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400 ARMY NAVY DRIVE 

ARLINGTON, VIRGINIA 22202-4704 


June 15, 2011 

MEMORANDUM FOR THE DEPUTY SECRETJ\R Y OF DEFENSE 

SUBJECT: 	 Planning Needed on Special Pu1·pose Entity Funds for the Guam 
Realignment (Report No. D-2011-070) (U) 

(FOUO) We are providing this report for your review and use. The Ill Marine Expeditionary 
Force relocation to Guam is estimated to cost approximately $10.27 bilJion, of which the 
government ofJapan has agreed to provide $6.09 billion. The government ofJapan and DoO 
disagree on sign.ificant elements related to financing the construction and maintenance of family 
housing and utilities. We considered management comments on a dratl ofthis repott when 
preparing the final report. 

~ Comments on the draft report did not conform to the requirements of DoD Directive 7650.3. 
However, DoD is considering alternative actions that may meet the intent of our 
recommendations. Therefore, additional comments to the final report are not required at this 
time. We revised recommendation 3 as a result of management comments to the draft report. 

(U) We a5;;te the courtesies extended to the staff. Please direct questions to me at 
(6 14)751 

~dodp~f:ll

for Auditing 

Derived From: Secretary of Defense MemOl'andum "Commander PACOM 
Perspective on G uam," November 15, 2010 
Declassify On: November 2, 2030 
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(U) Report No. D-2011-070 (Project No. D2010-DOOOFC-O I 61 .000) June 15, 2011 

Results in Brief: Planning Needed on Special 
Purpose Entity Funds for the 
Guam Realignment (U) 

What We Did (U) 
(U) Our audit objective was to determine 
whether DoD developed plans and procedures 
for the repayment of funds financed by the 
Special Purpose Entities (SPEs). The estimated 
cost for the HI Marine Expeditionary Force 
re location to Guam is approximately 
$10.27 billion. The government of Japan (GOJ) 
has agreed to provide $6.09 billion1 which will 
include approximately $3.29 bi llion in equity 
and loans to SPEs that will fi nance construction 
and maintenance of family housing and utilities. 

What We Found (U) 
(FOUO~ DoD has not developed adequate plans 
and procedures for the repayment of SPE funds 
because the GOJ and DoD disagree on 
significant elements related to the current family 
housing and utility plans financed by the GOJ. 
Also, DoD plans include only its negotiating 
position. The "United States-Japan Roadmap 
for Realignment Implementation" and 
subsequent agreements and correspondence 
between the two governments did not clearly 
define the key elements related to the repayment 
of funds to the GOJ. As a result, the lack of 
agreement could impact the receipt of GOJ 
funds and plans to relocate U.S. Marine Corps 
(USMC) forces. DoD might have to alter 
technical solutions, identify additional sources 
of funds for fami ly housing and utility costs, 
and establish a process to oversee tbe repayment 
of funds to the GOJ if the position agreed upon 
after negotiations is not the current DoD 
position. 

What We Recommend (U) 
(FOUO) The Commandant of the USMC, in 
coordination with the Assistant Secretary of the 
Navy (Energy, Installations and Environment) 

(ASN[El&E]) and the Executive Director, Joint 
Guam Program Office (JGPO), plan for the 
possibility that the GOJ funds will need to be 
repaid. 

(FOUO) The Executive Director, JGPO, 
complete an analysis identifying the similarities 
and differences between the Public-Private 
Venture and Private Finance Initiative models. 

(FOUO) The Commandant of the USMC 
perform a study quantifying the effect of the 
overseas housing allowance rental rate on the 
Department of the Navy budget. 

(FOUO) The Commandant of the USMC, in 
coordination with the Executive Director, 
JGPO, update the schedule for the USMC units' 
occupation of the family housing un its to ensure 
it corresponds to the detailed force relocation 
schedule and timeline for the ill Marine 
Expeditionary Force units' relocation from 
Okinawa to Guam. 

Management Comments and 
Our Response (U) 
~The Commandant of the USMC and the 
Office of the ASN (EJ&E artiaU a reed with 
the recommendations. • • 

Once DoD reaches a final decision on their plan 
of action, DoD should revisit the 
recommendations and implement those that 
apply. 
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(U) Report No. D-2011-070 (Project No. D201 O-DOOOFC-0161.000) June 15, 2011 

Recommendations Table (U) 

Management Recommendations 
Requiring Comment 

No Additional Comments
Required 

 

Commandant of the U.S. 
Marine Corps 

I l, 3, 4 

Assistant Secretary of the Navy
(Energy, Installations and 
Environment) 

 2, 4 r-----------11,
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Program Office 

, - ~-1,-2-,-4-------­

SECRTJ'.f' 
II 



SECRIST 

Table of Contents (U) 

Introduction 	 1 


Objective I 

Background l 

Review of Internal Controls 3 


Finding. Status of Special Purpose Entity Plans and Agreements 	 4 


DoD's Current Plans for the Special Purpose Entities 4 

Government ofJapan and DoD Plans for Significant Elements 5 

Key Decisions Needed to Improve Special Purpose Entity Planning 9 

Recommendations, Management Comments and Our Response 10 

Other Matters of Interest 13 


Appendices 

A. 	 Scope and Methodology 15 

Prior Coverage 16 


B. Classified DocLUnent List 	 18 


Management Comments 

Commandant of the U.S. Marine Corps 19 

Assistant Secretaq of the Navy (Energy, Jnstallations and Environment) 23 


SECRET 




This page is intentionally left blank 

SECRE'f 



SECRET 


Introduction (U) 

Objective (U) 
(U) Our audit objective was to determine whether DoD developed procedures for 
monitoring and calculating the repayment of funds financed by the Special Purpose 
Entities (SPEs) for the construction and maintenance of housing and utilities in Guam. 
Specifically, we determined whether internal controls were in place to ensure accurate 
and timely repayment amounts. Because the formation of the SPEs was in the planning 
phase, our audit focused on internal controls 1·elated to processes and procedures for 
planning program operations and monitoring program performance. We conducted this 
audit in accordance with the requirements of Section 2835 ofPublic Law 111 -84, the 
FY 20 l 0 National Defense Authorization Act. Section 2835 of the Act, "lnteragency 
Coordination Group of Inspectors General for Guam Realignment," places a duty on the 
lnteragency Coordination Group to conduct, supervise, and coordinate audit-sand 
investigations of the treatment, handling, and expenditure of amounts appropriated or 
otherwise made available for military construction on Guam and of the programs, 
operations, and contracts carried out using such funds. See Appendix A for a discussion 
of the scope and methodology. 

Background (U) 
(U) The "United States-Japan Roadmap for Realignment Implementation," dated May 1, 
2006, 1 (the Roadmap) documented specific initiatives, plans, and implementation 
schedules for the realignment of U.S. Forces in Japan and related Japan Self-Defense 
Forces. The realignment includes relocating approximately 8,000 III Marine 
Expeditionary Force personnel and their approximately 9,000 dependents from Okinawa, 
Japan, to Guam by 2014. 

