Strategic Hospital, Offutt AFB, NE 
Keesler Medical Center, Keesler AFB, MS 
Malcolm Grow USAF Medical Center, Andrews AFB, DC 
Robert L. Thompson Strategic Hospital, Carswell AFB, TX 
Sheppard TTC Hospital, Sheppard AFB, TX 
USAF Academy Hospital, USAF Academy, CO 
USAF Hospital Tinker, Tinker AFB, OK 
USAF Medical Center Scott, Scott AFB, IL 
USAF Medical Center Wright-Patterson, Wright-Patterson AFB, OH 
Wilford Hall USAF Medical Center, Lackland AFB, TX 
1st Medical Group, Langley AFB, VA 
2nd Strategic Hospital, Barksdale AFB, LA 
22nd Strategic Hospital, March AFB, CA 
31st Medical Group, Homestead AFB, FL 
48th TFW Hospital, RAF Lakenheath, UK 
56th Medical Group, MacDill AFB, FL 
325th Medical Group, Tyndall AFB, FL 
832nd Medical Group, Luke AFB, AZ 
836th Medical Group, Davis-Monthan AFB, AZ 
857th Strategic Hospital, Minot AFB, ND 

Defense Agencies 

Defense Personnel Support Center, Philadelphia, PA 
Headquarters, Defense Contract Audit Agency, Alexandria, VA 
Headquarters, Defense Logistics Agency, Alexandria, VA 

Other Government Agencies 

Department of Veterans Affairs, Inspector General, Washington, DC 
Department of Veterans Affairs, Marketing Office, Washington, DC 
Department of Veterans Affairs, Chief Biomedical Engineering 

Division, Facilities Engineering Services, Washington, DC 
Department of Veterans Affairs, Engineering Training Center, 
North Little Rock, AR 

Department of Veterans Affairs, Little Rock Medical Center, 
Little Rock, AR 

Department of Veterans Affairs, Minneapolis Medical Center, 
Minneapolis, MN 
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APPENDIX F -  ACTIVITIES VISITED OR CONTACTED (cont'd) 

Non-Government Activities 

General Electric Medical Systems, Inc., Milwaukee, WI 
Imaging Equipment Services, Inc., Pittsburgh, PA 
Kaiser Permanente, Oakland, CA 
Picker International, Inc., Cleveland, OH 
R Squared Scan Systems, Inc., Corona, CA 
Radiological Service Training Institute, Solon, OH 
Siemans Medical Systems, Inc., Iselin, NJ 
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APPENDIX G -  REPORT DISTRIBUTION 

Office of the Secretary of Defense 

Under Secretary of Defense for Acquisition 
Director of Defense Procurement 
Assistant Secretary of Defense (Health Affairs) 
Assistant Secretary of Defense (Production and Logistics) 
Comptroller of the Department of Defense 

Department of the Army 

Secretary of the Army 
Assistant Secretary of the Army (Financial Management) 
Inspector General, Department of the Army 
The Surgeon General, Department of the Army 

Department of the Navy 

Secretary of the Navy 
Assistant Secretary of the Navy (Financial Management) 
Chief, Bureau of Medicine and Surgery 

Department of the Air Force 

Secretary of the Air Force 
Assistant Secretary of the Air Force (Acquisition) 
Assistant Secretary of the Air Force (Financial Management and 

Comptroller) 
The Surgeon General, Department of the Air Force 

Other Defense Activities 

Director, Defense Contract Audit Agency 
Director, Defense Logistics Agency 
Director, Defense Logistics Studies Information Exchange 
Commander, Defense Personnel Support Center 

Non-Defense Activities 

Office of Management and Budget 
U.S. General Accounting Office, National Security and 

International Affairs Division, Technical Information Center 
Inspector General, Department of Veterans Affairs 
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APPENDIX G -  REPORT DISTRIBUTION (cont'd) 

Chairman and Ranking Minority Member of the following 
Congressional Committees and Subcommittees: 

Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
Senate Committee on Veterans' Affairs 
House Committee on Appropriations 
House Committee on Armed Services 
House Committee on Government Operations 
House Committee on Veterans' Affairs 
House Subcommittee on Legislation and National Security, 

Committee on Government Operations 
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PART IV - MANAGEMENT COMMENTS 

Assistant Secretary of Defense (Health Affairs) 

Department of the Army 

Department of the Navy 

Department of the Air Force 

Defense Logistics Agency 
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ASSISTANT 8ECRETARY OF DEFENSE (HEALTH AFFAIRS) COMMENTS 

THE ASSISTANT SECRETARY Of DEFENSE 

WASHINGTON. O.C JOMI-ttCO 

ocu 9 m 

MEMORANDUM FOR INSPECTOR GENERAL, DEPARTMENT OF DEFENSE 

SUBJECTJ    Draft Report on Computed Tomography Scann« Maintenance 
Service Contract»  (Project Mo.   2CD-SO0«) 

Although the operational aspects of medical Maintenance are 
governed by acquisition and maintenance policies which coa« under 
the policy purviews of OASD(PtL), and the Military Departments, I 
appreciate the opportunity to offer comments on the subject draft 
report, and trust that these comments will be carefully 
considered In the preparation of your final report. 

High technology diagnostic.medical systems, such as Computed 
Tomography    (CT) Scanners, are absolutely crucial to the practice 
of quality medical care, therefore the effectiveness and 
efficiency of the maintenance supporting these systems are also 
crucial.    A pillar of DoD's coordinated Care Program is the 
delegation of decision-making flexibility to the local hospital 
level.    The local hospital commander will be making tough 
business decisions regarding the optimal mix of ln-house, 
contract, and community based clinical services.    The commander 
must have similar flexibility to match his maintenance support to 
the overall coordinated care plan for the catchment area.    We 
must be careful to balance apparent direct cost savinos in a 
support arena such as CT Scanner maintenance and the indirect 
cost Issues such as equipment availability, quality assurance, 
risk management, and physician retention. 

The report serves as an indicator that management attention 
needs to be focused on the Issue of CT Scanner maintenance. 
However, questions concerning the validity of the cost estimates 
and the need to adhere to Office of Management and Budget (OMB) 
and Department guidance on the Commercial Activities Program cast 
doubt on the findings and resulting recommendations. 

Specifio comments on the findings and recommendation» of the 
draft report are provided as an enclosure. The OASD(HA) point of 
contact for this action is MAJ Magee at (703)  «14-4157. 

Enclosurei 
im stated 
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AS8I8TANT  8ECRETARY OP DEPBN8B   (HEALTH AFFAIR8)   COMMENTS 
(cont'd) 

COMMENT* OM DRAM AUDIT REPORT OM COHPOTEO TOMOORAFRY SCANNER 
MAIMTEMAMC1 SERVICE CONTRACT« 

Findings: 

Reaeons for sols-Source. As of January 31, 1««2, OoO had avardsd 
approximately 73 maintenance service contracts for CT scannars. 
Our review found that 27 of the 3« contracts war« awarded without 
full and open competition (Sea Appendix A). Mlnateen of the 
twenty-seven contracts vere options that were not subject to the 
requirements of FAR Subpart 4.1. Eight of the twenty-seven 
contracts were found to have unnecessary restrictions that 
exceeded the needs of the agency in the Statement of Work. 

Finding - pr «canner Maintenance service options, FAR 
Subpart 6.1, requires "...that contracting officers shall promote 
and provide for full and open conpetltlon In soliciting offers 
and awarding Government contracts." The FAR also states that 
"full and open competition means that all responsible sources are 
permitted to compete." In our review of four contracts with 
nineteen contract options for maintenance) service, which DPSC 
awarded, we determined that this FAR requirement was not met. 
The requirement was not met at the time the contracts were 
awarded or at a later time when contract options were exercised 
because service companies, other than Original Equipment 
Manufacturers (OEMs), did not have an opportunity to compete for 
the contract. Service companies were not afforded an opportunity 
to compete because the solicitations required that the offerer 
provide both CT scannere and the maintenance service for the 
scanners. Service companies could provide CT scanner maintenance 
service but could not provide CT scanners. 

DPSC exercised the contract maintenance options, stating that the 
options were the most advantageous methods for fulfilling the 
needs of the Government. However, DPSC made this determination 
without soliciting all responsible sources to obtain competition 
for CT scanner maintenance services. In order to justify that 
option, DPSC supported the price as reasonable by using the bid 
price of another OEM. For example, on contract 
DLA120-890-C-S043, DPSC exercised a CT maintenance service option 
and justified competition by stating that another OEM offered a 
higher price for the same option. However, no other service 
companies were solicited for price competition. Also, the OEM 
that offered the higher price, offered a price for servicing a 
different brand of scanner. 

Response - Concur with comment. The inclusion of the maintenance 
provisions as part of the original acquisition contract is am 
important component in assessing the total life cycle costs 
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ASSISTANT SECRETARY OF DEFENSE   (HEALTH AFFAIR8)   COMMENTS 
(cont'd) 

associated with sophisticated systems such as Ct scanner».    The 
assessment of total ownership coat« ia consistent with orAR 
guidance (DFAR 207.10)).    The characterlratlon of tha maintenance 
service option« aa aola aourc« contracta ia incorrect,   tha 
aystaa acquisition Includes  installation, training, maintenance, 
warranty «upport, and hardwar«.    Thia total syataa acquisition ia 
aollcltad for full and open competition among all responsible 
aourcaa.    Tha finding do«» indlcata that increased attention aust 
be paid to strengthen tha option evaluation procesa to include 
evaluation of other than OEM» prior to exercising the maintenance 
options. 

rinding - r.ctorv training restrlotlon.    In our review of CT 
scanner maintenance service contracte/eolicitation« at DoO 
hospitala, we found a specification in the Statements of Work 
that required CT scanner maintenance service technicians to be 
factory trained.    Further,  Statement« of Work in contract« 
F116M-88-C-0053 and F4964J-88-D-00S9 required factory training 
on a specific CT acanner make and model. 

He found CT scanner maintenance service technicians, who were not 
factory trained, performing satisfactory maintenance service at 
OoD and OVA hoapitals.   These technicians are trained at 
non-factory schools, such as the Radiological Service Training 
Institute in Cleveland, Ohio, and R Squared Scan Systems, Inc., 
in Corona, California.   Me concluded that DoO hospital bid 
solicitations that contained a Statement of Work requirement for 
factory training were reatrictive because they eliminated other 
responsible bidders.    The Office of the Inspector General, OVA, 
came to a eimllar conclusion in its review of CT scanner 
maintenance service contracts; and OVA Initiated action to 
eliminate restrictions to competition ia its contracts. 

