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The NASA Office of Inspector General has completed an audit of the Boeing Defense and Space
Group’s (Boeing) indirect cost allocations to the Space Station contract. The overall objective was
to determine whether NASA is being fairly charged overhead costs on contract NAS15-10000.
Our audit revealed that Boeing is in noncompliance with Cost Accounting Standard (CAS) 418,
Allocation of Direct and Indirect Costs. If not corrected, NASA could reimburse Boeing about $33
million over the life of the contract for activities that will not benefit the Agency.

The Defense Contract Audit Agency (DCAA) issued a report to the Divisional Administrative
Contracting Officer (DACO) on May 31, 1995, and cited Boeing for noncompliance with CAS 418
due to Boeing's methods for indirect cost allocations to the Space Station contract. In response to
the DCAA's report, the DACO issued an initial finding of noncompliance to Boeing on June 6,
1995. Boeing nonconcurred with the initial notification of noncompliance on August 8, 1995. We
are issuing this rapid action report because we believe that timely coordination with the DACO and
the Defense Logistics Agency is needed to ensure a fair resolution of this matter.

We issued a draft of this report to the Associate Administrator for Procurement and Associate
Administrator for Space Flight on September 25, 1995, and a written response was received on
October 30, 1995. That response is summarized in the recommendation section of this report and
is included in its entirety as Appendix 2. Because the proposed actions are not complete, please
include our office in the concurrence cycle for closing recommendation 1 in accordance with

NMI 9910.1B.

The NASA Office of Inspector General staff members associated with this audit express their
appreciation to the JSC procurement officials, DoD officials, and contractor personnel for their
courtesy, assistance, and cooperation.
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If you have any questions, please contact Robert Wesolowski, Director, Audit Field Operations
Division, or me at 202-358-1232.

Carroll S. Liftle
Enclosure

cc:
JMC/P. Chait
M-4/W. Trafton
JSC-OA/R. Brinkiey
W/P. Smith

D. Orton



INTRODUCTION

The NASA Office of Inspector General has completed an audit of the
Boeing indirect cost allocations to the Space Station contract. During the
audit, we identified a condition related to the Boeing Defense and Space
Group noncompliance with Cost Accounting Standard (CAS) 418,
Allocation of Direct and Indirect Costs, which requires immediate
management attention. Due to the significance and time sensitivity of this
issue, we are providing this rapid action report containing a recommendation
for your immediate attention.

NASA's Space Station Redesign Team issued a report on June 7, 1993, to
the President’s Advisory Committee on the Redesign of the Space Station.
The team recommended having a single Space Station management team
that combines project and program levels into a dedicated program office,
and locating this core management team at a "Host Center.” The team also
recommended consolidating all Space Station prime contracts within the
program office under a single prime contractor.

The President concurred with the recommendations and on June 24, 1993,
encouraged their implementation. NASA implemented the recommendations
and on August 17, 1993, announced that the Johnson Space Center had been
selected as "Host Center" and Boeing Defense and Space Group as the
prime contractor.

NASA signed a letter contract with Boeing on November 15, 1993, and
began the transition effort to a new management and technical approach. On
January 13, 1995, NASA and Boeing signed contract NAS15-10000 for the
Intenational Space Station. The agreement with Boeing is for total target
cost and fee of $5.6 billion. Contract performance is over the ten-year
period that ends June 30, 2003.

Due to time constraints, agreement was not reached on Boeing's proposed
indirect cost allocations to the Space Station contract. To expedite the
signing of the contract, NASA included a clause in the contract which allows
adjustment of the target cost and fee. The adjustment will be based on the
final determination of whether a full allocation of Boeing indirect cost to the
Space Station contract is reasonable.



The Space Station Program Office's (SSPO) concern stems from a Space
Station Freedom related Boeing CAS 418 non-compliance that has not been
resolved. The Divisional Administrative Contracting Officer (DACO)
issued the initial determination of noncompliance with CAS 418 on
May 21, 1992. The DACO's initial determination of noncompliance was for
Boeing's non-homogeneous resource pools. Even though the prior
noncompliance is over three years old, the Defense Contract Agency
(DCAA) is still awaiting an auditable cost impact proposal.

The SSPO is anxious to resolve the current CAS issue in a timely manner.
After NASA signed a contract with Boeing, NASA requested a review of
the indirect cost allocations by the DCAA. In hopes of expediting resolution
of this issue, the SSPO requested, on February 17, 1995, our office to
concurrently examine the overhead rate issue. Until this issue is resolved,
NASA must pay Boeing for their current allocation of indirect costs.



OBJECTIVE, SCOPE, AND METHODOLOGY

OBJECTIVE

SCOPE AND
METHODOLOGY

INTERNAL
CONTROLS
REVIEWED

AUDIT FIELD
WORK

The objective was to determine whether NASA is being fairly charged
overhead costs on the Space Station contract, NAS15-10000, with the
Boeing Defense & Space Group.

The scope of the audit included discussions with:

o Contracting Officer;

o DCAA Resident Auditor, Boeing Company Resident Office;

o DCAA auditors;

o Defense Plant Representative Office (DPRQO) Team Leader,
Financial Services;

o DPRO Cost/Price Analyst;

o JSC's Assistant Chief Counsel for Procurement;

o OIG Attomey-Advisor; and

o Boeing management.

We relied upon DCAA's Audit Report No. 4381-95C19200004, dated
May 31, 1995, Noncompliance with Cost Accounting Standard 418
Disclosed During Audit of Proposal to Definitize NASA Letter Contract
NA15-10000 for verification of Boeing's noncompliance with CAS 418.

Our audit work was limited to a review of NASA's efforts to resolve the
CAS 418 noncompliance with Boeing. Accordingly, we express no opinion
on NASA's system of internal controls.

Audit field work was performed during the period of February 1995 through
June 1995. Field work was performed at the Boeing Company in Seattle,
Washington, and the Johnson Space Center. The audit was performed in
accordance with generally accepted government auditing standards.
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OBSERVATION AND RECOMMENDATION

NONCOMPLIANCE NASA is reimbursing the Boeing Defense & Space Group for indirect costs
WITH CAS 418 MAY on the Space Station contract that do not benefit NASA. A fundamental

INCREASE COST

OF SPACE

STATION BY $33

MILLION

BACKGROUND

requirement of CAS 418 is that costs are allocated to cost objectives in
reasonable proportion to the beneficial or causal relationship. However,
Boeing is allocating certain indirect costs to the Space Station contract from
the Engineering Resource and Engineering Computing Cost Centers that
do not have the same or a similar beneficial relationship to all cost
objectives. This practice causes an inequitable allocation to the Space
Station contract. Consequently, NASA could reimburse Boeing about $33
million over the life of the contract for activities that do not benefit the

Space Station contract.

The cognizant Administrative Contracting Officer (ACO) is responsible for
all CAS Administration functions. This includes resolution of all CAS
noncompliance issues. The following process, required by Federal
Acquisition Regulation (FAR) 30.602-2, Noncompliance with CAS
Requirements, is representative of how CAS issues are resolved.

Resolution of CAS Issues
ACO Issuas Contractor Responds-
ggg‘usss“:_ tniial Finding > Agraas or Disagrees.
samplarce | [ Retes uarer | )
aport. & Contractor.
Agrees- Disagraes
Comects N/C| [Submits
& Submits Ec%ﬂﬂs to
ACQ Reviews - Description -
Accounting of
Change, Accounting
Requesta a Change.
Cost impact
Proposal, and -
Negotiates ACO Raviews
Contract Price| [Reasons, &  |efeme—
Ad|ustments. Determines
Cornplunca or

Material- Negotlaies
Contract P\
Mjuatrnonl

Compliance- (_I N/C-Requests Coat
Notifies Auditor Impact Proposal, if

* Boeing nonconcurred with the initial notification of noncompliance on August 8, 1995.
The ACO asked DCAA for their comments on Boeing's response on August 9, 1995, and
received DCAA's response on September 29, 1995. The ACO is evaluating DCAA's
response before making a final determination. [ .



CAS 418
REQUIREMENTS

NONCOMPLIANCE
WITH CAS 418

INEQUITABLE
ALLOCATIONS

A fundamental requirement of CAS 418 is that costs are allocated fairly to
all projects. CAS 418-50(e) states that for indirect cost pools that do not
include material amounts of management or supervision of activities
involving direct labor or direct material costs:

"The pooled costs shall be allocated using an appropriate measure of
resource consumption . . . The best representation of the beneficial or
causal relationship between an indirect cost pool and the benefifing cost
objectives is a measure of resource consumption . . . "

FAR 52.230-2, Cost Accounting Standards, is incorporated into the Space
Station contract by reference. Accordingly, the contractor must comply
with all Cost Aceounting Standards. CAS 418 requires:

"Pooled cost shall be allocated to cost objectives in reasonable proportion
to the beneficial or causal relationship of the pooled costs to cost
objectives. . "

NASA is reimbursing the Boeing Defense & Space Group for indirect costs
on the Space Station contract that do not benefit NASA. The DCAA, in
Audit Report No. 4381-95C19200004, dated May 31, 1995, cited Boeing
for noncompliance with CAS 418, Allocation of Direct and Indirect Costs.
In response, the DACO issued an initial determination of noncompliance
with CAS 418 on June 6, 1995. DCAA's report is included as Appendix 1

to this report.

As reported by DCAA, Boeing is allocating indirect costs to the Space
Station contract from the Engineering Resource and Engineering Computing
Cost Centers that do not have the same or a similar beneficial relationship
to cost objectives. Accordingly, these pools are not homogeneous. The
inequitable allocations are for the following activities:

Laboratories

o Taxes

o General Services

o Computing and Automation
o Computing Development

o]



EQUITABLE
ALLOCATION OF
INDIRECT COSTS
COULD SAVE
NASA

$33 MILLION

RECOMMENDATION 1

MANAGEMENT'S
RESPONSE

For example, Boeing laboratories do not benefit all contracts equally.
Boeing Defense & Space Group has 98 laboratories in Puget Sound and
Huntsville. A joint review by DPRO and NASA technical advisors found
that 74 of the 98 laboratories are similar to NASA's own laboratories that
would perform comparable work. The team found that 21 of the remaining
24 laboratories do not have any potential to support the Space Station
contract. However, the costs associated with operating these laboratories
are being allocated to the Space Station contract as indirect expenses.

After these indirect costs are allocated to the various cost objectives
(contracts), Boeing charges NASA for an inequitable share of these costs
when they submit public vouchers to NASA for payment on contract
NAS15-10000. Until this matter is resolved, NASA continues to pay the
public vouchers.

Due to the inequitable allocations, NASA could reimburse Boeing about
$33 million for activities that will not benefit the Space Station contract.
DCAA estimates the extra cost to the Space Station contract is about
$5 million in 1994. If not corrected, we believe Boeing's current practice
could cost NASA about $33 million over the life of the Space Station
contract that could be avoided.

Potential savings are calculated as follows: ($ in thousands)

CY 94 Overallocation $ 5,326
Divided by CY 94 Cost (billed) $910,991
Equals Percentage Overallocated 58
Times Contract Price $5,638,000
Total Potential Savings $32.962

We recommend the Associate Administrators for Procurement and Space
Flight work with the DACO and Defense Logistics Agency to ensure an
equitable allocation of Boeing indirect costs to the Space Station contract
in accordance with CAS 418.

Concur. The Office of Procurement has been actively involved with the
CAS 418 allocation issue since it arose during the review and negotiation of
the Boeing Space Station proposal last year. It is directly as a result of our
intervention that the Headquarters, Defense Contract Management
Command has become sensitized to NASA's concerns and has taken steps
with the DACO to ensure that they are addressed. We will continue to stay
actively involved and will keep program officials apprised of any changes in

7



EVALUATION OF
MANAGEMENT'S
RESPONSE

status. Additionally, we will ensure that the DACO meets with NASA
management to outline his proposed actions before any final decision is
made and implemented. The International Space Station Program Office
(ISSPO) is sending Boeing a letter indicating their concurrence with the
draft rapid action report. ISSPO is also reviewing the feasibility of
suspending payment of the excess allocation of cost.

Actions taken or planned by NASA management are responsive to the
recommendation.
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~ "

SIBJECT OF AODIT

The audit of Boeing Defense & Space Group's (BD&SG) cost accounting
practices d&oing the propesal evaluation to definitize NASA Ietter Contzact
NAS15-10000 included evaluating whether the cantractar has complied with the
‘CAS Board's rules, regulatiens, and stardards and FAR Part 31. ED&SG is
respansible for coopliance with those requirements. We are responsible far
exyrressing an ocpinicn on campliance based on o audit,

EECUTIVE SOMMARY

O review disclosed that EBD&SG is noncampliant with CAS 418 because its
Engineering Resource (ER) and Engineering Coputing Cost Camter (CCC) pools
include nonhamogenecus costs that do not have the same ar a2 similar beneficial
relationship to cost objectives as the other costs allocatad through these
pouls. Tis has resulted in a significant misalloccation of-$9,161,000 between
goverrment comtracts and misallecation of $1,502,000 between goverrment ard
cchmercial  comtzacts. The cost of the nonhamogenecus activities total
64 percent of the costs in the ER and COCC pools. The inequitable allocations
relate to the followirng portions of the ER and OCC pools.

o labaratories. BD&SG's 1994 engineering stixdy disclosed that the Space

Station contract recuired significamtly less labaratary % than
the amount allocated using s ocatian ce.
This conclusion was also supported by a NASA/DFRO technical review
which determined +that, in most cases, NASA either had labcrataries
which would perform camparable wark to- that perfarmed in the BD&SG
laboratories or that the BD&SG labaratories did not have ary i
to suport the Space Station comtract., EDESG's study-ialso disclosed
that IR required significamtly wmore labaratary sppaxrt than the
amoare allocated usirg BD&SG's established allocatien practice.

o Taxes. The tax allccation from the ER and OOC pools hasad an a
cambined Hurtsville/Houston and Puget Saund tax rate results inan
overallccation of costs to Rurtsville/Houstan and an uderalloccation of
cost to Puget somxd cost  abjectives. This results because the tax
costs as related to direct engineering base dollars or hoos are
significarmtly hicher in Puget Sound than in Ruartsville/Houston. The
amount of <taxes for the Humtsville/Houston area are significantly less
than for the Puget Sord area because (i) NASA is providing the
facilities and egquipment for the Space Station comtzact resulting in a
minimal amoaumt of real and perscnal property taxes and (ii) there is
not a gross receipts tax in Buntsville/Houston area.

o General Services. General Services (GS) costs, as a rate per emplcyee,
are significamtly higher for the Hurtsville/Houston area than for the
Puget Sound area. The GS allocation fram the ER and OXC pool based on
a ccobired HRuntsville/Houston GS rate results in an underallecation of
costs to Huntsville/Houston ard an overallecation of cost to Puget
Sord oSt Chjestives.

