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NASA OFFICE OF INSPECTOR GENERAL

OFFICE OF AUDITS
SUITE 8U71, 300 EST SW
WASHINGTON, D.C. 20546-0001
JUN 22 201

Re: Freedom of Information Act (FOIA) Request #16-O1G-F-00627/2016-31

This letter is in response to a May 22, 2016, Freedom of Information Act (FOIA) request that
you submitted to NASA, Office of Inspector General (OIG). This FOIA request was assigned
tracking #16-01G-F-00627/2016-31. Specifically, your request sought the following five (5)
OIG reports:

1. Bartefs on the International Space Station Program (September 2002)

2. Verification of Payments to the Russian Spacé Agency (February 2000)

3. Contractor-Leased Facilities at Marshall Space Flight Center (September 1999)
4. Contractor-Acquired Facilities at Johnson Space Center (February 1999)

5. Final Management Letter on the Survey of the Joint Base Operations and Support
Contract (J-BOSC) at Kennedy Space Center (September 1998)

Reports #1 & 3-5, identified above, are partially releasable under the provisions of the FOIA and
are enclosed. Unfortunatety, Report #2 could not be located.

Some portions of the enclosed reports are not releasable based upon FOIA Exemption Four, 5
U.S.C. § 552 (b)(4). This exemption protects trade secrets and commercial or financial
information obtained from a person that is privileged or confidential. The exemption encourages
submitters of information to voluntarily furnish commercial or financial information to the



government, and also provides the government with an assurance that required submissions will

be reliable. Additionally, the Exemption affords protection to those submitters who are required
to furnish commercial or financial information to the government by safeguarding them from the
competitive disadvantages that could result from disclosure,

For your information, Congress excluded three discrete categories of law enforcement and
national security records from the requirements of the FOIA. See 5 U.S.C. § 552(c) (2006 &
Supp. IV 2010). This response is limited to those records that are subject to the requirements of
the FOIA. This is a standard notification that is given to all our requesters and should be taken
as an indication that excluded records do, or do not, exist.

You also have the right to appeal this initial determination to the Deputy Inspector General.
Pursuant to 14 CFR §1206.700(b), the appeal must (1) be in writing; (2) be addressed to the
following:

NASA, Office of Inspector General

Headquarters

300 E Street SW, Suite 8V 39

Washington, DC 20546-0001

Attn: Gail A. Robinson, Deputy Inspector General,

(3) be identified clearly on the envelope and in the letter as “Freedom of Information Act
Appeal”; (4) include a copy of the request for the Agency record and a copy of the adverse initial
determination; (5) to the extent possible, state the reasons why the requester believes the adverse
initial determination should be reversed; and (6} must be postmarked and sent to the Deputy
Inspector General within 30 calendar days of the date of receipt of the initial determination.

Sincerely,
5 P i
James L. Morrison
Assistant Inspector General for Audits

OI1G FOIA Officer — Audits

Enclosures









Additional Copies

To obtain additional copies of this report, contact the Assistant Inspector General for
Audits at (202) 358-1232, or visit www.hg.nasa.gov/office/oig/hg/issuedaudits. hitml,

Suggestions for Future Audits

To suggest ideas for or to request future audits, contact the Assistant Inspector General
for Audits. Ideas and requests can also be mailed to:

Assistant Inspector General for Audits
Code W

NASA Headquarters

Washington, DC 20546-0001

NASA Hotline

To report fraud, waste, abuse, or mismanagement contact the NASA Hotline at (800)
424-9183, (800) 535-8134 (TDD), or at www.hq.nasa.gov/office/oig/hg/hotline.html#form;
or write to the NASA Inspector General, P.O. Box 23089, L’Enfant Plaza Station,
Washington, DC 20026. The identity of each writer and caller can be kept confidential,
upon request, to the extent permitted by iaw.

Reader Survey

Please complete the reader survey at the end of this report or at
http://www.hqg.nasa.gov/office/oig/hg/audits.html.

Acronyms

FMM Financial Management Manual
ISS International Space Station
MPLM Multi-Purpose Logistic Module
NPD NASA Policy Directive

OMB Office of Management and Budget



Nationat Aeronautics and
Space Administration

Headquarters
Washington, DC  20546-0001

SEP -6 207
Reply to Atn of: W
TO: - B/Acting Deputy Chief Financial Officer
I/ Assistant Administrator for External Relations
M/Associate Administrator for Space Flight
FROM: W/Assistant Inspector General for Audits

SUBJECT:  Final Report on Audit of Barters on the
International Space Station Program
Assignment Number A-01-024-00
Report Number 1G-02-024

The subject final report is provided for your information and use. Please refer to the
Executive Summary for the overall audit results. QOur evaluation of your response has
been incorporated into the body of the report. We consider management’s proposed,
corrective actions responsive for the recommendations. The recommendations will
remain open for reporting purposes until corrective actions are complete. Please notify us
when actions have been completed on the recommendations, including the extent of
testing performed to ensure corrective actions are effective.

We appreciate the courtesies extended to the audit staff. If you have questions
concerning the report, please contact Mr. Dennis E. Coldren, Program Director, Space

Flight Audits, at (281) 483-4773, or Ms. Esther A. Judd, Audit Program Manager, at
(301) 286-3359. The final report distribution is in Appendix E.

Enclosure
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ce:
HQ/AA/Chief of Staff

HQ/AT/Associate Deputy Administrator
HQ/B/Comptroller

HQ/BF/Director, Financial Management Division
HQ/G/General Counsel

HQ/TM/Director, Management Assessment Division
JSC/AA/Director, Lyndon B. Johnson Space Center

ADMINISTRATIVELY CONTROLLED INFORMATION — FOR OFFICIAL USE ONLY



Contents

~ Executive Summary, i

Introduction, 1

Findings and Recqmmendations, 2
Finding A. Valuing Barters, 2

Finding B. Accounting for Barters, 5
Appendix A - Objectives, Scope, ‘and Methodology, 9
Appendix B - Cooperative and Offset Bartering Agreements, 11
Appendix C - Prior Audits and Other Reviews, 12
Appendix D — Management’s Response, 14

Appendix E - Report Distribution, 17

ADMINISTRATIVELY CONTROLLED INFORMATION -FOR OFFICIAL USE ONLY



NASA Office of Inspector General

1G-02-024 September 6, 2002
A-01-024-00 ' ‘

Barters on the International Space Station Program

Executive Summary

Background." NASA barters with other space agencies’ to obtain International Space
Station (ISS) hardware elements in exchange for providing goods and services such as
Space Shuttle transportation® and a share of NASA’s ISS utilization rights® (Appendix B
contains details on the barters).* NASA estimated the total value of the ISS barters at
about $1.5 billion. To date, the major elements NASA has received are three Multi-
Purpose Logistic Modules (MPLM’s)* built by the Ttalian Space Agency and the Super
Guppy Transport Aircraft® provided by the European Space Agency.’

Objectives. The overall andit objective was to evaluate NASA's management of barters
on the ISS Program. Specifically, we determined whether NASA will receive adequate
consideration for the goods and services it will provide and whether NASA properly
accounted for offset transactions and complied with bartering agreements. Appendix A
contains further details of our objectives, scope, and methodology.

Results of Audit. To date, NASA has complied with the bartering agreements but did
not maintain adequate documentation to support its estimates of bartered itern values. As
aresult, we could not determine whether NASA would receive adequate consideration for
the estimated $1.5 billion of goods and services the Agency would provide (Finding A).

"NASA has International Space Station bartering agreements with the European Space Agency, the Italian
Space Agency, the National Spzce Development Agency of Japan, the Canadian Space Agency, and the
Brazilian Space Agency. '

> NASA funds all Space Shuttle transportation through the Space Shuttle Program.

*Utilization rights are established in the memorandurns of understanding between the ISS international
pariners and address accommodations and resources on the ISS. The accommodations mclude NASA's
laboratory module and sites for external payloads, the European pressurized laboratory, and the Japanese
expetimental module. The resources include items such as power, user servicing capacity, heat rejection
capacity, crew time, and data handling capacity. NASA’s user accommodation rights are 97.7 percent of
NASA’s laboratory module and external payload sites, 46.7 percent of the European pressurized laboratory,
and 46.7 percent of the Japanese experimental laboratory. NASA’s allocation of utilization resources is
76.6 percent of non-Russian resources.

“NASA has two types of ISS agreements that this report refers to as bartering agreements, The two types
are (1) cooperative barters in which a participant provides NASA with an element, system, or fimction, in
exchange for consideration such as NASA’s utilization and (2) offset barters in which NASA or the partner
receives goods and services to offset a financial obligatiorn. ‘

*The pressurized MPLM s can accommodate 16 perimeter racks and 2 aisle storage containers for
transporting user payloads and resupply items to and from the ISS,

“The Super Guppy Transport Aircraft is used for, but is not limited to, transporting 1SS elements,

"The 1SS agreement with the Europesn Space Agency includes 11 member states: Belgium, Denmark,
France, Germany, Italy, the Netherlands, Norway, Spain, Sweden, Switzerland, and the United Kingdom.
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- Additionally, NASA did not properly account for bartered property. As aresuit, NASA’s
liabilities are understated by as much as $335 million and the Agency could improperly
account for an additional $1.2 billion of bartered property (Finding B).

Other Matters of Interest. The National Aeronautics and Space Administration
Authorization Act for fiscal year 2000 (Public Law 106-391) required that NASA
obligate not more than $25 billion for ISS development. Becanse projected costs
exceeded the mandated limit, NASA's budget required significant reductions for the ISS.
As aresult, NASA deferred certain elements considered high risk, such as the habitation
module and the crew return vehicle. If no alternatives are provided, the absence of the
deferred elements will limit the permanent ISS crew to three. NASA and the
international space agencies negotiated two ISS bartering agreements based on a
percentage of utilization rights contemplated with a seven-person crew configuration. To
the extent that the two bartering agreements may be affected by a reduction in planned
on-orbit resources, NASA should coordinate with the affected partner.

Recommendations. NASA should establish procedures for developing documented cost
and value estimates for ISS barters and should establish accounting policies and
procedures for barter transactions, °

Management’s Response. Management concurred with the recommendations. NASA
will establish procedures for documenting and maintaining the value estimates developed
during barter negotiations. The Agency will also establish accounting policies and
procedures for barter transactions. The complete text of the response is in Appendix D.

Evaluation of Management’s Response. We consider management’s planned actions
responsive.

it
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Introdﬁction

The ISS is a cooperative international program that began in 1984 with the United States,
Canada, nine member states of the European Space Agency, and Japan. In 1988, those countries
signed an intergovernmental agreement, which was superceded by a 1998 agreement that
included Russia and two additional member states of the European Space Agency.® To
implement the provisions of the intergovernmental agreement, NASA signed bilateral
memorandums of understanding with the Canadian Space Agency, the European Space Agency,
the Russian Space Agency, and the Government of Japan. :

The intergovernmental agreement and the memorandums of understanding established, among
other things, the contributions of the partners and their financial obligations. Additionally, the
agreements state that the parties will seek to minimize the exchange of funds in the cooperative
program, including the use of barters to provide goods and services.

Pursuant to the agreements discussed above, NASA negotiated seven ISS bartering agreements’
with the Canadian Space Agency, the European Space Agency, the Ttalian Space Agency, the
National Space Development Agency of Japan, and the Brazilian Space Agency."” NASA will
provide Space Shuttle transportation services and/or a share of NASA’s ISS utilization rights in
exchange for hardware elements that NASA would otherwise be required to provide. NASA
provides its required hardware under the ISS prime contract with The Boeing Company
(Boeing)."" The 1SS Program’s International Partners Office estimated that NASA would receive
NASA-required elements valued at about $1.5 billion in exchange for NASA-provided services
valued at about §1.5 billion with no exchange of funds.

NASA originally planned to contract with Boeing for the Agency’s required hardware elements -
but instead bartered for some of the items. NASA had not contracted for the hardware elements

included in the seven bartering agreements except for three elements included in Boeing’s prime

contract.?