(FOUO:~ To support the realignment effort, the government ofJapan (GO-D agreed to 
provide $6.09 billion of the estimated $10.27 billion that is needed. Of the $6.09 billion, 
approximately $2.8 billion would be in direct cash contributions for facilities and 
infrastructure development. Subsequent correspondence and agreements between the 
U.S. Government and the GOJ indicated that approximately $3.29 billion would be 
equity and loans to SPEs to finance construction and maintenance ofhousing and 
utilities. The $3.29 biJlion was cornprised of $2.55 billion in equity and loans to 
constrnct up to 3,520 houses on Guam and $0.74 bi llion in loans to finance utilities 
infrastructure. Based on the U.S. Marine Corps (USMC) decreasing the number of 
required housing units to 2,739 and altering the type of financing, the $2.55 billion 
decreased to approximately $ 1.62 bil lion. As or May 20 I 0, the tota1 GOJ estimated 
contribution in financial instruments for SPEs was decreased to approx.imately 
$2.36 billion. 

1 (U) According to an Office of the Under Secretary of Defense for Policy official, the Guam relocation is 
011e of 19 Agreed Implementation Plans associated with the Roadmap. 
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(FOUO) According to the "Joint Guam Program Office Guam Military Realignment 
Overview," February 5, 2008, the DoD plans to reimburse GOJ contributions through 
overseas housing allowance (OHA) payments and utility rates. The OHA is a payment 
funded by the Military PersonneJ appropriation tbat compensates service members for the 
majority of their housing and utility expenses when living in non-DoD housing overseas. 
The OHA is comprised of three components: rental allowance, which is a monthly 
payment to cover rent or lease payments; utility/recurring maintenance allowance, which 
is a monthly allowance to cover the costs of utilities; and the move-in housing allowance, 
which is a lump-sum payment to purchase standard housing equipment to make the 
dwelling habitable. 

Special Purpose Entities (U) 
CJ70UO) The National Defense Authorization Act for FY 2010 defines an SPE as any 
private corporation, company, or partnershjp that the Secretary ofDefense determines is 
capable ofproducing military family housing or providing utilities to support the 
realignment of military installations and the relocation ofmUitary personnel on Guam. 
SPEs will use GOJ provided financing for the construction and maintenance of military 
family housing and utilities infrastructure on Guam. CW'rently, DoD is planning for one 
housing SPE to design, construct, operate, manage, and maintain up to 2, 739 housing 
units for the military families associated with the Guam realignment. DoD is also 
planning for three separate utility SPEs to make improvements to the water system, 
power system, and wastewater treatment plant. 

(FOUO? The Roadmap does not state how the SPEs should be structured in order to meet 
the DoD requirements for miUtary family housing and utilities infrastructure. One model 
that ~an be used as the housing SPE structure is the Publjc-Private Venture (PPV) 
structure. A PPV is a joint venture that establishes a li.mited liability company with a 
non-governmental partner(s) and allows the Department of the Navy (DON) to have input 
in key decisions throughout the course of the 50-year land lease. Another structure that 
could be used is the Private Finance Initiative. A Private Finance fnitiative provides for 
public projects to be financed and monitored by financial institutions. The GOJ uses the 
Private Finance Initiative model to finance construction projects in Japan. 

DOD Roles and Responsibilities (U) 
(U) On August 25, 2006, the Deputy Secretary of Defense estabJ ished the Joint Guam 
Program Office (JGPO) to fac ili tate, manage, and execute requirements associated with 
the relocation of USMC assets from Okinawa, Japan, to Guarn. JGPO coon.li11ales the 
planning efforts and synchronizes funding requirements between DoD Components and 
other stakeholders . .IGPO reports to the Assistant Secretal'y of the Navy (Energy, 
Installations and Environment) (ASN [El&EJ) and works closely with the governments 
of Japan and Guam, Guam Power Authority, Guam Waterworks Authority. Federal 
agencies, and Congress to manage the comprehensive realignment effort. JGPO must 
implement the terms and concepts that are agreed to by the U.S. Government and defined 
by the Office of the Under Secretary of Defense for Policy. JGPO receives planning 
assistance from the Naval Facilities Engineering Command (NAVF AC). 

SECRET 
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(U) NAVFAC assists JOPO in conducting analyses and developing an acquisition 
strategy for infrastructure needed to support Do D's operational requirements. NAVFAC 
is a lso the contracting office and agent responsible for executing all construction 
contracts related to the USMC realignment to Guam. NAVFAC will represent DoD as a 
housing SPE partner and will participate in decisions regarding the housing SPE structure 
and management. In addition, NAVFAC will represent the DON in the water, power, 
and wastewater set'Vice agreements with the Water SPE, Guam Power Authority, and 
Guam Waterworks Authority. 

(U) The Headqua1ters, USMC, identifies all requirements associated with the 
realignment of1Il Marine Expeditionary Force remaining in Japan and those relocating to 
Guam. This includes preparing a force relocation schedule identifying the USMC units 
and the corresponding time those units will relocate to Guam. In addition, the 
Headquarters, USMC, will conduct normal programming and budgeting actions related to 
the realignment ofIll Marine Expeditionary Force. The programming and budgeting 
should include identifying costs related to planning, construction, sustainment, operations 
and maintenance, families, and other activities related to the real ignment of III Marine 
Expeditionary Force. 

Review of Internal Controls (U) 
(FOUO~ DOD Instruction 50 I 0.40, "Managers ' lnternaJ Control Program (MTCP) 
Procedures," July 29, 2010, requires DOD organ izations to implement a comprehensive 
system of internal controls that provides reasonable assurance that programs are 
operating as intended and to evaluate the effectiveness of the controls. We identified 
internal control weaknesses for the Headquarters, USMC; ASN (Ef&E); and JGPO. The 
Headquarters, USMC; ASN (El&E); and JGPO did not adequately plan for the possible 
repayment of OOJ funds. In addition, JGPO did not adequately evaluate the housing SPE 
models. Furthermore, JOPO and Headquruters, USMC, did not ensme that the family 
housing phasing plan and the force relocation schedules a ligned. 

SECRET 

3 




SECRET 


Finding. Status of Special Purpose Entity 
Plans and Agreements (U) 
(fOUO' DoD has not developed adequate plans and procedures for the repayment of 
SPE funds. This occurred because the GOJ and DoD disagree on significant elements 
related to the current family housing and utility plans financed by the GOJ. Also, DoD 
plans include only its negotiating position. The significant elements related to the 
repayment offunds to the GOJ were not clearly defined in the Roadmap and subsequent 
agreements and correspondence between the two governments. Significant elements 
include the: 

• 	 definition of recoverability, 
• 	 SPE model to build military family housing, 
• 	 OHA rental allowance rate, 
• 	 funding of utilities infrastructure that benefits both the USMC and the citizens of 

Guam, and 
• 	 family housing units needed by the USMC. 

(POUO) The lack of agreement and clarity may impact the receipt of GOJ funds and the 
USMC relocation date. DoD might have to alter technical solutions, identify additional 
sources of fonds for family housing and utility costs, and document a process to oversee 
the repayment of funds to the GOJ if the position agreed upon after negotiations is not the 
current DoD position. 