FOR OFFICTAL USE OQNLY
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Audit Repeort No. +381-553C19200004

o Corputing & Autamation amd Coopating Develcgment. A major vortion of
the costs for Camputing amd Autcmation and Camputing Develooment
acfivities do npot benefit the Space Station comtract as determired by
the NASA/DFRO technical review. Therefcore, there is a significant
differerce between the costs allocated to the Space Station contract
based on the NASA/DFRO technical review ard the costs allocated using
BD&SG's established allecation practices.

SCCPE OF ALDIT

We conducted o audit in accordance with generally accepted goverrment
aunditing standards. These 'standards require we plan and pexrform the audit to
cbtain resscrable assurance about whether BD&SG has -camplied with the
requiremernts referred to above. An audit includes examining; on a test kesis,
evidence about BDESG's campliance with theose requirements. _We believe that cur
audit provides a reascnable basis far our opinicn.

[ - ———— p——

RESULTS. OF AIDIT . - o —— oy om e o

- N

AUDITCR'S OPINION

In our cpinion, BD&SG's Engineering Resource (ER) arﬂB'xgmezrmgO.:up:tJ.ng
Cost Canter (CCC) pools araml:hm::genecus because they include significant
amoatts of costs far activities that do not have the same ar a similar
beneficial or causal relationship to cost cbjectives as the "other costs
allocated.. throxgh these pools. Costs of significant activities included in the
ER ard cc;: pools in 1984 which (i) do not have the same or-a-similar beneficial
cr causal relationship to cost cobjectives, ard (ii) do have tlie safte or a
similay be.nf.flc.al or causal relaticnship to cost objectlv&s ai.:e sumanzed as’
follows:

‘IR Pool o Peol .

cost - % . Cest. . X%
($000) ' ($000)
Costs which & not have the same
ar a similar beneficizal ar
causal relationship to cost
cbjectives: :
larcratories $ 47,788 28.1% % 6,084 15.4%
Taxes 15,235 $.0 578 1.9
General Services 47,480 27.9
Camprting and Autamation 11,907 38.2
Camxrting Develoomernt 3,554 1l1.4
less Taxes ard General
Services in-
Laborataries (1,867) (1.1) (262)  (.8)
Campurting and Automation (1,004) (3.2)
Camouting Develooment (352) (1.1)
Total $ 108,836 63.9% 5 20,473 £€5.8%

FOR OFFICIAL USE ONLY
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ER Pool oo Pool
Cost ¥ Cost %
(5000) ($000)
Costs which have the same ar a
similar reneficial or causal
:relationship to cost cbjectives 61,365 36.1 10,671  34.2

Total S 170,001 100.0% S 31,146 100.0%

The ER peool is allocated using an eng:.neer_rg direct lakor dollars base.
The COCC pool is allocated toccs“cbjecuvesusmge:gmee.ru-gdlrectlabcr
hours. Pursuant to CAS 9904.418-40(c) (1), cost pools which include a material
amaunt of the costs of management or sipervision of activities imolving direct
labor or d.u'ectmta'lalccstsshallbeallocatadusugabasethatrepresents
the activity being manraged or’ supervised. CAS 9904.418-50(d) (2) (i) fuxther
provides that for these types of costs, a direct labor haur hase or direct
labexr cost base shall ke used. However, CAS418-50(e) movides that indirect
cost pools which do not inclidie a material amoatt of the costs of management or
supervision of activities involving direct labor o direct material costs
"shall be allccated using an aprropriate measire of resoxres cnsKption.”

As explained in detail kelow, our audit of the ER and CCC pools found that
approximately 64 percent of the categories listed above were nanhamogenecus
because these costs do not have the same oar a similar .beneficial or causal
relationship to the cost cbjectives in the allccation bise. These costs also
& not remresent costs of management or supervision of activities invelving
direct labor cor direct material costs., Therefcre, the standard requires that
these costs be allocated over a base that represents resourcs consumption
rather than a direct laber hoxr bese or a direct labor cost base. We
determined that the use -  of engineering laker dollars ard engineering laber
hors to allocate these costs results in an allocation that doeg not represent
the causal cor beneficial relatienship between the cost categearies and the cost
chjectives receiving such costs. Therefare, these costs are not
and are being allecated using a methodology that is noncampliamt with CAS 418.

We also idemtified cost categories amounting to about 34 to 36 percent of
the costs cha:ge:ltothepools%nchhaveamatanalamtofthecostsof
management or supervision of activities inmvolving direct labor or direct
zaterial costs. o review of BD&SG's allecations of these costs using the
bases for  either the ER pool or the O pool did not disclose any
noncamliances with CAS 418 ard these costs are rot an issue in this repert.

Arplicable CAS Pruvisions
The fundapertal requirement in CAS 9904.418-40(b) provides that:
Idirect costs shall be accmmlated in indirect cost pools which are
hamegeneous .

FOR OFFICIAL USE ONLY
A-1-4



ALCit Report No. 4381-§5C19200004 .

The definiticn of a rorhamegensecus pool is provided Ly
CAS 9904.418-50(Db) (2): .

"an irdirect ccstpool:.smtbmcgerm.s:.f».hecos‘of
all significant activities in the cost pool do not have
the same <r a similar bemeficial or causal relationship
to cost objectives amd, if the costs were allocated
separately, the r&sult:‘n; allccation would be materially
differert...."

For.ifzd.i.:'ect costs which do not include material amounts of the costs of
managemertt <r supervision of activities involving direct labor oxr direct
material costs,- CAS 9904.418~50(e) states the following:

', . .Bomcgeneous  indirect cost pools of this type have a
d.z.rect and definitive relationship between the activities in

the pool and benefiting cost cbjectives: -The pooled-costs - - - - s
shall ke allocated using an apropriate measure of resamrce-- T e
@Sﬂp’tlm " )

The follcwur:_.' d;sc:ss:.cn will dememstrate that the noncampliamt costs: -

o Are significant actzv:.t:.s,

o Do not have a similar beneficial ar causal relationship to the cost
.. cbjectives; ard
. Result in a materially differemt cost al.lacat:l.cn if allccated
senantely

Labara and i ineeri Costs: SN

In 1994, the IR pool included $47,788,131 of lakcratory oosts, -of
28.1 percent of the $170,000,717 recxrded in tlus pocl. The CCC pool included
$6,054,300 of labo:ztcryengmeer:.ngc:m::terswrtcosﬁcrls4nercentof
the $31,145,657 recorded in this pecl.  Goverrmernt coriracts were allecatad
$31,339,000 of the laberatory costs in the ER pool ard $3,997,000 of the
laboratcrv suport costs  in the OOC pool. mermammstsmallocated
to IR&D, camercial comTacts, and capital assets, These two cost categories
‘are s:.gm.f.uzrrt parts of the:.r respective pools hased on their relative
camtribation to the pool totals.

FOR COFFICIAL USE ONLY
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Do Not Bave A Similar Beneficial Or )
Causal Felationship To The Cost Cojectives

In 1594, SD4SG had cemtxal laboratories in the Puget Sourd area, Humtsville,
Philacdelipnia, and Wichita. However, BD&SG did not have any laboratories in
‘Housteon. Labaratary swurpert for the work at Houston was provided in NAsA
labarataries and 2D&SG labarataries in Puget Sard and Rutsville. The
laboratory costs for the Puget Sourd and  the Runtsville labarateries were
included in the ER Pool and allocated to cost objectives using engineering
direct labor dollars from Puget Sord and Humtsville/Houston. The costs for
the Philadelpnia and Wichita laborataries were included in separate pools ard
allocated only o Philadelphia ard Wichita cost cbjectives, respectively, ard
are not an issue in this audit. -

The NASA Space Station comtzact was allocated $6.7 million of the laboratory
costs  included in the ER pool. NASA's Space Station effort is primarily
located in Houston and Runtsville. However, BD&SG has no laborateries in
Houston and Jjust  nine labaratories in Hmtsville, NASA, has comtractual
camitments to provide the labcratories for the Space Station and does not need
significant support fror BD&SG's laboratories at Houston., The joirt repart
fram the DERO ard NASA technical adviscrs, which we requested in cormection
with this review, determined that far 74 of the 98 BD&SG labcratories in Puget
Sourd and Humtsville, NASA had lakbcrataries which would perfarm camparable
work. ‘That report also determined that 21 of the 24 remaining laboratories did
ot have any potential to suppart the Space Station contract. Also, o
iterviews of BED&SG employees in Houston and Puget Saurd disclosed that the
laboratary sapport furnished the MNASA Space Station conftxact at Houston was

As illustrated below, IR&D activities should be allocated sigrdiiczm:ly mnore
laboratory costs based on usage than is presently allocated using BDESG'S
established allocation practice. This is due to a greater amount of IRLD
effort being perfarmed in the laboratories than BD&SG's allocation methodology
reflects.

Factors which we understand contrilute to the lower relative use of the
lakaratories by the Space Station comtract include:

© NASA has laborateries which perform comparable work for 74 of the
98 BD&SG laboratories in Puget Sound and Huntsville and 21 of the
24 remaining laboratories do not have any potential to support the
Space Staticn comrtract;

o NASA is providing laboratary support in its facilities at
Burtsville and Bouston;

FOR OF7ICTAL USE ONLY
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Audit Report Ne., 2381-55C15200004 -

o Most of the lancratories are located in the Puget Soaurd area while
“the Space Station work is Dbeing performed . in Houston and
Hartsville;

o BD&SG does not have any labarataries at Houston; ard

© BD&SG's effort in Bousten is predominately ariented toward
irmtecgation ard does not relate to the predominant natore of -
laborataories in Puget Sound  (technology research ard sub-element
certification).

CAS 418 requires that all irdirect costs shall ke acamulated in indirect
cost pools which are haonegeneous. The camxrter cests in the OCC pool are
rem.z...recl to supoort the wark perfarmed in the laborateries. 'I.‘nerafore, these
costs should be charged to the indivicdual laborastory and allocated based on
usage.

Based on the findings pwesemted in the joint technical report ard cur
analysis of the differences between BDESG's allocation methedology ard the
allocation of costs which would result fram an allocation based on usage, we
determined that BD&SG's allocation metheds for laboratory ard campater
sngineering suppert costs do not reflect ‘a causal ar beneficial relationship tc
the cost objectives receivirg the allocated costs.

A Separate Allocation Results Inamtmalmﬂm

CAS 418-40(c) (2) prcvids that "the pooled cost shall be allecated based on
the specific idemtifiability of resource consumption with cost objectives® if
"the a:stpooldoesmtcontamamatanalammtoftheccstsofmanagemeztar
supervision of activities mvolv:.ng direct labor or direct material". We made
a rough “order zagnitude (RM) estimate of the labaratory costs-khat would have
teen allocated separatsly to cost cbjectives based on laboratary usage, which
maszasﬂmlabozatarymm and compared it to the amount
allocated using BD&SG's disclosed cost accaarting practice summarized as
follows:

1994 lab Costs Allocated Using

Established Separately Differerce
Cost Cbjectives Practice Identified Inc./(Dec.)
{000) (000) (600}
ER Pool
Puget Sourd i

Goverrment Contzacts $ 24,184 § 24,402 $ 218
New Business (IRSD) 4,489 7,446 2,957
Camercial 11,156 11,257 101
Capital Assets 320 323 3
Total $ 40,1459 $ 43,428 ) 3,279
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»

1994 Lab Costs Allocated Using *

Established Separately Differerce
Cost Objectives Practice Tdentified Inc./(Dec.)
(000) (000) (000)
Amtsville/Roustan
; Goverrment Contzracts
Space Staticn
Houston $ 2,477 S 287 $ (2,180)
Rutsville 4,236 2,896 (1,340)
Cther . 442 1,030 588
Total Govt Contzacts $ 7,155 3 4,213 {2,942)
New Business (IR&D) 338 0 (338)
Cammercial 6 6
Capital Assets 140 141 1
Total S __ 7,639 § 4,360 5(3,279)
Total S 47,788 $ 47,788~ $ 0

1994 lab Costs Allocated Usg.'g'
Estab Separately Difference

Cost Objectives Practice Identified Inc. / (Dec.)
" (000) (600) (000)
o Pool™
Puget Soard _
Goverrment Contzacts $ 3,072 $ 3,060 $ (12)
New Busihess - (IR&D) 504 1,348 A 844
Camereial - 1,457 1,452 (5)
Capital Assets 37 17
Total S 5,070 S 5,897 $ 827
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1954 Lab Costs Allocated Using

" Established Separately Difference
Cost Objectives Practice Tdentified Inc./(Dec.)
(000) {000} (000)
Burtsville /Bauston
Goverrment Contracts
Space Statisn
Houston $ 256 $ 15 $ (242)
Ruartsville 610 64 (546)
COther 59 58
Total Govt Comtracts  § 925 $ 138 S (787)
New Business (IRSD) 39 " (39)
Camercial 1 1
Capital Assets : 19 18 (1)
Total $ 984 S 157 S __{827)
Total g 6,054 $§ 6,054 $. roniQon

NOTE: Oxr R estimate of the laboratory” costs that would have been

allocatad to the Space Station comtyact and IRSD in 1894 used infoarmation in

ED&SG's 16 December 1994 laboratory operations stidy. We requested detailed
information on the usage of the cemtxal laboratories for 1994. However, the
cattzactar infarmed us that it did not have the information in its accournting
records. Sirnce BD&SG was unable to provide us with this information, we used
tha infamation in the 16 December 1994 laboratory cperations study to estimate
usage for- the Space Station cortract ard for IR&D. Oxr RM estimate of the
laboratary cost  allocation based on laboratory usage is detailed in
Apperdix 1. The above camogtations are qualified because:

(1) Che lamcratory usage estimates are based on ED&SE Ergineering's
1594 study. ~ BD&SG represemted this as a "best guess to suppart an intermal
hudget exercise", which was "extremely subjective and only represent six months
of activity" in 19%4. The percentages developed were representad to be. "an
assessmertt of the mmber of tasks perfoarmed within the lamratories., It did
not. . measure the mumber of tools/test equirmemnt used to accomplish the. task.™
To resolve this cualification, BD&SG needs to provide data for each labaratoary
showing the usage for all of 199%4.

(ii) BD&SG rrovided derreciaticn cost cnly to the functional labarateory
category and not to the individual laboratory. We allecated derreciation costs
based on usage for the varicus functicnal laberatory categeries. Derreciation
is a significant partion of the laboratory ard camputing sapport to laboratory
costs as it totaled $19.1 million, or 35.6 percent of the total laboratory cost
in 199%4. ™e $19.1 of derreciation cocsts are shown for each functicnal
lakaratery categary in Apperdix  1-A. To resolve this qualification, BD&SS
needs to mrovide the 1994 depreciation costs for each labcratory. ‘
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(iii) *we allocated an additional $4.9 million of laboratory support
costs, or 9 percert of the total costs, on an cverall basis as these costs were
not  idertified to specific labaratories or functional laboratary categery. The
$4.9 of labcratary suppert costs are shown for each functicnal laboratary,
category in Arpendix 1-A. To resolve this qualification, BD&SG needs to
mrovide the 1994 labcratary costs far each labaratary.