*The two additional member states of the European Space Agency were Sweden and Switzerland.
*Two of the bartering agreements were cooperative barters (Italian Space Agency and Brazilian Space Agency) and

five were offset barters.
Brazi is not an ISS internztional partner and, therefore, was not part of the intergovernmental agreement or

memorandums of understanding.
he prime comtract (NAS15-10000), awarded by Johnson Space Center, is for the delivery and support of the T.5.

On-Orbit Segment of the ISS and related ground support equipment.
"The three elements were the Node 2 (pressurized berthing/docking port), crew freezers, and unpressurized logistic

carriers/dry cargo carriers.
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Value Received. For each of the seven bartering agreements, the ISS Inteérnational Partners
Office prepared a worksheet that showed the estimated value of the consideration NASA would
receive and provide for each hardware element, However, two of the worksheets (representing
two bartering agreements) contained inadequately supported values and significant inaccuracies.

Support for Values. For two of the bartering agreements, the ISS Program Office
initially budgeted, negotiated, and included three of the bariered hardware elements in Boeing’s
prime contract.”® When the ISS Program Office decided to barter the three elements, the Program
Office deleted them from Boeing’s contract. The worksheets showed that NASA would receive
$143 million of value for the three hardware elements. Yet, the ISS Program Office deleted only
about $68 million from the ISS prime contract for the three elements, which represented the
amount the ISS Procurement Office estimated that NASA would have paid Boeing for the
elements as contracted. The ISS International Partners Office explained that the $75 million
difference represented additional costs that were estimated for anticipated changes in the
configuration baseline and for technical issues® that were not included in the prime contract.
That office could not provide us docurnentation to support the $75 million difference.

Accuracy and Support for Values. For one of the barters, the worksheet™ showed that
NASA would provide services estimated at $200 million. The worksheet also showed that
NASA would receive only $165 million in consideration, a difference of $35 million.
Representatives of the ISS International Partners Office explained that $30 million of the
difference was for enhancements' that NASA would not have included without the barter.
Nevertheless, the representatives could not provide documentation to show that the
enhancements would add $30 million of value and could not explain the remaining $5 million

difference.

Value Provided. The ISS International Partners Office used its value-received estimates to

determine the value of consideration (primarily Space Shuttle transportation) NASA would

provide as part of the barters. The ISS International Partners Office used NASA’s Space Shuttle

Pricing Guidelines' to calculate the value of the Space Shuttle flights NASA would provide.

The pricing guidelines state that a pro-rata share of $400 million would be used for ISS missions

that require Space Shuttle cargo bay payloads.” The pricing guidelines also state that for Space
Shuttle missions that delivered the intemational partners’ elements to the ISS during the

“The two barters included other hardware elements in addition to the three elements in Boeing’s contract.
“The ISS Procurement Office negotiated the contract deletions with Boeing, and the contract files properly

documented the negotiations.
BConfiguration baseline is the plan for the ISS to be built and used. Changes to the configuration baseline could be

caused by technical issues that were not foreseen when the baseline was planned.
"*Because both worksheets contained the same type of inaccuracies and unsupported explanations, only one is
discussed in this report. Also, NASA considers specific details relating to negotistion values as sepsitive

mnformation.
Enhancements are improvernents to the ISS that were rot included in NASA’s original configuration baseline.

OMB reviewed NASA’s Space Shuttle Pricing Guidelines, May 30, 1995, in order to cost Space Shuttle services

used for the development and operations of the ISS.
PThe $400 million was for the Space Shuttle’s round trip to the ISS -- $200 million for ascent and $200 miilion for

descent. The guideline prices would apply for Jaunches through September 30, 2002.

3
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assembly phase, the price for the return frip would not be applicable. Therefore, for barters, the
Space Shuttle rate would be $200 million for delivery of the element to the ISS prorated for the

amount of payload used.
Procedures Needed for Assurance of Adequate Consideration

The ISS International Partners Office appropriately used the pricing guidelines for Space Shuttle
flight services for its value provided on barters.” However, NASA did not have adequate
procedures in place to ensure that adequate documentation was maintained to show that
commensurate value was received for the $1.5 billion contribution the Agency made. NASA
should establish procedures to ensure that value estimates are adequately documented so there is
a basis for determining whether the proposed contribution of the non-NASA party is adequate in

comparison to NASA's contribution,
Recommendation, Management’s Response, and Evaluation of Response

1. The Associate Administrator for Space Flight should establish procedures for
developing documented cost and value estimates for ISS bartering agreements.

Management’s Response. Concur. The Office of Space Flight plans to establish procedures
for documenting and maintaining cost and value estimates by September 30, 2002. Management
also stated that steps were taken in the most recent barter negotiation to maintain all documents
created during the valuation process. The complete text of management’s response is in
Appendix D. :

Evaluation of Management’s Response. Management’s planned actions are responsive to the
recormendation. The recommendation is resolved but will remain undispositioned and open

until agreed-to corrective actions are completed.

Iy “Space Shuttle Payloads,” 1G-01-003, December 21, 2000, we reported that NASA’s average cost was
3447 8 million, based on seven Space Shuitle flights per year {see Appendix C).

4
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Finding B. Accounting for Barters

NASA did not properly account for bartered property. Specifically, for three MPLM’s received
from the Ttalian Space Agency, NASA did not record a liability* when the property was received,
did not record the property consistently, and did not use the proper methodology to value the
assets. Property accountability was inadequate because current Agency policy does not address
accounting for barter transactions. As a result, NASA understated its liabilities by as much as
$335 million and the Agency could improperly account for an additional $1.2 billion of bartered

property NASA expects to receive.”
Agency Policies and Procedures

NASA has established policies and procedures on accounting for program costs and for property,
plant, and equipment. For example, NASA's Financial Management Manual (FMM) defines
liabilities and provides policy and procedures on how property should be valued and recorded.
Also, a NASA Policy Directive specifically establishes requirements for International Space Act
Agreements. Yet, the FMM and the NPD, as discussed below, do not provide policies and
procedures that address accounting for transactions that pertain to ISS bartering agreements.

Financial Management Manual. FMM 9020, “Definitions and Financial Management Terms,”
defines accounting terms NASA uses so that Agency personnel have a common understanding of
recorded and teported NASA financial operations. Specifically, FMM 9021-4, “Definitions,”
defines liabilities and when they will be recognized (recorded). FMM 9021-4 defines a
contingent liability as a potential liability based on a past transaction or event that may become
an actual liability. The FMM requires that a contingent liability be recorded when the transaction
or event has occurred and the future outflow of resources is measurable. FMM 9021-4 also
defines a liability as the amount owed by NASA for items received, services rendered, expenses
incurred, assets acquired, construction performed (regardless of whether invoices have been
received), and as amounts received but as yet unearned.

NASA Policy Directive. NPD 1050.1F, “Authority to Enter Into Space Act Agreements,”
November 13, 1998, assigns responsibility to the NASA Chief Financial Officer and the Centers'

Chief Financial Officers for developing guidelines consistent with the Agency’s cost accounting
system and budget development procedures to ensure fiscal integrity.”

*I'The liability could be actual, contingent, or 2 combination thereof, Liabilities are defined in the FMM and are

discussed in the finding paragraph entitled, “Financial Management Manual.”
“We calculated the $1.2 billion (rounded from $1.165 billion) by subtracting $335 million for the MPLM’s from the

estimated $1.5 billion value of services the Agency must provide for all seven barters.
S The 188 bartering agreements are not Space Act Agreements. Nonetheless, the bartering agreements are

international agreements that implement Space Act Agreements,

5
ADMINISTRATIVELY CONTROLLED INFORMATION - FOR OFFICIAL USE ONLY



Accounti r for Multi-Purpose Log ic  odules

NASA received three MPLM’s valued at $208 million™ as part of a 1997 cooperative barter
between NASA and the Ttalian Space Agency. The agreement required the Italian Space Agency
to design, fabricate, test, and deliver three MPLM flight elements complete with subsystems,
ground support equipment, and associated software required to operate the elements. The
agreement also required NASA to provide the Jtalian Space Agency with a share of NASA’s
utilization rights on the ISS, Space Shuttle launch and return services, and data transmission

services.”

Disclo: re of Liability. The Italian Space Agency delivered the first MPLM to NASA in 1998,
the second in 1999, and the third in 2001. NASA recorded the MPLM’s as assets valued at
$137 million, $39 million, and $32 million, respectively,® but did not record a corresponding
lability as required by FMM 9020. Based on the ISS International Paitners Office’s value
estimate, NASA is required to provide the Italian Space Agency services valued at $335 million
in exchange for the MPLM’s and the associated support. The Italian Space Agency delivered the
MPLM’s, but NASA had not yet provided the services, Therefore, NASA should recognize an

actual liability of as much as $335 million.

Recor ng Bartered Property. Kennedy Space Center  ennedy) and Lyndon B. Johnson
Space Center (Johnson) recorded the MPLM’s incorrectly and inconsistently. Property
accounting representatives at Kennedy and Johnson stated they had recorded the MPLM’s in
accordance with the FMM based on the documentation available. As stated earlier, the FMM
does not address bartering agreements. Yet neither representative contacted the Office of the
Chief Financial Officer at NASA Headquarters for guidance on how to account for the property
to ensure that each Center would consistently record the assets.

Ken dy Space Center. When the Italian Space Agency delivered the first two
MPLM’s, Kennedy should have recorded them as Government-owned and held property before
Kennedy transferred the property to Boeing as Government-furnished  uipment.”’ Instead,
Kennedy recorded the MPLM’s as Government-owned and contractor ..2Id property. Becatuse
Kennedy did not record the receipt of the property as Government-owned and held property,
there was no record to show how NASA acquired the MPLM’s and subsequently provided them
to Boeing. The accounting method Kennedy used incorrectly implied t i the Ttalian Space
Agency provided the MPL.M’s to Boeing as Government-furnished equ. tment at no charge.

*The $208 million was the amount NASA capitalized (recognized and recorded) as a  isset for the MPLM’s flight
elements. The amount capitalized did not include values estimated for ground support equipment, associated
software, and sustaining engineering required for the maintenance and operation of the  [PLM’s.

PNASA will provide .85 percent of NASA's utilization rights on the ISS, Space Shuttl  aunch and return
transportation services for the Italian Space Agency's .85-percent utilization allocatio;  one crew rotation every

5 years with a mininmm of three rotations, and data transmission services from NASA ‘s Tracking and Data Relay
Satellite System (TDRSS). The TDRSS is NASA's space and ground cormmunications network for command,
control, and operations of ISS elements and payloads.

*NASA recorded the MPLM®s based on the amnount the [alian Space Agency estimal
additional information, see paragraph entitled “Valuation of Bartered Property.”

*’K enmedy transferred the property to Boeing under Kennedy’s Payload Ground Oper:  ns Contract.

\§ its acquisition costs. For

6.
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In fact, NASA agreed to compensate the Italian Space Agency by providing launch services,
utilization, and crew rotations.

Johnson Space Center. Unlike Kennedy, Johnson properly recorded the third MPLM as
Government-owned and held property before Johnson transferred the element to Kennedy.
Therefore, an accounting record existed to show how NASA obtained the MPLM. Still, Johnson
incorrectly recorded the third MPLM as donated property. Similar to Kennedy’s method, the
accounting method Johnson used incorrectly tmplied that the Italian Space Agency provided the
MPLM at no charge. Johnson’s property accounting representative stated that he did not know
NASA was required to provide services to the partner in exchange for the MPLM. The
representative explained that neither Johnson’s Legal Office nor the 1SS Program Office
indicated there was a contingent liability as a result of the cooperative barter.”

Valuation of Bartered Property. NASA did not value the individual MPLM’s equally.
Kennedy improperly included all of Italy’s nonrecurring engineering and development costs in
the $137 million recorded for the first MPLM instead of allocating the nonrecurring costs to each
of the three MPLM’s. As a result of this accounting treatment, NASA overvalued the first
MPLM and undervatued the second and third MPLM’s. The unequal valuation should not affect
NASA’s accounts as long as all three MPLM’s remain on the books. On the other hand, if
NASA were to remeove one or two of the MPLM’s from its accounting records, the remaining
assets would not be correctly valued, either individually or in total.