DOD's Current Plans for the Special Purpose Entities (U) 
(FOUO~ DoD has not developed adequate plans and procedures for the repayment of 
SPE funds. According to a JGPO official , it is not clear what role DoD will have in 
establishing internal controls for repayment of funds to the GOJ by the housing and 
utility SPEs. Current DoD plans assume that the housing and utility SPEs will not 
provide the GOJ the opportunity to receive any return on their investment until the 
housing and utility SPEs pay operating expenses, fund reserve and recapitalization 
accounts, and receive management and incentive fees. 

Housing (U) 
CfOUO' According to JGPO officials, the members of the housing SPE wi ll include the 
GOJ, DoD, and a private ehtity. The GOJ wilJ select t he pr ivate entity to manage the 
project through a Request for• Proposal process.2 The DoD plans to use a PPV concept, 
which requires the private entity lo design and const rucl up to 2,739 family housing units 
as well as operate and maintain those un its 101· a lease pel'iod of 50 years. However, as a 
member of the housing SPE, the DoD wants to have approval over key decis ions such as 

2 (U) A Request for Proposal is used in acquisitions to communicate Government requirements to 
prospective contractors. 
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approving the housing SPE annual budget. The housing SPE annual budget will include 
plans for financing current operations as well as short-term and long-term repair and 
recapitalization costs. The operating income for the housing SPE will be derived from 
the OHA rental allowance that is paid to each Service member who resides in the 
housing. The OHA rental allowance reflects the market level of rent paid by military 
members living in the area. 

Utilities (U) 
(POUO) According to JGPO officials, there will be three utility SPEs established to meet 
water, power, and wastewater requirements. In May 2010, DoD created two cost 
estimates for meeting utility requirements. The first estimate, $846 million, was the cost 
needed to meet onJy USMC requirements. The second estimate, $569 million, was the 
cost needed to support the "One Guam" approach. The "One Guam" approach supports 
Section 2832 of the FY 2010 National Defense Authorization Act, which states that the 
scope of utility infrastructure improvements on Guam should support those that 
incorporate the civilian and military infrastructure into a single grid, rather than simply 
suppo1ting military installations. According to JGPO officials, the "One Guam" 
approach is more cost effective than creating stand-alone solutions to address only 
USMC requirements. In June 2010, DoD updated the cost estimates to support the utility 
requirements. The cost needed to fund the USMC requirement decreased to $781 million 
and the cost needed to fund the "One Guam" approach increased to $740 million. 

EiQUQj In order to implement the "One Guam" approach, JGPO plans to finance 
improvements for each utility system with GOJ funding. For water, DoD plans to bave a 
direct contractual relationship with the water SPE that wi ll be responsible for drilling 
wel Is and transmitting water to DoD customers. DoD plans to pay for water services 
provided by the water SPE through utility water rates. For power and wastewater, DoD 
wi ll not have a direct relationship with the power and wastewater SPEs. The Guam 
Power Authority and Guam Waterworks Authority will have separate contracts with the 
power and wastewater SPEs to finance, construct, and operate the facility and equipment 
upgrades. DoD will be considered a customer of Guam Power Authority and Guam 
Waterworks Authority and will work with those authot•ities to establish service and rate 
agreements. 

Government of Japan and DoD Plans for Significant 
Elements (U) 
{fO ~O~ ln correspondence exchanged between the GOJ and DoD, there was a 
disagreement and lai.:k of clarity on signifii.:ant elements related to the current family 
housing and uti li ty plans fina nced by the GOJ. The ~ i gn i ficant elements incl 11de t·he: 

• definition of recoverability, 
• housing SPE stn,Jcture, 
• suffic iency ofthe OHA rental allowance rate, 
• use of GOJ funds for the utilities SP Es. and 
• family housi11g units needed by the USMC. 

BECRl?T 
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Disagreement on the significant elements may delay securing GO.I funds for family 
housing and utilities infrastructure and contribute to not meeting the relocation date. 

Defining Recoverability (U) 
(FOUO) According to the " U.S.-Japan Cost Sharing for the Relocation of USMC jn 
Okinawa to Guam," May 1, 2006, both the GOJ and DoD agreed t hat a portion of the 
housing and utility cost is recoverable; however, the GOJ and DoD do not agree on the 

defirution of" recoverable." According to the 
GOJ responses regarding housing SPE 
considerations and roles and responsibilities 
issues, the GOJ believes that the term 
"recoverable" guarantees that DoD will repay 
the amount GOJ contributed to finance the 
housing and utility SPEs. Without a guarantee 

... GOJ and DoD agreed that a 
portion ofthe housing and utility 
cost is recoverable; however, the 

GOJand DoD do not agree on the 
defin;t;on Qf "recoverable. " 

of recoverability, the GOJ indicated that securing the equity and loans for the project may 
not be possible. According to Office of the Under Secretary of Defense for Policy and 
JGPO officials, the DoD position is that the GOJ is not guaranteed repayment of their 
contribution. However, current DoD plans may allow the GOJ to rece ive revenue from 
SPEs or Guam utilities that could lead to recovery oftheir funds. 

(FOUO) The " U.S.-.Japan Cost Sharing for the Relocation of USMC in Okinawa to 
Guam," May 1, 2006, document did not define "recoverable," which allowed for the term 
to be interpreted differently by both governments. Both the GOJ and DoD continue to 
use the term "recoverable" in documentation and discussions despite disagreement on 
how the term should be defined. By not clearly defin ing the term "recoverable," the 
"U.S.-Japan Cost Sharing fo r the Relocation of USMC in Okinawa to Guam" and 
subsequent agreements and correspondence created a disagreement that may impact 
funding provided by the GOJ and is delayjng progress in planning for the housing and 
utility infrastructure to relocate USMC forces. Currently, senior leaders from the Office 
of the Secretary ofDefense and the ASN (EI&E) are discussing utility financing 
so lutions, including the issue of recoverabrnty, with the Ministry of Defense of Japan and 
the Japan Bank for International Cooperation. While negotiations are on-going, DoD 
needs to determine how the definition of recoverabilfty will affect current housing and 
utility plans. If it is determined that a portion or the entire amount of GOJ contributions 
will require repayment, DoD will need to identify an office that will develop a process to 
monitor the repayment of GOJ funds. Identifying an office responsible for overseeing the 
repayment of SPE funds wi ll help prevent further delays once agreements are in place. 

Determining the Housing Special Purpose Entity Model (U) 
(f!OUO) The GO.I and DoD have not agreed to the S PE model that wi ll be used to bui ld 
military family housing on Guam. According to GOJ and DoD housing SPE 
correspondence, the GOJ does not agree that the SPE model shou Id be the PPV model. 
The GOJ states that, "PPV may serve as a good reference for structuring the Guam 
Family Housing project, but all e lements of the Guam Family Ilousing Project should be 
reviewed ... " and differences from the Japanese model, Private Finance Initiative, should 
be identified. 

