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SusJECT:  Rapid Action Report
Moving Support Service Contractors On-Center
Assignment No. A-LA-96-001 (A-LA-95-008)
Report No. LA-96-001

The NASA Office of Inspector General is conducting an audit to determine whether Langley
Research Center may realize cost savings by moving support service contractors on-Center.
During the audit, we identified a condition which affected two requests for proposals (RFPs).
Due to the significance and time sensitivity of this condition, we issued a draft of this rapid
action report with a recommendation for the immediate attention of the Center Director.

The draft report, issued on January 10, 1996, recommended two RFPs be modified to stipulate
that all contractor personnel will be provided on-Center office space. A written response was
received on March 5, 1996, in which you concurred with the recommendation and notified us
that the RFPs had been amended. Your response is summarized in the recommendation section
of this report and is included in its entirety as Appendix 1. We consider the recommendation to
be closed with issuance of this report.

The NASA Office of Inspector General staff members associated with this audit express their
appreciation to LaRC civil service and contractor personnel for their courtesy, assistance, and
cooperation. If you have any questions or need additional information please call

Kerry Christian, Audit Field Office Manager, at (804) 864-3262, or me at (202) 358-1232.
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Debra A. Guentzel

Enclosure

cc:
JMC/P. Chait






INTRODUCTION

BACKGROUND

The NASA Office of Inspector General (OIG) is conducting an audit
to determine whether Langley Research Center (LaRC) may realize
cost savings by moving support service contractors on-Center.
During the audit, we identified a condition which may affect the
planned issuance of two requests for proposals (RFPs). These RFPs,
as currently written, will require that a significant number of
contractor employees be located off-Center in leased facilities.
Locating these employees on-Center could result in savings of more
than $390,000. Due to the significance and time sensitivity of this
condition, we have issued this rapid action report with a
recommendation for the immediate attention of the Center Director.
We are continuing field work on this assignment and will report other
conditions, if any, in our regular reporting process.

In October 1994, the Center Director initiated an internal review of
LaRC's on- and near-Center research support contracts. The objective
of the review was to develop a comprehensive, integrated approach
to contracting for research support services. To meet this objective,
the Center Director appointed an Internal Review Team to gather
data, report findings, and recommend procurement strategies; and a
Contractor Review Panel to guide the review and serve as the
decision-making body.

A key aspect of the internal review was to develop a procurement
strategy for the Lockheed follow-on contract. For several years, the
Center's largest research support service contract (376 contractor
employees as of August 1995) has been with the Lockheed
Engineering and Sciences Company, NAS1-19000. The Lockheed
contract will expire in April 1996, and Center management wanted the
follow-on to be consistent with an overall approach to contracting for
research support services.

The internal review resulted in a procurement strategy which, to avoid
overlapping scope among contracts, combined the support services
provided by the Lockheed contract with those provided by 14 smaller
support contracts. The services provided by these 15 contracts were
then differentiated as being either research or research support. The
follow-on to these contracts (often referred to simply as the Lockheed
follow-on) will consist of the following two performance-based
contracts:



Aerospace Research and Technology (ART) contract. The
ART contract will encompass the research element of the
current Lockheed contract. Initial staffing on ART is planned
at 273 full-time equivalents (FTEs). Staffing levels will be
reduced to zero by the end of fiscal year (FY) 2000. The
reduction to zero reflects management's decision that civil
service employees hold all lead researcher positions in as short
a time frame as practical.

Systems Analysis and Engineering Research Support (SAERS).
The SAERS contract will encompass the research support
element of the current Lockheed contract. Initial staffing on
SAERS is planned at 164 FTEs. Staffing will be reduced to
approximately 109 FTEs by the end of FY 2000 because of
overall downsizing in the NASA budget.



OBJECTIVES, SCOPE, AND METHODOLOGY

OBJECTIVES

SCOPE AND
METHODOLOGY

MANAGEMENT
CONTROLS REVIEWED

INDICATIONS OF
FRAUD, WASTE,
ABUSE, OR
ILLEGAL ACTS

AUDIT FIELD WORK

The purpose of this audit is to determine whether the Langley
Research Center may realize cost savings by moving support service
contractors to on-Center facilities. The objectives are to determine:

(1) the extent of available on-Center facilities; and

(2) the dollar impact of moving support service contractors
from leased off-Center facilities to available on-Center
facilities.

For purposes of this rapid action report, we limited the scope of our
audit to assessing whether there may be significant savings by
providing on-Center facilities to ART and SAERS contractor
personnel. Audit methodology included conducting interviews,
examining Agency records, and determining near-Center lease costs.
Additional discussion of audit methodology is included in the exhibit.