Need for Guidance on Accounting Treatment of Barter Transaction

The ISS bartering agreements are unique transactions because there is no exchange of funds, and
they involve international entities that are not required to follow NASA guidance. Therefore,
NASA should review the adequacy of its accounting method, and the method should be approved
by NASA’s Office of the Chief Financial Officer. To ensure complete, proper, and consistent
valuation and recordation of barter transactions, NASA should establish policies and procedures
for barters. At a minimum, NASA should revise current financial management policy and

procedures to include specific reference to barter-type transactions.

Recommendation, Management’s Response, and Evaluation of Response

2. The NASA Chief Financial Officer, in conjunction with the Centers® Chief Financial
Officers, should establish accounting policies and procedures for barter transactions.

Management’s Response. Concur. The NASA Chief Financial Ofﬁcer,- in conjunction with
the Centers” Chief Financial Officers will establish accounting policies and procedures for barter

transactions by September 30, 2002 (sec Appendix D).

*Bach year, NASA’s Centers submit a “Commitments and Contingencies Report” for the Center’s Legal Office and
" Program Offices to respond to and report any contingent liabilities to property management.

7
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Evaluation of Management’s Response. Management’s planned actions are responsive to the
recommendation. The recommendation is resolved but will remain undispositioned and open
until the agreed-to corrective actions are completed.

8
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Appendix A, Objectives, Scope, and Methodology

Objectives

The overall objective was to evaluate NASA's management of barters on the International
Space Station (ISS) Program. Specifically, we determined whether NASA will receive
adequate consideration for the goods and services it will provide and whether NASA
properly accounted for offset transactions and complied with bartering agreements with

the ISS partners.
Scope and Methodology

To meet our objectives, we reviewed the intergovernmental agreement, memorandums of
understanding, ISS bartering agreements,” and the U.S. Department of State
Supplementary Handbook on the C-175 Process.”® We also reviewed the National
Aeronautics and Space Administration Authorization Act of 2000, ISS budgets, ISS
prime contract, ISS Management and Cost Evaluation Report, and The Boeing
Company’s (the ISS prime contractor) Performance Measurement System Reports. We
mterviewed personnel in the ISS Program Office, Space Shuttie Program Office,
Lyndon B. Johnson Space Center (Johnson) Legal Office, and Johnson's Accounting and
Budget Office. We also interviewed personnel in the NASA Headquarters Office of
External Relations, Human Space Flight, and Office of the Chief Financial Officer. We
verified the C-175 process with personnel at the Department of State. We reviewed
applicable regulations including Office of Management and Budget (OMB) Circulars,
NASA policy directives, NASA Management Instruction, NASA Financial Management
Manual, and Federal Acquisition Regulation. We did not assess the reliability of
computer-processed data, because we did not rely on it to achieve our objectives.

Management Controls Reviewed

We reviewed management controls relative to proposal analysis, negotiation, and
documentation. We also reviewed OMB Circular A-123, “Management Accountability
and Control.” Management controls need to be strengthened to ensure that NASA
maintains adequate documented valuation support (Finding A) and propeérly accounts for

barters (Finding B).
Audit Field Work

We performed the audit field work from April 2001 through March 2002 at Johnson and
NASA Headquarters. We performed the audit in accordance with generally accepted
government auditing standards.

*See foomote 1 for a listing of space agencies involved in ISS barters,
The supplementary bandbook streamlined and expedited the C-175 process for routine international
science and technology agreements. The C-175 process involves interagency review and clearance of

proposed international agreements.

9
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Appendix A

Prior Audits and Other Reviews

The NASA Office of Inspector General and the General Accounting Office have issued
numerous reports on the ISS Program. Related reports are summarized in Appendix C of

this report.
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Ar-endix B. Cc per ive ad Of

et Barte ing Aereemr 5"

Partner

Bartering Agreement States that NASA
Receives the Following

Bartering Agreement States that NASA
Provides the Following

ltatian Space Agency

Three Multi-Purpose Logistics Modules®

Space Shuttle flight, 0.85 percent NASA payload accommedations and
utilization resources, and one crew opportunity every 5 years

Enrepegn Space Agency

Super Guppy Transport Aijrcraft’

450 kilograms of payload delivered by the Space Shuttle

European Space Agency

Cupolas 1 and 2*

Space Shuttle launch of payloads, window glass, and cupola outfitiing
hardware

Canadian Space Agency

Special Purpose Dexterous Manipulator System, software
upgrades, Science Power Platform Analysis support, portion
of Canada’s utilization rights, and Canada’s Micro-gravity
Isolation Mount. One rack year or one adapter site year.

Common Operations Cost Offset for 3.25 rack-years, 6 external adaptor
site-years and associated 2 percent utilization resources. 800 pounds
payload transport, $5 million Tracking and Data Relay Satellite System
credit for Canada payloads and some training for their astronauts.

National Space Development
Agency of Japan

Cenirifuge Accommodations Module, Cenfrifuge Rotor,
Life Sciences (Glovebox, and one HII-A launch

Space Shuttle launches for Japanese Experiment Module, Pressurized

‘Module, Exposed Facility, Logistics Module, and Unpressurized
Logistics Module

European Space Agency

Nodes 2 and 3,* refrigerator/freezers, cryogenic
freezer/outfitting, sustainiug engineering, spares for the
laboratory freezers, micro gravity science glove box

Outfitiing for Node 3, Space Shuitle flight for the Columbus Orbital
Facility

Brazilian Space Agency

4-Express Pallets, 4-Unpressurized Logistics Carriers, Cargo
Handling Interface Assembly, Window Observational
Research Facility, Technology Experiment Facility, and Z1-
Unpressurized Logistics Carriers-Attach System

Space Shuitle flight, express locker, Window Observational Research
Facility time, 2-50 kilograms Technical Experiment Facility trays, 0.45
percent of NASA’s utilization resourees, and 1 crew opportunity during
life of the ISS

Tt

1greements with the Italian Space Agency and the Brazilian Space Agency are cooperative bartering agreements. The agreements with the

European Space Agency, the Canadian Space Agency, and the National Space Agency of Japan are offset bartering agreements.
*NASA received the Multi-Purpose Logistic Modules from the Italian Space Agency but had not yet provided the services required by the

bartering agreement.

"NASA received the Supper Guppy Transport Aircraft from the European Space Agency and has delivered the 450 kilograms of Space Shuttle
payload to the International Space Station as required by the barter agreement,

"NASA deleted Cupola 2 and negotiated a small credit as part of the Node 2 and Node 3 barter with the European Space Agency. Nodes 2 and 3
are pressurized berthing/docking ports that accommodate the passage of the crew and equipment and are used for storage.




Appendix C, Prior Audits and Other Reviews

Office of Inspector General Reports

The NASA Office of Inspector General (OIG) and the General Accounting Office have
1ssued reports relating to Space Shuttle payloads and international agreements. The
reports are summarized below. See www.hq.nasa.gov/office/oig/hg/issuedaudits.html for

copies of the NASA OIG reports.

*Space Shuttle Payloads,” 1G-01-003, December 21, 2000. NASA’s budget for the
Space Shuttle is based on a rate of seven flights a year. More than seven flights in a year
require additional funding (which is referred to as the marginal cost of an added flight).
An added flight would normally be a reimbursable flight, that is, the entity and primary
payload necessitating the Space Shuttle flight would pay the user charge. As part of the
budget process, NASA calculates the Space Shuttle average cost per flight and the
marginal cost of an added flight. NASA's fiscal year (FY) 2001 budget submission
reported the FY 2002 average cost per flight as $447.8 million and the marginal cost of an
added flight as $83.7 million. However, the Agency had not established a pricing system -
and had not established a methodology for determining additive cost as required by

42 USC § 2466. NASA had not taken these actions because it believed that it was
charging the Air Force fair value and that, due to considerations such as
commercialization and national security, the Agency has broad statutory authority to set
prices on a case-by-case basis. As aresult, NASA could not show that its pricing
represented reasonable customer incentives and, therefore, may have offered the two
Space Shutile flights at prices that are less than those intended by 42 USC § 2466. NASA
did not agree with our report, and we have referred it to the NASA Follow-up Official.

“Assessment of the Crew Medical Transport Barter Arrangement,” Inspections and
Assessments Letter, G-00-015, October 6, 2000, Negotiations were under way for
NASA to acquire a Boeing Business Jet for use as a dedicated crew medical transport for
the ISS. NASA planned to receive the aircraft in a bartering agreement involving the
Government of Japan and Mitsubishi, Inc. NASA determined that the acquisition of a
dedicated crew medical transport aircraft was the most effective approach to meeting
crew medical needs. However, NASA’s analyses supporting this determination did not
consider all reasonable alternatives. NASA subsequently cancelled the negotiations for

the barter.

“Management and Administration of International Agreements,” IG-00-004,
January 14, 2000. The NASA Office of External Relations is responsible for developing
and implementing Agency international policies, including drafting, coordinating,
negotiating, and maintaining records on all international agreements. That office is also
responsible for ensuring that Agency programs are conducted in accordance with
Administration and Agency international policies. Documentation and information

12
ADMINISTRATIVELY CONTROLLED INFORMATION - FOR QFFICIAL USE ONLY



Appendix C

related to the international agreements were not complete or accurate. As a result, the
Agency is relying on mncomplete and inaccurate information when drafting new
international agreements or responding to inquiries.

General Accounting Office (GAO) Reports

“Cost to Operate After Assembly Is Uncertain,” GA0O-99-177, August 1999. In
sharing operating responsibilities for the ISS, NASA and the Russian Space Agency
agreed to exchange services rather than funds, but the agencies may not be able to achieve
a balance in the services provided to each other. The cost of operating the ISS is also
supposed to be shared with NASA’s other international partners. NASA’s share of
common operating costs has increased slightly as partners have reduced their
participation. Allowing the other partners to provide services to reimburse NASA for
their shares of common cost may not offset NASA funding requirements. The partners
may also reimburse NASA for Space Shuttle and communication services, but the
amount and form of reimbursement cannot be accurately estimated at this time. The
‘complexity, long life, and international nature of the Space Station program make it
extremely challenging to accurately forecast future operating costs. Also unknown is the
degree to which agreements with intemational partners for sharing cost and reimbursable
services will offset NASA funding requirements.

13
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Appendix D. Management’s Response

Nationa! Agranavtics and
Space Administration

Headquarters
Washington, DC  20545-0001

August 9, 2002
Reoty 9 AL 1

TO: W/Assistant Inspector General for Audits

FROM: {Chief Financial Officer
VAssistant Administrator for External Relagons
MiAssociare Adrmimistrator for Space Flight

SUBJECT:  Response io the May 24, 2002, Draft Report on Audit of Barters on the
[nternational Space Station Program, Assignment Number A-0]-024-00

The following memorandum provides a joint response from the Office of the Chief
Financial Officer, the Office of Extemzl Relations, and the Offiee of Space Flight to the
subject audit repart. This response has been coordinared with the Office of the General
Counsel, the Johnson Space Center, and the International Space Starion (198} Program
Office. Because the report contains information that is negotiation-sensitive, including
specific dollar values assigmed to barter elements by NASA for ongoing valuation purposes,
we request that the report remain administratively conmolled.

1. Response tv Finding A:

We concur with the recommendation of the Office of the {nspecior Geperal {OIG) that
NASA should improve the pracess for documenting the 1SS barters. A more
standardized system or proeess for filing and archiving these records created during the
valuation and negotiation of barters would facilitate funwe audits f NASA™s ISS barer
arrangements, NASA currently ereates such records as a part of the process in place for
international agreements. This process is contained in NASA Policy Directive (NPD}
1050.1F and WPD 1360.2. This process directs that all barters ars properly developed.
approved, end negotiated, in order to provide NASA a fair exthange while minimizing
the exchange of funds and furthering NASA and U.S, Government goals.