(iv) We were not provided amy usage data for irdirect activities such as
Engineering Stardards which would permit us to determine the amumt of
laboratery cost that should remain in the IR and COC indirect cest pools. To
resolve this cualification, BD&SG needs to provide data far each laboratory
showing the usace for indirect activities for 1994.

If BD&SG provides amy additioral usage ar cost data by laboratory, we will
adjust our coxpaatation. However, we Dbelieve that this data shows that the
laboratory and computing support costs o the lakoratories do not have the same
or a similar beneficial or causal relationship to the Space Statien contzact
and +to IR&D as they do to the cther cost cbjectives in the allocation hase ard,
if the costs were allocated separately based on usage, the resulting allecatieon
would be materially differermt. As previcusly explained, this usage and cost
data by ‘labcratary is required to determine the laboratory rescurces consumed
by cost cbjectives in accordance with CAS 418-40(c) (2).

Carxlusion
We have shown that the laboratory and coomputer engineering suppart costs:
o Are significant cost activities;
o Should be allocatad on a consuption of resoxrpe base (i.e.,
usage) ; and
o Allecation using a usage base, results in a material difference.
Therefore, BEDESG is in nencampliance with CAS $904.418-40(b). The IR ard
CC pools will remain nonhamogenecus as long as laboratory costs and camputer

enginesring suppcrt costs remain in these pools and are allocated over the
established direct labor dollar ar hour base.

BDSSG's responses to ouxr Issue/Resolution request followed by o caments
are shown below:

BD&SG's Restonss

BDESG stated that "The audit's attempt at allecating engineering lab and
CCC costs is seriocusly flawed." Its raticnale for reaching this conclusion wes
based on the cualifications we previcusly explained relative to the basis for
the estimates usad in our determimation of the actual costs and usage for each
laboratory.
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DCAA'S Conpents .

Oxxr allocation of lakbaratary ard camputer suppert costs was based en ths
cost data aopbtained from BOSSG's recards and the labaratory usage from BDESG's
engineering estimate of laboratary usage based on a stidy of 6 marths usage in
19%4. We requested, but were not furnished, additional cost data to :.denm.fy
depreciation ard lahcratory suoort costs to the individual labcratory and
laboratory usage data for eachla.b:n:ataryfortheentlre,ear If BD&SG can
Frovide additicnal data, we will consider it in o comptation. It shoulé
also be noted that we mrovided several additional reasens why we believe that
the Space Station contzact used significamtly less laberatory and compater
sppart costs than other cost cbjectives in o compents as to why laboratory
ard caoputer support costs do not have a similar beneficial relationship to the

cost objectives.,

BD&SG's Responsse

..DCAA axroach fails to take into -account the life cycle phases of a
progmm or projest that benefltsfrmﬂmeactlntlsbe;rqpeﬁomedmthes:
labs. Far example, MNASA's Space Statien comtract is anrently receiving
benefit fram’ Tary technologies and processes that were develowed by oxr
technologists, in our laboratories, years befare the c:_nrentcmtractwas
awarded."

DCAA'S Copmertts .

If BD&SG wuld allocate costs to the users of the laboratories, the program
would bed:arged*ortheuseofthelabaratmywhenltmraddm'ugthehIe
cycle phases of a rrogram o project. 7To the extent that comtzacts benefit
from laboratoary usace performed for other comtracts or IRSD mrojects in priar
pericds, wedomtbelieve that these costs should be allocable to azrent
cartracts. BED&SG's armument fails to consider that the has bkeen
fuding BD&SG's IRAD in prior years. To the extent that laboratcory costs were
allocated +to IRSD, these costs were allocated to contxacts using the GSA hase.
If labcretery costs were allocated basad on usage as yrecammerded in this
repart, all cf the labaratary costs required for IRSD would have been allocated
to contracts through the IR&D allocation.

BD&SG's Response

'...The audit analysis also did not acknowledge any benefit to NASA
cantracts from the Cther category nor from IRSD, "

DCAA's Coaments

Ve adjusted oxr calculation to include the usage identified in the Other
category for the Space Station comract. O capagtation of the laboratory
costs allecable to the Space Station contract now  includes all the usage
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jdentified” in the BD&SG budget exercise. As discussed in the campents to the
previous BC&SG response, We did net specifically identify amy benefit to the
NASA comttact from IRSD as this is allocated and recovered through the IRAD
allocation.

BOGSE's Responsa

The DCAA aralysis does not measire "the inmtangible benefits because lab
test results can be shared by all programs. For example, lab test results are
shared by the D&5G engineering cammmity eon all prograns. "

DCAA's Coaxments

We believe laboratory costs should be allocated to the usexs of the
labcratory. Cther than to capitalize the research, we xnow of no practical way
to charge potential futize benefits to cther programs.

Taxes

| Siqnificant Activity
The tax costs in 1994, as a percent of the allocation base, were

significartly higher (3.041 percent) far the - Puget Sound Tax Pool than the
Hurresville/Houston Tax Pool (.360 percemt). Major reascns far this are:

=) Bmtsville/Houston does not have real and perscnal property taxes
as does Puget Saxrd because NASA owned facilities ard equipment
are being used in Huntsville/Houston; and '

o mmtsville/ﬁwstmdoamthave'agrcssreceiptsfaxasdoa
' Puget samd. ¥

Tax cost, as a parcentoftheva.lueaddedallocétionbase, for the Puget
Sord Tax Pool (TX) a:ﬁfortheHmtsviJ.le/I—baston'I‘axPool('I‘S)in1994is
shown below:

1884 Tax Expenses

Puget Soxrd Rmtsville/Houston
Tax Pool TX Tax Pool TS
AcCoITe Cost Rate Cost © Rate
(5000) ($000)
Qut of State, Bus/Property/ :
Excise $ 0 0% $ 86 .045%
Miscellaneous Taxes 349 .026 0 0
Sales & Use Taxes 12,657 .942 582 .303
Real & Perscnal Property Tex 12,970 .964 0 0
Gross Receipts Tax - 15,211 1.131 o} 0
Corperate Tax Allocation (303) (.023) 24 .01=2
leasehold Txcise Tax - 11 .00L 0 0
Total S 40,895 3.041% S 6§52 .360%
value Added Allocation Base  $1,343,048 S 191,825

—————————
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The cogts allocated from the Puget Saud ard I-hm‘sv:.lle/l—!cus:on Tax Pcols
‘wtheﬂ?.animCPools_nH%aremtedasfollms

Tax _Pools
Base Rate ER Pool OCC Pool
($000) ($000) ($000)

Tax Pool
Puget Sound
ER Fool $ 491,078 3.041% $ 14,932
CC Pool s 18,864 3.041% $ 574
Runtsville/Fouston
ER Pool $ 84,175 «360% 303
X Fool $ 1,074 .360% 4
Total Allocated $ 15,235 §$ 578

Do Not Bave A Similar Bereficial or

In accardance with section 4.5.0 of EDESG's Disclosmure Statement, tax costs
are recxrded in Tex Pool TX in Puget Sourd and Tax Pool TS in Buntsville/
Haiston based on how the "assessable (taxable) property, transaction, reverme,
etc. is ralataimﬁaewr}d:gpapersmidzsmttheappncabletaxrebm
or other supparting documentation such as accounttability records, invoices,
ete. " T™he tax costs .nthe.sepoolsareanccatedtovanmscverlmadpools
(including the ER and OCC pools) using the sorrogate value added base descriked
in Secticn 4.6.0 of the Disclosire Statement.

Because the Houston/Runtsville taxes are merged in the ER and OCC pools
with the Puget Sound area taxes, they are allecated to all three areas using a
base that has no relationship to the vicinity that generated tie taxes or the
factars that were used to calcilate the taxes., For 1994, $303,000 of the
Runtsville/Houston taxes were allocated to the ER pool ard $4,000 were
allocated to the COOC pool ard merged with the tax allocation from the Puget
Sard Tex Pool ($14,932,000 to the ER pool and $574,000 to the CCC pool).
These taxes wers then allccated to Puget Sound, Heuston, ard Huntsville cost
cbjectives using the direct engineering labor dollar base far the IR pool ard
the direct ergineering labar haur base far the CCC pool.

However, as merticned above, Runtsville/Houston does not have:

© Real and persaalprcper‘ytaxsbcauselt:.susmm
facilities ard equipment; or

© A gruss receipts tax.
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F\thher';nre, +he Bouston/Huntsville cost abjectives:

o Eave little or nothing to do with generating the Puget sourd area
taxes (i.e.,beingafactorincalc.:latingthetaxes);ard ,

o Receive little or no kenefit fram the Puget Sourdd area taxes.
Conversely, the Puget Saurd cost cbjectives:

o Have little or nothing to do with generating the Bouston/Huntsville
area taxes (i.e., be:i.nga.factarincalculaﬁ.ngtheta.xs); amd

o TEeceive little o no benefit from the Baustan/Hurtsville area
taxes.
A Separate Allccation Results In A Material Difference
We estimated the cost impact to the govermment frem this nencompliance by

camparing, the costs allocated to Puget Saurd and Huntsville/Houston goverrment
cost cbjectives (including TIRSD) using BD&SG's established allocation

1994 Taxes Allccated Using -
Established Separately Difference L

Cost Obiectives Practice Identified Inc./(Dec.)
. (0Q0) {000) (000)
ER Pool \ ‘
Puget Sood
Govt Contzacts  § 7,710 $ 8,854 $ 1,184
New Business 1,431 1,651 220
Camercial 3,857 4,103 546
Capital Assats 102 118 16
Total $ 12,800 $ 14,766 $ 1,966
Huntsville/Bouston

Goverrmernt Cottracts
Space Staticn

Houston S 790 $ 152 $ (638)
Buntsville 1,350 260 (1,090)
Cther - 141 27 (114)
Total 2,281 439 (1,842)

New Business 108 21 (87)
Coamercial 2 i (1)
Capital Assets 44 8 (36)
Total 5 2,435 S 469 S (1,966)
Total $ 15,235 $ 15,235 $ 0

e mm——

FOR OFFICIAL USE ONLY
A-1-14



Audit Reoart Mo. 4381-53C19200004 -

1994 Taxes Allocated Using

Cost Objectives

CCC Pool

Puget Saod

Goverrmeant Comtracts

New Business (IR&D)
Corarercial ‘
Capital Assets
Total

Burrtsville/Houston

Goverrment Contracts
Space Station

Huresville

Total Govt Cortracts
New Business (IR&D)
Coxmmereial
Capital Assets

Established Separately Differance
Practice Identified Inc./(Dec.)
(000) (000) (000)
$ 283 $ 311 $ 18
48 51 3
139 148 S
4 4 0
S 484 S 514 S 30
$ 24 $ 17 - 8 TN
58 39 (19)
5 4 - (2)
5 &8 §. e . § (28
4 73 : (1)
2 1 . (1)
3 94 5 64 ., S (30)
$ 578 $ 578 $ 0
nclusion

l ) - ]
BD&SG's cmént-methodolcgyofalloatmgtaxesviathemeirﬂcccpoolsm
million overallccatien of tax costs to the

1994 results in " a 3
Houston/Buntsville cost cobjectives and a $2 million underallocation of tax
costs to Puget Sarrd Cost abjectives as shown below;

r Tax Cost Allecation
Cost Chiectives

Puget Sourd

Goverment Cotracts

New Business (IR&D)

Caxmercial

Capital Assets
Total

1594 (Over

ER Fool CC Pool Total
{0C0) (000) (000)
$ 1,184 S 18 $§ 1,202
220 3 223

846 S 555

i6 0 15

§ 1,966 S 30 S__ 1,996
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y 1554 (Over) /Under Tax Cost Aldccation
Cost Chiectives TR Pool COC Pool Total
(C00) (000) (000)
Baresville/Housoon

Coverrment Contzacts
Space Station

Houston $ (638) $ (7) $ (645)
Huntsville {1,090) (19) (1,109)

Total Space Station (1,728) (26) (1,754)

Cther (114) (2) (116)

Total Gove Contracts §  (1,842) S 28) § (1,870)

New Business (IR&D) (87) (1) (88)
Camercial _ (1) (1)
Capital Assats (36) (1) (37)
 Total S (1,966) S (30) §__ (1,996)

work, IR&D, .and capital assets at Houston/Huntsville were offset by an
urderallocation of tax costs to Puget Sourd cost chbjectives, As shown akaove,
the comercial work at Puget Sourd wes uderallocated $555,000 of tax costs
with a corresponding overallccaticn o goverrment c:n;ract.sarﬂcthercnst
cbjectives. e believe that this results in a significant overallocaticn of
tax costs to goverrment comtracts.

--BDESG's camperntts ard our respanses to our Issue Resolution Request follows:
ED&S‘;‘s‘ Respense
i . )
The established tax allocation procedures camply with the f!:st requirement
in CAS 418.50(b) (1) that “"each significant activity whose costs are included in

the mstpoolhasthe'samec:rsimilarbeneficialorcausal relationship to cost
objectives as the other activities whcse costs are included in the cost pool."

DCAA's Commetts -

e have demonsirated that the comtyactor's procechares for allecating taxes
does not camly with the requirement that each significant activity whese costs
are included in the cost pool has the same or similar beneficial or causal
relationship to cost cbjectives as the other activities whose cost are included
in the cost pool. The contracter did not address the fact that:

o] Bouston/Hurttsville cost cbjectives do not generats the materially
larger amount of tax assessed in the Puget Samrd area; and

o Houston/Runtsville cost objectives recedive little or no benefit
fran the Puget Sound taxes. )
FOR OFFICIAL USE ONLY
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Therefcare, the cortzactor is in error as to its assertion that its method
groups cosks with the same ar similar beneficial ar causal reXationship to cost
cbjectives as the other activities whose cost are included in the cost pcol.

BD&SG's Resoonse

'meDCAAa'mtts*wasnotprcpenyperfomedtodetarmne;fthe
‘estaplished tax allocation procedwres met the second requirement in CAS
418.50(b) (1) that "if the alleocation of the costs of the activities included in
the pool result in an allecation to cost objectives which is not rr.ate.rz.a.l..y
different fram the allecation that would result if the costs of the activities
were allocatad separately.”

DCAA's Cocomertts

We disacres with the contractor's assertion that the test was not properly
performed. We have demonstrated that the contractor's procedure for allecating
taxes results in materially different allecation than would Tésult if the costs
of the +tawxes were allccated separately. We demonsirated above that commercial
wark at Puget Saund was underallocated $555,000 of tax costs and that the Space
Station cartract was cwra.l.located $1,754,00 of tax cost.