Response - Concur. 

Finding - «ofiware reatrlotloa.    Contracts r086Sl-»l-D-0001 
and m«M-88-C-00S3 contained software restrictions that 
required the contractor to possess the license to hold and use 
the manufacturer's copyrighted diagnostic software,    »a found 
that licensing requirements for diagnostic software were not 
essential in performing diagnostic functions.    He concluded that 
DoD hospital bid solicitations, which contained a Statement of 
Work requirement for diagnostic software licensing, were 
reatrictive because they eliminated other responsible bidders and 
were not necessary to meet the minimum needs of the procuring 
agency. 

Response - Concur with ooaaent.    Tha diagnostic software nay not 
be en absolute minimum requirement for CT scanner maintenance and 
repair,    but it doe» ia fact represent a significant enhancement 
to repair capability.   Evidence of the value of diagnostic 
software can be found ia the current uproar in the medical 
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A88I8TAOT SECRETARY OF DBTEMBE  (HEALTH RTFAZRH) COMMEHTf 
(cont'd) 

Final Report 
Page No. 

8 
Revised 

equipaent industry concerning the copyrighting and control of 
diagnostic «oftwar«.    This cahanceaent provides for «or« precis« 
and rapid systea analysis and tharafor« «or« timely and «ffectlve 
maintenance of th« systaa.   an altarnatlv« to making this an 
absolute requirement in th« Statements of Work,  is to usa b«st 
valu« procaduras in tha contracting for aaintananc« sarvicas and 
to make th« availability of diagnostic sottvara a »attar of 
technical merit vhan evaluating eoapeting offers. 

Finding - eeat of sole-Source Contracts   Our review showed 
that the average cost of contracts awarded without competition 
for CT scanner Maintenance services was 7* percent greater 
($124,196 versus $70,47«) than contracts awarded competitively 
(See Appendix A),    ror example, DoD paid an OEM $127,700 for • 
1-year maintenance contract (not Including replacement tubes)  for 
a General Electric 9100 CT scanner at Wilferd Hall, Texas,    ror 
the sane model at Fort Saa Houston, Texas, DoD paid $51,100 on a 
conpetitively awarded contract to a third party service coapany. 
We calculated that DoD could save as auch as $37,4(6,000 over the 
next < years if all barriers to full and open competition wer« 
removed.    Appendix B provides the detail« of th« cost savings 
ov«r th« next 6 year*. 

Response - Bonooneur.    W« believe the potential cost avoidance 
cited in the report is greatly overstated.    The cost avoidance 
figures are based on an estimate that the DoD will add tl 
additional CT Scanners by 1*96.    The number was based on th« 
figure used as the estimate for DoD purchases used to negotiate 
the recent CT Scanner acquisition contracts.    This figure 
includes replacements as well as new scanner acquisitions, and 
represents the potential maximum of total scanner purchases 
projected (new and replacement).    Based on service equipment 
fielding projections,  it is estimated that only XI (S Army, 3 
Navy , and 3 Air Fore«) n«w machines will be added between now 
and 1996.    Each of the new acquisitions and any replacement or 
upgrade acquisitions are covered under warranty for on« year and 
will not require service contracts until the warranty expires. 
The correction to th« projection of the number of units requiring 
servicing reduces the estimated cost avoidance by approximately 
37 percent.   Attachment 1 shows the adjustments to the DoD XC 
estimates. 

Finding - ip-houso Competed Tomography Scanner Halnttnaact 
■ervlof   DoD hires and trains hospital equipment repair personnel 
to perform service on hospital equipment ranging from beds and 
intravenous pumps to X-ray machines.    Other hospital low density, 
high technology medical equipment, such a» CT scanners, gamma 
cameras and computers, ultrasound, and specialised X-ray 
machines, can also b« maintained by hospital equipment repair 
personnel.   Bowever, most DoD personnel hav« not been trained to 
do the work.   Many Department of Veterans Affairs (DVA) medical 
centers already perform CT scanner aaintananc« service in-hous«. 
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ASSISTANT SECRETARY OF DEFENSE 
(cont'd) 

(HEALTH AFFAIRS) COMMENTS 

Final Report 
Page No. 

11 

The issues relating to the potential use of in-house DoO repair 
personnel concern the quality of repair service, the cost of 
in-house servicing, and the potential DoO and OVA maintenance 
sharing arrangements. 
Response - Nonconcur. The issues relating to the potential use 
of in-house DoD repair personnel are not confined to the quality 
of repair service, the cost of in-house servicing, and the 
potential for DoO and OVA maintenance sharing arrangements. A 
very important issue overlooked in this finding concerns the 
Commercial Activities Program guidance as provided in OMB 
Circular A-76, DoD Directive 4100.15, and DoO Instruction 
4100.33. This guidance must be observed when considering the 
conversion of an activity from commercial sources to in-house 
sources. DoD Instruction 4100.15, paragraph D.4., states "OoD 
Components shall rely on commercially available sources to 
provide commercial products and services except when required for 
national defense, when no satisfactory commercial source is 
available, or when in the best interest of direct patient care." 

rinding - CT Scanner Maintenance Service Quality. During 
the audit, it was alleged that there were maintenance service 
quality problems if DoO used third party service companies or 
in-house maintenance service for CT scanners rather than OEM 
maintenance service. We reviewed the maintenance service quality 
at several OoD hospitals and found that the allegation could not 
be substantiated. 

In examining the maintenance service records at the Woraack Army 
Medical Center at Fort Bragg, North Carolina, we found that the 
medical center used both OEM and third party contractors to 
service its CT scanner. He found evidence that the hospital 
experienced quality problems with both the OEM and third party 
service contractor. 

Me visited Kessler Medical Center at Keesler AFB, Mississippi. 
This medical center had the most expensive OEM CT scanner 
maintenance service contract within the DoD. We found that the 
medical center was not satisfied with the OEM CT scanner 
maintenance service. For several months the CT scanner had 
experienced imaging problems, but the OEM had not corrected these 
problems. 

We also contacted the 22nd Strategic Hospital at March AFB, 
California, and discussed the CT scanner maintenance performed 
in-house with one of the two CT technicians. The technician 
praised the in-house personnel on the maintenance services. The 
technician's praise centered on the quick response time of the CT 
maintenance personnel. 

Response - Nonconcur. The report lacks the objective information 
needed to compare the effectiveness of the three forms of 
maintenance service. There is no indication of a statistically 
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valid survey to aeasura clinical asseesaent of the adequacy of 
tha maintenance •arvicas, and no indication of assaaaaant of 
ayataa dovntlM. Anacdotal raporta froa thraa locations do not 
rapraaant a statistically valid aample froa which to drav 
concluaiona about tha offectlveness or tha different forna of 
maintenance aarvlca. 

finding - Coat of DoD »erforaino la-aouta CT icaanir 
K»(nt.nance Service. OoO pereonnel can perform CT scanner 
aaintananca aarvlcas at coats aigniUeantly lovar than tha coata 
of contractad aarvicaa. Tha costs tor DoD to competitively 
obtain CT acannar aaintananca aarvica by contract ovar tha next 5 
yaara, (1994 through 199a) would ba $63,$71,000. Ve estimate tha 
OoD could aava $26,477,000 If DoD paraonnal ara hirad and trainad 
to parfora CT acannar sarvica in-houaa. Appendix B providas 
dataila of « yaar contract coata, and Appendix C providaa tha 
dataila for tha annual coat saving« for in-houaa CT acannar 
aaintananca aarvica. Coat savings aay ba greater in inatancaa 
where DoD and DVA can ahare, in CT acannar aaintananca aarvices 
within a local area or in inatancaa where comparisons are aade to 
noncoapetltive contracts. 

fteaponae - Monconcur. The converaion of a contracted commercial 
activity (CA) to in-house performance needa to confora to the 
Office of Management and Budget (OMB) and DoD guidance on 
commercial activitiee. D00I 4100.39 states: "When contract coats 
becoae unreaaonable or performance becomes unsatisfactory, the 
requirement muat be reaolicited. If the DoD component coapetea 
in the reaolicitation, then a cost eompariaon of a contracted CA 
ahall be perforaed..." The total ln-houee coat eatlaate for 
personnel-related coats nuet be 10 percent lover and the 
eatimated acquisition cost of additional equipment and facilities 
must be 35 percent lower than total contract costs to justify the 
performance of the CA in-house. The need for this location-by- 
location analyais is recognised in the last paragraph of Appendix 
C to the report which statea that "An accurate estimate of coat 
can only be determined by performing an analyais for each 
hospital or aarvica area where the in-house CT scanner servicing 
will be performed.* 

Additionally, the coat eatimatea for eetabliahing in-house 
capability ara Incomplete, and the resulting savings figures 
cited appear greatly overatated. The number of systems to be 
added between now and 1996 ara eatimated at 11 rather than the «1 
cited in the report. Thia factor alone reduces the cited 
in-houaa coat aavinga by 31 percent or f5.t Billion. Sea 
attachment 3 for the adjuetaente baaed solely on the number of CT 
acanners. Mo factor is included to cover the additional tools 
and diagnostic equipment needed to support CT aaintananca 
aarvices. This coat aay run as auch aa $100,000 per syatea. 
Bioaedical repair technioiane are in great demand and tha 
Services have traditionally experienced difficulty in retaining 
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trained Individual«. The coat« estimated for training a cadre of 
CT «cannar maintenance personnel do not adequately allow for 
personnel turn-ovar, or allow for rat mining requirement« naadad 
based on system upgrades and replacement«. The maintenance 
training available to non-OEM personnel normally doe« not cover 
all level» of maintenance requirenent«. This will result in the 
need for "back-up" maintenance agreement« or "on-the-spot" 
contracta to cover maintenance requirement« which are beyond the 
acope of the in-house personnel. There is no assessment of these 
direct costs or of the indirect cost« associated with down-time 
and contracting for "on-the-«pot" maintenance. 

rinding - pop tn4 papartment 9t V«t*r«n« Mf«lr; (pVM .. 
Hh.rino »oraaaants. At present, each military hospital has its 
own CT scanner maintenance service contract even though there may 
be two or more DoD and OVA hospitals with CT scanners in the same 
city. There are economies of scale savings that will occur if CT 
scanner maintenance service contracts cover more than one CT 
scanner In a region regardless of which Military Department 
manage« the hospital. Similar economies of «cal« savings would 
occur if in-house maintenance personnel could service multiple 
•canner« in a region. V« have identified 20 area« that have 3 or 
more DoO or DoD and OVA CT scanners within a $0 to 100 mile 
radius (See Appendix 0). In the Washington, O.e. area, for 
example, there are 4 DoD hospitals with 10 CT scanners and a DVA 
medical center with 1 CT scanner. These hospital« could jointly 
share servicing CT scanners. 