Although the process that NASA bad beer foilowing for developing and negotiating
1SS baners is consisient with the guidance contzined in the NPDs noted above, we
have taken steps 10 improve the process consistent with the OIG's injtial expressien of
corcern, NASA took steps in the most racent barter negotiation with the European
_Space Agency to maintain all documents created during the barter valuation process.
We documented our initial value estimates, the gvolution of the series of proposals that
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were addressed through negotiation, and the final barter rebalance agreed (o by the
Parties. These records will be mainzained as pan of the permanent negotiation and
barier files. The Office of Spate Flight wil] establish procedures for documenting and
maintaining the value estimzies developed during harter negotiations by
-September 30, 2002,

Despite a lack of sufficient cottemporanecus documentation, the barters are effective
arrengements for which NASA received returns appropriate for its investmant while
minimizing the exchange of funds. The OIG notes thai the barters together represent 2
significant financial transaction for MASA. NASA also fudged these agreements o be
“significant” and thus subject to the Cass-Zablocki Act (1 U.S.C. section 112 (b)) Asa
result, the barters were subject to review by NASA management and were circulated by
the Department of State for interagency approval ta the approprate U.S. Govesnunent
entities, including the Departments of State, Defense, and Commerce, and the Office of
Management and Budget. This process provides program, agency, and interageney
Jevel revizw of the proposed barier arangemenis.

. We also wish to note the dislinclion between tweo types of barters: coopen ¢
agraements, such as the bilateral agreement with the Italian Space Agency for the
nrovision of three Multipwmpose Logistics Modules, and offSets, such as the agreement
with the Evropean Space Agency for the launch of their Columbus Laberatory.
Cooperative agresments are non-reiiabursable agraements developed based on mufual
benefit, Offsels are developed based on an accepted manetary value, such as the cost of
launching payloads on the Space Shuitle, for which equal retwn is provided  kind.
We recoanize that in both cases, NASA nesds 1o maintain the decumentation ereated to
suppert the values stablished in the barters.

Response to Finding B:

-1. We concur with recommendation 2. The NASA Chief Financial Officer,
conjunction with the Centers' Chief Financial Officers, will egtablish accountng
policies and procedures for barter ransactions by Septernber 30, 2002.
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Should you have questions coacgrning this response, please contect Ms. Donnz Shortz at
{307} 358-1408. Ms. Shestz will coordinate any follow-up necessary to easure an
appropriate and timely response, We appreciate the opportaniy to provide comments PROT
1o the issuance of the final report. .

Zﬁﬂ% i, 17 Z ,Trﬁ?‘ﬁgﬂn@éﬁa

2derick Gregory

P

ce!

AASChief of Staff

BE/MDirector, Financial Management Division
GiGeneral Counsel '
IM/Tirector/Management Assessment Divisian

[ g
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Appendix E. Report Distribution

National Aeronautics and Space Administration (NASA) Headquarters

HOQ/A/Administrator

HQ/AA/Chief of Staff

HQ/AD/Deputy Administrator

HQ/AT/Associate Deputy Admrinistrator
HQ/B/Acting Deputy Chief Financial Officer
HQ/B/Comptroller

HQ/BF/Director, Financial Management Division
HQ/G/General Counsel

HQ/I/Assistant Administrator for External Relations
HQ/J/Assistant Administrator for Management Systems
HQ/TM/Director, Management Assessment Division
HQ/L/Assistant Administrator for Legislative Affairs
HQ/M/Associate Administrator for Space Flight

NASA Centers

JSC/A A/Director, Lyndon B. Johnson Space Center
KSC/CC/Chief Counsel, John F. Kennedy Space Center
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NASA Assistant Inspector General for Audits
Reader Survey

The NASA Office of Inspector General has a continuing interest in improving the
usefulness of our reports. We wish to make our reports responsive to our customers’

interests, consistent with our statutory responsibility. Could you help us by completing

our reader survey? For your convenience, the questiorinaire can be completed

electronically through our homepage at http://www.hg.nasa.gov/office/oig/hg/aundits html

or can be mailed to the Assistant Inspector General for Audits; NASA Headguarters,
Code W, Washington, DC 20546-0001.

Report Title: Audit of Barters on the International S-p ace Station Program

Report Number: Report Date:

Circle the appropriate rating for the following statements.

Strongly Strongly
Agree Agree | Neutral | Disagree i Disagree | N/A
1. The report was clear, readable, and logically 5 4 3 2 ! N/A
organized. '
2. The report was concise and to the point. 4 3 2 i WA
3, We effectively communicated the audit 5 4 3 2 1 N/A
objectives, scope, and methodology.
4. The report contained sufficient information to 5 4 3 2 1 NA
support the finding(s) in a balanced and
objective manner.

Overall, how would you rate the report?

7  Excellent 7 Fair
1 Very Good [J Poor
Good

Ifyou have any additional comments or wish to elaborate on any of the above

responses, please write them here. Use additional paper if recessary.

ADMINISTRATIVELY CONTROLLED INFORMATION -FOR OFFICIAL USE ONLY




How did you use the report?

How could we improve our report?

How would you identify yourself? (Select one)

(1 . Congressional Staff O Media

I NASA Employee O Public Interest
B Private Citizen 0 Other:

| Government: Federal: State:

May we contact you about your comments?

Yes: No:
Name: '
Telephone:

Thank you for your cooperation in completing this survey.

Local:



Major Contributors to the Report

Dennis E. Coldren, Program Director, Space Flight Audits
Esther A. Judd, Program Manager

Jim J. Griggs, Auditor-in-Charge

Barbara A. Moody, Auditor

Nancy Cipolla, Report Process Manager

June C. Glisan, Program Assistant






W September 27, 1999

TO: M/Associate Administrator for Space Flight
AA/Director, Marshall Space Flight Center

FROM: W/Assistant Inspector General for Auditing

SUBJECT:  Final Report on the Audii of Contractor-Leased Facilities at
‘Marshall Space Flight Center
Assignment No. A9903700
Report Number 1G-99-053

The subject final report is provided for your use and comment. Please refer to the Executive
Summary for the overall audit results. Our evaluation of your response is incorporated into
the body of the report. Management concurred with all the recommendations, but could not
provide the completion dates of corrective actions for recommendations 3, 4, and 5 because
management has to request reviews of the leases in question by the Defense Contract Audit
Agency. Management also did not comment on the $617,000 in potential monetary benefits
related to recommendation 2 or the $8.6 million in potential monetary benefits related to
recommendation 5 due to the need to complete reviews of the questioned costs. Once action
is completed on the two recommendations, please provide us the actual savings achieved. All
recommendations are resolved but will remain open until the agreed-to actions are completed.

If you have questions concerning the report or would like to schedule an exit conference,
please contact Mr. Lorne A. Dear, Program Director for Procurement Audits, at (818)
354-5634; Ms. Nora Thompson, Audit Program Manager, at (757) 864-3268; or Ms. Bobbie
Wells, Auditor-in-Charge, at (216) 433-8980. We appreciate the courtesies extended to the
audit staff. The final report distribution is in Appendix I.

|original signed by]

Russell A. Rau

Fuclosure



ce:
AQ/Chief Information Officer

B/Chief Financial Officer

B/Comptroller

BF/Director, Financial Management Division
G/General Counsel

H/Associate Administrator for Procurement
JM/Director, Management Assessment Division



bee:

JPL/W/Director, Procurement Audits
MSFC/Audit Liaison Representative
GRC/W/Auditor-in-Charge
LaRC/W/Program Manager, Procurement
MSFC/W/Staff Auditor

SSC/W/Staff Auditor
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REPORT

September 27, 1999
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Additional Copies

To obtain additional copies of this audit report, contact the Assistant Inspector General for
Auditing at (202) 358-1232.

Suggestions for Future Audits

To suggest ideas for or to request future audits, contact the Assistant [nspector General for
Auditing. Ideas and requests can also be mailed to:

Assistant Inspector General for Auditing
NASA Headquarters

Code W

300 E Street, SW

Washington, DC 20546-0001

NASA Hotline

To report fraud, waste, abuse, or mismanagement, contact the NASA OIG Hotline at (800)
424-9183, (800) 535-8134 (TDD), or at www.ha.nasa.gov/office/oig/ha/hotline. html#form; or
write to the NASA Inspector General, P.O. Box 23089, L’Enfant Plaza Station, Washington,
DC 20026. The identity of each writer and caller can be kept confidential, upon request, to
the extent permitted by law. .

Acronymis

DCAA Defense Contract Audit Agency

DCMC Defense Contract Management Command
FAR Federal Acquisition Regulation

FAS Financial Accounting Standard

GSA General Services Administration
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NASA Office of I spector renc

1G-99-053 tember 27, 1999
A99 3700

Contractor- eased Facilities at [arsh:... Space 1 ..ght Center

xec /e’ mmary

Background. NASA contractors may lease facilities to perform th  work required in their
contracts. NASA’s Office of Procurement and installation procure 1t divisions are
responsible for carrying out the acquisition process, which includes  mplying with applicable
contract regulations and evaluating contractor facility costs.

Federal Acquisition Regulation (FAR) 31.205-11 and 31.205-36 st that lease costs for
facilities are allowable costs, but must be reasonable. The FAR im  ments requirements of
Financial Accounting Standard 13" (FAS 13) for recording the cost  fleased facilities. A
leased facility can be classified as either a capital lease (treated asa  rchased asset and
depreciated) or an operating lease (treated as an expense),

Generally, additional costs are incurred when contractors classify le s as operating leases
rather than capital leases. For a capital lease, a contractor would de  :ciate the value of a
facility over the life of the lease, and lease costs would be limited tc e value of the facility.
However, for an operating lease, the contractor may charge monthly  ase expenses to the
Government, for the life of the lease, in the period the expense occu | and the costs could
exceed the value of the facility.

This audit of the Marshall Space Flight Center (Marshall) is part of our continuing effort to
evaluate NASA’s management of contractor-facility leasing. The N_ _SA Office of Inspector
General has reported weaknesses in leasing at other NASA Centers (see Appendix B).

Objective. The overall audit objective was to determine whether Marshali 1s adequately-
managing facility leasing. Additional details on the objectives, scope, and methodology are in
Appendix A.

Results of Au Marshall’s management of facility leasing can be nproved. Contractor
facilities were not always effectively utilized. Of 24 facilities reviewed, 8 facilities had idle
space ranging from 27 to 66 percent of the total space available. NASA could unnecessarily
spend more than $617,000 for excess space over the term of the facility leases. Additionally,
the Defense Contract Audit Agency (DCAA) identified excess space during an audit of leased

! Financial Accounting Standard 13, “Accounting for Leases,” June 1, 1992,



facilities at{{ 2 Also, three contractor leases were not correctly
classified as capital leases. NASA could save about $8.6 million in excess lease costs over
the terms of the facility leases by reclassifying those operating leases to capital leases.

Summary of Recomme lations. We recommend that management review the allowability
of lease costs, establish procedures to periodically review facility rec irements for those
contractors with leased facilities, review lease classifications to ensure leases are appropriately
classified, and recoup any unallowable costs. Management should also ensure that contracting

officers ask DCAA to review facility lease costs.

S amary of Managem: t esponse. Management concurred with all recommendations.
The complete text of management’s response is in Appendix H. We onsider management’s
actions responsive. However, management did not provide completion dates for three
recommendations or comment on specific, potential monetary benef ; related to two
recommendations as discussed in the transmittal memorandum. All recommendations will
remain open until agreed-to actions are completed.

* The audit questioned excess space at a subcontractor’s leased facility in North Carolina. The subconiractor
uses the facility to store matertal for work on a Marshall contract and charges 100 percent of the facility’s cost to
NASA. For this leased facility, we deferred further review of excess space and lease classification until DCAA
issues its report or 'lease costs. The DCAA final report has not yet been issued as of the date of this

report.

i



Introduction

Marshall management identified 76 contractors that potentially had leased facilities.” Leased
facilities included office, storage, and production-related space.

Costs associated with facility leases are either direct or indirect costs to the contract. Direct
costs are identified specifically with the NASA contract and are charged directly to the
contract. For example, direct costs include materials and labor specifically needed to provide
a service or product. In contrast, indirect costs are not identified with a single contract, but
with two or more contracts. For example, indirect costs include material storage and
administrative labor. Indirect costs are included in overhead rate calculations for the

applicable contracts.