BDESG's Response

Oonly cne of the cxriteria needs to be met for -the pool to be deemed

BD&SG “explained +that it was compliant with the first requirement of CAS
418.50(b) (1) for both the tax and general services (see below) issues as
follows:

The 'caments you are inquiring about were made in onf
response to statements made in Issue/Resolution forms
No. 2 ard 3, that stated that DCAA "fourd significant
differerces in the nabpe and amount of taxes
recorded. CAS 418 uses the terms "activity" amd
"allecation" in detarminirq hancgeneity. If the tax o
general services pool is hamogenecus then an allecation
of that pool to its cost objecuvaa.shcmogms

With that Lzﬁerstanda.ng, it is logical deduction to
state that the allccation of taxes (cr general services)
to the Exineering pool, as stated in CAS 418.50(D) (1),
'"mag the same or similar bemeficial or causal
relationship to cost objectives as the cther activities
whose oosts are included in the cost pool™ is a
hamogeneors  activity of the Engineering pool because CAS
418 uses the terms activity amd allocation in
determining hamogeneity. If the tax pool is hamogeneous
then an allecation of that pool to its cost objectives
is hamcgeneous.
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206SG believes it is campliant with the first requirement because the costs
in both the Puget Sourd and Huntsville/Housten Tax pools are for State and
Iocal taxes at pPuget Sanrd and Humtsville/Housten ard allecated over a value
added hkase for these respective lccatiaons. The response also states that BDESG
considers the ratire ard allccation of costs must be addressed in the tax pools
;where the costs are initially incmred.

DCAA's Coamments

we did net find any requirement in CAS 418 to support BDESG's assertion
that, in accordance with the first requirement in CAS 418.50(b) (1), the nature
ard allecation of costs must be addressed in the tax pools where the costs are
initially imcarred.

As previcusly explained, we take exception to the tax costs that are
included in the ER and CCC pools ard allocated to all cost cbjectives without
consideration for the vicinity and factors that produce the tax.

The "activities" that are included in these pools are the engineering
functicons to support cost abjectives at both the Puget Soud and Rurtsville/
Houston lcocations., The _tax and general services costs for the Huntsville/
Houston enginesring support "activities" included in the ER amd CCC pools do
not have the same or similar beneficial or causal relati ip to cost
cbjectives as the tax and general services costs for the Puget Sound and
Hmtsville/Houston engineering suppart "activities® whose’ are included in
the pools. Therefoare, we do not agree with BD&SG's statement that "the natur
ard allecation of costs must be addressed in the tax pools where the coscs are
initially incurred."

In addition, the standard requires thatthecosthavethecﬁcrsmlar"
bereficial cr causal relationship to cost cbjectives as the © activities
whose cost are included in the cost pool. Cost cbjectives are defined in &S
410-30(a) (4) and FAR 31.001 as follows:

Cost . cbjective means a function, organizational
sakdivision, cotxact or other wark unit for which cost
data are desired and for which provision is made to
acomulate and measure the cost of processes, moducts,
jobs, capitalized projects, etc.

In accordance with this definitien, the tax costs are measured when they
are allocatad to cost objectives included in the allecation base for the ER ard
CC pocls. when BD&SG's allocation of taxes is measured against the causal or
beneficial relationship to the cost cbjective, there is no correlation to
either the generation of the tax or cost cbjective's benefit fram the tax.
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General Services (GS) Costs

Significant Activity

Although the nature of the services recarded in the Puget Saumd
Huartsville/Bouston gemeral services pools are similar, we ford that the r=
far these services per hoxr were significamtly different between Puget
ard Hurrtsville/Houston general services pools as shown below.

Puget Sourd ard Huntsville/Houston
1994 General Services Pool Costs

A

|

Bantsville/
‘Puget Sourd Houston
{Peol GS) (Pool- 8E)-- o o -
Pool Bxpenses $32,772,250 $14,704,308
Base (Hoaurs) 23,950,580 3,254,295
Rate /Hour & $3.46 $ 4.52
--- Because the large dollar amaxmts and the dispropartional rates, ws

of
consider the GS cost to be a significant activity.

Do Not Bave A Similar Beneficial or-’

As shown by oxr analysis below, we determined that the general services
costs allocated to Puget Saurd and - Rumtsville/Houston-cost cbijectives are
significantly differemt when the general services - costs are allocated on a
cansolidated basis (established practice) than when allecated separately
(separate rates). 4

Because the Rumtsville/Houston general services costs are merged with the
Puget Sound general services costs in the ER and CCC pools, they are allecated
to cost cbjectives that have no beneficial or causal relationship to the cost
of - the general services provided to BD&SG employees in the two geographic
locations. The general services cocsts are allocated to the ER and CCC pools
using a labar hour base while the IR and CCC pools allecate the merged general
services costs to final cost cbjectives using a engineering labar dollar kase.
In 1994, the Rmtsville/Houston amd Puget Soud general sexrvices pool and
engineering labar rates were as follows: '

Raottsville /Houston Puget Saand i
General Services Rate $ 4.52/Bxr $ 3.46/Box
Egineering Labar Rate $ 26.76/8ax S 27.28/Hamr
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The cost of Bumtsville/Housten general services allocated to the IR and OCC
pools was $1.06 higher per hour than the cost of Puget Sound general services.
However, since the Huttsville/Houston ergineering lakor rate was $ .52 an haur
lower than the Puget Soud ergineering labar rate, Huntsville/Houston cost
cbjectives were allocated less of the generzal service costs than they
‘contrimuted to the ER and CCOC on a2 rate per haxr. This resulted in the Puget
Sourd oost cojectives being allocated more gemeral services costs than they
contribrted to the ER and CCC pools. Consequerntly, the general services costs
in the ER and CC pools are not being allocatad on a beneficial or causal
relaticnship ts the cost chbjectives they are supparting.

The differerces in the allocation of general services costs which result
from using BED&SG's consolidated engineering pool/established practice ard from
usmgsenarateratesarecausedbyd_fferen:ﬁmthenx;etmﬂa:ﬂ
Huntsville/Houston (i) general services rates (as shown above) ard  (id)
ergineering labor rates.

We camrted axr cost impact hased on D&SG's established accounting practice
which prcv:.des faor separate GS pools for the Puget Sound and Hurtsville/Houston
gecqraphic locations and for the costs in these GS pools to be allocated to the
cost objectives they surport. However, as prev:.wsly discussed above, the
Ramtsville/Bouston GS pool incliudes the costs of certain services which do not
benefi® +the Houston Space Station comtract because NASA is providing these
services to D&SG employees working on the Space Station camtract at NMASA's
Houston Jchnson Space Center. We recamperd that D&SG (i) identify the costs of
any services recarded in the Hutsville/Heuston GS pool which duplicate the
services provided by MASA and (ii) remove the cost of such duplicate fumctions
from the GS allocation to Houston., These costs should only be allecated to the
Hmtsville cost objectives.

v 1

A Separate Allocation Results In A Material Difference

We believe the differences between the FPuget Saud ard Runtsville/Housten
GS rates are due to:

o The volume of the support required at sach location; and
© The mrovider of the services.

Scme general sexvices are provided in the Puget Sourd area by EBoeing
Supert Services to all EBoeing divisions/segments ocn a centralized basis and
allocated +to 2ll Eceing Company divisions/segments located in the Puget Saurd
area based on Puget Saud headcoutt served. Bexplesofthsese.wzcsare
fire/secmrity protection, medical services, remroduction services/copy centers,
payroll/timekeeping ard twavel ac:nmting/sewics.
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In cogtrast, the Missiles & Space Division (M&SD) arganization in
Hurtsville provides these services for Runtsville/Houston activities. Because
af the larger headcount served in Puget Saurd, BSS can provide these services
at a mcre econcmical rate than M&SD.

We alse famd same activities in the Rmtsville/HBoustan GS pool which
@mplicate the spport provided by NASA to BD&SG's employees located in NASA's
Johnson Space Center. Bxamples of same of this support are fire protection,
seawity, remroducticon/copier sexrvices, amd mrinting.

Camtractor's Accomnting Practice

- In accardance with Secticn 4.5.0 of BD&SG's Disclosure Statement, general
services costs are recorded:.nPoolGqurPugetSamdactlvzusa:ﬁPool%
far Ruomsville/Houston activities, General services costs are for the
following activities: copiers, BD&SG Bome Office Human Resources and Proposal
Rescizees Allocations, emloyes/employmernt services, food service costs/
proceeds, fire prctect;m/Sec.::ity—cen‘.::al...zed Services, hewecwner relocation
administ~ation, Human Resowoces, mail service, medical, payrol.l/ta.mekeep:.ng,
pecple tmansportation, travel accaatting/services, pe':sctmel rerresentatives,
reprocuction services/copy centers, Safety Eealth & nwz.rumrrtala.f:az.rs
Video Telecaonference Centers, arx voice caommmications (nonlakor).

Section 4.6.0 of ED&SG's Disclosmure Statement describes the allocation hase
far the GS ard SE pools as "all direct labor hors and all indirect labor haxs
(campensated or uncompensated) expended in BDESG Heme Office (Puget Sourd anly)
and Segmertt sexrvice center, overhead ard G&A pcols,™

General services poolsGS ard SE afe allocated to Engineering Subpools
30A~Puget - Sard Engineering and 507-Huntsville/Houston based an the applicable
tctaldua:traﬁmdnrectergmeermghmrsoftherespecuvjlsipcols The
Puget Somrd and. Hunmtsville/Bouston general services costs dlong with other
ergmugecpawrmdedmtheﬁget&nﬂa:ﬂﬁmtswlleﬁwstm
Ingineering suboools arec:mbmedarﬁallocatedtoﬁxgetmﬁard&mtswlle/
Housten fmalm“objecuvausmganallmtmnbasec:mpnsed of Puget Saoxd
and HRurtsville/Houston engineering direct labar dollars, excluding fringe
benefits.

Cammarison of Cartracter's Accounting Practice to Separate Allocation

The general services costs allocated to Puget Samd and Buntsville/Houston
costs  objectives using ED&SG's established allocation proceduares and the amourt
alloccable to these same cost objectives using separate allocation rates for
Puget Sourd ard Buntsville/Houston are detailed below:
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L

1594 Gereral Services Cost
Allocated Usirg

Established Separately Difference
Cost Objectives Practice Identified Inc. / (Dec.)
. {000) (000) (000)
ER Peal
Puget Samd .
Goverrment Contracts $ 24,028 § 22,997 $  (1,031)
New Business (IR&D) 4,460 3,807 (653)
Commercial 11,085 10,889 {156)
Capital Assets 318 278 ___{40)
Total S 39,851 $_ 37,971 S (1,920)
Runtsville/Houston
Goverrment Contracts
Space Station
Houston $ 2,461 s 2,508 $ 43
Huntsville 4,209 5,864 1,656
Cther . . 439 574 135
Toctal Govt Contxacts . § 7,109 S 8,943 $ 1,834
New Business (IRLD) 336 379 43
Commercial 6 7 o
Capital Assets 138 180 - 42
Tetal S 7,589 $ 9,509 S 1,920
Total S 47,480 S 47,480 $ c

Conclusion

The comtxector's oxrrent methodolegy of allocating general services costs
results in the Houston ille cost cbjectives, including the Space Staticn
contract, receiving approximately $1.7 million less in general services than if
allocated from overhead pools which allecated costs to cnly Buntsville/Houston
cost  objectives. The $1.7 million urnderallocation to Houston/Buntsville cost
ocjectives is material and results in a significant increased cost to the Puget
Scurd cost cbjectives.

BD&SG's Respense

BD&5G's response to auxr Issue Resoluticn Request was the same as previwsiy
discussed for +he tax costs. O caments on the BD&SG's response for the tax
costs also apply to general services costs. -
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Camuting & Autamation and Computing Develooment

The general respansibilities of the Camputing & Autamaticn organization are
to ensure dmatcmmtug&Autmatmngoalsandprwssaare_nagreenentwlth
BD&SG's engineering goals ard cbjectives; to autharize acquisitions ard manage
‘the develomment of ocamparting tools used within engineering throughout BDLSG;
and tosazpplylaboraﬁnaﬂabcrmasrequuedby@&&:progzm This
arvanization includes Information "Resomxrce Management, CAD/CAE/CEM, IS &
Resarrce Administration, ..lectromcs Camuting Supoart, and Process Develotment
ard Validation.

‘We identified 23 Computing @ & Autcmation tasks/processes ard 28 Compurting
Develoomernt projects thattheCamut::xg&Aut:anatmnorganlzatlmwoﬁcedcnm
1994, The costs related to the 24 Comuting & Automation tasks/processes and
The 28 Comprting Development projects are recorded in the Engineering Campurting
Cost Cemter pool MP and allocated to cost cbjectives using an allocation base
of Puget Soud ard Huntsville/Houston engineering labor hours..

__The costs recorded for these tasks/frocesses in 1§94 are as follows:

1994 Costs
Camputing & Camputing

Cost: Elements Automation Develcoment Total
(000) {C00) {000)

Labkor $ 5,390 $ 1,890 s 7,280
Fringe : 2,857 ©1,002” 3,859
Nen-labor 2,252 182 2,474
"~ Taxes z 259 80 349
Use & Octupancy 363 128 1 491
General Services 745 262 1,007
Total S 11,906 S 3,554 § 15,460

 In ox cpinien, an activity with $15 millien in costs is a siqnificamt
activity.

Do Not Bave A Similar Beneficial o

NASA Space Statien PrcgnmandDPmengmeersmewedtheBCmn:t:m&

Artcmation tasks/processes perfarmed by the Computing & Autcmation crganizatien
in 1994 and determined that 19 will not benefit the Space Station activity at

Houston. This effort represents 89 percent of the Camuting & Autamation
crganization's recorded costs in 1994, Attachment J-7 to NASA Space Statien
comtract  NAS15-10000, lists the following tasks/processes as Goverrment

Funished Bguipment:
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o All the camuting hardware;
o All the camuter software; and

o All the caputing systems.

Furthermore, +the MNASA/DFRO technical team reviewed the 28 Compartirgg-
Develomment projects performed by the Computing & Autcmation organization in
1994 and determined that 22 of the projects would not be apolicable to the work
performed cn the Space Station contract at Houston. This effort represents
50 percent of the recorded Computing DPevelcpment costs in 1994. Shown in
Appendices 2 and 3 are the 1994 Computing Develcpment Projects and their
applicability/nonapplicability to the Space Station integration wark at Housten
as determined by the »:3A/DFRO team.