DVA ha« already incorporated in-house maintenance at 14 of it« 
hospital«. Two of these hospital« are located near DoD hospital« 
and could readily begin sharing CT »canner maintenance service. 
The DVA Medical Center, in Miami, Florida, is located near 
Homestead ATB, and the DVA Medical Center in Seattle, Washington, 
1« located near the Wavy Hospital, Bremerton and the Madlgan Army 
Medical Center. It is not economical to use in-house maintenance 
for servicing CT scanner« in a particular location with multiple 
scanner«, then at a minimum, one CT «canner maintenance service 
contract should cover the multiple scanners. 

Response - Concur with comment. Although on the surface, 
economies of scale always point toward savings, no detailed 
analysis accompanies this particular argument for sharing CT 
scanner maintenance services. Issues such as difference in 
systems in a region, travel cost« and response time« all need to 
be assessed. Again, the conversion of a contract service 
operation to an in-house operation »ust be accomplished in 
accordance with DODI 4100.33. 
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Recommendations i 

Recommendation - 1. He recommend that the Defense Personnel 
Support Center open solicitations for the computed tomography 
scanner maintenance service to all responsible bidders. 

Response - Concur vith comment. The existing best value 
contracting methodology, which considers total system life-cycle 
costs to include installation, training, warranty services, and 
maintenance services promotes full and open competition among 
responsible sources, and is not restrictive. The Defense 
Personnel Support Center should continue to consider life-cycle 
acquisition costs on major medical system procurements. 
Recommend that DPSC implement control procedures which will 
insure that other than OEM maintenance options are considered 
prior to exercising maintenance contracting options. 

Recommendation - 2. We recommend that The Surgeon General, 
Department of the Army; Chief, Bureau of Medicine and Surgery, 
Department of the Navy; and the Surgeon General of the Air Force 
write a blanket statement of wort for computed tomography scanner 
maintenance service contracts that does not contain restrictions 
to competition. This statement of work should then be the basis 
used for all DoD computed tomography scanner maintenance service 
contracting. 

Response - Concur. 

Recommendation - 3. We recommend that the Assistant 
Secretary of Defense (Health Affairs) appoint an Executive Agent 
to: 

a. initiate development of the capability for in-house 
computed tomography scanner maintenance service and phase out the 
use of individual hospital computed tomography scanner 
maintenance service contracts except where unavoidable or 
economical. 

Response - Nonconcur. The depth of the report does not warrant a 
wholesale jump to in-house maintenance of CT Scanners. The 
report cites only one DoD location that is performing the mission 
in-house and cites only anecdotal evidence of the satisfaction 
with that support.  In fact the report takes no account of 
clinical user satisfaction with CT scanner service support. The 
report also does not quantify the potential cost of down time and 
the potential risk management and quality assurance issues 
associated with the maintenance of CT Scanners and resultant 
diagnostic image quality.  The report also does not address 
Commercial Activities (OMB Circular A-76) study requirements 
associated vith determining if functions should be performed 
in-bouse or via contract. The report also assumes that in-house 
staff can be added in this time of downsizing of the military. 
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The decisions regarding military and civilian end-strengths are 
normally beyond the control of the management levels which will 
have to Manage and implement these maintenance programs. The 
results of the report do indicate that the density of CT 
Scanner's in DoO ana the potential for benefits fro« in-house 
maintenance are sufficient to explore the establishment of 
in-house maintenance capability. The Military Departments must 
follow their procedures for implementing DODD 4100.15 and DODI 
4100.33. Therefore, any recommendation in this regard should be 
directed to the Military Departments. 

b. Identify in-house personnel staffing and training 
resources to perform computed tomography scanner maintenance 
service at DoD hospitals and initiate appropriate funding 
adjustments in Military Departments' budgets. 

Response - nonconcur. See response to recommendation 3.a. above. 

c. Coordinate with the Military Departments and the 
Department of Veterans Affairs to establish sharing agreements 
between Military Departments and between the Department of 
Veterans Affairs and Military Departments for in-house and 
contracted computed tomography scanner maintenance. 

Response - Concur with comment. See comments on recommendation 
3.a. concerning implementation of in-house CT Scanner 
maintenance.  Extensive sharing of services already exist both 
locally and nationally between the DoD and the Department of 
Veterans Affairs. The development of a joint blanket Statement 
of Work for CT Scanner maintenance and the development of shared 
maintenance contracts can be explored under the existing 
interagency agreements. 

Recommendation - 4.  He recommend that the Assistant 
Secretary of Defense (Health Affairs): 

a. Perform a cost-benefit analysis for incorporating 
in-house maintenance service for other high-cost hospital 
diagnostic equipment such as magnetic resonance imaging, nuclear 
medicine, and ultrasound equipment. 

Response - Nonconcur. See response to recommendation S.a. 
Again, as the operators of their respective components of the 
Military Health Services System, the Military Departments must 
perform installation specific cost-benefit analysis in accordance 
with DODD 4100.15 and DODI 4100.33 to determine if CT Scanner 
maintenance should be performed in-house or by contract. The 
site by site approach to the cost-benefit analysis is also 
consistent with the DoD's Coordinated Care Program. 

b. Initiate the use of in-house servicing or contract 
servicing based on the results of the analysis. 

8 
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Response - Honconcur.    See response to recommendation 4.a.  above. 
The initiation of in-house servicing based on the results of site 
specific cost-benefit analysis falls under domain of the 
respective Military Department. 
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DEPARTMENT OP THE ARMY - OFFICE OF THE SURGEON GENERAL 
COMMENTS 

DASG-HCL-S  (SAIG-PA/3 Sep 92)  (36-2b)  1st End 
LTC Armondo/aaa/(703) 756-8160   
SUBJECT: Draft Report on Computed Tomography (CT) Scanner 
Maintenance Service Contracts (Project No. 2CD-8006) 

HQDA(DASG-HCZ), 5109 LEESBURG PIKE, FALLS CHURCH, VA 22041-3258 
ljS NOV 1992 

FOR INSPECTOR GENERAL, DEPARTMENT OF DEFENSE (AUDITING) , 
WASHINGTON, DC  20310-1700 

1.  specific comments on the findings and recommendations for 
subject Draft Report are provided as enclosure 1. 

2 As indicated on enclosure 1, HQDA has directed the 
accumulation of all existing specification for CT Scanner 
Maintenance Service Contracts. In conjunction with HQ, U.S. Army 
Health Services Command (HSC) and the U.S. Army Medical Material 
Agency (USAMMA), HQDA is in the process of reviewing these 
specifications to establish standard Army-wide specifications for 
CT Scanner Maintenance Contracts (enclosure 2). 

3 In addition, HQDA has tasked HSC and USAMMA to jointly 
conduct a study of providing in-house CT Scanner Maintenance 
Services for a one year period to test the feasibility and 
utility of maintaining these high technology systems in this 
fashion (enclosure 3). 

4. A copy of the Action Plan we are currently operating under to 
complete these actions is provided as enclosure 4. 

5. Point of contact for this action is LTC Armondo, DASG-HCL-S, 
(703) 756-8060. 

FOR THE SURGEON GENERAL: 

4 Ends 
as 

ROBERT E.  RICHARDS 
Lionel,  MS 
wdief, Nodical Readiness, Utilisation 

Reserve Components Division 
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DEPARTMENT OF THE ARMY - OFFICE OF THE SURGEON GENERAL 
COMMENTS 

OR 
DRAFT AUDIT REPORT 

ON 
COMPUTED TOMOORAPBY SCANNER SERVICE CONTRACTS 

(PROJECT NO.  J CD - «00«) 

FINDING.    Maintenance service coats for CT scanners at DOS 
hospitals ars sxcesslve.    This Is because ths hospitals oas 
aalntenance eervlce contracts which are not as cost-effective 
as using ln-houss parsonnsl. and, to a lessor extent,  the DoO 
hospitals and the Defense Psrsonasl Support Center restrict 
the service contracts to OEM's as alleged by the hotline 
referral.    The result Is that the DoD Is currently Incurring 
exesss cost of S3.924,000 that could be eliminated If they 
performed the maintenance service ln-house.    Thl« excess Is 
sxpected to becoae S19.6S4.000 per year by the year 1997 and 
Mill total to S71.0S0.000 from 199» to 1991. 

RECOMMENDATION NO.   1. 

He recommend that The Surgeon General, Departaent of the 
Arayi the Chief of Medicine and Surgery. Navy Departments and 
The Surgeon Oeneral of the Air Force i 

a. Deteralne the la-house personnel and training 
requirements needed to perfora CT scanner maintenance service 
at each of their respeotlve hospitals. 

b. Make appropriate funding adjuetaent« in their budget 
requests and to hire any required additional personnel. 

e.    Incorporate ln-houss CT scanner aalntenance ssrvics 
and dslsts the use of CT scanner malatsnancs service contracts 
in DoD hospitals. 

COMMENTS ON RECOMMENDATION NO.  1. 
rsasonsi 

Nonconcur for the following 

a.    laplementatlon of la-house CT scanner aalntenance 
service for FT 99 la extremely problematic elnce the Identifica- 
tion of personnel and their subsequent training would be required 
prior to the etart of FY 93.    The identification of military per- 
eonnel would have to consider their background experience) time 
on-etatloa and estimated rotation dates j their retention proba- 
bility while considering current down-eixlng inltlatlveej their 
availability dates, new authorlxatlone, ate.   A •lallar screening 
proceee would be necessary for DA civilians, and should Include am 
employment contract to aid retention upon completion of ths train- 
ing.    Additionally, the eetlaated training coet of 39.400 per 
repairer would need to be FT 9S funding. 