The NASA FAR Supplement delegates the audit of contractor proposals to DCAA. To
determine whether a contractor’s proposed facility costs are allowable, the Marshall
contracting officer may rely on an audit by DCAA. However, the contracting officer must ask
DCAA to review facility lease costs as part of the DCAA audit of the contractor’s proposal.
Alternatively, the Marshall contracting officer must review the initial lease agreement for
space requirements and evaluate the lease classification prior to contract award. DCAA also
evaluates the contractor’s incurred costs and questions any incurred costs that are unallowable.

¥ Marshall sent surveys to contractors, requesting lease information and recsived responses from 53 contractors,
In June 1999, we received lease documentation from 28 of the 53 contractors. We selecied 24 leased facilities
for review in this audit. See Appendix A.









Cost to NASA

For the eight leased Marshall-facilities with excess space, NASA could unnecessarily spend more
than $617,000 through year 2004, when the leases expire (see Appendix F).

Although the FAR provision includes excess space as an allowable cost for 1 year, NASA
management should take steps to ensure that only necessary space is leased by the contractor and
that the contractor takes measures to sublease space that is no longer required.

Recommendations, Management’s Response, and Evaluation of Response
’ p

The Director, Marshall Space Flight Center, should:

1. Establish procedures that require contracting officers to periodically reevaluate
facility requirements for contractors with leases,

Management’s Response. Concur. Mareshall contracting officers will request DCAA to
evaluate the audit identified contractors’ leased facilities. Contracting officers will also
include a requirement for DCAA program plans to include a periodic evaluation of contractor
facilities use. The complete text of the comments is in Appendix H.

Evaluation ¢f Management’s Resporse. In an exit conference on September 21, 1999, the
Marshall Procurement Office provided us a copy of the draft memorandum that will be issued
to Procurement Department heads and contracting officers. The target date for issuance of the
memorandum is September 27, 1999. Management’s actions are responsive to the
recommendation. The recommendation is resolved but will remain undispositioned and open
until the agreed-to actions are completed.

Z. Review the allowability of costs for the leased space at the eight facilities, and recoup
any unallowable costs resulting from excess space.

fAznagement’s Regponse. Concur. Marshall contracting officers will review the
allowability of leased costs for the eight facilities identified in this review and will recoup any
unallowable costs resulting from excess space (sec Appendix H).

Kvaluation of Management’s Response. At the September 21, 1999, exit conference a
Marshall Procurement representative stated that contracting officers will send letters to
DCAA, dated October 15, 1999, requesting a review of the allowability of costs for leased
space at the eight contractor facilities. Management’s actions are responsive to the
recommendation. The recommendation is resolved but will remain undispositioned and open
until the agreed-to actions are completed.



Findin_ B. Facili Lease 'las ificati n

Of 24 contractor facility leases (see Appendix D) that were classifi  as operating leases,
contractors incorrectly classified 3 leases (see Appendix G) as oper  ng leases that should
have been classifted as capital leases. The leases were incorrectly «  ssified because Marshall
contracting officers did not (1) obtain a FAS 13 analysis to ensure 1t NASA contractors
correctly classified the leases and (2) cnsure the delegation letter to  CAA included a request
to review facility lease costs. As a result, NASA could pay about § 5 million in excess leasc
costs by fiscal year 2003, when the last lease expires.

AS 13 Requirements

FAS 13 describes the required analysis for determining the appropri ¢ lease classification.’
FAS 13 states, in part, that leases should be classified as capital leases if the present value of
the minimum lease payments equals or exceeds 90 percent of the fa "lity fair market value
(see Appendix C for more details). FAS 13 also states that any action (for example, an
amended lease agreement) that extends the lease agreement beyond the expiration of the
existing lease term shall be considered as a new agreement and should be classified using FAS

13 requirements.

FAR 31.205-11(m) incorporates FAS 13 requirements. Marshall contracting officers are
responsible for ensuring that contractors correctly classify facility leases and for approving
contractor billings for lease costs incurred. Contracting officers may rely on DCAA to review
leases to determine the correct classification and to perform incurred cost audits of contractor
billings. Contracting officers should also be aware of amended leases, which usually
represent increased lease costs required by the contractor. NASA management may ask
DCAA to perform analyses when an amended lease results in a substantial increase to lease
payments and/or lease terms.

Lease Classification

Appropriate Classification. The three leases should have been capital leases, as defined by
FAS 13, because the present value of the three leases exceeded 90 percent of the facility fair
market value. The three leases arc listed in Appendix G.

Implementation of ¥AS 13 and Delegation Letti 5 to DCAA. For the three leases,
Marshall did not obtain the required FAS 13 analysis to determine the correct classtfication.
Instead, Marshall accepted the contractor’s determination that the lease should be classified as
an operating lease. For two of the three leases, the contractor had not performed the required
FAS 13 analysis. For the remaining two leases; the contractor incorrectly performed the

* FAS 13 provides the generally accepted accounting principles applicable to lease classification. FAR, Part
31.201-2, requires that an allowable cost must comply with applicable, generally accepted accounting principles.
See Appendix A for details on the methodology.









Appendix A. Objectives, Scope, and Methodology

Objectives

The overall audit objective was to determine whether NASA is adequately managing facility
leasing. Specifically, we determined whether:

e confractor facilities were effectively utilized and
¢ contractor facility leases were correctly classified.

During the audit, we discontinued work on a third objective to determine whether contractors
accurately billed lease costs to the Government. We discontinued that work because the
potential risk related to accurate billing is low, and we put our efforts to better use on the other
two, higher risk objectives. :

Scope

Marshall management identified 76 Marshali cost-type contractors that potentially had leased
facilities. The contractors did not include universities with cost-type contracts. Marshall sent
written surveys, requesting information about the leased facilities, to the 76 contractors. Of
the 76 contractors, only 53 responded. The remaining 23 contractors either failed to respond
or provided insufficient information. In June 1999, we received lease documentation from 28
of the 53 contractors. The 28 contractors reported a total of 51 leases (45 indirect and 6
direct). We selected 24 leased facilities for this review. We will review the 48 contractors
that either failed to respond or provided insufficient information as a separate part of this
audit.

Methodology

To determine whether contractor facilities were effectively utilized, we determined the total
amount of space being leased, identified the number of staff and the amount of space being
used, and performed a walk-through at each leased facility. We also obtained space standards
and the percentage to be used for determining space for support employees from GSA and
IMFA. We averaged the GSA and [FMA standards to obtain an average standard of 133
square feet per employee. Wc used the average standard to evaluate excess space.

To evaluate excess space, we calculated total usable space, space for support personnel, gross
office space, and excess space. For total usable space, we multiplied the number of office
employees by the standard number of square feet per employee. For space for support
personnel, we multiplied total usable space by a standard rate for support employees. For
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gross office space, we added total usable space and support space. For excess space, we
subtracted gross office space from contractor-leased space. See Appendix E for details on
excess space calculations.

To determine NASA’s cost for excess space, we multiplied the amount of excess space by the
monthly cost per square foot. Also, we adjusted the monthly cost of excess space for the
percentage of NASA work in the facility. Finally, we multiplied the monthly NASA cost by
the number of months remaining on the contract (The number of months did not include
unexercised contract option years). See Appendix F for additional details on the costs to

NASA for excess space.

To determine whether the contractor facility leases were correctly classified, we reviewed
applicable laws, regulations, and guidelines for classifying facility leases. We then
interviewed

contractor and NASA personnel to develop a list of potential contractor facility leases and to
obtain copies of active contractor facility lease agreements. We reviewed NASA contract
files to verify justifications for approving lease agreements and to analyze comparative cost
analyses performed by Marshall and/or contractors. We also reviewed DCAA incurred cost
audits and recommendations. To perform the capital lease calculations and analyses, we used
the FAS 13 software package DCAA provided to us, and we subsequently relied on the
DCAA validation of the software package. In our analyses, we did not include unexercised
option years. Also, we adjusted lease costs for operating costs included in annual rent
payments (executory costs). We did not perform our own validation of the software.

We verified that the contractor was approved for facilities reimbursement.

Management Controls Reviewed

We reviewed management policies, procedures, and guidelines to evaluate NASA’s
management of contractor-facility leasing. As discussed in the findings, management policies
and procedures for contracting officers should be strengthened to improve the management of
facility leastng at Marshall.

Coniputer-Processed Data

We obtained computer-processed data on cost-type contracts at Marshall from Marshall and
the NASA Office of Procurement. We compared data on the two listings and reconciled
differences. We used the reconciled cost-type contract listing to identify Marshall contracts
that may have leased facilities. Our calculations of excess space and facility lease
classification did not rely on computer-processed data.



Appendix A

Audit Field Work
We conducted field work from April through July 1999 at Marshall Space Flight Center and

contractor locations in {sJI€)] , and (S)IC)IM. [he audit was performed in

accordance with generally accepted government auditing standards.
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Appendix B. Prior Office of Inspector General Reviews

“Contractor Facility Leases, Lewis Research Center,” Audit Report No. 1G-97-009,
November 22, 1996

“Contractor Facility Leases, Lockheed Credit Union Occupancy Costs,” Audit Report
No. I1G-97-037, September 10, 1997

“Contractor Facility Leases,” Audit Report No. [G-98-007, March 5, 1998

“Contractor-Acquired Facilities at Johnson Space Center,” Audit Report No. 1G-99-008,
February 17, 1999
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Appendix C

FAR 31.205-11(m) (Depreciation)

Capitalization of Tangible Assets, 48 Code of Federal Regulations (CFR) 9904.404, applies to
assets acquired by a “capital lease” as defined in Statement of Financial Accounting Standard
No. 13 (FAS 13), “Accounting for Leases,” issued by the Financial Accounting Standards
Board. Compliance with 48 CFR 9904.404 and FAS 13 requires that such leased assets
(capital leases) be treated as purchased assets, that is, the assets should be capitalized and the
capitalized value of such assets should be distributed over their leased life as amortization

charges, as appropriate.

FAR 31.205-36(b)(1) (Rental costs)

Rental costs are allowable costs under operating leases, to the extent that the rates are
reasonable at the time of the lease decision, after consideration of (1) rental costs of
comparable property, if any; (2) market conditions in the area; (3) the type, life expectancy,
condition, and value of the property leased; (4) alternatives available; and (5) other provisions
of the agreement.

FAS 13 (Capital versus Operating Leases)

The Financial Accounting Standards Board issued FAS 13, establishing the generally accepted
accounting principles and practices of financial accounting and reporting for leases by lessees
and lessors. FAR 31.205-11(m) incorporates the analyses prescribed by FAS 13. FAS 13
defines a lease as an agreement conveying the right to use property, plant, or equipment (land
and/or depreciable assets) usually for a stated period of time. FAS 13 also classifies a lease as
either (1) a capital lease for which the leasc obligation is treated similar to that of a purchased
asset acquired with borrowed funds or (2) an operating lease for which all payments are
treated as an expense of the accounting period during which they are incurred. FAS 13 lists
four criteria for a capital lease:

e lease transfers ownership (title) to lessee during lease term,
s lcase contains a bargain purchase option,
s lease term is 75 percent or more of the estimated economic life of the leased property,

and
¢ present value of minimum lease payments equals or exceeds 90 percent or more of fair
market value of the leased property less any lessor investment tax credit,

If a lease, at its inception, meets any one of the above criteria, FAS 13 states that the lease
shall be classified as a capital lease. A lease not meeting any of the criteria shall be classified

as an operating lease.

13















Appendix H. Management’s Response

Reiny 10 AT 5

National Aerpnautics and
Snace Administration

George C. Marshall Space Flight Center
Marshail Space Flight Center AL 35812

DEO] September 21, 1999
TO: NASA Headquarters
Attn: W/Russell A, Rau
FROM: DEO!/Sidney P. Saucier
SUBJECT:  O1G Draft Report on the Audit of Contractor-Leased Facilities at Marshall

Space Flight Center. Assignment No. A9903700

We have reviewed the subject report and our detailed comments are enclosed. If you have
any questions or need additional information regarding our comments, please contact
RS40/Andy McMillan at 256-544-9273.

