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The NASA Office of Inspector General is currently reviewing contractor facility leases at several
NASA Centers, including the Kennedy Space Center (KSC). During the audit, a condition came
1o our attention which we believe warrants management’s immediate attention. We are,
therefore, issuing the enclosed subject report. We limited the scope of work for this report. We
determined that NASA is currently paying occupancy costs for the Lockheed Credit Union at
KSC and such costs are questionable, We asked the DCAA to evaluate the credit union’s legal
status, and they confirmed the credit union is a scparate, legal entity.

We issued a draft rapid action report on July 21, 1997, and received your written response on
August 11, 1997, You concurred with the recommendation and stated that DCAA intends to
question the allowability of such costs. The DCAA rough order of magnitude estimate of
questionable charges is $112,938. Your response is summarized in the recommendation section
of this report and is included in its entircty as Appendix A. We consider the recommendation
closed with the issuance of this final report.

The NASA Office of Inspector General staff members associated with this audit express their
appreciation to KSC civil service and contractor personnel for their courtesy, assistance, and
cooperation. If you have any questions or need additional information, please call Mr. Lorne A.
Dear, Program Ditector, Infrastructure and Support at (818) 354-3360; or Mr. Daniel J,
Samoviski, Acting Director, Division A, or me at (202) 358-1232.
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OBJECTIVE, SCOPE, AND METHODOLOGY

OBJECTIVE

SCOPE

METHODOLOGY

AUDIT FIELD WORK

Our overall audit objective is to determine whether NASA is
adequately managing facility leasing. Specifically, we will
answer the following questions:

Are contractor facility leases correctly classified?
Are contractor facilities effectively utilized?

Do contractors accurately bill costs to the government?

For the purposes of this rapid action report, our scope was
limited to occupancy costs charged to the Shuttle Processing
Contract. Specifically, we reviewed Lockheed credit union
occupancy costs.

The audit included interviews with Defense Contract Audit
Apgency, NASA, credit union and contractor personnel, We
reviewed applicable Federal Acquisition Regulation provisions.
We also examined contractor financial records and toured
credit union facilities.

The audit field work related to the observations in this report
was conducted from October 1996 to March 1997. All of the
field work was conducted at Kennedy Space Center, Florida.
The audit was performed in accordance with generally accepted
government auditing standards.
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OBSERVATION AND RECOMMENDATION

BACKGROUND

QUESTIONED COSTS
AROUND $150,000

Lockheed was the shuttle processing contractor at KSC prior to
the recent novation of the shuttle processing contract and the
orbiter logistics contract into the space flight operations
contract. Lockheed owns two buildings located near KSC, and
the Lockheed credit union has been located in the smaller of
these two buildings since 1986. NASA pays over 90 percent of
the occupancy costs for these two buildings. The credit union,
however, does not pay for space or space-related costs, such as
depreciation, utilities or building improvements., Those costs
are charged to an occupancy pool which is then allocated to
NASA and Air Force contracts.

Occupancy cost charges for the Lockheed Space Operations
Company (Lockheed) credit union are questionable. NASA
could recover approximately $150,000. The Defense Contract
Audit Agency (DCAA) informed us that they plan to issue
supplemental audit reports on Lockheed's final indirect rate
submissions for fiscal years (FYs) 1986 through 1994 and will
question credit union occupancy costs. As a result, the DCAA
will also review credit union occupancy cost charges in the
indirect rate review for FY 1995 and subsequent fiscal years.

The DCAA initially classified the credit union occupancy costs
as allowable based on information provided by the contractor
and credit union personnel. The DCAA assumed the credit
union was part of Lockheed based on the information and, as a
result, took no exception to the occupancy cost charges. At our
request, DCAA reviewed the credit union’s legal status and
determined that the credit union is a separate legal entity and is
not part of Lockheed. The DCAA is questioning the
allowability of the occupancy costs because the cost represent
unallowable donations and are not allocable to the government.
The DCAA plans to use market values in determining the
questioned costs, which DCAA estimates to be approximately
$100,000 for the prior fiscal years. The $100,000 amount will
increase when FY 1995 and subsequent fiscal year occupancy
costs are determined. We estimate the amount could increase
another $50,000 over the remaining life of the novated contract.



RECOMMENDATION

MANAGEMENT’S
RESPONSE

EVALUATION OF
MANAGEMENT’S
RESPONSE

The KSC Center Director should direct the Chief of
Procurement to obtain a refund for all occupancy costs
inappropriately charged to NASA.