£rtC\ 1 
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b. Ths status of CT scanner maintenance warranties, or oervle« 
contracts Is sot currantly centrally available. Therefore, con- 
tinuation of sane maintenance service into FY 9S «ay be neceasary 
to avoid contract cancellation penalties. 

e. The rationale that OoO Mould need S3 new personnel to 
maintain a projected density of 199 scanners based upon Industry 
practice is very simplistic. The conclusion Ignores that Industry 
or third-party service companies operate on a reaaonable geograph- 
ical area and service a controlled range of equipment as to manu- 
facturer and modele. On the other hand, D©0 hospitals, with some 
exceptions such as the Washington. O.G. and San Antonio. TX areae. 
are typically located in widely dispersed locations and military 
or civilian CT maintenance specialists cannot be located to work 
from their home or a decentralized "office*. Therefore, some 
ln-houss CT scanner maintenance speclallats would be required to 
maintain a elngle aystea. 

d. The recruitment of additional civilian personnel for 
in-house CT scanner maintenance service le questionable elnce 
current DA policy Unite civilian personnel to authorized end 
strength. Preeently there la « DA hiring freeze in place. Zt 
doee not appear that any relief from the freeze Is coming in 
the foreeeable future. 

e. Additional supportive reasons are addressed In the 
evaluation of estimated monetary benefits. 

PROPOSED ALTERNATIVE TO MtCCNMEMDATZOM MO. 1. 

The Office of The Surgeon Oeneral (OTM) agrees that eub- 
etantlal eavlngo may be realized from alternativ« methods of CT 
seannsr maintenance service provided that quality patient care 
or the availability of each care 1« not eompremleed. Accordingly, 
m comprehenelve review of CT scanner maintenance eervlce alter- 
natlvee will be initiated. The teet data accumulated will be 
used to determine future decisions. 

COMMENTS 0« JtECOMKEMDATZOM MO. 1. 

Concur. The OTSO will Initiate m joint task force to 
develop mandatory epeciflcatlons for CT scanner maintenance 
sarvlcs contracts to prselude bidding reotrlctiono. 

COMMENTS OM RECOMMENDATION NO. 3.  Mot applicable. 

COMMENTS ON RECOMMENDATION MO. 4. 

Concur.    The OTSO will initiate « study of current mala- 
tenenace eervlce methods and eubeequently initiate action to 
ensurs quality services at the lernet total cost. 
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COMMENTS 0« THE SUMMARY Of POTESttAl MONETARY AMD OTHER SENE'ITS. 

Nonconcur for the following reaeone: 

a. Xn-houae coots do not reflect TOY coot« «inco th* 
majority of CT ecannere In DoD aoapltale ar« • elngle syata*. 

b. Xn-houao coats reflecting tha coat of patlant rafarrala 
during CT acannar down-tiaa ara not quantified but ara aantlonad 
In tha audit. CT acannar down-tiaa caused by TOY delays, per- 
aonnal laava or aickneaa. ate., will result in patiant rafarrala 
abovs that axporiancad by manufacturer or third-party contractora. 

e. In-houae costs for training during tha remainder of 1992 
in ordar to implement in-houaa aalntonanca aarvlca ara not llatad. 
Zn ganaral. training coata ara raflactad too lata. 

d. No factor for training raplacaaant maintenance aarvlca 
parsonnal la considered, nor la rafraahar training consldarad 
whan CT acannar« ara upgraded (coftware or hardware). Our astlaata 
of ratraining la a minimum of tS parcant basad upon currant loaaaa 
of both civilian and military medical equipment rapalrara and 
equipment upgrade«. 

a. CT acannar naintananca aarvlca contract« and la-houaa 
maintenance aarvlca coat incorrectly aaauna that the »I CT 
ecannere Identified on a Oefenee Parsonnal Support Center (DPSC) 
Requeet Tor Propoeal |RTP OLA iao-»OR-OT»3 Mill be purehaaed and 
will not raplace axle ting obsolete or worn-out eystem. Xn faet, 
soas unit« will be replace*. 

f. Xn-houee coata for repair part« do not recognise that 
repair parta coata vary with CT acannar uee and age. Additionally, 
tha ln-houae coeta do not consider the coot of replacement «-ray 
tubae. Replacement x-ray tube« are usually deeply diecountad 
whan tha manufacturer perform« the maintenance eervlce« and typi- 
cally amount to 35 percent of contractual maintenance eerviceej 

g. The ln-houae cost« do not consider one-time contractual 
«alntananea eervlce cost« for unique situation« auch a« «imul- 
taneoua falluree In a region, extended sickness of maintenance 
paraonnal« ate. 

h. ln-houae costs do mot reflect the additional high- 
priority requirement for repair part« and the Impact upon the 
hoapltal or installation procurement offlcee. 

1. The coet of eervlce manuala and dlagnoetle software to 
troubleahoot CT ecannere 1« «leo not considered. 
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ADMIN 

DA WASHINGTON DC//DASG-HCL// 

OR USAHSC n SAH HOüSTON TX//HSLO// 

CDR7THHEDC0H HEIDELBERS 6E//AEHL0// 

CDR16THHEDC0M  SEOUL  K0R//EAHC-L// 

CDRUSAHRDC FT DETRI« MD//SGRD-RHL// 

INFO CDRUSAMMA FT  »ETRICIC HI //S6NNA-ZA// 

ÜNCLAS 

SUBJECT!  COMPUTERIZE» TOMOGRAPHY (CT) SYSTEM MAINTENANCE STUDY 

\.     DEPARTMENT OF DEFENSE <D0D> INSPECTOR GENERAL (IS) DRAFT AUDIT 

REPORT ON COMPUTED TOMOGRAPHY SCANNER MAINTENANCE SERVICE CONTRACTS* 

PROJECT NO. 2CD-800k* 25 AUG 12. 

2. THE DODIG RECENTLY AUDITED DOD'S ALMOST TOTAL USE OF SERVICE 

CONTRACTS TO PROVIDE MAINTENANCE FOR CT SYSTEMS.  THEY CONCLUDED 

THAT DOD AWARDED CT SCANNER MAINTENANCE SERVICE CONTRACTS WITHOUT 

FULL AND OPEN COMPETITION DUE TO BID RESTRICTIONS IN THE PROCUREMENT 

PROCESS. THEY ALSO SUGGESTED THAT OVER 0b3 MILLION IN POTENTIAL 

BENEFITS COULD BE REAPED BY DOD IF THEIR RECOMMENDATIONS MERE 

IMPLEMENTED. 

3. THE ARMY MEDICAL DEPARTMENT AGREED TO INITIATE A TASK FORCE TO 

DEVELOP STANDARD MAINTENANCE SERVICE CONTRACT SPECIFICATIONS.  THE 

LTC ARMONDO, DASG-HCL-Si 7SW-Ä0W7 

COJ %&m XVEUORCi  DASG-HCZ* 7SW-4210 
i-  -i    i 

UNCLASSIFIED 

6AXU_1_ 

61 



DEPARTMENT OF THE AHMT - OFFICE OF THE SURGEON GENERAL 
COMMENTS (cont'd) 

02 oa RR   uuuu 

ACTING SURGEON GENERAL ALSO APPROVCD CONDUCTING A STUDY OF USING IN- 

HOUSC PERSONNEL TO PERFORM CT SYSTEM MAINTENANCE 21 AUS 12- 

H.    ACTION ADDRESSEES HILL COLLECT A COPY OF EACH CT SCANNER SYSTEM 

MAINTENANCE SERVICE CONTRACT TOR THEIR SUBORDINATE ACTIVITIES- THESE 

CONTRACTS MUST BE FORWARDED TO THE F0LL0NIN6 TASK FORCE POCS TO 

ARRIVE NOT LATER THAN A OCT 12. 

A. TASK FORCE POC FOR HSC CT SYSTEM SERVICE CONTRACTS—CH3 

PLACE* HSLO-PH. 

B. TASK FORCE POC TOR ?TH AND 1ATH HEDCOH CT SYSTEM SERVICE 

C0NTRACTS--CN3 BREMER* SGHMA-H. 

S.  TASK FORCE POCS WILL ANALYZE ALL AMEDD CT SYSTEM SERVICE 

CONTRACT SPECIFICATIONS BY 30 OCT 12 AND PREPARE A DRAFT STANDARD 

SPECIFICATIONS NLT 31 DEC 12. 

b. Hfl HSC* USAHNA* AND THIS OFFICE HILL JOINTLY TEST THE PROVISION 

OF IN-KOUSE CT SCANNER MAINTENANCE SERVICES AND EVALUATE THE 

FEASIBILITY OF USE THROUGHOUT THE AMEDD. 

?. POINTS OF CONTACT FOR THIS ACTION ARE LTC ARNONDO* DAS6-HCL* DSN 

2A1-A0h0 OR COMMERCIAL <?03> ?Sb-BOWO* CN3 PLACE« HSLO-PH* DSN 

m-asos OR COMMERCIAL isia> 221-AMOS* AND HR. KASTENV 

CH3 BREWER*  SGMNA-fli  DSN 313-?>mi  OR  COMMERCIAL  (301)  blWM<ll. 

LTC ARMONDO* DAS6-HCL-ti ?5k-A0b? 

COL LIVERMORE* DASC-HCZ*  75W-A210 

UNCLASSIFIED 
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06PARTM6MT Of THE AHMY 
otnct or IM «JMIOM GCMUM. 

SIOlUC»U*C *M 
MU»C*I*CH.VA M04I-MH 

•«K1TO 
tmnw» 8:    IhfH 

17 AW 1» 
JÄSC-HCL    (750) 

«WECT.     C»»»t«-1««> tOM«r.pl>y  (CT)   Sy.t» »tat«»»* St.* 

savings batvaan now And 199t). 

=E2SSSS??^^SSA. 
!^".iö davalop »andatory Baintananc« »pAcificatlon», «»«• 
£i£i»ta a atud? o« currant «aintananca option«, «ha Acting 

A      v«u »ra taskad to jointly davalop th« datailad »tudy 

EüS'ää ss s-s: äTäSä«... 
study ara provided as ancloaura 2. 

t^iC4<3 
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DEPARTMENT OF THE ARMY - OFFICE OF THE SURGEON GENERAL 
COMMENTS (cont'd) 

OASC-HCL 
SUBJECT:    Computerized Tomography (CT) System Maintenance study 

S.    Points of contact for this action are LTC Armondo, DASG-HCL, 
OSM 2S9-8060 or commercial  (703)  756-1060, and Mr. Kasten, 
SGHMA-M, OSK 343-7441 or commercial  (301)  619-7441. 