,4{‘ )(,;-‘/ /jn.u P

Sidney P. Saucier
Associate Director

Enclosure
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Ap

ndix H

MSFC RESPONSE TO THE OIG DRAFT REPORT ONT
CONTRACTOR-LEASED FACILITIES AT MARSHALL §
CENTER
ASSIGNMENT NQ. A9903700

GENERAL COMMENTS:

Regarding excess space, there are a number of issues (typical marker

location, escalation of lease costs. lease periods, etc.) that would have
prior to determining that space in excess of 133 square feet per emplo
unreasonable and therefore unallowable.

The contractor’s leasing arangement (operating leases) may not be rc
leasing company, subleases may be impractical, inadvisable, or other
the leasing entity. If the leasing company is unwilling to renegotiate |
could be impracticable 1o terminate and re-locate to a facility with the
of space,

Another consideration would be the relative reasonableness of the mo
In other words, while there may be a considerable amount of excess )
contractor’s leased facility, the total cost of that leased space may actu
contractor less than leasing an optimum amocunt of space {133 square
elsewhers.

SPECIFIC COMMENTS TO THE CONTENT OF THE REPQR

The OIG confirmed an error in the updated Appendix F provided Septe
The monthly cost for excess space should have been changed to $5.074
number the auditor used to compute the cost of excess space.

AUDIT OF
EFLIGHT

litions of
e considered
after one year is

atiable with the
prohibited by
ease terms, it
imum amount

y lcase costs.
ina

cost the
employee)

er 14, 1999,
. This is the

Page 7, Recommendation 4, states “The Director, Marshall Space Flight Center, should

require contracting officers to request contracting officers to request ir
letter that DCAA review facility lease costs.” We suggest deleting rec
“te request coniracting officers”,

RESPONSES TO THE RECOMMENDATIONS:

delegation
ant wording

OIG Recommendation 1: The Director, Marshall Space Flight Center, should establish
procedures that require contracting officers to periodically reevaluate facility

rcquirements for contractors with leases.
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Appen x H

MSC Response: Concur. MSFC Contracting Officers will request AA 1 evaluate
the OIG identified contractors leased tacilities. In addition, MSFC C acting Officers
will include in their DCAA delegation of contracts with significant le costs, a
requirement for DCAA to include in their program plan a periodic ev tion of
contractor facilities use.

OIG Recommendation 2: The Director, Marshall Space Flight Cent  should review
the allowability of costs for the leased space at the eight facilities, and  oup any
unallowable costs resulting from excess space.

MSFC Response: Concur. MSFC Contracting Officers wiil review | allowability of
costs for the leased space at the eight facilities, and recoup any unallo e costs
resulting from excess space.

OlG Recommendation 3: The Director, Marshall Space Flight Cent  should require
contracting officers to request DCAA o review the lease classifications for the four
guestioned leases and to determine any unaliowable lease costs,

MSEC Response: Concur. MSFC Contracting Officers will request ] AA to review
the leass classificatiens for the four questioned leas  ind to determine vy unaliowable
lzase costs.

O1G Recommendation 4: The Director, Marshall Space Flight Center, sheuld require
contracting officers to request contracting officers to request in the dele  tion letter that
DCAA review facility lease costs.

MSFC Response: Concur. MSFC Contracting Officers wiil request a review of
contractor's proposed lease cost prior to award of new contracts, as well as a review of
current contracts with facility lease costs.

OIC__ecommendation 5: The Director, Marshal! Space Flight Center, should require
contracting officers ro recoup any unallowable costs when recovery makes good business
sense.

MSFC Response: Concur. MSFC Contracting Officers will proceed to recoup any
unallowable costs when recovery makes good business sense.

(1
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A/Administrator
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W February 17, 1999

TO: JSC/AA/Director, Lyndon B. Johnson Space Center
FROM: W/Assistant Inspector General for Auditing

SUBJECT:  Final Report on the Audit of Contractor-Acquired Facilities at
Johnson Space Center
Assignment Number A-HA-97-066
Report Number 1G-99-008

The subject final report is provided for vour use. Please refer to the executive summary
for the overall audit results. Your comments on a draft of this report were responsive to
our recommendations. We have incorporated your comments into the final report, as
appropriate, and included them in their entirety as an appendix to our report.
Management’s actions on recommendation 1 are completed and are sufficient to
disposition the recommendation, which will be closed for reporting purposes. We request
additional information by March 22, 1999, regarding the status of corrective action for
recommendation 2. Once action has been completed, we ask that you provide us the
actual savings achieved on the remaining leases with four contractors. The
recommendation will remain open for reporting purposes.

If you have questions concerning the report, please contact Mr. Lorne A. Dear, Program
Director for Procurement Audits at (818) 354-3360, or Ms. Bobbie Wells, Auditor-in-

Charge, at (216) 433-8980. We appreciate the courtesies extended to the audit staff. The
report distribution is in Appendix G.

[original signed by]
Russell A. Rau

Enclosure



cc:

B/Chief Financial Officer

G/General Counsel

H/Acting Associate Administrator for Procurement
IM/Director, Management Assessment Division



bee:

AJIGA Chron, 1G Chron, Reading Chron (w/o Enclosure)
JSC/Audit Liaison

W/IPL/180-300/L. Dear

LeRC/28-1/B. Wells

SSC/M. Coston






Additional ‘opies

To obtain additional copies of this audit report, contact the Assist:  Inspector General
for Auditing at 202-358-1232.

Suggestions for uture Au ts

To suggest ideas for or to request future audits, contact the Assist ~ Inspector General
for Auditing. Ideas and requests can also be mailed to:

Assistant Inspector General for Auditing
NASA Headquarters

Code W

300 E St., SW

Washington, DC 20546

NASA Hotline

To report fraud, waste, abuse, or mismanagement, contact the NAT * OIG Hotline by
calling 1-800-424-9183, 1-800-535-8134 (TDD), or by writing the =~ ASA Inspector
General, P.O. Box 23089, [.’Enfant Plaza Station, Washington, DC 20026. The identity
of each writer and caller can be kept confidential, upon request, to 2 extent permitted by
law.

Acrgnyms

CFR Code of Federal Regulations
DCAA Defense Contract Audit Agency
FAR Federal Acquisition Regulation
FAS Financial Accounting Standard
ISC Lyndon B. Johnson Space Center

NASA National Aeronautics and Space Administration
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CONTRACTOR-ACQUIRED FACILITIES
AT JOHNSON SPACE CENTER

EXECUTIVE SUMMARY

BACKGROUND

NASA contractors may lease facilities to perform the
work required in their contracts, NASA’s Office of
Procurement (Code H) and installation procurement
divisions are responsible for carrying out the acquisition
process, which includes complying with applicable
contract regulations and evaluating coniractor facility
costs.

Federal Acquisition Regulation (FAR) 31.205-11 and
31.205-36 state that lease costs for facilities are
allowable costs, but must be reasonable. The FAR
implements requirements of Financial Accounting
Standard 13 (FAS 13) for recording the costs of leased
facilities. A leased facility can be classified as either a
capital lease (treated as a purchased asset and
depreciated) or an operating lease (treated as an
expense).

Generally, additional costs are incurred when contractors
classify leases as operating leases rather than capital
leases. For a capital lease, a contractor would depreciate
the value of a facility over the life of the lease, and lease
costs would be limited to the value of the facility.
However, for an operating lease, the contractor may
charge monthly lease expenses to the Government, for
the Iife of the lease, in the period the expense occurs, and
these costs could exceed the value of the facility.

This audit of the Lyndon B. Johnson Space Center (JSC)
is part of our continuing effort to evaluate NASA’s
management of contractor facility leasing. The NASA
Office of Inspector General has reported weaknesses in
leasing involving other NASA Centers (see Appendix B).
We limtted this review to the facility leases in the
Houston, Texas, arca.

* Financial Accounting Standard 13, “Accounting for Leases,” June 1, 1992,



3MJECTIVES

T ESULTS OF AUDIT

REVISIONS TO REPORT

The audit objective was to deterr ¢ whether JSC is
adequately managing facility leas . Specifically, we
determined whether:

¢ contractor facilities were effer  rely utilized,

contractor facility leases were rrectly classified,
and

contractors accurately billed 1 1se costs to the
Government,

Additional information on object 3, scope, and
methodology is in Appendix A.

JSC’s management of facility leas: :can be improved.
The lease costs billed to the Gove mnent were accurate;
however, contractor facilities were ot always effectively
utilized. Five of 28 facilities revie 1 had idle space
exceeding 10 percent of the total ] ed space. JSC
management took action during tt  udit, and on the
lease with the most idle space, negotiated a contract
modification for a $4.2 millionred  jon in cost and fee.
Approximately $1.2 million of the reduction can be
attributed to idle space we brought to management’s
attention. For two other facilities | sed by one
contractor, changes in contractor performance resulted in
a significant reduction of idle space identified by this
audit. These three facilities represented the majority of
idle space identified.

In addition, four contractor leases were not correctly
classified as capital leases. NASA could save more than
$2.7 million in excess lease costs o r the terms of the
leases by reclassifying operating leases to capital leases.

Based on discussions with JSC management personnel
and additional input from the Financial Accounting
Standards Board on option years in the lease term, we
reduced the number of questioned facilities with
improperly classified leases from our draft report. We
also reduced the potential monetary benefits for idle space
from $6.0 million to $1.2 million. 1 2 draft report also
discussed nine questioned leases for nproper
classification and potential monetary benefits of

ii



{COMMENDATIONS

wd VAGEMENT’S
RESPONSE

$26.9 million. As stated above it
section, we reduced the number ¢
related potential monetary benefi

We recommended that managem
allowability of lease costs, establ
periodically review facility requit
contractors with leased facilities,
classifications to ensure leases ar
Management should also require
obtain proper training on FAS 13
relate to NASA contracts.

Management generally concurred
recommendations and has planne
actions that were responsive to th
recommendations.

iii

2 Results of Audit
uestioned leases and

review the
srocedures to

nts for those
review lease
operly classified.
tracting officers to
uirements, as they

th the
- taken corrective
itent of the



FINDIN .S

(D RECQO!

[END.. N~

IDLE SPACE V
FACILITIES

Of 28 facilities visited, 5 had idle .
to 25.5 percent of the total availak
space remains idle because NASA
requiring periodic reviews of cont
to identify excess space. During t
officer initiated action on idle spas
facility. However, if no action is te
four facilities, NASA could unnec
$4.8 million by fiscal year 2005, w
expires (see Appendix D).

FAR 31.205-17, “Idle facilities anc
contains provisions for the treatmes
capacity. The FAR states that idle «
allowable for a reasonable period, «
1 year, depending on the initiative

dispose of the idle facilities. (See d«

JSC contracting officers must revie
agreement for space requirements |
however, the contracting officer m:
Contract Audit Agency (DCAA) tc
NASA has no requirement for a pe
facilities after a contract has been a

JSC contracting officers were not al
changes in the contractors’ requirer
Management may also use the DC/#
periodic reviews. The contracting ¢
contractors stated that most of the i

e ranging from 11.4
zase space. The

: no procedures
rr-leased facilities
udit, the contracting
: one contractor

on the remaining
rily spend about

the last lease

le capacity costs,”

f idle facilities and
acity costs are
‘marily not to exceed
2n to use, lease, or
Is in Appendix C.)

the initial lease

or to confract award;
rely on the Defense
erform the review.
dic review of leased
irded. Therefore,
1ys aware of

its for space.

to assist in the

cers and

: space was the

result of relocating staff, downsizing of the Government,
and reduced tasks for the contractor. Idle space at the
five facilities is summarized in Figure 1 below, and details

are in Appendix D.






| tnagement’s JSC management disagreed witt 2 methodology we

eneral used in computing idle space ani  defining capital versus

:'sponse operating leases. Management:  disagreed with the
potential $6.0 million that could  put to better use as a
result of reducing idle space. J§  nanagement stated that
we did not consider facilities cay  cost of money for any
of the [eases and that the execut  cost we estimated for

e contr:  r we reviewed) was

low. However, because of our d  ussions with
management at the exit conferer  and our changes to the
report, management concurred v 1 the overall intent of
the report and with each recommendation.