SECftET 
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(FOUO) According to JGPO officials, the GOJ initially agreed to use the PPV model. 
However, there is no written agreement indicating that the PPV model will be used. In 
fact, the Roadmap does not specify the housing SPE model that would be used. Based on 
verbal agreements with the GOJ, JGPO officials stated that they djd not perform an 
analysis identifying the sjmilarities or differences between the PPV and Private Finance 
lnitiative models. An analysis would suppo1t which model is best for the Guam Family 
Housing project and could help DoD personnel involved in negotiations secure GOJ 
equity and loans. 

Reviewing and Adjusting the Overseas Housing Allowance (U) 
(fOUO) The GOJ and DoD have not agreed on the OHA rental allowance rate that will 
be used to make payments to the housing SPE. According to GOJ and DoD housing SPE 
correspondence, the GOJ does not believe that the market-level OHA rental allowance 
rate will allow for recovery of their funds. The GOJ believes DoD should increase the 
OHA rental allowance rate above the market-level. According to a USMC official, DoD 
wi ll not increase the OHA rental allowance rate at the request of the GOJ. DoD has 
agreed to review, and if necessary, adjust the OHA rental allowance rate every 3 months 
instead of the required 6 months.3 Tb is will allow the OHA rental allowance rate to more 
accurately reflect the market-level based on the current amount of rent paid by military 
members. Jn addition, the Joint Federal Travel Regulation, Volume 1, "Uniformed 
Service Members," states that the OHA paid cannot deviate from Federal policy unless 
the Secretary of the military depattment concerned and the Deputy Under Secretary of 
Defense (Military Personnel Policy) jointly authorize a different OHA rate. 

(FOUO) The Roadmap and "Agreed U.S.-Japan Sharing of Development Costs for 
USMC Relocation to Guam," September J4, 2006, do not indicate whether the OHA 
rental allowru1ce rate will be affected by the relocation of USMC personnel or by the GOJ 
need for recovery of their funds. However, USMC officials expressed concern that the 
OHA rental allowance rate will increase due to the significant increase in population 011 

the island of Guam. Ifthe rental allowance rate increases, the USMC will need 
additional funding to cover the increase. 

(FOU01 The USMC should perform a study to quantify how much the OHA rental 
allowance rate could increase if the GOJ demands to increase the rate are met or if there 
is a significant increase in the population on Guam. Based on the results of the study, the 
USMC should include any estimated increases due to the significant increase in the 
population on Guam in future years' budget estimates. 

3 (U) According to the DoD Per Diem, Travel and Trausportation Allowance Committee, tl1e OHA rental 
ceilings are normally reviewed and adjusted every 6 months. 
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Utilities Infrastructure Requirements (U) 
(FOHO~ The GOJ and DoD have not agreed to the extent to which GOJ funds will 
finance the "One Guam" approach. The GOJ has not agreed to finance utilities 
infrastructure that benefits both the USMC and the citizens of Guam. Dming July 2009 
discussions with DoD, the GOJ stated that it is only i·esponsible for funding the USMC 

requirements. DoD believes that the military buildup 
will result in rapid growth of the off-base populatfon 
that will overwhelm the Guam utility infrastrncture, 
wh ich cannot be financed by Guam or its residents.
While DoD recognizes that other Federal agencies 
have a responsibility to support Guam, DoD's
position is that the GOJ should finance the "One 
Guam" approach because the USMC realignment will 

The GOJ has not agreed to 
finance utilities 

infrastructure that benefits 
both the USMC and the 

citizens ofGuam. 

contribute to uti lity infrastructure problems on Guam. This position is supported by the 
U.S. Environmental Protection Agency, which indicated that the buildup will fu rther 
exacerbate Guam's water and wastewater problems. 

(fOUO) Both the Roadmap and the "Agreement Between the Government ofJapan and 
the Government of the United States of America Concerning the Implementation of the 
Relocation of III Marine Expeditionary Force Personnel and Their Dependents from 
Okinawa to Guam," February 17, 2009, state the GOJ funds will be provided to support 
the '' ... fac ilities and infrastructw·e on Guam to enable the Ill MEF [Marine Expeditionary 
Force] relocation." However, neither document discusses who wil l finance the civilian 
infrastructure changes caused by the military real ignment. If it is determined that the 
GOJ will not pay for the civi lian infrastructure upgrades associated with the "One Guam" 
approach, DoD will need to identify additional sources of funding, identify funding 
within the DoD budget, or alter the proposed technical solutions so available funding is 
not exceeded. 

Revising the Number ofFamily Housing Units (U) 
(FOU01 The GOJ and DoD have not agreed to the revised number offamily housing 
units. In July 2009, the GOJ expressed concern with the number offamily housing units 

needed. The GOJ wanted to ensure that the family 
housing units required by DoD were consistenl with 
the relocation schedule showing when residents 
would begin arriving on Guam. The GO.I indicated
that funding could be impacted without a precise 
schedule and corresponding number of housing units. 
Al that time, it was expected that 3,520 family 

The GOJ indicated that 
fimding could be impacted 
wilhoul a precise schedule 
and corresponding number 

ofhousing units. 

housing units would be needed. It was not unti I Apri l 2010 that DoD presented the GOJ 
with a new family housing requit'ement of up to 2,739 units. However, accord ing to a 
.IOPO offo;ial, the OOJ has not yet 1·eceived a precise relocation schedule thal supports 
the 2.739 units. 

(FOlJO) Since the development of the Roadmap between the GOJ and DoD, the USMC 
has updated, and continues to update, the force relocation schedule, whfoh identifies the 
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units that will be moving to Guam. The force relocation schedule affects the number of 
family housing units that the USMC will need. Jn September 2006, the USMC estimated 
that 8;552 USMC personnel would be relocated and would need up to 3,520 family 
housing units. Jn June 2009, the USMC estimated that 8,962 USMC personnel would be 
relocated and would need up to 2,739 family housing units. However, neither ofthese 
personnel nwnbers corresponds to the June 2010 force relocation schedule of relocating 
9,547 USMC personnel. In addition, tbe schedule for occupation of the family housing 
units does not appear to correspond to the Jw1e 20 t0 force relocation schedule. 

(FOUO' The Roadmap provided information on the units that will relocate to Guam, 
However, this document did not indicate how many Service members are in each unit or 
how many family housing units the USMC will need. An August 14, 2009, Housing SPE 
Considerations document did not identify which units would be relocating, but did state 
that the U.S. Government will consult with the GOJ on significant changes affecting the 
housing funded by GOJ contributions. ln July and August 2009, the GOJ expressed 
concern with the timing of the relocation and relationship with the number of family 
housing units. 

(fOUO) The USMC and JPGO need to update the schedule for USMC occupation of the 
family housing units to ensure it corresponds to the detailed force relocation schedule and 
corresponding timeline for the USMC units' relocation. This would ensure construction 
of an accurate number of family housing units, solidify developmental funding needed 
for construction of the project, and identify the income stream to the housing SPE. 