Management controls which are significant to the audit objectives will
be tested as part of our on-going audit work. The final audit report
will discuss these controls and the resuits of our tests.

To date, nothing has come to our attention to indicate instances of
fraud, waste, abuse, or illegal acts. On-going audit work will include
specific tests for illegal acts.

Audit field work began in September 1995 and is continuing. Audit
work is being performed in accordance with generally accepted
government auditing standards.



OBSERVATIONS AND RECOMMENDATIONS

INADEQUATE
CONSIDERATION OF
CosTs

Center management did not give adequate consideration to costs
before drafting two requests for proposals (RFPs) which will require
that a significant number of contractor employees be located off-
Center in leased facilities. Management is responsible for making
cost-effective decisions. Cost effectiveness can only be assessed after
obtaining and reviewing accurate cost information. Costs were not
adequately considered because (1) no analyses were performed to
determine the relative costs of locating contractor employees in on-
versus off-Center facilities, and (2) management believed other issues,
particularly the issue of avoiding improper personal service
relationships, were paramount. We estimate savings of more than
$390,000 through FY 2000 may be realized by providing on-Center
office space to the contractor employees.

Center management did not adequately consider costs before drafting
RFPs for the Aerospace Research and Technology (ART) contract and
the Systems Analysis and Engineering Research Support (SAERS)
contract. As drafied, the ART and SAERS RFPs will require that a
significant number of contractor employees be located in off-Center
leased facilities. The startup staffing level for the ART contract is
planned at 273 FTEs. The RFP for ART specifically requires that the
contractor provide off-Center facilities for at least 40 percent of its
staff The startup staffing level for the SAERS contract is planned at
164 FTEs. The RFP for SAERS does not require specific on- and off-
Center percentages, but Center management plans that approximately
15 percent of the contractor's employees will be located off-Center.
Our review showed that management did not prepare a cost
comparison between on- and off-Center facilities costs before drafting
these two RFPs.

We discussed our observation with the Chairperson of the Contract
Review Panel. She told us that the final decision on the physical
location of ART and SAERS contractor employees has not yet been
made. She said the RFP was drafted and sent to NASA Headquarters
for review, but Langley management is eager to review the OIG cost
analysis which is being performed as part of this audit before finalizing
the two RFPs.

Management did not adequately consider cost impact for two reasons.
First, no analyses were performed to determine the relative costs of
locating contractor employees in on- versus off-Center facilities. We
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discussed whether a cost analysis should have been performed with
the Leader of the Internal Review Team. She stated that a cost
analysis would have been within the scope of the review, but time and
resource limitations did not permit it. Second, management believed
other issues, particularly the issue of avoiding improper personal
service relationships, outweighed any potential cost disadvantages.

Personal service relationships were addressed in OIG report
LA-93-001, Contract for Technical Support Services. The report
found working relationships between contractor employees and civil
service personnel often constituted personal services, which are
prohibited by the Federal Acquisition Regulation. The report
recommended that (1) Center management develop and implement
plans to avoid personal service relationships in the future, and (2)
lasting corrections be made in the most cost-effective manner.

Throughout this audit we have observed Center management's
commitment to avoiding improper personal service relationships.
Specific actions taken include the following:

(1) developing a comprehensive, integrated approach to
contracting for research support service;

(2) adopting performance-based contracting methods for the
ART and SAERS contracts;

(3) requiring that ART and SAERS bidders submit a management
plan for avoiding personal services; and

(4) physically separating on-Center contractor and civil service
personnel.

We believe these actions are effective in avoiding personal services
and it is unnecessary that contractors be physically located in off-
Center facilities.

We estimate that savings of more than $390,000 through FY 2000
may be realized by providing on-Center space to all ART and SAERS
contractor employees. This estimate is based on a cost comparison
between on-Center and leased near-Center office space. The exhibit
provides additional information about our cost comparison.



RECOMMENDATION

MANAGEMENT'S
RESPONSE

EVALUATION OF
MANAGEMENT'S
RESPONSE

Our review has shown LaRC has adequate unoccupied office space to
accommodate all ART and SAERS contractor personnel. We plan to
discuss utilization of Center office space in the final audit report.

The Center Director should revise the ART and SAERS RFPs to
stipulate that all contractor employees will be provided on-Center
office space.

The subject report was referred to the Director, Internal Operations
Group for review and necessary action. As a result of the review, the
Aerospace Research and Technology (ART) and Systems Analysis and
Engineering Research Support (SAERS) requests for proposals (RFP's)
were revised to provide on-Center office space for all of the
contractor personnel on these contracts (see Appendix 1).