A Separate Allccation Results In A Material Difference

The costs allocated to Puget Somd ard Rurtsville/Houston cost chjectives
using BD&SG's established allocation procedures and the amount allocable to
these same cost objectives based on the NASA/DFRO technical review are detailed
below:

1994 Costs
NAaSA/DFRO Allccation
Established Camp & Comp. Differernce
Cost Objectives Practice Auto. Dev, Total Inc./(Dec.)
(000) (000) (000) {000) {000)
¢ Fool
Puget. .
Cortracks § 7,846 $ 6,280 § 1,875 § 8,855 5 309
New Business (IR&D) 1,288 1,031 308 1,339 51
qumerc:.al 3,721 2,978 8eQ 3,868 147
Capital Assets 94 75 22 87 3
Total $ 12,545 $ 10,364 § 3,095 § 13,439 $ 510
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‘ 1554 Costs
¥ NASA/DPRO Allocaticd
Established Cam & Corp., Difference
Cost Obiectives Practice Auto. Dev. Total Inc./(Dec.)
(000) (000} (000) (000) (000)
Hurtsville/Foaston’
Goverrment Comriracts
Space Station
Houston $ €33 $ 56 § 15 8 71§ (582)
BRutsville 1,557 1,246 372 1,618 61
Cther 152 121 36 157 -
Total Govt Comtracts § 2,362 $ 1,423 $ 423 § 1,846 § (51%)
New Business (IR&D) 99 80 24 104 5
Camnercial 2 L2 2
Capital Assets 48 ag 11 4 -1
Total § 2,511 S 1,543 3 __5_& § 2,001 § (510)
Total . $15460- $S 11,507 $3,553 §15460 § O .

The Puget Sourd goverrment camTacts were underaliccated $309,000 of
Camputing & -Autamation and Camating Develogment costs while the costs on
goverrment. comtracts at Runtsville/Houston were overallocated $516,000 or a net
overallocation of $207,000 to goverrment cantracts. The Space Station was
overallecated $§582,000 for the work performed at Houston and underallocated
$61,000 for the wark performed at Buntsville resulting in a net §521,000
overallocation. This represents a significant difference between Compsting ard
Autamation - and Computing Develoment costs allocated using BU&SG's establisher
rractice and the allocation resulting from the NASA/DFRO repert.

Cnclusion

The NASA/DPRDta@mcalanalystfumdthatmﬂyl?pawﬁo‘ftheCmp:tmg-
& Automation’ tasks/processes ani 21 percent of the me&tlrgnevelcpnent
projects perfarmed in 1994 would be ax:pllcable to the Space Station activity at
Bouston. This remresents llpercentoftheccs“.sfarCmtmg&Aut:matmn
tasks/processes ard 10 percent of the costs for Camputing Development projects.
This resulted in an overallecation of $521,000 to the Sgace Station comtzact
ard offsetting underallocations to govermment comtracts and cammercial work at

Puget Sourd in 1994.
BD&SG's Response

: We requested BDESG to state whether the Space Station comtract work in
Houston and Rutsville would benefit from the 24 Oum.:t:.ng&hutcmat:.mtasks/

processes. BD&SG's respanse is as follows:
o BD&SG does not have the idemtification requested;
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o. The general nabze of the tasks perfarmed ,in these areas of
respansibility meets the criteria foar overhead ard provides
benefit to all of Engineering;

o Since they support camputing systers that benefit all eoost
cbjectives supperted Ly ergineering by their general natire, they
wauld benefit the Space Station comtract; and

o This is not a CAS 418 issue because it addresses benefit to conly
cne custamer-NASA,

DA Coaments

= BDSSG was not respansive to oxr request for infarmation an the
applicability of the cxmputer costs to the Space Station;

= c As theprmec:m:-actar,massshculdmmatlsrequmedmthe
Space Station program;

o BD&SG should be able to determine fram ‘its task/mrocess
' descriptions .what would benefit the Space Station contxact
activity at Houston; amd

6 The allocation of Camputing & Autcmatien and Comuting Development
costs 1s a CAS 418 noncampliance because: )

* T™ha MP pool is allecating costs to cost cojectives (Space
Station program) which have little cr no beneficial or causal
relationship to the pooled costs;

* The NASA/DFRO technical review oftheCmp.rt:m&Autmaﬂm

i . tasks/precesses fouxd that mlyZSper:cexﬁoﬂtlmCunpm:g&
Aittcmation  tasks/processes and 22 percent of the Computing
Develomment projects would be applicable to the Spaca sStaticn
cotract effart at Houston., Therefore, a significamt partion
of these costs do not have a beneficial or causal relaticnship
to the Space Station camtract.

Since the MNASA/DPRO technical review determined that the Computing &
Autcmation activities and Compurting Develerment projects partially benefit the
Space Station comtract effort at Housten, we recammerd that the Contracting
Officer and D&SG agreetoaspeclalallcaaumfrmthemgmngcm:g
Cost Certer Pool MP as provided for by CAS 418.50(f).

Overall of Cost ct

In the previcus sectians of this repart, we discussed ard explained the net
impact of separately allocating the costs far laboratory ard supparung
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corpativyy costs, tawxes, general services, ard caputing avtamaticn ad
develcment from the ER ard COC indirect expense pools as coposed ©o their

coxrent accoowing practice. A surary of the net increase or decrease in
costs hetween o separate allecation and the corent accounting practice for
these cost elements is shown below:

1994 Costs
General Aurtomation Net
lzbs Taxes Services & Develon. Inc. (Dec.)
(5000) (5000) (5000) (5000) (5000)
Puget Sourd
Govt Contzracts S 207 $ 1,202 $ (1,031 s 309 $ 637
New Business 3,801 223 (653) 51 -3,422
Camercial 95 555 (156) 147 601
Capital Assets 3 16 - (40) S B ¢ 1)
Subtotal S 4,106 $ 1,996 $(1,920)--§ - 510 - § 4,692-
Aumntsville/Bouston T o
Govt CaTiracts
Space Statian )
Housten $ (2,432) 3 (645) $ 44 S (582) $ (3,61%9)
Rutsville (1,886) (1,109) 1,655 , 61 (2,279)
Cther 589 (116) 135 : _5 §13
Total Cot. § (3,729) $ (1,87Q) $§ 1,834 S {516) $ (4,281)
New Business (376) (88) 43 5 (416)
Comrercial (1) 1
Capital Assats (1) (37) 42 1 5
Subtotal S (4,106) S (1,996) S 1,520 S {510) S (4,692)
Total S 0 S 0 § 0 s 0 § 0

: .
Oxr adjustmert of  this impact to reflect the allocation of G&A ard New
Business (IR&D) to final cost objectives is sumarized below:

Adjustments For

Net
N Inc./ (Dec.) G&A NB (TRA&D) "Total
Space Station
Bousten $ (3,615) § (250) S (163) $ (4,028)
Hurtsville (1,279) (80) 61 (1,298)
Other
Puget Soad €37 126 1,212 2,025
Rutsville/Bouston 613 112 1,086 - 1,811
Total S (3,594) S (92) S§ 2,196 S5 (1,450)
New Business 3,006 (3,006)
Commercial 601 92 810 1,503
Capital Assets (13) (13)
Total $ 0 8 0 S a S 0
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e condider the distortions in allocations between Space Station cost
objectives axd other cost cbjectives to be significant. CAS 418-30(b)(2)
requires that there be a paterial difference 1f the costs that are nct
hamogenecus  were allocated separately amd that the determinaticn of materiality
shall be made using the criteria provided in 4 CFR 9903.305. As shown in the
‘acove impact Zor 1994, our separate allocation of costs in the IR and CCC pocl
shows that goverrment comtracts were over allocatad $1.5 million of costs with
a corresparding urder allecation to camercial wark. We determined that this
meets the materiality criteria in CAS $%03.305.

For a cost pool to be considered not hamogenecus, CAS 418-50(Db) (2) reguires
that there he a material - difference between the costs allecatad to costc
obiectives using the established accounting practices ad allocations wiich
would resuls if the costs were allocated separately. The determiration of
materizlity shall be made using the criteria provided in 4 CFR 9903.305. 2s
shown in the above impact for 1994, oxxr separate allocation of costs in the ER
ard OOC pool, which was previcusly discussad and explained in this repart,
shows that govermment contzacts were over allocated §1.5 million of costs with
a correspording uwnder allocation to cammercial werk. We detexrmined that this
meets the materiality criteria in CAS $903.305.

oxr compatation of the net cost impact for this noncapliance with GAS 418
does not consider the impact foar Cost of Money (Cotf) which is subject to CAS
414. axr Audit Repart No. 4381-95C15200002, dated 3 March 1995, repcrted that
BDSSG'S cost acoaunting practices were noncampliant with CAS 414. The cost
irmpact prooesal you requested from BDSSS related to that issue should show the
net overstated amourt of O allecated £o goverrment comtracts, as well as the

MASA Space Statien cormiract because of this nencampliance.

Vo Recoarmendation 4

o e A should determine EDSSG to ke in nencampliance with CAS 418
because of its allocation of lakbcratory, texes, general services,
cormuting & autcmation and camputing develcmment costs in the IR
and OOC pools on a basis which does not reflect the same or
similar beneficial or causal relationship to cost cbjectives as
cther ccsts allocated throuch these pools. '

o) we recamend you reguire BDESG to charge its cost accounting
practices to ensure that the costs in the Engineering Resaxrce ard
Enginesring CCC pools are hamegenecus.

o e recamend you require EDSSG to submit a cost impact propesal in
sufficient detail to determine the inczeased cost paid by the
Uniced States Goverrment as a result of this noncompliance,
including interest, on all CAS covered contzacts and subcontracss
in acoordance with F2R 52,230-2(a) (3) ard FAR 52.230-5(a).
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o The ACD should take approvriate action to assixe that ECD&SG's CAS
v covered contracts are adjusted for the irnxreased cost 9 the
goverTment.

O specific recamerdations to correct the noncampliant cost accounting
ractices include:

o  Allocate labaratory and the supporting coopoting costs to cost
cbjectives based on the use of these resaxrces in accordance with
the criteria established in CAS 418-50(e).

© Allocate the Tax pool costs for Puget Sound and Humtsville/Houston
only to their respective cost cbjectives (similar to how the Puget
sord ard Huntsville/Houston Use arnd Ocoupancy secondary overhead
pools are cxrently allocated),

o Allocate the General Services pool costs far Puget Saurd amd
Hutsville/Houston only to their rm:we st objectives
(similar to how the Puget SQ.mdarﬂHm'rtsvﬂleﬁmsthsearﬂ
Coampancy secordary overhead pools are c:.mre.m:ly aliocated)., 1In
add..tmn, BD&SG should identify the costs of any services recorded
in the Humtsville/Houston GS pool which &plicate the suppert
provided by NASA at its Bouston Jahnson Space Center. The costs
related to the duplicative suppart shauld ke removed from the GS
allocation to Houston and be allocated only to Runtsville cost

o The Govermment and BD&SG shauld agree to a special allecation of
caputing autcmaticn and develorment costs to the Space Station
cortract in accordance with the procecures established in CAS
418-30(f).

Sathes y
BD&SG's Reaction and Additional Auditor Comerrts

BD&SG's 19 May 1995 letter, reference 9-5034~DB/DJB95-045, enclcsed as

Attacdment 1 to tmsremr“resporﬁeitocuzsmnlBSSrequﬁt;crmenu
on the aft report. BD&SG's reaction ard amr campents are summarized as

follows:

BD&SG's Reaction

The audit report ignores the interrelationship of cost elements within a
pool as a criterion far determining hoamogeneity as reguired in the first
sentence in CAS 418.50(b) (1):
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A indirect cost pool is hamgenecus if each signifieant activity whese
costs are included therein hes the same or similar beneficial cr casual
relationship to cost chjectives as the cther activities whose costs are
included in the cost pool.

: laboratery, taxes, and general services are engineering resaxces used by
the ‘'engineeringy cammmity" and have the same or similar beneficial
relationship to the engineering pool's base as the other cost elements in the
pool. EDLSG then concludes that "DCAA has not established these cost elements
do not represent ergineering resomxces.”

EDSSG also stated that this pesition was expressed in the issue resolutian

process but anitted from the draft audit report. This position is detailed on
page 1, paragraph 3 of the tax allecation erclesure to it's response.

The CAS citation quoted by BDESG does not address whether the costs in the
pool represent engineering resarrces far determining hamogeneity. It simply
requires that each significant activity in the pool have the same or similar
peneficial o casual relationship to cost cbjectives as the other activities
whese coosts are included in the pool. o audit of the costs in the ER ard OCC
pocls disclosed that laboratory, taxes, general services, ard camuting costs
do not have the same or similar bkeneficial or casual .relationship to cost
abjectivsasthectheractivitiﬁwhwemstsarehrltﬁeiinthecostpool. !

Oxr response to BDESG's position expressed during the issue resolutien
processisimludedintheportimofthisrepcrtaddrasingthetax
noncanpliance., This was also included in our 26 April 1995 regquest to BD&SG
for commerts on the draft audit report.

oo L

lakoratery Costs

BD&SG's Reaction

BDESG deferds it's present cost allocatien practices for labaratory costs
based on the following:

1. The NASA situation is not dissimilar to other programs where DoD has
Goverrment laberatories arnd makes that capability available to Boeing
D&SG to perform specific contracts.

5. An allecation of every labaratory discretely would "lose the ability £
offer the full services and resoxces of the errterprise.”
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L)
.

An allccation of laboratory costs based on resaxrce consunmption Mdoes
not recognize the benefit other programs receive from campleted test
results that are available to the engineering commmity hat are
performed only once far a single program.”

The  lerngth of time required for each test, the mmber of teools used in
each laboratory, and the amount of time the labaratory is used for that
program are hot represented in the data used in the audit analysis.

The use of ‘the rescmrce consumption or oastput measwre required by GAS
418-40(c) (2) (1) & (ii) "is not always measirable to a specific
cantyact, and therefore, not practical", We believe that the amrent
erginesring pool base is appromriate ) _

Duplication of labaratory costs would ocor if  laboratories were
aligned by gecagrarhical lecation.

2diticnal Aditor Comments

Oxr camernts keyed to BD&SG's various reactions are:

1.

‘We do not agree that the NASA situation is similar to other programs.

The section of the audit repart which discusses labaratory costs
details five factars which contribute to the lower relative use of the
lakcratories by the Space Station contzact.

The issue is how the costs of laboratories are allccated ard not the
abmtytoprmdethelabura‘t:ry services. If these laboratory
services carmot be [rovided econcmically based on an allocation of
costs based on labaratory usage, consideration should be given to
obtaining these services fram cutside sources. 4

The al_ocatlmoflabcratnrymstssimldbemadebasedmthesnec:ﬁc
progrem or IRGD project which used the labcratory. We & not believe
that the potential benefit of labaratory work to other programs can be
measured. It should also be noted that other engineering wrk being
charged directly to programs could potertially benefit other programs.

In the section of the audit remcrt which discusses laboratory costs, we
acknowledge that the labcrratcryusageandcostdataprov:.dedhym&ss
was not camlete ard stated that we would adjust oxr caopaotation if
additional usage or cost data was provided.

BD4SG's engineering pool base is a swrogate which should result in an
allocation of costs that is representative of resanrces consuped., The
requirements for this allocaticn base are stated in:
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8.

TAS 418-40 (c) (2) (iii), which calls far a sutrogate that Is
recresentative of resources consiumed.