Key Decisions Needed to Improve Special Purpose 
Entity Planning (U) 
~FOUO' Lack ofagreement and clarity on key concepts related to the housing and util ity 
infrastructure plans significantly impact DoD's ability to move forward with decisions on 

SPE planning. Disagreement on the significant 
elements may impact securing approximately 
$2.36 billion in GOJ funds for family housing 
and utilities infrastructure and ultimately 
contribute to not meeting the planned 
relocation date. While DoD organizations have 
prepared techn ical solutions for meeting the 
housing and utility requirements on Guam, 
those solutions are based on only one scenario. 

Ifother decisions occur, such as 
the repayment ofGOJfimds, DoD 

might have to alter its technical 
solutions, idenl{/Y additional 

sources ojfundsfor housing and 
utility costs, and establish a 

process to oversee the repayment 
of'fitncl.\· to the GOJ 

Jf other decisions occur, such as the repayment 
of GOJ funds, DoD might have to alter its technical so lutions, identify additional sources 
of funds for housing and utility costs, and establish a process to oversee the repayment of 
funds to the GOJ. By beginning to plan for the possibility that the GOJ funds may not be 
used as DoD originaUy intended, DoD will be able to proceed more quickly with the 
formation of the SPEs once agreement on the elements is reached. 
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9 




SECMYf 

Recommendations, Management Comments, and Our 

Response(U) 

(U) Based on management comme11ts, we revised Recommendation 3. 

1. tpOtJO~ We recommend the Commandant of the U.S. Marine Corps, in 
coordination with the Assistant Sec1·etary of the Navy (Energy, Installations and 
Environment), and the Executive Director, Joint Guam Program Office, plan for the 
possibility that the government ofJapan funds will have to be repaid. The plan 
should include: 

a. 	 (FOHO) identifying an office that will develop a pt·ocess to monitor 

repayment of the government of Japan funds. 


USMC Comments (U) 
6fOUO' The Commandant of the USMC partially agreed and indicated that NA VF AC 
Special Ventures Acquisition would be responsible for monitoring any repayment to the 
housing SPE and that funds recovered by the GOJ would be through the housing SPE. 
He added that the uti lity SPE, Guam Waterworks Authority, or Guam Power Authority 
would be responsible for repaying any agreed upon utility loans. 

b. 	 (FOGO) detei·mining how the repayment would affect current housing and 
utility plans to include: 

(1) (FOGO) whether additional sources of funding will be needed. If 
additional sources of funding are rteeded, identify by housing or utility project, the 
anticipated costs associated with such project, along with the proposed funding 
source should the funding fa ll outside DoD. 

USMC Comments (U) 
(fOUO) The Commandant of the USMC pa1tially agreed and .indicated that the current 
bilateral agreement requires the GOJ to fund the housing requirements and the utility 
improvements related to the Marines relocation from Okinawa to Guam. Ifthe bilateral 
agreement is renegotiated, additional sources of funding would then be sought. The 
USMC believed that p lanning for additional sources of funding could lead to problems in 
negotiations between the GOJ and U.S. Government regarding funding responsibility. 

(2) (FOQO) the effects on the Department of the Navy budget. 

USMC Comments (U) 
(fOUO) The Commandant of the USMC partially agreed and stated that adjustments to 
the budget are made based on changing programming costs of the Guam realignment and 
Congressional changes. However, the USMC wo uld not incorporate any contingencies in 
the budget process without a formal defined requi rement. 

(3) (fOl:JO; the effects on the proposed technical solutions. 
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USMC Comments (U) 
(FOUO) The Commandant of the USMC agreed and stated that the USMC is developing 
alternative technical solutions that would provide for the recovery of the family housing 
SPE funds without the need for additional funding. The estimated completion of those 
plans is March 31, 2011. 

ASN (El&E) Comments (U) 

2. (-POt;O) We recommend that the Executive Direcfor, Joint Guam Program 
Office, complete an analysis identifying similarities and differences between the 
Public-Private Ventare and Private Finance Initiative models for use by DoD 
personnel involved in the negotiations with the government of Japan. 

ASN (El&E) Comments (U) 
(FOUO) The Office of the ASN (El&E) commented on behalf of the Executive Director, 
JGPO. The Office of the ASN (El&E) partia lly agreed and stated that a process 
combining the Private Finance Initiative and the Military Hous ing Privatization In itjative 
is be ing developed by the DoD and Japanese Ministry of Defense. The Office of the 
ASN (Ef&E) contends that although a study has not been conducted, aspects of both 
models will be used in the solicitation process. The Office of the ASN (EI&E) believes 
their djscussions with the Japanese Ministry of Defense meet the intent of the 
recommendation to perform a study. 

3. (FOQO, We recommend that the Commandant of the U.S. Marine Corps 
perform a study quantify ing the effe.ct of an inflated overseas housing allowance 
rental r ate on the Department of the Navy budget, to include the effects due to the 
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government of Japan's request to inflate the rate aud a significantly increased 
population on Guam. Results of the study on the significantly increased population 
of Guam should be included in future years' budget estimates in order to comply 
witb applicable budget guidance. 

USMC Comments (U) 
(FOUO) The Commandant of the USMC pattially agreed and believes that the USMC 
should consider the natural increases in the OHA due to the increase in population from 
the relocation. However, the Commandant indicates that until the dollar amount can be 
determined, the OHA funds would not be included in the budget. The Commandant also 
stated that the USMC is opposed to "artificially" increasing OHA for the purposes of 
housing SPE recoverability . 

4. (i!Ol::JO) We recommend that the Commandant of the U.S. Marine Corps, in 
coordination with the Executive Director, Joint Guam Project Office, update the 
schedule for the U.S. Marine Corps occupation of the family housing units to ensure 
it corresponds to the detailed force relocation schedule and timeline for theID 
Marine Expeditionary Force units' relocation from Okinawa to Guam. 

USMC Comments (U) 
(FOUO' The Commandant of the USMC agreed that the schedules should correspond. The 
Commandant stated that the unit-occupation schedule would be updated as the proposed 
force Jaydown is refined, progress is made on the Futenma Replacement Facility in Okinawa, 
Japan, and construction timelines fo r Guam are finalized. No specific details and estimated 
timelines for when these two schedules will correspond were provided. 

ASN (El&E) Comments (U) 

Our Response to the Management Comments (U) 
~ The Commandant of the USMC and the Office of the ASN (EI&E) pat1ially agreed 
with Recommendations l, 2, and 3 that required planning for the possibility that GOJ 
funds will need to be repaid: performing an analysis of the PPV and Private Finance 
Initiative models; and quantifying the effect of t he overseas hous ing a llowance rental rate 
on the Depa1tment of the Navy budget. For Recommendation 4, they agreed to 
coordinate the fami ly housing occupancy and force re location schedu les. After we issued 
the draft repo11, we became aware that DoD is considering severa l alternative courses of 
action that will effect the Marine Corps laydown in the Pacific. The course of actions 
being cons idered will impact the Guam realign ment, which may impact the structure and 
need for SPEs. The final decision may result in meeting the intent of our 
recommendations, or some or a l I of the recommendations in the draft report may be 
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overcome by events. Once DoD makes a final decision on its course of action, we 
believe that DoD should revisit the recommendations in the repmt and implement those 
that apply to the action. Therefore, we are not requesting additional comments on the 
preceding recommendations, but instead request that the Deputy Secretary of Defense 
inform the DoD OIG of the final decision for the laydown plans for the realignment of 
Marine Corps personnel from Okinawa, Japan to Guam. 