Evaluation of We explained our approach for ¢ ulating idle space at
Manage ent’s the onset of the audit to the JSC  1tracting officers and
“cneral espt se contractors, and they raised no o ctions. We did not

calculate idle space based on squ  : footage per person -
because most contractors did not e policies on space
and did not use industry standards for proposing space or
assigning space to its personnel. During our walk-through
of each facility, we invited the JSC contracting officers to
accompany us, but were usually accompanied by only
contractor representatives. In cases where contractors
were reorganizing and moving personnel, we performed a
second walk-through. All idle space we identified was
confirmed by the contractor’s representatives as space
vacated by personnel who either had been moved to
another contractor location or were no longer employed
by the company. Therefore, we believe that calculating
idle space based on staff (initial and current) was
reasnnable. We were aware of the changed:m
. contract and its changes in space utilization and
did not include more than 250 vacant office spaces in our
calculations for idle space. Also, the idle space we

identified at the was in addition to

idle space already identified by JSC management.

The methodology used to define capital versus operating
leases is in accordance with the requirements of FAS 13.
We intentionally did not include facilities capital cost of
mongey in our calculations. Based on our discussions with
DCAA, this calculation is usually performed once the
lease classification is agreed upon. We ralculated
executory costs for : ased on the

information provided w us by the contractor.
3




Management’s
'Sponse to
Recommer ttion 1{a)

Evaluation of
Management’s
Response

Management’s
Response to
ecommendation 1(b)

Concur. JSC management belie
evaluation of facilities 1s part of
administration and that adequatc
exist to provide an evaluation of
adding more procedures, idle fac
handled as part of the annual aw
with the DCAA. This would en
audits review the issue with rege
dedicated to speeific contracts (¢
support more than one contract
general and administrative activi
complete text of management’s «
Appendix F.

The planned action is responsive
We agree that idle facilities coulc
audit by DCAA; however, we dic
annual DCAA reviews that inclu
idle space. If JSC intends to rel;
facilities, then management shou.
1s asked to review space utiltzatic

Concur. JSC stated that periodic
part of contract administration is
calculating idle space based 1w
calculations of idle capacity shou
audit standards (square footage p

that periodic

id contract
xeedures currently
ilities. Rather than
es could be better
lan that is developed
: that incurred cost
o facilities that are
2t)* and those that
‘or overhead or
(indirect).” The
ments is in

the recommendation.
: handled as part of an
>t find indications of
.a detailed review of
1 DCAA to review
nsure that the DCAA

/iews of idle space as
portant. Instead of
-throughs,

»e based on accepted
serson). Based on

the FAR and changed contractor performance,
management’s updated reviews of space indicate “...that
no issue related to idle space currently exists.” Also,

actions were alreadv under way r
related to th

rding idle space
contract.

7 Costs identified specifically with the contract are direct costs of the contract . d are to be charged
directly to the contract (that is, direct lease). Costs not directly identified with a single, final cost

objective, but identified with two or more final cost objectives, or an intermediate cost objective, are
indirect costs and are computed in overhead rates for the applicable contract (that is, indirect lease).



valuation of
'‘anagement’s
sponse

As a result of JSC’s updated revi
consider management’s action re
recommendation. JSC nerformec
space we identified for
Facility Development Division st
contractors. The analysis showe
percent of idle space existed at tt
through. After our walk-througt
changed contractor performance.
reconfigured its office space, red
space to 4.2 percent.

After our walk-through and JSt

wilizztio
ISC ne

by 45,000 square feet.

modification with [B)I{ ral’

which $1.2 million is attributable
identified during the audit.

of space, we
1sive to the
analysis of the idle

using JSC

ards for off-site

at at least 15.8

me of our walk-

d as a result of

4)

ig the amount of idie

:view of space
duced its leased space
ited a contract

~ million reduction, of

‘he space we

* The reduction represents an area equivalent to the idle space in the wility (23,000 square feet)

and other office space (22,000 square feet).
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FACILITY
LEASE
CLASSIFICATL N

Additional Costs Incurred
for Incorrectly Classified
Leases

Of 28 contractor facility leases, 4 re incorrectly
classified as operating leases. Th  ases were incorrectly
classified because JSC contractin.  ficers (1) did not
perform a FAS 13 analysisto ens  that NASA
contractors correctly classified th  ases and (2) were not
trained on FAS 13 requirements. a result, NASA could
pay more than $2.7 million in exc  lease costs by fiscal
year 2005, when the last lease ex)  s.

The four leases should have been  ital leases as defined
by FAS 13. FAS 13 states, in par  :ases should be
classified as capital leases if the present value of the
minimum lease payments equals or exceeds 90 percent of
the facility fair market value (see. endix C for more
details). FAS 13 also states thata  action (for example,
an amended lease agreement) that  tends the lease
agreement beyond the expiration ¢ the existing lease term
shall be considered as a new agree nt and should be
classified using FAS 13 requireme . JSC contracting
officers are responsible for ensurit  that contractors
correctly classify facility leases and for approving
contractor billings for lease costs1  urred. Contracting
officers may rely on DCAA torev. v leases to determine
the correct classification and to pe  tm incurred cost
audits of contractor billings. Contracting officers should
also be aware of amended leases, v ich usually represent
increased lease costs required by the contractor.

Management may ask DCAA to perform analyses when an
amended lease results in a substantial increase to Jease
payments and/or lease terms. The four leases are listed in
Appendix E.

NASA incurs additional costs when contractors classify
leases as operating leases rather than capital leases due to
the method of accounting. A contractor would depreciate
the value of a facility over the life ¢ the lease on a capital
lease. For an operating lease, the contractor may charge
the Government in the period the expense occurred. For
the four leases, the total lease payments will exceed the
total fair market value (not just the 90 percent criteria) of
the facility by about $2.7 million by the time the leases
expire (see Figure 2).






EVISIONS TO EPORT

Consequently, JSC contracting of
determine when contractors incor
analyses.

The draft of this report discussed 1
leases and excess lease costs of $2
of information received from the F
Standards Board after the draft re|
additional information provided by
personnel during our exit conferer
sampled leases. Based on the rece
the number of questioned Jeases tc
questioned cost to $2.7 million (A
reflects the revised number of leas

rs could not
iy performed FAS 13

» incorrectly classified
million. As a result
neial Accounting

: was issued and

yC procurement

we recalculated the
lation, we reduced

ur and the amount of
ndix E). The finding
ind questioned cost.

ECOMMENDATION 2 The Director, JSC, should require < ntracting officers to:

a. Request DCAA toreview thel e classifications for
the four questioned leases and to determine any
unallowable lease costs.

b. Require contractors to perform  FAS 13 analysis, as
stated in the JSC Requests for I »posal.

c. Review FAS 13 analyses for the correct lease
classification in accordance wit the FAR.

d. Complete training on FAS 13 re. 1irements for
contractor-acquired facilities.

Management’s Concur. JSC management periodic: y reviews leases with

the assistance of the DCAA when issues arise.
Management worked with the Aud Hr-in-Charge to clarify
and substantiate findings on each lease classification issue.
JSC will continue to analyze the audit conclusions on the
four leases and will request DCAA reviews if they are
determined to be prudent following ¢ analysis. Until the
analysis is completed, JSC management cannot substantiate
the potential $2.7 million in questioned costs. The
complete text of management’s response is in Appendix F.

Response to
Recommendation 2(a)

Evaluation of Management’s action is responsive to the recommendation.

Management’s
Response



Management’s
Response to
Recommendation 2(b)

Evaluation of
Management’s
Response

Management’s
Response to
Recommendation 2(c)

Evaluation of
Management’s
Response

Management’s
Response to
Recommendation 2(d)

Evaluation of
Management’s
Response

Concur. As stated in the audit re
currently exist to require contrac!
analysis.

Although JSC concurred, it must
requirement for contractors to pe
when stated in the Requests for |

Concur. Performing a review of
proper clagsification for leases is

JSC ensures that such analyses ar
results/analyses with the assistanc
periodic reviews.

Management’s action is responsiv
However, FAS 13 analyses shoulc
initial lease is signed and when the
renewed.

Concur. JSC agreed that FAS 13
however, the FAS analysis is best
trained professionals who remain
JSC currently provides general tre
critical contract administration iss
rely on the analysis performed by
of the in-house Pricing Office staff.

Management’s action is responsive

t, requirements
1to perform a FAS 13

mphasize the
m a FAS 13 analysis
osal.

s 13 to determine the
jonable and prudent.

ne by reviewing the
f the DCAA during

o the recommendation.
¢ performed when the
ase 18 modified and/or

ining is important;
formed by specially
rent on the subject.
1g related to all

, but will continue to
AA and the expertise

y the recommendation.






Appendix A

OBJECTIVES, SCOPE, AND ME HODOI 'GY

calculated only the percentage of = ASA work to
determine NASA’s cost. Appendix E contains additional
details on the costs NASA will pay corrective action is
not taken.

To determine whether the contract  facility leases were
correctly classified, we reviewed a  icable laws,
regulations, and guidelines for clas  /ing facility leases.
We then interviewed contractor an  YASA personnel to
develop a list of potential contractc  ‘acility leases and to
obtain copies of active contractor 1 lity lease agreements.
We reviewed NASA contract files  verify justifications
for approving lease agreements and to analyze comparative
cost analyses performed by JSC an »r contractors. We
also reviewed DCAA incurred cost udits and
recommendations. To perform the capital lease calculations
and analyses, we used the FAS 13 ftware package
DCAA provided to us and subsequently relied on the
DCAA validation of the software p kage. We did not
perform our own validation of the software.

To determine whether contractors accurately billed lease
costs, we verified that the contractc  was approved for
facilities reimbursement. We comp ed lease costs billed
by the landlord to the contractor with the lease costs the
contractor billed to JSC.



Appendix A

OBJECTIVES, SCOI , AND METHC OL( Y

L] L] [ ]
MANAGEMENT We reviewed management policie:  rocedures, and
CONTROLS guidelines to evaluate NASA’s me  1ement of contractor

facility leasing. As discussed inth  adings, management
policies and procedures for contrac g officers should be
strengthened to improve the manag  ent of facility leasing
at JSC.

w2 VIEWED

We performed field work from De: 1ber 1997 through
July 1998 at JSC and the contracto  sites. We performed
the audit in accordance with gener:  accepted
government auditing standards.

Auprir FIELD ORK
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Appendix B

PRIOR OFFICE OF INSPECTOR GENERAL REVIEWS

“Contractor Facility Leases, Lewis Research Center,” Audit Report No. [G-97-009,
November 22, 1996

“Contractor Facility Leases, Lockheed Credit Union Occupancy Costs,” Audit Report No.
1G-97-037, September 10, 1997

“Contractor Facility Leases,” Audit Report No. [G-98-007, March 5, 1958






Ay endix C

DEFINITIONS, GU  LINES, AND REGUL  [ONS
GOVERNING CONTRACTOR-LEASED FA( [TIES

FAS 13 (Capital versus Operating Leases)

The Financial Accounting Standards Board 1ssued FAS 13, establ  ing the generally
accepted accounting principles and practices of financial account.  and reporting for
leases by lessees and lessors. FAR 31.205-11(m) incorporates the standards

prescribed by FAS 13. According to FAS 13, alease is defined a 1 agreement
conveying the right to use property, plant, or equipment (land an depreciable assets)
usually for a stated period of time. FAS 13 also classifies a lease  :ither (1) a capital
lease for which the lease obligation is treated similar to that of a;  hased asset acquired
with borrowed funds or (2) an operating lease for which all payre s are treated as an
expense of the accounting period during which they are incurred. S 13 lists four
criteria for a capital lease:

(1) lease transfers ownership (title) to lessee during lease rm,

(2) lease contains a bargain purchase option,

(3) lease term is 75 percent or more of the estimated econ iic life of the leased
property, and

(4) present value of minimum lease payments equals or ex :eds 90 percent or
more of fair market value of the leased property less any lessor investment tax
credit.