Actions taken by LaRC management are fully responsive to the
recommendation.



Exhibit

Marginal Cost Analysis

The purpose of this analysis is to estimate the marginal costs of locating ART and SAERS contractor
personnel in near-Center leased office facilities. Marginal costs are the additional costs of choosing
one management alternative over another. The management alternatives addressed by this analysis
are whether to locate contractor personnel (1) in on-Center Government-provided office facilities or
(2) in off-Center leased office space.

Some costs are irrelevant to the marginal cost analysis. Irrelevant costs are those which do not
change significantly between alternatives. For example, utility costs for office facilities are assumed
not to vary between the on- and off-Center alternatives and are not addressed in this analysis.
Likewise, the costs of janitorial, mail-handling, and other incidental services are deemed irrelevant
since comparable costs would be incurred both on- and off-Center.

This analysis does not account for the cost effect of a new property management policy. Had we
accounted for this policy, the marginal cost of locating contractor personnel off-Center would have
been higher. According to the new property management policy, if contract performance is on-
Center, the contractor will be provided the equipment which currently exists on the Lockheed
contract. However, if contract performance is off-Center, no equipment is provided by the
Government. Because of this policy, it is likely that the contractor will have to acquire new
equipment for all off-Center personnel. The cost of this new equipment will be passed on to the
Government. On-Center contractors may not need new equipment until/unless existing equipment
becomes unserviceable.
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Exhibit

Schedule A. Marginal Cost of Locating ART and SAERS
Contractor Employees in Off-Center Leased Facilities

May 1996
through end
of FY 1996 FY 1997 FY 1998 FY 1999 FY 2000
ART off-Center staffing levels
(see Schedule B) 109.2 874 60.6 40.2 17.1 FTEs
SAERS off-Center staffing levels
(see Schedule B) 24.6 23.1 20.9 19.0 17.4 FTEs
Combined off-Center staffing 133.8 110.5 81.8 59.2 345 FTEs
Office space needed per person (note a) 125 125 125 125 125 sq ft
Total office space needed 16,725 13,813 10,225 7,400 4313 sq ft
Marginal cost of off-Center
office space (note b) $9.15 $9.15 $9.15 $9.15 $9.15 per sq ft
Marginal cost of off-Center
office space, unadjusted $153,034 $126,384 $93,559 $67,710 $39,459
Adjustment for partial year in 1996 ($89,270)
Total
Marginal cost of off-Center facilities $63,764  $126,384  $93,559  $67,710  $39,459 $390.877

Note (a). Needed office space is estimated at 125 square feet per person. This amount is consistent
with on-Center space allowances; i.e., according to Langley Management Instruction 7234.1, "The
Center's average office space per person may not exceed 125 square feet.”

Note (b). Average commercial rate $11.28

Less: On-Center repairs and
maintenance rate 2.13)

Marginal cost of off-Center office
space $9.15

We have relied on the January 1995 "Office Market Analysis of the Hampton Roads Office Market"
for information about the average off-Center lease rate for commercial office space. The Office
Market Analysis is based on a survey of properties in the Norfolk-Virginia Beach-Newport News
metropolitan statistical area. The survey is sponsored by the Old Dominion University Real Estate
Center and, according to leasing specialists, is the most comprehensive survey of commercial office
space conducted in the Hampton Roads area. Specifically, we have relied on the Office Market
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Exhibit

Analysis for information about lease rates in the Peninsula market. The Peninsula market is made up
of Newport News, Hampton, Williamsburg, James City County, and York County.

The Office Market Analysis found the average lease rate for Class A, B, and C space in the Peninsula
market was $12.53 per square foot. Since the Office Market Analysis discusses net leasable area,
which is defined as the usable square footage plus common areas, we have made a 10 percent
adjustment to arrive at $11.28 per square foot of net usable office space. The adjustment percentage
is consistent with industry practice and the collateral space factor used by Center facilities
management officials.

The rate for on-Center repairs and maintenance (R&M) is based on actual R&M costs incurred during
fiscal years 1994 and 1995 for 24 buildings which consist primarily of office space.

It is probable that near-term R&M spending will decrease from fiscal year 1994/95 levels as new
budget priorities are put into place. We have not adjusted the R&M rate to anticipate lower funding
levels. Had we made this adjustment, the marginal cost of locating contractor employees in off-
Center facilities would have been higher.
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Exhibit

Schedule B. ART and SAERS Off-Center Staffing Levels

All amounts expressed in FTEs
unless otherwise noted.

Differences due to rounding.