CAS 418-50(e) (3}, which provides that if neither resomrces consumed
ncr arout of the activities can be measwred practically, a
sorocate that varies in propartion to the services received shall
be used to measure the rescxces consumed. Generally, such
Surregates measwre the activity of the cost abjectives receiving
the services.

As previcusly discussed in the labaratory saecticn of this repart, the
engineering labar base is not representative of the resources consumed
nar does it vary in proporticn to the services received.

e report only addresses the allocation of lab oosts. The mumber of
laborataries and their locatien is not a cost allecatiaon issue.

Camurting & Autanation and Corouting Develooment projects

BD&SG's Reaction

BDSSC defends it's present cost allocation’ practices for Camarting &
Artcmaticn ard Compating Develorment projects based on the following: ;

1.

2.

4.

The +technical review was flawed because it lacked any written substance
to suppert the matxrix. .

To estimate the level of sprart or benefit by engineering management
to existing comtracts would be speculative and reate ta that cannct
be substantiated. 4

Costs included in Computing & Autcmation and Computing Development
projects represent general QUIpCSe IeSQces that are available to the
enginesring cammmity. tnly when rescurces are program specific ard
unigue are the costs of these activities collected in product pools. -

The imternt of CAS 418.50(f) is to provide a vehicle that would be usad
as a tool during comtract regotiatians.

Our caments keyed to BD&SG's varicus reacticns are: :

1.

The technical review perfarmed by NASA Space Station Program and DFRO
engineers reviewed all of the 1554 Computing & Aurtomation and Computing
Develamenrt projects. The repart details the specific projects that
tmp tochnical review determined  not applicakle to the Space Staticn
comtract work performed at Bousten.
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2.

As the prime contractor, BD&SG should know the Space Station
recuirements arnd be able to determine which projects will benefit the
Space Station effart perfarmed at Houston.

BD&SG states that the Computing & Autamation ard Comouting Develcoment
projects remresermt general pIxrpose resarces that are available to the
engineering camnmity. Bowever, the technical review performed by NASR

Space Station Program ard DPRO ergineers determined that mostT of the.

projects would not benefit the Space Station effeort at Houston ar
duplicated activities ¢that were being provided at no cost to BDESG as
Goverrment Furnished Property.

The imntent of(:As41850(f)1st.oprmdeamearzsforacmmct&ra:ﬂ
the goverrment to negctlata special allocations in situations where a
particular cost cbjective in relation to cother cost cbjectives receives
significamtly more or ‘less lbenefit from -an indirect cost pool than
would be reflectad by the allecation ofsud:ccstsusuxgabase
determined purscant to paragraphs 418.50(d) and (e). “We bBelieve this —
clause can be utilized at any time dwing comxact performance.
aditienally, clause H.30 of comtract no. NAS1S-10000 states the

following:

The parties  acknowledge that at the time --of this
negotiation/definitization, there is an unresolved issue between
NASA amd the Boemgnafenseand&:ace&-mpastometh&ce:tam

,ofBoamgsaccamtm;practmsaremcamliancemtthst
i Stardard 418. There is a Defense Contract Audit Agency

(DCRA) audit (Audit No. 4381-95C19418002) which, when campleted,
. will resultmarec:nmendat:.mastothepmpe:ergmeermgam
marufactiring rates to be applied to this contract.
~ 4
Relocation Expense

BD&SG's Reaction

ED&SG's msemtsthatthempactof&emhmmth;srmt
wauld be offset if relocaticn costs were charged to the general sexvices pools
in the gecgrzphic location where the employees were relocated as follows:

1.

"DCAA considered BEDESG's 1993 accounting change that created Home
Office pool VR to ke nencaopliant with CAS 418.40(c) because it did not
result in tlmsecostsbe:.nga.llccatedtomstobjecta.vesmreascmble
propertion to the beneficial or causal relationship." ;

Ad‘:an;emtheVRpool "would have an adverse impact to the Space
Station comtract" and "overshadow the. amamts that the audit report
proposes we adjust to the NASA Space Station contxact."
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3.

"Boeing D&SG believes this practice ard others discussed above are CAS
campliant and consistent with the ongoing usiness concept.'

A3ditional Anditer Comments:

oxr caments keyed to BD&SG's various reactions are:

l‘

2.

3.

DCAA Andit Report No. 4381-93C19200004 reparted that BDESG's revised
methcd of recording product division's relocation expenses in BD&SG's
Heme Office cemtralized services pool VR was nancampliant with GS
418. The relocation costs recorded in pool VR are allecated to product
divisions based an total Segments' (Product Divisions) Genexal Service
pool allocation kasa of direct ard irdirect labor haxrs net of Remote
site haurs. The allocatad relocation costs are recorded in the Product
Divisien's general service pools. Pricr to this change, relecation
costs were recarded in the general service pools at the gecgraphic
locaticn to which the emloyee was relocated. The resolution of this
issue is arrently under cansideration by the Corporata 2cministrative
Contracting Officer.
We adgree that if BD&SG ccerected the noncampliance, the Space Statien
cartract would be adversely impacted because of the significant mumber
of employees relccated to Fouston, Texas. However, this adverse impact
shauld not ocomr in the fubxe as the relocation costs have, for the
most part, already been incurred. All fubure relocation costs would be
charged to the segment/contract receiving the relocated employees.

We cortirmue to believe that BD&SG's revised practice for relocation
| . ‘
Materiali

BD&SG's Reaction

The results of the cost amalysis presented in the audit report are not
material. :

CAS 418-30(b) (2) pxovides that there be a material difference if the costs
that are not hamogenecus were allocated separately and that the determination
of materiality shall be made using the criteria provided in 4 CFR 9903.305. Ve
Felieve that the cost izpact of the CAS nonoampliance in this report are
material in accordance with the criteria established in 9903.305 as discussed

below:
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5503.305(a)

The absolute dollar amoutt invelved. The larger the dollar amouant, the
mare likely that it will be material.

DA Coaxent

The costs of the activities without the same or similar beneficial or
causal relationship to cost cbjectives totaled $108.6 million or 63.9
percent of the ER pool ard $20.4 million or 65.8 percent of the CCC
pool. Ve believe these amaunts are material.

$903.305(b) -

The amamt of comtract cost camgpared with the amomt under
cansideration. The larger the propcrtion of the amount wnder
consideration to contract cost, the more likely it is to be material.

DA Compertt o

The $108.6 million of ER pool costs ard $20. 4million-of C—I:E:poolccsrs
wder consideration are 5.8 percentofthe$2204b:.ll:.mmtheG&A
base. We believe that these amoutts are material.

9903.305(c)

The relaticmship between a cost item and a cost cbjective. Direct cost
items, especially if the amounts are themselves part of a base for
allocation of irdirect costs, will normally have more impact than the
same amoartt of indirect costs.

De2a' comment { -
All of the cost items being reccarted as not hamegenecus are indirect
costs. However, the major portion of these costs are in the base for
G&A, New Business ard Cost of Maney.

9903.305(d)

The impact on Goverrmert furding. Changes in accomting treatwment will
have mre impact if they influence the distribution of costs ketbieen
Goverrment and non-Govermment cost objectives than if all cost
cbjectives have Goverrment financial supoort.

DCAA Comment
The poncampliances resulted in $1.5 milljon of irxxreased cost to

goverrment contracts and an  offsetting decrease to commercial
cormzacts. The $1.5 million of increased cost on goverrment comTects
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is “the net of $5.3 million of increased cost on the NASA Space Station
catract partially offset by $3.8 million of decreased costs allocated
to other goverrment comtracts. However, this is only the impact for
1594 and this noncamliant cordition will contirme for subsequent years
wnless the noncompliamt cost accounting practices are changed. We
pelieve that the increased cost in 1994 and subsequent Yyears is
material.

9903.305(e)

Te acmilative impact of individual immaterial items. It is
aporooriate to consider whether such impact tend ©0 (1) offset ane
ancther; or (ii) be in the same direction and, hence, to accamilate
into a material amoutt.

DA Coment

As shown -in o caxmerts on 9903.305(d), the cumilative impact of the
norccopliant practices results in  increased cost ' én the NASA Space
Station contzxact partially offset by decreased costs on other
g'cve.nmentwntmctsresultirginasl.smllionnetﬁ:reﬁeto
govermment cantracts in 1994. However, this is only the impact for
1994 ard this nonccmpliant cordition will contimue for subsequent years
\nless the noncampliamt cost accounting practices are changed. We
Pelieve that the increased cost in 1594 and’ subsequent years is
material.

$903.305(£)

e cos= of administrative processing of the price adjustment
medifications shall be considered. If the cost to prodess exceeds the
amant to be recovered, it is less likely the amout will be material.

DCAA Coxmmerntt

'merspcmedoesmtaddrﬁsthecosttoprmesstheammm
recovered. The cost to process the price adjustment depends on how
nencxpliant practices are corrected. However, we do not beli

these costs will be makterial relative to the present and futxe

impact to the govertment.

ey
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DCAA PERSCRNEL AND REFCRI AUTHCRIZATTION

FERSONNEL
Telechene No.
Frimary contact reqarding this audit report
Mr. Pat Org, Technical Specialist (206) 773-6688
Mr. lewis Emmons, Supervisory Auditor (206) 773-6781
22A Office FAX No. (206). 773-5830

AIDIT REPORT AUTHCRIZED BY
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AIDIT REPCRT DISTRIBUTION AND RESTRICTIONS*

DISTRIZUTION

Divisienal Acdministrative Centxacting Officer, RBT
ATIN: Mr. Robert Ingram

Deferse Plant Rerresertative Office

The Boeirg Campary, Seattle, Washingten

Financial Services Branch, RSIT

ATIN: Mr. J. Waclawski .

Defense Plart Represemtative Office

The Boeing Campary, Seattle, Washington
Directar, NASA Office of Inspector General
M.S5. 204-11

Ames Research Canter
Moffet Field, Califormia 94035

Headquarters Contracts, Code HW
NASA Headauarters

wWashington, D.C. 20546

DC22, GAC Network

RESTRICTICNS

1. Cormtrac information contained in this audit report may be proprietary.
The restrictions of 18 U.S.C. 1905 should be considdred before this

information is released to the public.

2. Urder the provisions of Title 32, Code of Federal Regulations, Part
280.26(b) (2), any Freedam of Tnformation Act recquests for awdit reports
received by DCAA will be referred to the cognizant centracting agency for

determination as to releasability ard a direct respcnse to the reguester.

1., The pDefense Contract Auxdit Agency has no objection to release of this
report, at the discretion of the comtracting agency, to autherized

representatives of The Boeing Campany.

4. The informetion contained in this audit report should not be used for
porposes other than actien on the subject of this audit withast first

discussing its applicability with the auditer.
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- Pags
Beeing Defense and Space Greup
Seartle, Washington
* Reugh Order Magnitude of Separately Identified Laboratory Costs *
CY 1994
Allocated on Usage Basis (Note)
Cast Objectives Puget Sound Huntsville Other Alloc, Total
Engineering Resource Pool
Puger Sound
Covernment Contrac:s S . s § 24,402,604 S 24,202,604
Commercial/Qther . 11,237,162 11,237,162
Capital Assets 323,265 "323,265
New Business (IR&D) 7,445,530 7,445,350
Program 24,429,781 (24,429,731) -
Other (IDW A/Capital Assets, ete.) 12,062,818 (12.062,818) -
Total Puget Sound S5 43,93 3,149 § - S (509,568) § 43,428,381
Huntsville/Houston
Government Contracts
Space Station i
Houston s 285,515 § 286,515
Euntsville 618,800 § 2,276,887 2,895,687
Other 584,842 S 445437 1,030,280
Towal Government Conmacts s 905,316 S 2,361,729 S , 445437 § 4,212,482
Commercial/Other - - £ 6,486 6,486
Capital Assets 140,582 140,582
New Business (IR&D) - -
Other - Houston . - -
Qther - Huntsville 82,938 . (82.938) -
‘Total Huntsville/Houston S 988,253 § 2,861,729 § 309,568 § 4,33%330
Total Engineerint Resource Fool $ 44926402 §  2.861,729 S 40 § 47,788,131

(Appendix 1-A) (Appendix 1.B)
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Appendix |

- Page 2 of 2
Boeing Defense and Spacs Croup
. Seattle, SWashingien
Rough Order Magnitude of Separately Identified Laboratory Cosis
CY 1994
Allocated on Usage Basis (Note)
Cost Objectives Puget Sound Huntsville Other Alloc. Toral
Eagineering Computing Cast Center
Puget Sound
Government Contrass s . LY S 3,060,453 3,060,435
Commercial/Other - 1,431,643 1,431,643
Capital Assets 36,698 56,698
New Business (R&D) 1,348,135 1,548,133
Program 3,023,155 £3,023,133) .
Other (IDWA/Capital Assets, gic.) 1.604.30 (1.604,309) -
Total Puget Sound M 5,975,399 § - $ (78,668) 5,896,951
Hurtsville/Houston
Government Contracts
Spaes Sution
Houston S 14,524 14,524
Huntsville 64,178 64,178
Other g 59,272 39,272
Total Government Contracts S 78,701 S - S, 59,272 137,973
Commercial/Other . - 775 775
Capital Assets 18,622 18,622
New Business (R&D) -
Other - Houston . - -
Other - Huntsville - - -
Total Euntsville/Housten S 78,701 § - [ 78,668 137.369
S 6.054,300 S - S | () 6.034.300

Total Eng. Computing Cost Center

(Appendix 1-C)

|

|Explanatory Note

i The Puget Sound and Huntsville laboratery costs ars specifically ideatified to
|laboratory categories in the referenced supporing appendices. The percentages
‘New Susiness (IR&D) and the work on the Space Station contract
|igentified in D&SG's 16 December 1994 lab

|
1a.110<:at=d to the remaining government conty

oratory operations study. The rernaining
ac:s, commercial work, and capital assests using D&SG's established

iiai-iocar.ion base 25 shown in the other allocation columa.

individual labs or major functonal
used to seperately identify costs 10
at Houston and Huntsville is based on the usags
laboratory cosis are
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Audit Report No. +381-53C19220004