Other Matters of Interest (U) 
(FOUO) The USMC did not include an estimated increase of approximately 
$105.4 million in the FY 2012 POM for the Military Personnel appropriation. This 
increase is for OHA that will be paid to USMC Service members relocating from 
Okinawa, Japan, to Guam. The FY 2012 POM includes estimated costs for FY 2012 
through FY 2016. The DoD Financial Management Regulation, volume 2A, chapter I , 
"General Information," states that it is DoD policy to include the most likely or expected 
ful l costs for the current year, biennial budget years, and out-year estimates for all 
appropriations, including Military Personnel, in the POM. The Military Personnel 
appropriation funds the OHA paid to the service members. 

tpOUO) Currently, there are seven USMC Service members assigned to Guam who 

receive monthly OHA. According to USMC officials, the number of Service members 

relocating to Guam will range from 8,552 to 9~708. This will significantly increase the 

total amount of ORA required to pay Service members residing in privatized housing on 

Guam. The USMC prepared a Guam Housing Phasing Plan to show the number of 

Service members that will reside in privatized housing units for FY 2014 through 

FY 2019. The table shows the estimated increase in the annual OHA for FYs 2014, 

2015, and 2016. These estimates are based on the Guam Housing Phasing Plan and the 

OHA rates as of April 20 J0 with a 3 percent annual inflation rate. 


~Of:JO) Table. Estimated Increases in Overseas Housing Allowance 

Number of USMC Service 
Members in Privatized 

Housing 

I I
I F iscal Year Increased Amount 

I 2014 I 306 I $13,149,716 

I 201 5 I 768 I 34,007,703 

I 2016 I 1277 I 58,245,856 

.I Total I $105,403,275 

(~OUOj USMC officials agreed that the FY 2012 POM did not include the estimated 

OHA increase due to the Guam relocation. By not includ ing these estimates in the 

FY 20 12 POM, the USMC did not comply with the DoD Financial Management 

Regulation requirements. However, because the USMC has implemented the FY 2012 

POM, we helieve that implementing Recommendation 3 will prevent the exclusion of 

OHA increases in futu re year's budget estimates. Therefore, we do not plan to make any 

addi tional recommendations. 
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Appendix. A. Scope and Methodology (U) 
(U) We conducted this performance audit from February 20 l 0 through October 20 l 0 in 
accordance with generally accepted government auditing standards. Those standards 
require that we plan and perform the audit to obtain sufficient, appropriate evidence to 
provide a reasonable basis for our findings and conclusions based on our audit objectives. 
We believe that the evidence obtained provides a reasonable basis for our findings and 
conclusions based on our audit objective. 

(U) Our audit objective was to determine whether DoD developed procedures for 
monitoring and calculating the repayment of funds financed by the SPEs and whether 
internal controls were in place for the repayment amounts. The Government 
Accountability Office (GAO) defines internal controls as an integral component of an 
organization's management that provides reasonable assurance of achieving effective and 
efficient operations. Internal controls include processes and procedures for planning 
program operations and monitoring program pe1formance. 

(U) Since the U.S. Government is continuing to negotiate with the GOJ on signiiicant 
elements related to the housing and utility SPEs that affect the projected funds flow, the 
audit did not focus on the timeliness and accuracy of repayment amounts. Instead, the 
audi1 focused on whether planning is occurring on an on-going basis, organizations' roles 
and responsibilities are defined, payment plans to the utility and housing SPEs exist, and 
force management plans are incorporated in the payment process. 

(U) To accomplish the audit objective, we met with officials in several offices and 
reviewed: 

• 	 policies and procedures in the following offices for monitoring and calculating the 
payment of funds financed by the housing and utility SPEs: 

o 	 Office of the Deputy Under Secretary of Defense, Installations and 
En vi ro11ment; 

o 	 Office of the Under Secretary ofDefense for Policy; 
o 	 Office oftJ1e Assistant Secretary of the Navy (Financial Management and 

Complroller); 
o 	 JGPO; 
o 	 NAVFAC Marianas, Pacific, and Special Venture Acquisition; 
o 	 Headquarters, USMC; 
o 	 Defense Finance and Accounting Service; and 
o 	 Defense Travel Management Office. 

• 	 agreements between the U.S. Government and the GOJ, proposed force relocation 
lists, Guam housing SPE phasing plans, OHA rates and guidelines, prnjected 
future fu nds flow for the housing SPE project. and current plans and preferred 
approaches for the water, power, and wastewater infrastructure to determine what 
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plans were developed for payment to the housing and utility SPEs and to assure 
these plans were consistent with the agreements between the U.S. Government 
and the GOJ and with USMC requirements. 

• 	 applicable laws and regulations, including the United States Code, Joint Federal 
Travel Regulation, FY2010 National Defense Authorization Act, FY 1996 
National Defense Authorization Act, and DoD Financial Management Regulation 
to determine requirements for the overseas housing allowance, housing and 
utilities privatization, and budgeting for estimated future years costs. 

Use of Computer-Processed Data (U) 
(U) We did not use computer-processed data to perform this audit. 

Prior Coverage (U) 
(U) During the last 5 years, the GAO, the Department ofDefense Inspector General 
(DoD IG), and the Naval Audit Service have issued seven reports discussing planning 
efforts for the relocation of USMC personnel to Guam and privatized military housing. 
Unrestricted GAO reports can be accessed over the Internet at http://www.gao.gov. 
Unrestricted DoD JG reports can be accessed at http://www.dodig.mil/audit/reports. 
Naval Audit Service reports are not available over the Internet. 

GAO (U) 
(U) GAO Report No. GA0-09-653, "Defense Infrastrncture: Planning Challenges Could 
Increase Risks for DoD in Providing Utility Services When Needed to Suppo1t the 
Military Buildup on Guam," June 30, 2009 

(U) GAO Rep01t No. GA0-09-352, "Military Housing Privatization: DOD Faces New 
Challenges Due to Significant Growth at Some Installations and Recent Tmmoil in the 
Financial Markets," May 15, 2009 

(U) GAO Report No. GA0-07-101 5, "Defense Infrastructure: Overseas Master Plans 
Are Improving, but DoD Needs to Provide Congress Additional Information about the 
Military Buildup on Guam," September 12, 2007 

(U) GAO Repo1t No. OA0-06-438, "Military Housing: Management Issues Require 
Attention as the Privatization Program Matures," Apt·il 28, 2006 

DoDIG (U) 
(U) DoD IG Repot·t No. D-2007-069, "Force Strncture Changes in the U.S. Pacific 
Command - Programming for lncreased Annual Costs." March 12. 2007 
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Navy(U) 
(U) Naval Audit Service Report No. N2009-0038, "Status of the Department of the Navy 
Processes and Controls Regarding the Management of the Government ofJapan Funds 
Related to the Marine Corps' Relocation," July 9, 2009 

(U) Naval Audit Service Report No. N2008-0030, "Status oflnternaJ Controls at the 
Joint Guam Program Office," April 8, 2008 
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Appendix. B. Classified Document List {U) 