FOR THE SURGEON GENERAL: 

2  Ends PHIllP f.  LIVERMORE 
as Colonel, MS 

Acting Director, Health 
Care Operations 

CP:     COMMANDER,  0.8.  ARMY MEDICAL MATERIEL AGENCY,  FREDERICK, 
MD    21702-5001 
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13 CT SCANNER SYSTEM MAINTENANCE ACTION PLAN 

EXEKE 

1. Obtain TSC approval. 

2. Notify DASC-PTZ and SGPS-RMZ of 
approved alternative. 

3. Notify HQ, HSC, 7th, and 18th MEDCOMS 
of analysis/tot 

4. Establish analysis/test partnership with 
HQ HSC. 

a. Initiate collection of existing CT 
Scanner System Maintenance Service Contracts. 

b. Initiate analysis of existing CT Scanner 
System Maintenance Service Contracts. 

c. Complete Draft Standard CT Scanner Systea     31Decemberl992 
Maintenance Service Contract 

d. Establish partnership with test hospitals.    30 October 1992 

0) Identify personnel to be trained.      t November 1992 

(2) Identify data elements for 30 October 1992 
collection and reporting throughout the study. 

(3) Complete required training. 

COMPLETION PATE 

2! August 1992 

21 September 1992 

23 September 1992 

23 September 1992 

23 September 1992 

t October 1992 

31 December 1992 

(4) Modify existing CT Scanner System     31 December 1992 
Maintenance Service Contract to provide backup service. 

5. Complete cost benefit analysis of existing CT      30 October 1992 
Scanner System Maintenance Service contracts. 

6. Initiate study at selected sites (BAMC & DDEAMQ.    1 January 1993 

frx*4 
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13 
CT SCANNER SYSTEM MAINTENANCE ACTION PLAN 

EYEM CQMFLET1QN DATE 

7. Review Study data at 6 months. 1 July 1993 

8. Review Study data at 9 months. 1 October 1993 

9. Review Study data at 12 months. 1 January 1994 

10. Conclude Study at 18 months and analyze data.        1 July 1994 

11. Prepare and staff analysis of study data. 1 August 1994 

12. Implement approved recommendations from study.      1 October 1994 

ft*jctjr 
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DEPARTMENT OF THE NAVY COMMENTS 

THE ASSISTANT SECRETARY OF THE NAVY 
(Research. Development and Acquisition) 

WASHINGTON. O C. 20350-1000 

0CT221992 

MEMORANDUM FOR THE DEPARTMENT OF DEFENSE INSPECTOR GENERAL 

SubV  DRAFT REPORT ON THE AUDIT OF COMPUTED TOMOGRAPHY (CT) SCANNER 
MAINTENANCE SERVICE CONTRACTS (PROJECT NO. 2CD-8006) - 
INFORMATION MEMORANDUM 

In response to the subject draft audit raport the Department 
of tha Navy agraas that full and opan competition ahould be used 
in contracting for maintenance «arvicaa. Ma also agree that tha 
ootential exists to astablish sharing agreements in geographical 
areas to achieve economies of scale. Me do nafc concur, based on 
tha data provided, that bringing Maintenance services in-nouse 
would achieve substantial savings. Me will review this issue 
further. 

/" 
«raid A. Cann 

Copy to: 
NAVINSGEM 
NAVCOHPT (NCB-53) 
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DEPARTMENT OF THE AIR FORCE COMMENTS 

APARTMENT OF THE AIR FORCE 
m fonct MCOOU. LOGSTCS off e« 

FWMRlClCMO2<rttS0M 

23 October 1992 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING 
OFFICE OF THE INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 

SUBJECT:    Draft Report on Computed Tonwgraphy Scaiuicr Maintena«e Service Contract» 
(Project No. 2CD-8006) 

This memorandum it to «ply to a request for the Secretary of the Air Force (Financial 
MaMfement and Coraptrofcr) to provide comment» on the subject report.  The following 
comment» on the audH Recommendations for Corrective Action are provfcied for «moderation 
to finalizing the report Taeienutototf thbmenic«ai>dumc«t»to 
comments, and corrected coat savings. 

a. RefererteeRecommeadationl. Nonconcur with comment 

(1) ThUrcconutenAtionaemaDyitateiftatcont^^ 
ihooU be tepanted from contracting for the CT system itsetf. We do not concur. We 
specifically requested maintenance options with the purchase of each CT scanner because this 
is the only contracting method known mat can yield a true life cycle cost evaluation of (he 
system. We believe this is •* appropriate acquisition strategy to use when k b anticipated that 
contact maintenance will be required to support an equipment system. This position is 
supported by reliable civilian and USAF source«. 

(2) The Emergency Care Research Institute (ECRI) pubOshei a special edition of 
RMM Technotoo, Volume 3, Number 4, Winter 1989, titled ■Special Report on Managing 
Service Contracts.' In a* article titled Types of Service-TVir Advantages and 
Disadvantages," the authors maintain the 'time to set the stage for service options for a new 
device or system is as eady as possible in the acquisition process.' They justify this 
conclusion based on the following points: 

(a) Wim comprcheative service requirements in the Request for Proposal (RFf), 
'.„detailed service related mformation can be obtatnod from an manufoelnn» and considered 
as an integral part of me aoojaUtion process." 

0) Tlieyr^imcotfnt'Taabmeonryn'ffletheltos^ 
insist cm receiving essential service dements, auch as dm right to tire dtotntmlc software...." 
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DEPARTMENT OF THE AIR FORCE COMMENTS (cont'd) 

(c) They em go to ft* u to say Hut \..dettüed service requirements should be 
incorporated it« tte eventual purchase order, whether or not a tentative decision has beta 
made about using the manufacturer for post warranty service.' 

(d) Finally. "By rotting «to n»iwfacturer,s sendee support wpdrements part of the 
acauisriioa proem, *e hospitals aervice cations to ftitin* yem wB a« be turfted.' 

0) The Fnl 1991, Air Awe Journal Qflo&äa: Dtsen SWelaVSwne LptUOet 
Ussen Learned contains an article tided Supporting Commercial Systems by Robert G. 
(Near, Logistics Management Specialist, Air Force Systems Command. Mr. «ear was i 
member of a special Commercial Off -the-Shdf (COTS) SupportabiBly Wocldng Gtoup tasked 
with the development of policies and procedures to impic«suj)p«c/eomi»eidal equipment 
and systems. Among the final recommendations were *e following: 

(a) Indicate contractor support is prefened unless mission needs are notmet 

<b) Apply vendor aipportcomgpto whether support b organic or contract. 

(c) Develop support requirements, life-time support strategy, and contract language foe 
commercial hems ap front 

». Reference Recommendation 2. Concur with the recommendation to develop a standard 
statement of work for computed tomography scanner maintenance service contracts for DoD. 
However, the following comments are provided regarding what constitute* restrictive bidding 
provisions. 

(1) The section on Factory Training Restrictions states to a requiremetrt for factory 
ti»inU««aspedrkscaiu»mataaml«^ 
While the factory taming requirement may be beyond the minimum needs, technical training 
«aparb«itoecaim»nutaandnicddUii«be tt is essential for 
proper preventive and unscheduled maintenance for the technician to be trained on ti»e system 
being repaired. For example, a technician trained to repair GE scanners b not necessarily 
qualified to repair a Siemaiis i 

0) The section on Software Restrictions states, "licensing leouiremen» for dbgi«ostic 
software were not essential to performing diagnostic function»." Diagnostic software fa 
essential to the efficient performance of aervice on most CT seamen. Without specific 
diagnostic software, a field service engineer b required to use a brute force process of 
elimination to identify n faulty part. Thb not only requires excessive time, but often results in 
the purchase of needfess parts for brute force substitution. 
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Page No. 

11 and 12 
Revised 

Revised 

c. Reference RcoMunendatioa 3. Concur with the Intent of the recommendation bat Ml 
the wording. Corurnentt are provided below. 

(1) Parts a. b, «nd c of this nooaunendatioa ideotiiy the Initial stej 
iropkmenting an fa-service capability. However, the «Mat important step, conducting a 
detailed cost analysts at each location to determine the cost c&ctivtocss and leasibifity, has 
been eliminated. The draft report recognises the tmr^>rtance of thb task, but it b buried fate 
lastparagraph of AppendixC. Inall«unie»,tjKienteocerJjalitUM'AaaccwiteeitiBuieof 
cod can only be determined by performing an analysis for each hospital or service area «here 
«-house CT scanner servicing will be performed.* should also be included fa the executive 
summary, coridusicms and reconummdatioa sections. 

(2) The USAF b ready to initiate these studies and impleroent t^ programs for CT 
scanner maintenance at selected sites. However, the funding and staffing resources «a be 
required to implement even test programs. Current manpower authorizations is one of the 
primary reasons for using contract maintenance support 

The report contain several broad generalizations, inaccurate estimates and computations, 
incomplete data, and incorrect assumptions. 

a. The Audit Remits section states that the data contained fat this report results hi a "Cost 
tarings of M percent* if contracts are awarded with full and ope« competition, ft also states, 
•An additional 71 percent can be saved by performing CT scanner maintenance service 
in-house.*  We do not concur with the calculations supporting these statements. 

(1) The following is a correction to the method of calculating saving» and not an 
endorsement of the supporting data. The data hi Appendix B shows projected current ccnftact 
costs of $10t>,4M,4X» ar4 a ooit of S6M9^|im 
open competition. Ws is a douar savings of $37,466.000. The reported savings of 54« is 
apparently calculated as $37,465,000/$a,99t.000«54.3*. This is not a cost savings, but a cost 
increase from contracts awarded with competition to the current projected contract costs. The 
percent savings should be calculated as $37,466,000/$106,464,000-ISM. 