Boeing Defense and Space Group

Seatde, Washington

JResults of NASA/DPRO Technical Evaluation of Computing Development Jrojects

Appendix 2
Pags lofl

CY 1994
Sub W/O Description Labor Qther Tatal
Computing Development Applicable to All per Joint Technical
! Seattle Projects
LPO1  Mil-Spec Compliance s 323§ 267 § 590
5574  Single Event Effects Database 22,538 18,187 40,725
5528  S/W Defect Trend Analysis &0 483 109
5748 /W Defect Trend Analysis 45,840 36,703 82,543
5820 R&D Planning 43,068 34,604 77,672
Subtotal Seartle Projects 111,829 89,810 201,639
Huntsville Projects
1613 MultiGraph Tool Set 20,384 120.211 140,595
Total CD Applicable to All 132,213 210,021 342,234
Computing Development Applicable to All but Houston
5517  Stress Worksuation 150,169 121,982 272,151
5517  Durability/Damage - 29,987 24,534 54,521
5361  Signature Code Enhancement 114,022 94,308 208,330
5528  Core S/W Eng Environments 3,495 2,760 6,255
5748  Cors /W Eng Eavironments 93,171 74,451 167,622
5528  ADA Compiler 1,519 1,199 2,718
5748  ADA Compiler 68,335 54,752 123,087
5542  Air to Surface Simulation 97,348 80,2534 177,582
5784  Air to Surface Simulatdon 76,037 62,035 138,072
5367 [R/Visual Signature Processor 28,835 23,445 52,280
1722 |, DM2000 (Phil)/Common Cors 5,791 4,891 i 10,682
1723  DM2000 (Phil)/Common Core 124 101 225
5812  WIRS Replacement/Common Core 263,987 222,340 486,327
5812 DM2000/Common Core Systems 585,716 490,895 1,076,611
5542  DIS Gateway 14,008 11,755 25,763
5784 'DIS Gateway 10,222 8,577 18,799
5314 CAD/CAM Workstation Integ 74,012 60,319 134,331
0000  RAVE-AYS$ o 909 749 1,658
5748 RAVE-AYS 5471 4,434 9,953
3760  Auto of Data Access/Citis 62,041 49,761 111,802
5210  Automated Chagne Processing 57,448 47,223 104,671
5810  Autoc Weld Anomaly Detection 15,283 12,853 28,138
Total CD Applicable to All but Houston 1,757,930 1.453,651 3,211.581

Total Computing Development

§ 1,890,143

For Official T'se Only
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Arpenlix
Boeing Defense aad Space Group Page Lof 3
Seanle, Washington
Qesuits of NASADPRO Techaical Evaluaton of Compuling & Auiomation TasksDroczsses
CY 1954
Tashy/Processes Applicable
- To Space Stadon-Houston
Serial Descrigtion Yes Na
MODSIM  lnitate develcpment of multi-year Modeling and Simuladon initative s 839,607
100000  Develop and impiemen: plans and swrategies for D&SG Eag Cemputing Activiges. 580,189
Provide & be functionally responsitle for persoane! required by programs for computing support.
Represent D&SG on Corperate Engineering Computing related commistees.
: Be respansible for D&SG Engineering Computing development and capital planning
NETWRK Provide wehaical suppent & system mgmt of general purpese Eng computing resources 904,494
used for computer aided design, analysis, documentation and daza ma.nagcmem.
Includes hardware, software and applications support, .
Represent D&ST engineering in company computing network activity,
[ncludes development of nerwork requirements to mee: engineering performance and
functionaliry nesés, deciding building wiring priorides, and reviewing
nesworking cast plaas.
REDUCE  Collcey, evaluate, and manage Pool 50 computing cast daza w determine effectve 148,858
cost redusdon astons.
Covers both BCS and D&SG computing laber and aoa-labor budgets, plus the managemen?
snd dispositon of Poci 50 computing inveatory of equiptent and saftware.
Specific actions include, but are not liguted to, transfer and surplus of equipment,
consoiicagon of assets, reduction of labor and replacement of high sost assets.
CASAPD  Provide software rmodifications and software Zefciency corresdons for CASA 398,057
(Configuration Accountability Sysiem-Asrospace) for the PCBS and PGPS pladforms
Actvides include the:
definiion and review of specifications with the requesting end affested CASA uscr org(s); -
review and approval and prioritization by the CASA change board; i B
design, development and test of the shanges to CASA;
migration of the s2anges to the producdon systems on PCBS aad PGPS
tracking aad reporting of changes and deficicacy eorvectons.
DMMAIN  Sustzining of the DM2000 commeon systess applicatons ead common client/server care 185,783
utlity software.
Includes woubleshooting, correctons(bug Sxzs), minor extensions to existing baseline
software modules, as well as, DM2000 applicaticn developer support
EDCARS No W/A. Drawing Data Mgmt System Suppert 4,414
GVIS00  Provide suppon o the D&SG Gmplu:s V'.sualu..:on Integration Symem computing environmens 366,715
including but not limited too:
Architecture developmeat and documentation;
Software developmeat and documentation;
Procedure and process development and documentation.
PDMS0C No W/A. Drawing Data Mgmt Systers Support 6,007
WSMAIN  Sysiem sofrware maintenance on basclinge W32000 as defined by the Fuactonal Custodian 117,493
Software enginesring tasks 1o include:
[ application software changes 10 include mindr'major modes and broke code;
Application sefware sonsultaton and program management
Application softwars documentition and confguridon management
100000 Provide computiag direction, management and control to ensure the techaical, coss, schedule 2,856,154
achievement of assigned Exginesring Computing tasks znd the eFective use of "-':g.mccnng RM
resources,

Would include bui is not limited too:

Providing budget cost and resource sontrol suppors to the [IRM ar;am.zancn..

including adminisivavon of dedicated squipment. exiernal computing resources,
intsmal cost allocatjans and laber supparing computing resourcas

ovide sustaining computing suppor to computing sysiems and applications

for Official Use Only
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Audir Repor No 4330338005 220004 Appendix 3

P
Boeing Defense and Space Group 3ge 2ol 3
Seanle, Washington -
Qesuits of NASADPRO Teehaical Evaluation of Computing & Avtamation TasksProcesses
. CY i9¢4 '
®  Tasks/Proccsses Applicable
To Space Station-Houston
Serial Description Yes No

IGE052  WNo WA 13,995
200000  Migraten of the systems in the PCBS logical partition of Philadeiphia [BM mainframe systems 1o 7,190

: the PGPS LPAR

This requires canversion of JCL, scheduling and opsrations software,
CADCASE  Provide support 0 D&SG Engineering which include: §38,539

Support CAD/CAS Process and System Planning and Implemeatadon, Consultation and Systern
Troubleshooting.
Establish and Mainuin CAD/CAE Staadards and User Libraries.
Suppart CADICAE Hardware'Seftware ValidationsEvaluations.
Support Resourse Computing Cenlers.
Provide insidenui support to H/W systems and applications.

CADCAM  Provide computing support and solutions for all aspests of CAD-CAE-CAM. 101,589
Suppor iacludes applicaton support & integration, techgical analysis and eost visibility.

TADDEV  Previde overal] program developracat, integration and mainteaance of new techniques and wools 468,411
for CAD/CAM worksuations.
Inter CADVCAE/CAM data cagversion/translatien
Catia interfaces with other applications
Evaluate available CAD interfacs tools
Unix workstation applications
Provide incideatal support to CAD/CA.JCAM warkstation development
Apply conventional and advanced /W techniques for autormation of Eng. & Mfg. processes.

CADGRF  Provide maintenance and development support to the DI2000 and XEGG graphicy software.  _° - 400,587
Provide general suppert activities for the CAD/CAE/CAM crganization, which include:
Hardware and Seftware Allocaticn
Move zad Change Coordination
Administration Tasks/'Salco Administration/Security Briefings

CCCOHO  Provide supervisory aad clerical support for the CAD/CAE/CAM erganization(5-5814). 773,071

5,iGSCl  Scieatfie & Engineering Computing Analysx(s) Supporting D&SG Eagineering Resource Pool: 315904
User probiem fesolugon 4
User consultation
Application development support
CAD/CAE/CAM, Graphics, Elceromagnetics, and other enginecring applicaticns
{Development, Mainteaanee, Eabancernents, Anaivsis, Ele.)

Eardwars and Software woubleshooting

Software upgrades and installation

Computing environment performance analysis, monitoring and reporting
Cemputsag eavirooment security monitoring and Focal Point

Nenwerk troubleshooting

Techzical interface for vendor maintenance

Direet the acsount administration and maintenanee activities

Computing eaviroamen: configuradensinsullations

Future computing plans and requirements

File management and database consullation/suppen

Backup and recovery planning and monitoring

Disaster recovery planning and implementation

Intrasystems communication facility implementaton and maintenaace
Operating svsiem consultation

Cemputing eavironment operation automation (Seripts, Macros. Procedures, Ere)
Other incidental actvities in support of the D&SG Engineering Resource Pool

HELIWG  Provide computng svsiem analysis, requiresent gathesing aad implemestation to suppert all aspects 9,463
of Heliwing program.

For Officiai Use Only
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A.du Repert No. =330

Boeing Defense and Spacs Group
Searle, Washington

Results of NASA DPRO Technical Evaluation of Computing & Automation TasksProcssses

CY 1994
Tasks/Processes Applicable
~ . To Space Starion-Houston
Serial Descriprion Yes . Neo
100000  Provide supervision and clerical suppart to the Elesonic Computing Suppen argasization 554,186
206000  Implemeat and support an Electronics Design Automaton(E£DA} process and sysiem. 2,659,367

Speeific wsks for 1994 are:

l. Planning and Administration-
Provide stior-and long-range organizational plasning.
Coordinate with D&SG planning Sorts (budgers, et¢.) and provide required organizational input

2. System Depioyment and Support-
Manage hardware and software resouress,
Provide sonsultation 1o users for automation implemenution planaing.
Implement and maintain policies for exceution of system-related activides.
Perform svstem administration, including vendor softwars installaton and checkout, software
and utiliry sampartbility testing, system upgrades, prevestative maintenance, system backups,
and woubleshoodng system probiems,

3. Mentor Refereace Data-
Develop and me:c-leat library requiremeats, policies, and procedurss.
Provide and maintain the libraries of symbels, funetional models, and physical models for desiga
and analysis toals,
Implezent a liorary managemeat system.

4. Functional Design Tool Consuitation-
Develop simuladon plans.
Provide user consultation and tainimg,
lmplement interfaces between fuactiogal design tools and EDA Meator system.
Develop procedures for and manage use of computs~intensive sizaulation facility.

5, EDA System Software and Consultation-
Implemem. maintain 2nd support Meator-based funetopal design process simnlation tools, u:d
external interiaces,
Provide sysiem integration for funcdonal, physical, wiring, and documentation tools.
Develop EDA softwure methodoiogy and supply software to support development activities.

6. Physica] Design Software and Consultaticn-
Implement, maintain and support Mestor-based physical design tools aad procedures for
PWERPWAHybrid design and interfaces to manufacturing.
Provide waining and copsultation support translation between latergraph and Mextor,
Maintain Iatergraph-based physical design tools. A
Maintain and enbanes soffwarz for racking work-in-process.
Implement, integrate and mainuin EDA-developed and vendor software for operation of
plotting equipment

7. Electronic Packaging Software and Consultations
Imple=eat, mainuin and suppors elecTonics packaging design tools,

8. Wiring Design Sefrwares and Consultadon.
Implement, maintaia and support Vendor-based and Boeing developed wiring desiga tools.

100000 Suppor procsss development aad validation through out D&SG programs and R&E Divisions. 209,780
Other 66,355
Tota! $1.321,086 = $10.585.522
= - ]

For OFcial Use Only
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Audit Rzport Ne. 4381-95C19200004 - ATTACHMENT
9 Pages
May 18,1935 C‘-J tia,
§-¢03+-CB/DJEES-C45 . BRI [y -
e )
To! Defense Contract Audit Agency - Western Region

Boeing Defense & Space Group - Puget Sound
c/0 The Boeing Cempany

P. O. Box 6240, M/S 3C-50

Kent, Washington 98064-6240

Attenticn: J. N, Heyel
Resident Auditor
Subject: 1994 NASA CAS 418 - Draft Audit Report
Reference: Letter, April 26,1895, J. N. Heyel to R. L. Hessler, Drait Audit Report -

request for comments (DCAA Audit Report No. 4381-95C18200004)

The filowing comments are in response to your draft audit report and the subsequent
meeting regarding the NASA CAS 418 issue. Engineering labs, computing cost centers,
taxes and general services were discussed through the issue resolution process,
however, many of our comments are not represented in the draft audit report. ‘Rather
than reiterate many of the points we addressed through the issue résoiution process, we
have enclosed copies of our responses. We will discuss laboratory costs in further
desail, s well as the following new issues: computing and automation, computing
development projects, relocation and materiality. vt

Qverview ‘
[ ;
Rather than evaluating the CAS 418 standard in its total context, the audit report keys-on

‘individual elements of compliance with the standard. CAS 418.50(b)(1) identifies the

interrelationship of cost elements within a peol 2s a criterion for homogeneity, however,
the dralt audit report ignores this issue to determine homogeneity. The engineering pool
{30) base represents the engineering community that has access to or utiizes resources
which include the cost elements identified in the draft audit report. The audit report has
not questioned whether the faboratories, taxes and general services cost elements are
engineering resources or not, We believe that these cost elements do represent
enginearing resources and that they have the same or similar beneficial reiztionship to
the pool's base as the other cost elements in the pool. DCAA has not esizblished that
these cost elements do not represent engineering resources. We expressed this positicn
in the issue resolution process (page 1 para. 3}, but it has been omitted from the draf ;
audit repont.

CAS 418. 1

An indirect cost pool is homogeneous if each significant activity whose cosis are
inciuded therein has the same or similar beneficial or causal reletionship to cost
objectives as the other activities whose costs are included in the cost pool.

FOR QFFICIAL USZ ONLY
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Twe issues acarassad in this audit raport focus ¢n a single contract. When evaluating
the cverzll equity of an overiiead pool one must understand the context of the CAS
Bcard's Statement of Qbjectives, Policies and Concepts relating to the fow of costs
which states, "overhead poois will distribute their costs using an allocation basae that
measures the totzl activity of a period.” Resource pools exist to suppont and provide
resources to a broad based activity. Individual elements of costs are cellected in a
overhead pcol because of the interrelationships that they have in supponing the overall
acuv:ty These principles must be undersiood and taken into consideration when

evaluating homogeneity.

L]

Laboratory Costs

Central lzbs assigred o the engineering resource pool are general purpose labs
beneficial to the engineering community, Laboratories identified as Program Labs are
assigned to the individual product poot that the lab supports. Although NASA is
supplying some lab capabilities for the Space Slation contract, the situation is not
dissimilzar to other programs where DoD has Govemnment labs and makes that capability
available to Boeing D&SG to perform specific contracts. If we attempted to allocate
every general purpeose activity discretely we would lose the ability to offer the full
services and resources of the enterprise. Boeing D&SG is in the business of systems
integration contracting which requires the company’s fuIl complemernt of resources and
services. Space Station is such a contract.

The audit report has taken the position that resource consumption of the engineering
labs can be specifically identified with cost objectives. As we stated on the issues
resolution form (page 5), this is an incorrect assumption because it does not recognize
the benefit other programs receive from completed test results that are availabie to the
engineering community but are performed only once for a single program. |n addition,
the length of time requ1red for each test, the number of tools used in each lab, and the
amount of time the lab is used for that program are not represented in the dgta used in
the audit analysis, The very unavailability of the data serves to show the impracticability
of measurement of consumption or output for allocating engineering lab costs to
incividuzal cost objectives.