(U) 	 Derived From: Secretary of Defense Memorandum "Commander PACOM 
Perspectjve on Guam," November 15, 20 I 0 
Declassify On : November 2, 2030 
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Commandant of the United States Marine Corps 
Comments (U) 

DEPARTMENT OF THE NAVY 
HEADOUARTERS UNITED STATES MARlllE CORPS 

3000 MARINE CORPS PENTAGON 
WASHINGTON, OC 20350·3000 iNlllf-\Vr:lfJE.P1f' 

7510 
RFR-80 
29 Nov 10 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL, DEFENSE BUSINESS 
OPERATIONS, DEPARTMENT OF DEFENSE I NSPECTOR 
GENERAL 

Subj: 	 DEPARTMENT OP DEFENSE INSPECTOR GENERAL (DODIG) REPORT, 
D2010 - DOOOFC-0161.000, ~PLANNING NEEDED ON SPECIAL 
PURPOSE ENTITY FUNDS FOR THE GUAM REALIGNMENT,tt DATED 2 
NOVEMBER 2010 

Ref: 	 (a) OODIG email of 2 November 2010 

1. In accordance with reference (a ) , the Marine Corps has 
reviewed the subject draft report and provides comments at the 
enclosure. 

C. K. DOVE 
By direction 
of the Commandant, 
United States Marine Co1·ps 
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HSADQUllJl1'1AS UNJTID stA'l'llS llAUNB CORPS 

3000 ICAUlfll CORPS Plltn'AOOK 


WASHlNOTON, DC l0350·l000 


FSD
23 Nov 10 

Ms. Patricia A. Marsh, CPA
Assistant Inspector General, Defense Business Operations 
Department of Defense Inspector General 

Code Via : 	 Programs and Resources Department, Piscal Division, 
RPR 

Re: 	 Project No. 02010-DOOOFC- 0161.000, "PLANNING NEEDED ON 
SPECIAL PURPOSE ENTITY FUNDS FOR THE GUAM REALIGNMENT" 

Dear Me. Marsh, 

ank you for the opportunity to review and comment on the Th
Draft Repor t of the DOD IG proposed report on Special Purpose 
Entity (SPE) funding. Headquarters Marine Corps (HQMC) and Joint 
Guam Program Office (JGPO) provided your office via MS. Kendall 
A. Miller, a consolidated review and comment lett e r on the 
Oiecuesion Draft of the DOD IG proposed report on 7 September 
2010. As the Draft final report indicates that the vast majority 
of these prior comments were not addressed or incorporated, many 
of the comment s contained herei n are repetitive. 

Comment on DODIG Recommendations. 

j!'!!!t RBCOMNKNDATION 1. In coordination with the Assistant 
secretary of the Navy (Energy, Instal lations. and Environment), 
and the Bxecutive Director, Joi nt Guam Program Office, pl an for 

possibility that the government of Japan funds will have to the 
be repai d. The plan should include : 

a . ~ identi fying an office that will deve lop a process 
to monitor repayment of the government of Japan funds . 

RBSPONSB: Partially CoACUr. NAVPAC continues to ;.....,. OSNC 
refine the hous ing pro formas with Japan so t hey can show 
recovery of the i nvestment . Pro formas and cost estimates 

rements and each continue to be refined for both t he houeing requi
of t he utility proj ects, which take into considerat ion impacts t o 
the DOD OHA requirement, O&M costs and utility rates. I n the 
event funds are r ecovered by Japan, it would be through the SPE 

receive OHA paid by the individual Marine to the SPE. who would 
NAVFAC Special Venture Acquisition manages all of the Navy 
Housing PPV projects, would be responsible for managing t lilio 

thereby would monitor any repayment to the SPE. DOD project and 
would pay for utilitiea through utility rates either to an SPB or 

Pe" ePPf@Ir'lls "88 8HloV 

SECR£'f
20 



SEG~T 

nsto GWA/GPA directly. The SPE and/or GWA/GPA would be respo ible 
for repaying any agreed upon utility loans. 

b. ~ determining how the r epayment would affect current 
housing and utility plane t'o include: 

(1) ~ whether additional eourcee of funding will be 
needed. If addit:ional sources of funding are needed, ident i fy by 

housing or utility project, the anticipated costs associated with 
such project, along with the proposed fundi ng source should the 
funding fall outside DOD . 

~USMC R.BSPONSE: Partially concur. The bilateral agreement 
requires Japan to fund the family housing requiremente and the 
utility improvements aesociated with the relocation of Marines 
from Okinawa to Guam. In the event the bilateral agreement is 
re-negotiated, then additional sources of funding should be 
sought. Any detailed planning suggested in this recommendation 
at this time carries the real potential to subvert on-going 
negotiations with tbs GOJ over SPE funding responsibility. 

(2) +fl88e+o the effects on the Department of the Navy 
budget. 

'f!!!!t USMC RBSPONSB: Partially Conour. The Marine Corps 
continue• to adjust activities based on relevant •real-world­
considerations affecting the programming coeta associated with 
t he Guam Realignment . As a practical matter, the Mari ne Corpe 
must routinely plan for Congressional adju1tments to the budge~ 
(through Defenee Appropriations) . However, in the absence of a 
formal and defined requirement, the Marine Corpe will not 
officially incorporate t lli s •contingency" i nto the budgeting 
process. 

(3) ~ t he effects on the proposed technical 
solutions . 

1f1!!!t: USMC RBSPONSB1 Concur. The Marine Corpe has commenced 
developing alternative technical eolutione/negotiat ion positions 
that would jointly or in various combinations provide for 
recovery of t he f amily housi ng Special Purpoee Entity (SPB) f unds 
without the need for additional sources of funding. Estimate 
pl an t o be compl ete by 31 March 2011. 

~ RBCOMMBNDATION 2. Perf orm a study quantifyi ng the effect 
of an inflated over seas hous ing al lowance rental rate on the 
Department of the Navy budget, to include the e f fects due to the 
government of Japan's request to inflate the rate and a 
significantly increased population on Guam. Results of the study 
should be included in future yeara• budget eelimatee. 

l • 
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Final Report 
Reference 

:f!!!!+' USMC RBSPONSB: Partially CoDour. The Marine Corps needa 
to quantify the effect of overaeas housing allowance (OHAl rental 
rate on the Department of Navy Budget. Natural increases in OHl\ 
resulting from a significantly increased population on Guam need 
to be considered. The Marine Corps remains opposed to 
~artificially# increasing OHA for the purpose of Family Housing 
SPE recoverability. Finally, formal inclusion of OHA funds in 
the POM process is simply not viable until such time aa a 
legitimate requirement and corresponding dollar amount to be 
appropriated can be determined. 

.......... RJICOHMllNDATION 3. In coordination with the EXecutive 

Director, Joint Guam Project Office, update the achedule for the 

it Marine Corps occupation of the family housing units to ensure 
corresponds to the detailed force relocation schedule and 
timeline for the III Marine Expeditionary Force units' relocation 
from Okinawa to Guam. 