(2) For comparison of in-house maintenance to contract maintenance, Appeoda B 
reports the contract cost as $63.371.000 and la-bouse costs as $37,0^.000 rcsulttag fa a dofcr 
savings of $36,477,000. An "additional cost savings* of 71« is then calculated as 
$26,477,000/$37,094,000. The additional cost savings Should be calculated as 
$26,477,000/S63,57J.OOO»41.6». This is the cost savings of in-house maintenance over full 
and open competition awarded contract maiatrnsncc. The actual percent of additional ssvisgs 
over the existing contract maintenance coatd be calculated as $26,477,000/t97^23,000>27«. 
Then the final statement should be corrected to say tJml using lufl and open oompctitioa retato 
in a savings of 35.2« and an additional 27« could be saved using fa-house rnaiiuenance. 

b. The Maintenance Service Records section stales that records were reviewed at four 
DoD hospitals to compare the quality of CT naainteruuioesesinlce provided I^CCMsan^otkr 
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maintenance «vice companies. Four bospitab do not provide an adequate »ample »be far 
extnpoUtkwofftbdata to all other location*, lie record* ea the one USAF unit maintained 
uviervic«boert»iit&aotteiKesentatr« »I» a relatively new HÜ 
with a low vtflbstion me. 

c. The fat« »»tence of the Conclusion section, pace H, states, "We believe the DoD 
should emulate *e DVA example and become efficient b the area of medkal equipment 
maintenance.' TU» statement b far too generic and impbet (he DVA ia more efficient at 
medical equipment maintenance in general. Tab audit tttminti only * pottion of DoD CT 
maintenance »erviee* and the supporting data doe* s* show «M the DVA binore efficient 

d. In Part R, Discussion of Detail», the report makes setercnce to the FAR 17.207(c)(3) 
and d(l) 'Exercise of Options* and state* that this requires iasconbictingoffic« to determine 
if the exercise b the most advantageous method of fulfilling «he government'» need, and if a 
new solicitation falls to produce a better price. This imp&s that the contracting officer ha» 
illegally exercised maintenance option». What is not reported here b that FAR 17.307(d)(2) 
and (d)(3) give» the contracting officer two adcStional options instead of a new solicitation. 
Also, sections 0X1). (d)(2). •*> (d)(3) oootsin me caveat 'or that the option b the most 
advantageous offer." TO» draft audit report dee» aotshowsMt the exercise of these options b 
not the most advantageous offer. Many actors b ao^ditioo »cost must be considered. 

e. The section titled Reasons for Sole-Source state» «at 27 of the 36 contracts were 
awarded without full and open competition. Then the report says that 19 of 27 were not 
subject to FAlSubpart 6.1. Thh b a direct contradiction. 

f. The subsection tided CT Scanner Maintenance Service Optic« quote* FAR Subpart 6.1 
then states, 1i our review of fcur contracts wi* 19 contract optkm» »or nomtenanee »ervk», 
vmfchDPSC «warded, we deteniüned that to R goes on to 
say that the provisions of 6.1 were not met at the time of award or at a bier time when (be 
nuuntenance options were exercised. Tbeexetcbe of contact options, however, b not «object 
to the FAR Svbpsrt 6.1. It also says that DPSC exercised «he contract nuutenance options 
without soUdtiH sll responsible sources. Thb b not required under the FAR 17.207(d)(2), 
nor does the audit show that DPSC exercised the opticm wpoperty. The discussion implies 
the FAR leqsbes that all responsible sources must be solidHd In order to exercbe an option. 
Thb b simply not the < 

We cannot concur with the potential savings and benefit presented in several sections of 
the report Owrationale and corrected data far Air Force activities b outlined as foBows: 

a. The paotraph on Cost of Sole-Source Contracts and Appendb A coenpares the cost of 
contracts awaafcd sole-source versus competitive tnctfng, aid uses to u the bto for doOar 
value savings. In order to compare the contracts and daw vaBd conclusion», more data b 
w*dedoofkprwdiiooa witximeech contract R b obvious that service contracts for CT 
scanner« of various manufacturers lave all been grouped together with replacement tube» at 
the only olstbgdshbf chajacserbtk. There are ssairy otto vaBd seasons for contract prices 
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to vary. Factors weh as arid and age of the wit, «uouftcturer, options included oa the 
equipment, service response times, hours of coverage ft hours versus 1« loan per day or 
normal business hours versus 7 days a week), guaranteed up-time, and Bauidated «rage* 
clauses greatly affect the oaatract cost Without a comparison of the previsions of each 
contract, the conclusions drawn oa tiie amount of savings is statistically invant 

b. The report section, fart I 
assumptions. 

Introduction, contains several errors sal false or witting 

(1) The Background section states that *DoD pbns to place an addttooa! II scanners 
in service over the next 3 yean." The section under Scope, Documents Reviewed, stales that 
Request for Proposal (RFP) DLA120-91R4522 is for procurement of It scanners over the 
next three years. The RFP has resulted in award of three contracts. Contract number 
DLA120-92-D-83M was awarded for 15 basic performance level scanners ewer die neat nree 
years. Contract number DLA12092-D-S315 was awarded for 30 standard performance level 
icannen over the next three yean. Contract number DLA120-92-D-8317 was awarded for 15 
high performance level scanners. This results in a total of 60, not tl. The scope section also 
states that the procurement was reviewed to determine whether the scannen were new systems 
or replacements of existing CT scanners. Many of these systems will be reglaoements, yet all 
the calculations of saving» use II scanners in addition to the 78 already re place. The current 
and projected distribution of CT scannen in the AF is shown in the table at attachment 1 of 
this memorandum. Even though lie Air Force will purchase three scannen in she yean 1993 
through 1995, the overall effect when replacemertsystenuai)dbe*clotuieiareindudedtta 
net gain of two CT systems. There saay be additional purchases of replacement' systems 
during these three years, but fee net gain/loss will be sero and mainteruutce service oosti* the 
following year would be aero. The first table at attachment 2 of this aaemorandnai is a 
computation of contract Serridag Costs for Air Force CT systems only. We recommend 
similar data be obtained from the Army and Navy to correct the Tabfe at AppeadUB to leflect 
accurate numben of systems. 

(2) The Scope secooa states that of 73 scannen in DoD hospitab, 73 were under 
contract maintenance. The report reviewed the costs applicable to fiscal year 1992 for 36 of 
the 73 CT scannen. The criteria used to select the subset of 36 from the 73 for review was 
not provided. Without a tree random sample, all calculations and extrapolation to fee full 
complement of 73 scannen are invalid. 

e. Reference Appendix C - Computation of In-Home Costs. A cost comparison of 
in-house versus contract n»fW——»it not the only criteria on which these two options must 
be judged. Some of the most important reasons for purchase of contract maintenance are 
logistical supoort,im^rnizatk»ofparaacquirinVwti 
a vast knowledge base of diagnostic experience and expertise. In-home mawirnincc virtually 
assures an inexperieoced staff because of high turn-ever rates. There are several assumptions 
made in this section (hat we believe are «accurate and impact poteiulal coat arvings. 
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(t) Reference UbOLCosJi. The projection of labor costs based on 439 hours per year 
per scanner at an hourly rale of $22.93 per hour or $10,100 per year it flawed far several 
reasons. First, this estimate assumes that one technician CM maintain more man one scanner. 
While this is possible* some areas of the country where scannen are located in dose 
geographic proximiry, many scanners are too isolated to realistically share maintenance with 
other facilities. Also, one technician can not be available 24 hours a day, 365 days a year. 
Our estimates of labor costs are calculated as fellows: 

(a) Appendix D provided data on 20 geoe^aphk rtjjcos o^a» have p<>to^ lor ihared 
CT maintenance between the services and the DVA. Using this data and assuming that one 
technician can maintain three CT systems aT they are in close geographic proximiry, we 
determined that it will require 52 technicians to support me 124 CT systems shown in these 20 
regions. Of these 124 scanners, 46 are current DoD scanners, therefore, the other 32 are not 
located in one of these geographic regions. These 32 scanners would require a dedicated 
technician thus btwgiag the grand total to 84 technicians. This means mat 84 technicians are 
required to support 156 scanners. This translates to J4 full time equivalents per scanner. 
Note that this estimate is skewed to the low side since we have no estimate of the number of 
isolated scanners the OVA has in use. 

(b) The estimate of total labor costs far the years between 1994 through 1998 can not 
be calculated based on the number of hours per year for repair of the scanner, but must be 
calculated oa the bans of the number of people paid. Therefore, (be total labor cost for DoD 
for the years 1994 to 199« is $18.3 million ($47.700*.54*No. Scannen) plus $7.1 million for 
fringes totaling $25.4 millkm. 

(2) Reference faflsjCosji. The estimate of parts costs is based on only three locations 
that have in-house maintenance. The parts costs for das 22nd Medical Group, March AFB 
CAanextiemdylowforacoitptoofteasoaa. The 22ad Medical Oroup is a small hospital 
(8Qbeo^wiaBinifcdwc<fck^ai>dlt»icaarwtebn^aew. Larger hospitals have heavier 
workloads requiring tabes to be replaced almost yearly. The tube can be a $30,000 part. The 
audit cites the DVA medical center in Little Rock AR u having an abnormally high parts cost 
of $21,960. We do act think this is a high parts cost, especially if the DVA in Little Rock is a 
large hospital Take Reeder AFB for example, where me detector amy costing $400,000 was 
recently replaced. AKhough we do not have a figure for average parts costs across allsizesof 
installations and all brands of scanners, an estimate should not be derived from data at only 
three locations. A snore comprehensive stady is necessary to obtain an accurate estimate of 
parts costs. 

(3) steference Training Costa. Historical experience shows that we must tram 30« 
of the technicians each year to maintain a staff of tramed mamtenance technicians. Training 
one technician per scanner is inadequate to cover lb« entire period. A more reafistic training 
cost based on ttis history is included in the table shown below. 
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(4) ThefoBowwgtabteUaieworktfllietabktf Afl>es^ 
labor, fringes, and training. The nuna*»c*CTsyste*asbte same as the draft. 

COMPUTATION OF IN-HOUSE COSTS 
(SOOQ 

1994 1995 199C        1997        1991        Total 

CT Scannen 
Labor 
Fringes 
Parts 
Training 
Total 

104 131 ISS 158 151 
$2,679 $3.374 $4,070 $4.070 $4,070 $18.263 
$1,037 $1,306 $1.57$ $1.575 $1.575 $7,0« 
$3,584 $4,514 $5,445 $5,445 $5,445 $24,433 

$71» $«2 $458 $327 $327 $2,235 
tt.019     $9.596   811.5a   $11.417   $11.417     $51.999 

A» shown, these projected figures are substantially higher than the audit estimates from 
AppendixC. Since these numbers do not account for isolated DVA systems, they are skewed 
to the low side. 

(5) The second table at Appendix B of the audit report shows the costs for iavhouse 
maintenance for the years 1994 through 1998. Recommend «at each location considered for 
in-house maintenance undergo a detailed cost comparison using actual data from past 
experience and market surveys of avauable service iame feographic area. We do not believe 
that calculations in the audit or ia Ms response, «tick are based on narrow assumptions, 
adequately represent die costs for at DoD CT matoiraanoa, nor can (hey be accurately 
exnpolart to repress the same. The second table at sAchmeot 2 of «us awamandum is 
our revised computation of In-house Servicing Costs for Air lfcrc* CT systen» only, we 
recommend similar data be obtained from the Army and Navy and correct the Table at 
Appendix Bof the audit report to reflect accurate numbers of systems. 