The crait audit report does not list the different allocation bases that CAS 418.40(c)(2)
identifies and further clarifies in CAS 418.50(e) when Individual circumstances are
considered. It begins with consumption if available and practical. f not, it moves to the
basic unit of output, and then if consumption of output cannot be measured practically,
to a surrogate that varies in propertion 10 the services rendered. Through the issue
resolution process (page 5) we have expizined that consumption cr output is not always
measurable 1o a specific contract, and therefore, not practical. We believe that the
current engineering pool base is appropriate.

The resources within the engineering pool are available to the entire engineering
community suppered through the base, Geographical location is neither a barrier nor a
deterreni 1o the use of resources within the pool. The audit report ignares the duplication
of activity that occurs when aligning company rescurces by geagraphical lccation.
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Computing & Automation and Computing Development projeets

The technical review of the MP computing cost center was flawed because it lacked any
written subsiance (o support the matrix. We could not comment on the level of suppont
in these areas because we do not collect costs at that level, there is no business
requirement to ¢o so and we would incur additicnal costs to collect information not
currently required. To ask engineering management to estimate the level of support or
benefit to existing contracts would be speculative and create data that cannot be
FLIEIN G substantiated. Engineering management i_s asked lo manage tasks and areas of
responsibility at the overhead and computing cost center levels onfy. There is neither a
contractual nar regulatory requirement to identify or collect costs at lower levels.

The costs included in Computing & Automation and Computing Dévelopment projects are
overhead functions. They represent general purpose resources that are available to the
engineering community. Only when resources are program specific and unique are the costs of
these activities collected in product pocls.

We believe the intent of CAS 418.50(f) was to provide a vehicle that would be used as a teol
during contract negotiations. The audit report implies that this paragraph would be used at any
time during contract performance which we believe to be inappropriate and unintended. In
2ddition, we believe the 2amount in question to be immaterial as a percentage of the total indirect
pool expense. Tne audit repon identifies only 1.6 percent of the computing cost center expenses
for possible adjustments. Consequently, we do not consider it appropriate to establish a special

alipcation in this case. i

CAS 418,50(f

Where a particular cost objective in relation to other cast objectives receives
significantly more or less benefit from an indirect cost pool than would be

i reflected by the aliocation of such costs using a base pursuant to pqragraphs {d)
and (e) of this section, the Government and contractor may agree to 2 _special
-allocation from that indirect cost pool to the paricular cost objective
commensurate with the benefit received. (emphasis edded)

Ral ign n

DCAA considered our 1993 Accounting change that created Home Qifice pool VR to be
noncompliant with CAS 418.40(¢) because it did not result in those cosis being zllocated
to cost objectives in reasonakle proporion to the beneficial or cauvsal relationship. 1t we
were to change pool VR as DCAA proposed, it would have an adverse impact to the
Space Station contract because of the substantial relocation activity that pccurred in
Housion from 1583 and on. This change alone would overshadow the amounts that the i
audit report proposes we adjust 1o the NASA Space Station contract. These are
resresentative of centain aspects of the accounting system which emphasize the need 10
understznd the overall system and the inherent dangers of evaiuating an impacton a
single cost objective. Boeing D&SG believes this practice and others discussed above
are CAS compliant and consisieni with the gngeing business concept. The avzilability ¢f
experienced personnel and their home location varies cver time. Mznagzment has the
responsibility to provide these resources 1o ail locations within Boeing D&SG. Therelore,
it is in the best interest of the company to combine such costs in a single Home Office

pool.

A-1-54



FOE/I NG

Muteriglit

Notwithstanding the above issues, we do nct telieve the results of the cost aralysis
presanied in the audit report are material. We believe the amount in the audit analysis for
computing and engineering labs to be immaterial as & percentage of the total indirect pool
expense. The zudit report identifies only 1.6 percent (S0.5M/$31.1M) of the computing cost
center expenses for possible zdjusiment and 2.5 percent ($4.2M/S170M) of the engineering
laboratory costs. When taken one step further, the audit report proposes adjusting oniy 0.7
percent ($1.5M/8201.1M) of the total costs of the engineering poci and computing cost
center between Government ané non-Government contracts. [n addition, the amounts in the
audit analysis for tax and general services offset one anather.

Materiality must be looked at {rom the perspective of the Government in whoie. We gvaluzie
impacts in terms of the balance of costs between Government and non-Government contracts.
Although offsets between Goverhiment agencies may be of interest ta the Government, we view
the Government as a single customer. Accordingly, CAS views interagency offsets as an internal
Govemment issue, not as a contractor issue. Using the assumptions within the draft audit report,
when interagency amounts are evalyated, we consider the changes which would resuit from the

DCAA audit analysis {0 be immaterial,

Questions regarding this response may be directed to D. J. Bryant on 773-6274.

. J. Walker
9-9100, 80-FT

. T73-0113

i - ‘ i

Enclosure
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March 10, 1993
DCAA NASA 1994 CAS 418
Tax allocation ’

Response to Issue/Resolution No. 2

., The type of taxes collected in the respective tax pools represent state and local
taxes. The method that local taxing jurisdictions chose to collect their taxes varies
but these taxes are collected by municipalities for the purpose of providing services
to the commuszities which they serve. The nature of the taxes is the same it is only
the methodology for collecting said taxes that varies.

. To determine horogeneity, both the nature and allocation of costs must be
addressed in the pool where the costs are initially incurred (i.e., the respective tax
pools). CAS 418 has two criteria for determining homogeneity, and only one of the
criteria neads to be met for the pool to be deemed homogeneous. The first criteria is
wher.her "each significant activity whose costs are included in the cost pool has the
same or similar beneficial or causal relationship to cost objectives as the other
activities whose costs are included in the cost pool." The second criteria is that "if
the allocation of the costs of the activities included in the cost pool result in an
allocation to cost objectives which is not materially different from the allocation that
would result if the costs of the activities were allocated separately.” It is nota CAS
418 issue to look at individual allocations of a cost pool's base (i.e., unload costs
must be reviewed for CAS 418 purposes in their respective secondary pool).

i . ‘

. The issue resolution process discusses both the nature and the amount of taxes
recorded in the respective tax pools. Although a detailed worksheet is provided
with the issue/resolution form, no explanation is given as to the difference in nature
that is mentioned. Therefore, we can not comment on this issue undl it is further
idendfied. As we discussed with the auditor who submitted the initial issue
resolution request on the allocation of taxes, the issue described in your form does
not pertain to the similarity of costs within the tax pool which is a basic requirement
for determining homogeneity in CAS 418. The audit worksheet only performed one
of the two tests required by CAS 418.50(b)(2) to determine thatapoolisnot '
homogeneous. That single test was not performed properly, it was based solely on
the allocation to individual customer specific cost objectives in the receiving pool
rather than locking at all cost objectives within the tax pools.

Submittad bv: Dan Bryant 9-9034 8A-70 773-6274

0310/95 A-1-56 _ S DCAANASCA1S Das

-~



MM
H [

P -

...::'.‘:-\.-:

jarch 10, 1993 .
YCAA NASA 1984 CAS 418

General Services allocation
Response to Issue/Resolution No. 3

The type of general services provided collgcted in the respective general services
pools represent services provided to D&SE employees.. The nature of the general
services is the same althou=h the method of providing those services may vary from

locaton to locanon. f"

f\"" o

To detérmine homogeneity, both the nature and allocation of costs must be
addressed in the pool where the costs are initially incurred (i.e., the respective
general services poﬂols.)“CAS 418 has two criteria for determining homogeneity, and
only one of the critéria fleeds to be met for the pool to be deemed homogeneous.
The first critefi&'is whether "each significant activity whose costs are included in the

chst pool'has the same or similar beneficial or causal relationship to cost objectives

N ‘{ as the other activities whose costs are included in the cost pool" The second

criteria is that "if the allocation of the costs of the activities included in the cost pool
result in an allocation to cost objectives which is not materially different from the
allocation that would result if the costs of the activities were allocated separately.”
It is not a CAS 418 issue to look at individual allocations of a cost pools base (i.e.,
unload costs must be reviewed for CAS 418 purposes in their resPe.txve secondary
pools priof to allocatlon) _
« 4 ¥
The issue resolution process discusses both the nature and the amount of general
services costs recorded in the respectivé pools. Although a detailed worksheet is

provided with the issue/resolution form, no explanation is given as to the difference

in nature that is mentioned. Therefore, we can not comment on this issue until it is

further identified.  The audit workshest only performed one of the two tests
required by CAS 418.50(b)(2) to determine that a pool is not homogeneous. That
single test was not performed properly, it was based solely on the allocation to
individual customer specific cost objectives in the receiving pool rather than looking

~atall cost objectives within the general services pools.

Suomited bv: Dzn Bryant 9-9034 8A-70 773-6274

Submi

J3/10/95
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Engineering nool 30 and CCC MP allocation
Respopse to Issue/Resolution No. 4
. Tre type of resources provided to the engineering community through overhead pool

50 and the CCC MP represent resources provided to D&SG engineenng personnel
that are not available at the program level and relate to general engineering

requiremeants. Although the location of these resources may vary, the nature of the
engineering resource capabilites are the same. To provide for makimum use of
these assets and services, they are maintained in broad based overhead and " -
computing cost center (CCC) pools. According to CAS 418, if each s1=rmﬁca.nt
actvity in the Engineering Resource pool has the same or similar causal beneficial
relationship to the pool's final cost objectives this indirect cost pool is homogeneous.
Likewise, if each significant computing resource in the Engineering CCC (MP) has
the same or similar causal beneficial reladonship to the center's final cost objectives
this computing cost ceater (pool) is homogcneous

‘e To prove that an indirect cost pool is not homcvencous rcqmres that: (1) aIl
' significant activities in the pool do not have the same or similar beneficial or causal
relationship to cost objectives; and (2) if the costs were allocated separately, the
resuling allocation would be materially different. Both of the above criteria must be
met before it can be stated that the pool is not homogeneous. The qudit analysis
.attempts to address only the second criteria listed above.

. The audit's attempt at allocating engineering lab and CCC costs is seriously flawed.
D&SG provided the enginesring lab data to DCAA based on the understanding that
it would be used to determine whether, in general, the pool's cost objectves

raceived benefit from a significant activity (1abs) of the enginesring pool. As we
have discussed with DCAA persomnel on several occasions, the data that D&SG
provided was extremely subjective and only represents six months of activity. By
only considering 6 months of data, DCAA's approach fails to take into account the
life cycle phases of a program or project that benefits from e acdvites being
terformed in these labs. Fer example, NASA's ISSA conuzet is curendy receiving
benefit from many tachnolegiss and processes that were caveloped by our
tecmolomm 1 OL.. laboratories, vears before the current contract was awarded.

2nd srocessss being developed today may benefit ISSA ter

data reoresents D&SG Engineering's best guess to support i
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Response to ISsue/Resqurion No. 4
(Continucd)
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Engineering pool 50 and CCC } 1P allocation
Response to Issue/Resolution No. 4

(Continued)

In order to perform the type of analysis that DCAA attempted to do, one must first
determine what information is practical to collect. Furthermore, it must be
determined whether it is a reasonable measure of the causal beneficial reladonship
to cost objecdves, and whether it can be estimated and reported. To even consider
such an analysis history must be developed based on establishing total lab costs and
usage rates which-we do not have in our systems today. The analysis would have to
comply with the overall intent of establishing broad based pools . Therefore, 2 pilc:
would need to be established that would address specific criteria for a possible

. allocation base. It must be understood that even this type of analysis would not be

practical, sipce it cannot measure the general purpose nature of the labs. In
addition, it'could not measure the intangible benefits because lab test results can be
shared by all programs. For example, lab test results are shared by the D&SG

éngineering community on all programs.

Submiited by: Dan Bryant 9-9034 8A-70 773-6274
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APPENDIX 2

Sec.y o Alr of HC UCT 2 T '995
TO: W/Acting Deputy Assistant Inspector General for Auditing
FROM: H/Associate Administrator for Procurement

SUBJECT: Draft Rapid Action Report, Boeing Indirect Cost Allocations to
Space Station Contract, Assignment No. A-J$S-95-005

We have reviewed the draft rapid action report forwarded by your letter of September 25,
1995 and concur with the report’s recommendation that the Associate Administrators for
Procurement and Space Flight work with the Divisional Administrative Contracting Officer
(DACO) and the Defense Logistics Agency to ensure an equitable allocation of Boeing
-indirect costs to the Space Station contract. The Office of Procurement has been actively
involved with the CAS 418 allocation issue since it arose during the review and negotiation of
the Boeing Space Station proposal last year. In addition, we have also been involved with the
earlier CAS 418 issue involving the Marshall Space Flight Center (MSFC) Space Station
Freedom contract. It is directly as a result of our intervention that the Headquarters, Defense
Contract Management Command (DCMC) has become sensitized to NASA’s concerns and
has taken steps with the DACO to ensure that they are addressed. We will continue to stay
actively involved and will keep program officials apprised of any changes in status.
Additionally, we will ensure that the DACO meets with NASA management o outline his
proposed actions before any final decision is made and implemented. The International Space
Station Program Office (ISSPO) is sending Boeing a letter indicating their concurrence with
the draft rapid action report. ISSPO is also reviewing the feasibility of suspending payment of
the excess allocation of cost.

The following additional comments are offered for your consideration. The report estimates
that an equitable allocation of indirect costs could save $33 million over the life of the Space
Station contract. This estimate is based on a rough calculation which assumes that the
proportion of costs over allocated in 1994 will remain constant throughout the life of the
contract . It is unlikely that this ratio will remain stable and it may be subject to wide
fluctuations. Changes in the mix of costs incurred on the contract and movement in Boeing’s
business base are two drivers which will cause the percentage to vary. The best estimate of
actual cost savings will be obtained from a cost impact proposal if and when one is obtained
from Boeing. We recommend that the savings estimate be portrayed as a rough estimate
subject to modification as more detailed information is obtained from the contractor. In the
interim, the ISSPO is working with the DACO at Boeing to arrive at a better estimate of the
potential savings.

A-2-1



We recommend that the second paragraph on page 6 of the draft report be revised as follows
to recognize that ISSPQ is reviewing the feasibility of suspending payment of the excess

allocation of cost:

“Because the laboratories associated with these indirect costs provide no benefit to the
Space Station contract, the current method of allocating costs associated with the
laboratories to various cost objectives violates a fundamental requirement of CAS 418
and the method is inequitable to NASA. NASA is being charged for these costs by
Boeing as the company submits public vouchers for payment on contract
NAS15-10000. ISSPO is reviewing the feasibility of suspending payment of these
costs beginning with billings received in November 1995.”

If you have any questions regarding our comments, please direct them to Mr. Jim Balinskas at
(202) 358-0445.

ﬁfim A Lee

M/W. Trafton
HC/J. Horvath
HS/V. Wycoff
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