~ OSMC RBSPOHSBz Conour. However, it must be reiterated 

that the proposed force relocation schedule is inextricably 
linked to Tangible Progress on the Futenma Replacement Facility 

in Okinawa. The unit-occupation schedule will be updated as the 
proposed force laydown is refined, tangible progress ia made on 
the Futenma Replacement Facility in Okinawa, and infrastructure 

build-out timelines on Guam are developed and finalized. 

As a closing comment on the general tone and t enor of the 
report, the interpretation of the audit subject area ha.a 

essentially resulted in several analytical conclusions and 
aubeequent recommendations that are either erroneous or untimely, 
(most notably when associated with the topic of SPS 
"reooverabilityN). 

Due to on-going negotiations with the Government of Japan, 
the final report should be withheld from release to the public 

under <he Preedom of Iofo~tion Ae< ;~·~ 

~~fJ::ctor,
~B. Wood 

Pacific Division (PP&OJ 

P8R NlllHM UQV Ot1L¥ 

Revised, Page 14
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Assistant Secretary of the Navy (Energy, Installations and 
Environment) Comments (U) 

OEPARTMENTOFTHENAVY 

THE. ASSISTANT SFCRETARY 01- 1 I~(NAVY 
(ENERGV. INSrALU.110NS & l:.NlllRONMli:NI) 

IOOO N/\VY PENTAGON 
WASlilNGTON DC ?.0350· 1000 MAR 21 2011 

MEMORANDUM FOR DEPARTMENT OF DEFENSE INSPECTOR GENERAL 

SUBJECT: 	Repon on Planning Needed on Special Purposes Entity Funds for the Guam 
Realignment (Project No. 02010-DOOOFC-0161.000) 

This is the Department of the Navy's (DON's) response to chesubject draft report: 
Planning Needed on Special Purposes Entity Funds for the Guam Realignment (Project 
No. D2010-DOOOFCOl61 .000). DON's comments on the draft report arc attached. 

~The Department appreciates the opponunity to comment on this draft report. We 
partially concur with the Department of DefenKc Office of Inspector General's 
(DoDIG's) recommendation1> to complete an annlysis identifying similarities and 
differences between the Public-Private Venture and Private Finunee Initiative models. to 
perform a study on the effects of inflated housing allowance11, and to update the schedule 
for the United States Marine Corps occupation of the family housing units. 

~Wedo not concur with DoDIG's recommendation directing the Commandant of 
the U.S. Marine Corps, in coordination with the Assistant Secretary of the Navy (Energy, 
lnstallations and Environment) and the Director of the Joint Guam Program Office, to 
plan for the possibmty that the Government ofJapan (GOJ) funds will be repaid. Such a 
recommendation runs counter to the United States Government's official position and the 
intent of the Roadmap Agreement, which Rtates that GOJ might have the opportunity to 
recover their investment, but hllli no guarantees for rcpnyment. 

For the full texl of DON's comments and infoonation to be exempted from public 
release, TAB D and Bare attached for the Inspector Oeneral's consideration. 

w.~ 
Acting 

Attachments: 

Ar. stated. 


Final Report 

Reference 


Available upon 
request 
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INSPRC:TOR GENERAi. DEPARTMENT OF DEFENSK DRAFT Rl~PORT 

DATED 1 NOVERMER 2010 


PROJECT 1>2010·DOOO•'C-0161.000 


" PLA.NNING NEEOEI> ON SPECIAL PURPOSE ENTITY !<'UNDS lo'OR THR GUAM 
REALIGNMJ.;N'l"' 

ASSISTA.NT SECRETARY OF TIIB NAVY (ENERGY, IN~TALLATIONS AND ENVIRONMRNT ) 
COMMENTS ON THE DOD JG DRAFT RECOMMENDATIONS 

RECOMMENDATION l. ~ We n:commend the Commandant of the U.S. Marine Corps, in 
coordination with the A~sls1ant Secretary of the Navy (Energy, ln~tallations :md Environment), and thl! 
Executive Direc1or, Joint Guam Progrnm Office, plan for the possibility that the (lo\•cmmcnt of Jap~n 
funds will have to be repaid. The plan ~hould include: 

a. 	 identifying an office that will develop a proces.~ to monitor repaymcn1 of the Oovemmcnt or 
Japan fund~.. 

b. 	 determining how the repayment would affect current housing and utility plans to include: 
(I) 	 whether additional source~ of funding will be needed. lf additional sources of funding arc 

needed, identify by housing or utility project, the amicipated costs usociatcd with such 
project, along with lhc proposed funding source should the funding fall ouL,idc DOD. 

(2) 	 the effects on the Department of the Navy budget. 
(3) 	 the cffecL~ on the propo:1ed technical solutions. 

flU!!PU!@F!H8U;'ld!; FBR 9Fflel 'Is W&i Ql'll ¥ l'IQ:f llli' EA sop! B 
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RECOMMENDATION 2.~Wc recommend 1ha1 llu: Excculivc Dlreclor, Jolnl GuamProgram 
Office, comple1e an analy~is idcmifying similnrilies and differences between the Public-Private Venture 
and Privalc Finance lnitia1lvc models for use by DOD pc111onncl involved in the ncgotiu1iuns wilh the 
govcmmenl of Japan. 

DoN COMMENT~: (Partially concur. Currcmly, the MOD ond DOD arc inhigrating 
components of the Private Finance Initiative (PFI) and 1he Military Housing Prh·atlza1ion Initiative 
(MHPI) into an agn:cd upon procc:.•1s that will guide implemcn1a1ion or the SPE Housing effort. The first 
step is developing an agreed upon solicitation procc.'\.~. II is DoN's po5ition thot tbe currcnt discussions 
wi1h MOD meet the: intcn1or1hc recommendation. 

RECOM MENDATION 3.~ We recommend lhtl lhc Commandant of the U.S. Marine Corps 
perform a s1udy quamifying the effect or an inOatcd overseas housing ollnwance rental rate on the 
Dcpanmcn1 oflhe Navy hudget, 10 include the effects due 10 the government ofJapnn·~ request to lnnn1e 
1he ralc and a significanlly increased pof!ulation on Guam. R~ulls of the i\ludy should be lncluckd in 
f'Ulurc years' budget c~timatcs. 

USMC COMMENT: 1'hc Hendquartcrs Unit<lll States Marine Corp~ provided Lhcir comments under a 
~parate memorandum to the Assistant ln~pector Gc.neral. Dcrcnse Business Operation~ Dcpartmtnl or 
Defense lnspeccor General dated 29 November 20 tO. 

RECOMMENDATION 4. ~We recommend tha1 the Command&nt of lhc U.S. Marine Corps, In 
coordination with the Executive Director, Joi nt Guam Project Office, updutc Ille schedule for U1c U.S. 
Marine Corps occupation or the family hou.~lng units to en~urc it com:spond~ to the detailed force 
relocation schedule nnd timellne for 1hc Ill Marine Expedilionory Force unils' rclocotlon from Okinawa to 
Guam. 

DoN ADDn'IONAL COMMENTS: Attached is the draR n:pon with our recommended chnngc5. 
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