Air Force Corrections to Appendix D - DoD Computed Tomography Scanners and Nearby 
Department of Veterans Aflairs Medical Centers are included as attachment 3 to this 
memonndum. 

The following typographical, grammatical, and mathematics errors are identified for 
correction. 

a. Thesectk» titled. Cost of r*DPerformli«Ie-lwuseCT Scanner Main^ 
«ales, "...m CT scanner maintenance services widun a local area »....'  This must be a 
typographical error. 
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b. TlwsentöKeM,aiient services and the nwnbertfp*^ 
improve by increasing CT scanner maintenance service response tine." it incorrect 
Decreasing response tine will improve patient service. 

c. Tie section oa Potential Benefits of the Audit stale«, 'DcO could achieve $37,466,000 
of potential monetary benefits by Improving competition at the acquisition of CT scanners...." 
Competition in the purchase of CT scanners is not In Question. We assuae this means 
'competition in the acomtition of CT scanner maintenance services." 

d. Reference Appendix A. 

(1) In the table that calculates average cost per scanner with and without tubes, page 
24, the average cost per scanner awarded competitively is shown as $70,471 This number 
should be $70,448. 

(2) Oa page 25, the estimated total DoD contract cost for 1992 is calculated. The 
table uses 77 scannen as the number for calculation of total. As specified in the Scope section 
of Part I - Introduction, of the 78 scanners currently in use in DoD, one is maintained m-house 
and four are new and still under manufacturers warranty. Therefore, 73 scanners should be 
used in all calculations of the total cost Also on this page, the ntuhhjDcauon of St X 
$124,196 - $7,303,368 should be $7,203,368. 

We appreciate the opportunity to comment on the Draft Audit Report. Please address any 
questions concerning our comments to Lt Col Leslie Wood or Mr. David Baker at DSN 
343-2091 or commercial <301)-619-2091. 

IB. HOLBS/ColooH.IlSAF, MSC 
"Chief, Air Force Medical Logistics Office 

3 Ate* 
i. Current and projected AF 

CT Scanners 
2. Computation of contract 

servicing costs 
3. Correction to Appendix D 
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CURRENT AND PROJECTED VS. AIR FORCE 
COMPUTED TOMOGRAPHY SCANNERS 

LOCATION [nsUBed 1992 If» 1994 1995 
Ebnendorf AFBAK 1990 
tfaxwdl AFB AL 1990 
Dtvis-MootfoaAFBAZ New1 

Luke AFB AZ 19*9 
March AFB CA' 1989 
ItavisAFBCA 1988 Replace 

Mather AFB CA New 
USAFAcadamyCO 1987 
RAF Lakenheath EntJaod 1989 
Etlin AFBFL 1987 
rvndan AFBFL 1991» 
Homestead AFB FL 1986 But closed CT removed ial992 " 

MacDOl AFBFL 1991 
Wiesbaden AFB FRO 1986 
Scott AFBIL 1984 
BarkxhleAFBLA New4 

Andrews AFBMD 1984 Replace 
bester AFB MS 1988 
KeeslerAFBMS it,..' 

MinotAFBND 
OffutAFBNB 1990 
Wricht-Pattcnon AFB OH 1986 
WHMC Lackland AFB TX 1987 
WHMC Lackland AFBTX 1991T 

WHMC LacUaad AFB TX New^ 
BAMC Ft Sam Houston TX 1990 
Shemwrd AFBTX 1989 
Carswcfl AFB TX 1988 Ck*int9/9) 
LanelevAFBVA 1989 
dark AFB PI 1987 (Transfered toNwr in 1991) 
TOTAL NUMBEB 25 27 28 27 27 
WO. SEEVICB CONTtACTS 21 2«V> 2I7> 2« 27 

IMtrMOMQraMi 25 Mv 19» 

Vtitt wry* O At 1992 (milmtnwra 
Übte wanatfyw« 15 Iby 1993 
Sdsterf fcrltilWHoi in wrfy 1991 
tfctewsn*«« ttfcfc 199» 
tfciiwwiijMannnTirw^iifcaHiiri 
tfete«ana*«aia»ApTl993 

cookta 9x I to*wh93) 

ferlMMtMQ 

Ak*l 
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28 

28 

28 

29 

30 
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Corrections to Appendix D 

DoD Computed Tomography Sonnen and Netty Department of 
Veteran« Aflain Medical Centers. 

a. *tftra** 1- frmtWn California. Your Hit of potential DoD hospitals with CT teamen 
includes Ooorge AFB which is tcheduled for cloture in December 1992. A CT tcanner will not 
be located there. Edward« AFB and Vandenberg AFB a» 25 sad 20 bed faciUties, respectively, 
and are not candidate« for CT «cannen. 

b. Reference 2. FJfidda- Your h* of existuu^ scannen Mude« Homestead AFB which 
was destroyed by Hurricane Andrew and the CTteannerwu removed. The litt of potential the« 
include« EgUn AFB and TyndaU AFB which already have CT «cannen whkh were installed in 
1917 and 1991, recpectively. Patrick AFB ba 19 bed clinic and not a candidate for a scanner. 

e. Reference 4. Text«. The list of existing »cannen «hould be updated to include a third 
tcanner at Wilford Hall USAF Medical Center, Lackland AFB. Potential «cannen include« 
Sheppard AFB which lud a »caimer installed in 1989. Reese AFB and Dye» AFB are 9 and 20 
bed faculties, respectively, and are not candidate« for a teamen. 

4. References. Motlhern Cilifomi«. You have listed David Grant USAF Medical Center, 
Travis AFB a« having two »cannen, while Aey have only one. A replacement for Chi* tcanner is 
tentatively tcheduled for 1994. Beale AFB is a 15 bed faculty and not a candidate for a tcanner. 

e. Reference t. fifiggU- Robins AFB is a 35 bed fatuity and not a candidate for a CT 
tcanner. 

f. Reference 9. piinloa/Missouri. Chanute AFB is scheduled for cloture in September 1993 
and, therefore, is not a candidate for a scanner. 

g. Reference 10. Washington. FairchDd AFB uses contract CT service« and is a 35 bed 
facility and, therefore, is not a candidate for a CT tcanner. 

k Reference 12. Cojfirjjfl. Under potential DoD hospital« win CT scannen you list 
Colorado Spring«. If thUrefen to die USAF Academy, they already have a CT tcanner which 
was installed ml9S7. 

L Reference 14. Oklahoma. The USAF Hospital Tinker, Tfaker AFB it listed as an existing 
she, but Aey do not have a scanner. They requested a tcanner at one time but being only • 35 
bed facility they did not qualify based on expected workload. Altut AFB is a IS bed facility 
and, therefore, not a candidate for a tcanner. 

j. Referenced. }A\ts\uippj. Reeder AFB i» listed as having one CT tcanner. They will 
install a second tcanner fa early 1993 which will be under warranty until 1994 The list of 
existing scannen should be updated to reflect Al» addition. 
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DEFENSE LOGISTICS AGENCY COMMENTS 

DEFENSE LOGISTICS AGENCY 
HEADQUARTERS 

CAMERON STATION 
ALEXANORIA. VIRGINIA 223O4-««0Q 

1 0 *JC /1992 

MEMORANDUM FOR DEPUTY ASSISTANT INSPECTOR SENERAL FOR AUD1TINS, 
DEPARTMENT OF DEFENSE 

SUIJECT:  OoD IS Drift Rsport on " CoMputad Toaography Scanner 
Maintenance Strvlet Contracts* (Project No. 2C0-800«) 

TMs It In response to the sebject report. Major General 
Lawrence f.  Ferrell, «SAF, Oepety Dlrtctor, Defense Logistics 
Agency, hes approved these positions. 

^/<&*fy 

2 End 
w/2 Attachments 

cc: DLA-PPP 
DLA-S 
OIA-SE 
OLA-LX 

JACQUELINE (. IRYANT 
Chief, tntornal Review Division 
Offlco of Co»ptrol1er 
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DEFENSE LOGISTICS AGENCY COMMENTS (cont'd) 

FORMAT 1 OF 2 

TTPE IF REPORT:  ftVOtT DATE OF POSITUR:   0 6N0V 1992 

PURPOSE OF INPUT:  INITIAL POSITION 

AUDIT TITLE ANO •: Computed Tomography Scanner Maintenance 
Service Contricts  (Project-No. 2C0-B006) 

FINDINS:  Maintenance cost* for CT scanners was excessive. 
These excessive costs occurred because competition restrictions 
resulted in sole-source awards and because in-house maintenance 
service for CT scanners was not considered.  Consequently, we 
estimated that the lack of competition will Increase OoO costs 
by $37,466,000 ($4 percent) and lack of in-house servicing will 
Increase costs an additional $26,477,000. 

OLA COMMENTS:  Nonconcur. 

We do not agree with the language "competition restrictions" and 
'sole-source" award.  See comments under Recommendation 1. 

Excessive costs have not been adequately established in the audit, because 
of "competition restrictions*.  The differences In costs of compared 
contracts could have been due to numerous other factors besides 
"competition restrictions." Elements of required performance (response 
time after service call and scheduled availability), types of system (high 
or low performance machines), coverage of ancillary components, and 
location of hospital may be responsible for the differences. 
For example, the maintenance service contract on the systems at 
the Naval Hospital, San Diego, CA include servicing two 3M laser 
Imagers and two independent workstations with separate mainframe 
computers.  Also, some of the 'sole source* contracts cited have 
significantly higher costs because the activities are in remote 
overseas locations.  Without factoring out these other variables, a true 
assessment of excess costs cannot be made. 

The potential savings cited appeer to be overstated because 
in-house costs are understated.  No factor Is included to cover 
the additional tools and diagnostic equipment needed to support 
CT maintenance services.  This cost could run et much as $90,000 
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DEFENSE LOGISTICS AGENCY COMMENTS   (cont'd) 

,...,i.,,l  «anoaint   rto.irat*  .ft   «■  flft.t  <••!»< 
p.r  ,,«i...    •••"<;«•! •Jtlt"S«ll» t.ptrttMt« «tffu«H| ♦ • Mr»|  («■• 

upgrH«. M«  rt*Uc«M«t*. 

obUU.4 fro« »'MJ" ,,'„?, .*„  tn.ir ow» t*p1o>ot« trtUMff •« l*t 

full   r.nj.  of ■•»•{"JJ5;,'     ,      4,,«»  co.t  imcIlM »H» «O«-UM ••« 

»..,. c M,«U, ...i,.j. •;/;:t5;;;:i,;l.,::i!l:!,ri;
,:ri'!3ii.i.M 

!::K::: ::!:u:::,«:.,,o»«-:{u,.:SÄ<St.J«»»- !•»•'«• * "•« 
SC.AMT «ttttimi  s«r»1c«t. 

||SMSITIII<tM  if 1tf#     ,lUMtH  COMUttt. lilt 
(X)      AcUo« 1» eoo.K.rtd co«p1olo. 