ART staffing levels (avg)
Off-Center percentage
Unadjusted ART off-Center
staffing levels
Adjustment for 1dle facilities (note c)

Adjusted ART off-Center
staffing levels

SAERS staffing levels (avg)

Off-Center percentage

Unadjusted SAERS off-Center
staffing levels

Adjustment for idle facilities (note c)

Adjusted SAERS off-Center
staffing levels

May 1996
through end
of FY 1996 FY 1997 FY 1998 FY 1999 Fy 2000

2455 190.5 135.5 80.5 26.5
40% 40% 40% 40% 40%
98.2 76.2 54.2 322 10.6
11.0 11.2 6.7 8.0 6.5
109.2 87.4 60.9 40.2 17.1
154.8 140.3 127.3 114.3 109.0
15% 15% 15% 15% 15%
232 21.0 19.1 17.1 16.4
14 2.1 1.8 1.9 1.1
24.6 23.1 20.9 19.0 17.4

Note (). As staffing levels on the ART and SAERS contracts decrease, it is likely that the contractors
will incur idle facilities costs. In our opinion, idle facilities costs will be allowable charges to the
Government. According to Federal Acquisition Regulation 31.205-17(b), "The costs of idle facilities

are unallowable unless the facilities . . .

were necessary when acquired and are now idle because of

changes in requirements . . . ." Costs of idle facilities are allowable for a reasonable period, ordinarily

not to exceed 1 year.

To account for idle facilities costs, our analysis assumes that idle facilities costs will be charged for
8 months following a reduction in staffing levels. We elected to use 8 months because we believe this
is a reasonable period of time in which to find alternative uses for idle facilities.



Appendix 1

Management's Response to the Audit Recommendation

National Asronautics and
Space Administration
Langley Research Center
Hampton, VA 23681-0001

reoywame: 109 February 28, 1996
TO: 292/Audit Manager, Office of Inspector General
FROM: 109/Chief Financial Officer

SUBJECT: Dralt Rapid Action Report A-LA-95-008, “Moving Support Service
Contractors On-Center”

The subject report was referred to the Director, Internal Operations Group for
review and necessary action. As a result of the review, the Aerospace
Research and Technology (ART) and Systems Analysis and Engineering
Research Support (SAERS) requests for proposals [RFP’s) were revised to
provide on-Center office space for all of the contractor personnel on these
contracts. The complete response of the Director, Internal Operaticns Group
is enclosed.

If you have any questions or need additional information, please contact me

at extension 48084. .
P

Enclosure
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Appendix 1

Management's Response to the Audit Recommendation

National Aeronautics and
Space Administration
Langley Research Center
Hampton, VA 23681-0001

Aeply to Atn o': 112 o 33 7933
TO: 109/Chief Financial Officer
FROM: 112/Director, Internal Operations Group

SUBJECT: Response to inspector Genera! Report A-LA-95-008

The subject report from the NASA Langley Office of Inspector General (OIG) was
reviewad, as requested, by the appropriate personnel in the Intemal Operations Group.
The purpose of the review was to evaluate the OIG recommendation that the requests for
proposais (RFP's) for the Aerospace Research and Technology (ART) and the Systems
Analysis and Engineering Research Support (SAERS) contracts be revised to stipulate
that all contractor employees be provided on-Center office space.

The procedure for calculating the marginal cost of locating the contractor employees in
off-Center leased facilities appears to use an average commercial rate that includes
some costs for utilities; however, when the cost of utilities is added to the on-Center costs,
the marginai cost of off-Center office space still supports the recommendation to provide
on-Center office space. In addition, it is agreed that additional savings will be realized as
a result of the new property management policy which allows the use of equipment that
currently exists on the Lockheed contract to be used by on-Center contractors. Under
this policy, on-Center contractors may not need to purchase new equipment until/unless
existing equipment becomes unserviceable.

in summary, the Contract Review Panel and Senior Management concurred with the
Internal Operations Group recommendation to revise the ART and SAERS RFP's to
provide on-Center office space for all of the contractor personnel on those contracts. It
should be noted that no single office building is available for housing the contractor
workforce and that multiple locations in several buildings will be required to house the
contractor employees. The SAERS RFP was amended on February 14, 1996, and the
ART RFP was amended on February 21, 1986, to include that provision. All proposals
will be evaluated taking the revised terms into consideration.

If additional 'i

,: Kns;:n A. Hessgertils ff

46014

mation is needed on this subject, please contact me at extension 46016.

cc:
112/10G
134/AD
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Appendix 2

FINANCIAL IMPACT OF RECOMMENDED ACTIONS

This rapid action audit report contains one recommendation which
will result in cost savings of approximately $390,000 through fiscal
year 2000.
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