Concur. The Defense Contract Audit Agency (DCAA) has
already questioned the appropriateness of Lockheed occupancy
costs. The DCAA submitted this opinion to the Administrative
Contracting Officer (ACO) in a letter dated May 16, 1997
(DCAA Audit Report # 1131-87014010032-S2). Lockheed
Martin, which is now a part of United Space Alliance (USA),
has submitted indirect cost submissions for Contract Fiscal
Years (CFY) 1987-1996 to the ACO. These submittals have
been forwarded to DCAA/Titusville for audit to determine the
allowability of direct and indirect costs rates. DCAA intends to
question the allowability of the occupancy cost charges for the
Credit Union in each subsequent report. DCAA’s rough order
of magnitude (ROM) estimate for the period 1986-1996 is
$112,938. This figure is based on current market rates during
those periods for office space including utilities in the Titusville,
Florida area. The date of completion for this action is
contingent upon release of the DCAA Audit Report for each
CFY and negotiations of final indirect rates.

The Office of Procurement, Mission Support Office (OP-MSO),
at Kennedy Space Center will be responsible for implementing
the recommendation. Recovery of the $112,938 estimate for
cost savings is subject to the final indirect cost reports from
DCAA for each subsequent year.

Management’s action is responsive to the recommendation.



Appendix A

Management’s Response to the Audit Recommendation
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Appendix A

Management’s Response (o the Audit Recommendation

RECOMMENDATION 1

1he K3C Cantar Qlrector ahould direcet tha Chief of Procurement
te obtain a refund for A1l occupancy cogta inappropriately
charged to NASA,

KSC RESEONSE

Concur. Thae Dafense Coptract Audlic Bguancy (DCRA)} has already
questionerd the approprlakeness of Lockhemed ocecupancy caste.

Tha DCAR submitted this opirlon to the Admintslrabive
Cantracting Officer (ACO) iln a lettar dated May 16, 1397 [DCAR
Audit Repore § 1131-07L14010032-%2). Loskheed Martin, which is
now 4 part of United Spacve Rlllance (3R}, has submitted
indirect cost submissiona for Contract Fiacal Years ([CFY) 1387~
1996 to the ALO. These mubmittals have bran farwarded ko
DCAA/Titusville Eor andit tu detsimine the allowability of
direct and lndirect costs rates. DChRa intonda to guestion thse
dllawability of the porupancy cast charges for the Credit Unton
in ea=kh subgeqguent roport, ODCAA’S rough order of magnitude
(ROM) eatinmave for the perlod 1986-19%6 is 35712,938., Thie
flgure im based on curreni markec rates during thase periocds
for offlee space including utilicise in the Tituswille, Florida
area. The date of ¢omplecion fer this action is <ontingent
upon release of the OCAAR Rudit Report for eanch CFY and
negotiations ef final indiract ratas.

The Offlece of Proguremank, Misaion Support Office (OP-M30), at
Kennedy Space Cunker w!ll be responslble for implementing the
recononendatian,

Recovery of the $li2,930 estimatm for cosl savings is subjecl
to the final indireet coul reporia from DCAN for each
subseguent year.
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Code L/Associate Administrator for Legislative Affairs
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Kennedy Space Center

NASA Offices of Inspector General

Ames Research Center

Goddard Space Flight Center
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Lewis Research Center

George C. Marshall Space Flight Center
John C. Stennis Space Center

Non-NASA Federal Organizations and Individuals

Assistant to the President for Science and Technology Policy

Deputy Associate Director, Energy and Science Division, Office of Management and Budget

Budget Examiner, Energy Science Division, Office of Management and Budget

Associate Director, National Security and International Affairs Division,
General Accounting Office

Special Counsel, Subcommittee on National Security, International Affairs, and Criminal
Justice

Professional Assistant, Subcommittee on Science, Technology, and Space c¢/o Tom Cooley



Chairman and Ranking Minority Member Congressional Committees and Subcommittees

Senate Committee on Appropriations
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Senate Committee on Commerce, Science and Transportation

Senate Subcommittee on Science, Technology and Space

Senate Committee on Governmental Affairs

House Committee on Appropriations

House Subcommittee on VA-HUD-Independent Agencies

House Committee on Government Reform and Oversight

House Committee on Science

House Subcommittee on Space and Aeronautics, Committee on Science

Other Congressional Members
The Honorable Pete Sessions, U.S. House of Representatives
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