T.JE:^ ••*••••« 
1   '    U.tio«'« i«"t *• «•"••■It«. .Ml «Lt.1«.« »1U jr..f 

,   ,    .I-Wl «It'.r.rr.Mt.rl.l  ..« -ill  >. r.p.rt.l 1. tM 
1   '    OLA »MMl  Jt.tUHt  of  A«*gr«.ct. 

MONETAM itmmi    «I« 
OLA COMMENTS: *'*,,„.     „,» 
ESTIMATE© REALISATION OATI:     «/A 
AMOUNT "»«■»"•;..,„. \,\ 
OATC  IEIIMTS «HUlli ■'* 

,„.,, .tricEf    Martfc» Kt««. ©LA-MC  x4»»S«.   It 0«t I* 

{a,a.rÄ^Ä^..n;,
ij.«.«{a,s;»{i«a«jr 

x4<40l,   20 let »2 

OLA APPROVAL: 

<*&«& Undo» 
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DEFENSE LOGISTICS AGENCY COMMENTS (cont'd) 

FORMAT   2   Of   2 
mt OF  «MAT:    AUDIT DAT! If  HSITHN:        f |«OV«92 

MRMSC  IF   JNFOT:     INITIAl  MSITION 

AUDIT TlTtl  AMO #:    Ctaa«tad Taaography Jci«Mr M*1"""", 
itrvic« Coatractt    (frojoct No.  2C0-I00«| 

RECOMMENDATION:    W«  rj<»M«»< thtt tht Otftatt firsotMl 
Support  Ctnttr optfl  solicitations   for  tha  coaputad toaogrtpky 
Kmir  aai»t»M«ca  tarntet  to all   rttponstbl«  btddtrs. 

OIA COMMENTS:    »artially Concur 

Currtntly.  »wird» for iiUttmici   tirvlc« trt coapttttivt. aat 'tola 
tourca".    Mainttnanca »ar»1cat ara part of  a ceaprakaastva systaa 
(aqvlpaent,   installation,  warranty,  ttt.)   that  is  sottctttd and  awarded «■ 
•  coapetitive bssis.    This   systtas   approach  allows consideration  of  lift 
cyclt costs  and vtt of best vilai buying procedures, both of which ceaply 
with  current  regulation  (OFAAJ  I0I.101(I)(H|   and Olli jilt.I,  paragraph 
lO.IU-OOIa),  tot Attachatnts  I and 2,  rtsptctlvtlyl.    Tko aaiatenaac« 
requirements on  included as aa option and an awarded If OrJC determines 
tkat tht exercise of tka optioa It  the aost advantageous aotkod  of 
fulfilling tka Coveraaent's  atad,  prict,  and atkor  facters coaitdarad. 

Ha will   deteralne tho availability of ttannor aalattnaace services by 
diving a *tott*  solicitation for  tkoso aaiatanance sarvicat In lit« of 
soliciting for an ontlro systtas «c«»isit1on that yo«ld tacludt •««tpaeat, 
larvico. warraaty, and Installation costs.    Afttr tattle« tht market, OFSC 
will bt  In a better poiitioa ta dtttralnt  if this typt of solicitation is 
ftasibla. 

(x|    Actioa is  oagoiag.    Estimated Completion Data: I lav tl 
I  )    Actioa is caaiidtrad «•■plat». 

INTERNAL MANAtEMEMT CONTROL  WEAKNESS!S: m   _ 
(xt    Nonconcur.     (Ratioaele salt bo docuaaatad and a«1nttin»d 

with year copy of tha response.) ... 
(   1    Concur; fcowavar, weakness  is not consld»r»d material. 

(Rational« avit b» decuaeatad and aaintainad with year 
copy of tha raipansa.) ......... 

(   I    Concur; weakness Is attsrial  and will  b» r»p»rt»d ta tho 
DLA Annaal  Stateaoat af Assurance. 

MONETAAI  DENEFITS:   HOME 
OLA COMMENT»: «/A 
ESTIMATED REALIZATION DATE:  «/A 
AMOUNT  REALIZED: , «/A 
DATE  OENEMTS REALIZED: «/A 

ACTION  OFFICE»:    Martha King.  DLA-fK,  xtm«.   If Oct 02 
•SE »EVIEU/AffROVAL:    Oilly i. «HUlaas. Deputy Executive Diractor of 

Contracting.  OlA-PO, 
x4<40), 20 let 02 

OIA APPROVAL: 

4o^ Qttvdfa 
uwwKi t. nstxiL, n. 
Iblot'Ooaoral.lRU* 
DoputrDKoolaf 
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DEFENSE LOGISTICB *OENC¥ COMMENTS (cont'd) 

. >■.«.«« -O^U.>I»WJ»I f unomq 

St'BPART 107.1-ACQUISITION  PLANS 

* 
20T.IS3 Agency-head responsibilities. \ 

(cXi) Miftary departments and agencies dull prepare written acquisition pbns for- 

(A) Acquisitions for development, as defined in FAR 35.001. when the total cost of all 
contracts for (he acquisition program is estimated at $5 minion or more; 

(B) Acquisitions for production or services when lie total cost of aO contracts for the 
acquisition program is estimated at $30 million or more for all years or $1$ million 
or more for any fiscal year; and 

(Q Any other acquisition considered appropriate by the department or agency. 

(n) Written ptans are not required in acquisitions for a final buy out or one-time buy. The 
terms "final buy out* and 'one-time buy* refer to a single contract which covers all 
known present and future requirements. This exception does not apply to • muldyear 
contract or a contract with options or phases. 

(d) Prepare written acquisition plans for acquisition programs meeting the dwesholds of 
paragraphs (cX*0(A) and (B) of this section on a program basis. Other acquisition plans 
maybe written on eilher a program or an individual contract basis. 

(0 Tl* program rnanager, or other olTicialrespoMu* 
respooabiUty for acquisition planning. 

0»XI) Apply design-io-cost principles-- 

(A) In all major defense acquisition programs (DoDD 5000.1. Defense Acquisition), 
unless exempted by the Secretary of Defense; and 

(B) To the acquisition of systems, subsystems, and cornpC4ienu below the thresholds 
for major defense acqutsidon programs, to die extent prescribed DoDD 5000.1. 

■tjilifTrinrilrrlifr -yrln nflVi r" "T-V*8—-*-y-——i^ip^- 

207.105 ContenU of written acquisition plans. 
For acquisitions covered by paragraphs 207.103(c)OXA)**4 (B), correlate the plan to the DoD 
Future Years Defense Program, applicable budget submissions, and the decision coordinating 
papa/program memorandum, as appropriate. 

(a) Acquisition background and objectives. 

(1) Statement ef need. 
Include- 

i»l EOmbN -Rfnn 

^-«^^ * V 
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DEFEN8B L00I8TIC8 AGENCY C0KMENT8 (cont'd) 

lLillL 
afrr««« tniinict lnoooniTlOB MOTI/lTl« «Mil 

id) notify offarora that propoaala that ara iinraallatl« l» *•*■••' i**h" 
Melt o/achiLl. «-li^ti. ir „nraaU.tlc.lly 1« U prlc. «til to coo- 
ol£rad IndlMtl». of a lack of Mdor.taftdlno; of tho »oUeltatloa ra*ilro- 
Mnti< 

I.) la coal»nctlo» with tto tow«. aoloetlon pi«. «V*»1«»"0« '£*"' 
•valuation atlodard., anl tto .c^l.Ulo« plu, to »tlw4Mpra.erltod t. 
I.«t0-2(b) (alaotao lS.lll(b)|M)(»)< I».*«<»M»IH»>. »«*■»• 

II.*U   nltaraatlvo aoorco »alaotlo« pcoooduroo. 

.*»»«tt-M* toyl*« boat «alM. 

.iA^.tolioy.. 

Bait valua hwli» procadwaa CM bo «»»a to Introduce valuo Into tto aourea 

d«on.tr4t; oar uneooprcl.liia eo»«lt«*nt to **l,*^"»l»^'^"£!r 
«uallty product. .A4 ..«to...   U,t T.IUO toyln« procad«aa "f«»'«"*£ 
Sel.Un. on tha ba.l. of • to.loaa. J«d«-o«t «Ad «cooftl.o that an «ward to 
oth.r th.n tbo low o!f.ror My rapraaant tho ororall to.t «w»» 
OovarMMat.   0.« of tort »alaa toylno procaduraa *_^"|* "^S t*%l«i 
would bo of tonaflt U laprovU. tho «aallty •«»««• *!***2V£ £j, 
contracting off to.« th* authority to oicarclao bu.lna.a Judomant In th.« 
•ward d«el.toni. 

(h)    totlnitlona. 

•Mat *»lu* bgylnj proeaduraa« ara tho.o proeuraa*nt proeaduraa «ppltod In 
th« avalu.tlon for «ward proca.a, with or without «aa of fomal aourea aaiac- 
tloo proeaduraa, and fro* which a boat value docl.loa CM bo «ado. 

1S.C11-U   Haalltj ymtiat ttovm. 

rat   Quality Vendor troarao la a boat value buyUo procedure.   It *<«••"*•• 
tho eonS.ctUo offlcer'a .«thorlty to ex.rcla. I™^*"**"**" *£* 1? 
contracte th« have blrterlcally boon awarded a. U. boll °'.»*i'?itw I»d 
recognltea that enong reapoa»lble öfterere, varying degreea of «uallty ano 
delivery performance hlatory exlet. 

(b)   «ton applying tale boat valuo toying tachnloao. eontraotlng •««*•[• 
•hall eonaldlVnotonly prlco. tot «loo paat «uMtlfleble ».ellty and delivery 
porforaanco U arriving at M award dootaloa. 

(«I   general,   taletlag law eel reoeletlo» etithorlaeo ewerde totooade 
toeed on tho eonelderattoe of prlco and other evaluation fectore ****** 
atatad In tha aollcltatlee (.ao U.«0t-J<o)(M) and n» !».••«•   *•"•"• 
■ado undar tha procaduraa U thla aubpart aay bo nada to otha« thM tM 
low-prlcod offaroc« 

is-ia 

v^^««^v 1- 
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