If a lease, at its inception, meets any one of the above criteria, FAS 13 states that the lease
shall be classified as a capital lease. A lease not meeting any of the criteria shall be
classified as an operating lease.
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Appendix F

MANAGEMENT’S RESPONSE

(4=

BA/R. H. Gish

BD/. Garcia

LeRC/MS 28-1/8. Wells
JPL/MS 180-300/L., A. Dear
HQ/H/J. E. Horvath
HQ/MIG. A. Gabourel
HQ/JMM. E. Peterson










A e lixF

MANA EMENT' ESPONS

¢. Concur. We agree that performing a review of FAS 13 to determina | oper
classification for leases is reasonatie and prudent. This is a financiai re ment of

‘ Generally Accepted Accounting Principles (GAAP), and JSC ensures thi lysis is done by

! reviewing the resulis/analyses with the assistance of the DCAA during p G reviews.

! d. Concur. We concur that FAS 13 training is impertant; howevar, the ‘eport suggestis
crganizational-wide, detailed training. Ve understand the importance a: ited with having
a knowledgeable procurement workforce; however, we baliave that FAS '5is is best
performed by specially trained profassionais who remain constantiy curr 1 the subject,
JSC currently provides general training related to all critical contract adn ation issues,
but wili continue to rely on the analysis performed by DCAA and the exp of the in-house
Pricing Office, This issue was discussed at the exit conference, and it is inderstanding

that your office accepted this position.
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Appendix G

REPORT DISTRIBUTION

National Aeronautics and Space Administration (NASA) Headquarters

Code B/Chief Financial Officer

Code B/Comptrolter

Code G/General Counsel

Code H/Acting Associate Administrator for Procurement

Code J/Associate Administrator for Management Systems and Facilities
Code IM/Director, Management Assessment Division

Code L/Associate Administrator for Legislative Affairs

NASA Center
Director, Lyndon B. Johnson Space Center

NASA Offices of Inspector General

Ames Research Center

Goddard Space Flight Center

Jet Propulsion Laboratory

Lyndon B. Johnson Space Center

Jobn F. Kennedy Space Center

Langley Research Center

Lewis Research Center

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

Non-NASA Federal Organizations and Individuals

Assistant to the President for Science and Technology Policy

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

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

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

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

Professional Assistant, Senate Subcommittee on Science, Technology, and Space

Chairman z2nd Ranking Minority Member - Congressional Committees angd Subcommitéees

Senate Committee on Appropriations

Senate Subcommittee on VA, HUD and Independent Agencies
Senate Committee on Commerce, Science and Transportation
Senate Subcommittee on Science, Technology and Space
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REPORT DISTRIBUTION

Senate Committee on Governmental Affairs

House Committee on Appropriations

House Subcommittee on VA, HUD and Independent Agencies

House Committee on Government Reform and Oversight

House Committee on Science

House Subcommittee on Space and Aeronautics, Committee on Science

Congressional Member

Honorable Pete Sessions, U.S. House of Representatives
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National Aeronautics and
Space Admunistraticon

Headquarters
Washington. OC 20546-0001

September 14, 1998

LLDly (0 Altn ol w
TO: Cochairpersons, Joint Base Operations and Suppa  Contract Source
Evaluation Board at John F. Kennedy Space Cent
FROM: W/Assis._it Inspector General for Auditing

SUBJECT: Final Managems .. Lett. n the Survey of the Joii  ase Operations and
Support Contract (J-BOSC) at Kenpedy Space Ce  :
Assignment Number A-HA-98-005
Management Letter Number 1G-98-026

smments on a draft of

The subject final management letter is provided for your use. Your
. incorporated into the

this management letter and our evaluation of your response have b
body of the final letter. We consider all suggestions close -

If you have questions concerning the management letter, please cor 3t Mr. Lorne Dear,
Program Director, Procurement and International Agreements Aud  at (818) 354-3360,

or Ms. Bonnie Armstrong, Auditor-in-Charge, at (407) 867-4073. 2 appreciate the
courtesies extended to the audit staff,

[ VR
Russell A. Rau

Enclosure

----Source Selection Information - See . EAR 3,104 _____






MANAGEMENT LETTER

Survey of the Joint Base Operations and
Support Contract (J-BOSC) at Kennedy Space Center
{(Assignment Number A-HA-98-005)
September 14, 1998

SPECIAL WARNING

--This report contains source selection information. - Title 41; USC; section 423 provides——-
—specific penaities for the unauthorized disclosure-of -source-setection information.—The--——
—-document-must-be-safeguarded-in-accordance with the provisions-of the Federal Aequisition——
--Regulation; Part-3.104-5. -






Observations on the Survey of the NAS,
. int Base C—erations and Support Contr

We have completed our survey of the consolidated procurement
support services at John F. Kennedy Space Center (KSC), Cape
Patrick Air Force Base, Florida. Our overall survey objective w;
ongoing acquisition activities to ensure that award of the consol
will satisfy the stated goals of the J-BOSC, and is in the Governr
the survey, we reviewed the two contractor proposals received i

request for proposal (RFP).

We reviewed current contracts' to be consolidated, other Nation:

Jir Force
(J-BOSC)

>ase operations and
1averal Air Station, and
> monitor and review
:d contract is timely,
t’s best interest. During
sponse to the J-BOSC

Aeronautics and Space

Administration (NASA) contracts that involved consolidations o. .upport services, the

J-BOSC RFP, and proposals received in response to the RFP, In
NASA and Air Force personnel, examined acquisition strategy my
pertinent documents,* and held discussions with Air Force Audit .
performing an Air Force management-requested review. We coo
and survey approach with AFAA auditors to minimize any duplic:
reduce the amount of time needed for acquisition team members t
from both agencies.

On January 28, 1998, we briefed the J-BOSC Source Evaluation I
staff on two issues: (1) whether adequate competition would oca
and (2) whether contingency labor strike plans would be submitte:
reviewing the proposals, we have one additional observation regar
metrics submitted in the proposals. Each issue is discussed below.
concurred with our suggestions. Management’s written response,
the Enclosure. With the issuance of this letter, we are te 1inating

lition, we interviewed
ng minutes’ and other
'ncy (AFAA) auditors
iated our objectives

n of effort and to
iteract with auditors

ard® cochairpersons and
»r the procurement
offerors. After
3 the performance
anagement partially
ed July 29, 1998, is in
audit.

! The Base Operations Contract at KSC and the Air Force Launch Base Suppo
? The Space Flight Operations Contract at Lyndon B. Johnson Space Center ar

Operation Support Services contract at George C. Marshall Space Flight Center.

¥ Acquisition strategy meeting minutes document the J-BOSC acquisition strate

at NASA and the Air Force approved the minutes on October 29, 1997,

sontract,
KSC and the Center

top procurement officials

* The J-BOSC Contract Management Charter and Structure, the J-BOSC Master Schedule, the

Memorandum of Agreemens between the 45™ Space Wing and KSC for Joint P
KSC Business Objectives and Agreement for the Joint Performance Managems
questions concerning the draft RFP, and the list of collective bargaining agreer

* The Source Evaluation B~ d analyzes offerors’ propasals and presents its fin
selection authority. The Board is cochaired by one NASA and one Air Force re
selection authority is responsible for selecting the contractor whose proposal is

Government, Source selection authority has been delegated to the KSC Director.

—-Suurce Selection Informoation - See FAR 1104 ____
1

rmance Management,
iffice, answers to the
s for the J-BOSC.

s to the source
entative, The source
st value to the












requires agencies to include incentives in service contracts, to t|
practicable, to encourage contractors to increase efficiency and
Such incentives must correspond to the specific performance st:
surveillance plan.

The J-BOSC is structured as a cost-plus-award-fee contract, an
one of three elements that will be evaluated to determine award

will be measured against performance standards and metrics, the
performance standards and metrics and award fee has not been e

Suggestion. The Source Evaluation Board should establish a pr
award for using performance metrics in award fee determinations.

s Commen

Sum ryofM iage er

The award fee will be determined by evalt ing three criteria. Tl
factor is one of the three criteria and is more heavily weighted (5.
two factors combined. The contractor’s demonstrated performar
against performance standards and metrics to balance subjective :
processes for measurement of performance, documentation, and «
contractor’s performance will be in place prior to contract start d
performance will be evaluated against standards through meaning
determined in advance, along with areas of special emphasis ident
award fee period. The contractor’s performance for each period
agreed metrics, and the results will be documented in the contract
through the Government’s surveillance plan, and evaluated within
criterion.

Evaluation of Manggement’s Ci 1ments

Management's plan to establish 2 process prior to contract start da
evaluation of contractor performance into the award fee process sa
issue,

--Source Solection Informatian—See-FAR-3:- 104

naximum extent
ximize performance.
ards included in the

ntractor performance is

Although performance
relation between
lished.

88 prior to contract

etformance evaluation

rcent) than the other

will be measured

ssments. The

uation of the
Contractor

partnered metrics

| in advance for each

be measured by the

: database, verified

h applicable award fee

for incorporating
factorily resolves this






158UE: lequate Price Competition. ©Becawi members of the
only two contractors that will be submitting nal proposal
reviplone are pursuing a merger, it is essent 1 that a price
analysis be used to ensure that a fair and r¢ onable price

is obtained.”

SUGGZESTION: The Source BEvaluation Board (SEB) should perform
a tharough price analysis to determine whethe adequace price

compatition exiaca.

RESPONSE: It should be noted that the company in question is
proposed as a subcontractor with only il of the total effort
in one of the two offers received. This amour of
participation is considered too insignificant to influence
the overall pricing of the cffer or viclate o stition
requirementa. Nevertheless, a very thorough « : and price
analysis will be conducted for both offers, to include major
subcontracter costs. Although certified cost d pricing
data arte not required for thie effort, suffici t informatien
other than cost or pricing data has been requested in order
to evaluate cost realism and reasonableness in accordancs
wlth FAR, NFS, Public Law 100-679 and Coat Accc nting
Scandards. To supplement the SEB‘s cost a&nd price analysis,
field pricing support will also be requested for analysis of
propoged labor rates, labor burden and indirect rates.

ISSUE: Centingency strike Plan. “Work stoppages could occur
if the |cceasaful offeror does not have a conti |ency strike
plan in place to minimize adverae effacts from lakor

disputes.”

SUGGESTION: The Source Evaluation Board should take the
steps necessary to assure that contingency strike plans
protect the Government againet potential work atoppage and

labor scrikes.

RESPONSE: The requirement for contract deliverablea auch as
contingency strike plans are not consistent with a
performance bagsed contract. A strike plan, no m ter how
wel)l prepared, does not guarantee therm will never be a work
stoppage or labor atrike. Requiring government 'ceptance of
guch a plan places the government back in the role of
praviding “overaight® rather than gaining *ins tht" of
contractor performance. Each offeror’s proposed apgproach for

——-Source Selection Information---See FAR-3- 10+
Enclosure (Page 2 of 5)




ated by the

assuring amicable labox relations hag b n «
4 set forth

SEB agalnat the evaluation standards and cri
in the RFP. Additionally, an cfferor’'s past grmance as it
relates to ita ability to addreas complex lsa concerns
without dispute ia of far greater value than a strike
centingency plan. The J-B0OSC evaluaticn proce  places great
waight on this performance history.

ISSUE: Performance Metrics.

antablish a

SUGGESTION;: The Source Evaly :ion Board shoul
\*= mekrics

p  cess prior to contract award for using perf
in awvard fee determination.

RESPONSE: Agread, The SEP has included in -BOSC 2
proceds for using performance metrics in awa o
determinatiaons. The J-BOSC usea an award fe entive
consist 1t with FAR and NFS guldance. As q d to
incentive fee contracts, award fee contracts ectively
asgeds contractor performance againet an asti hed set of
criteria. The challenges asmociated with co dating Air
Force and NASA reguirements, the dynamic ope: nal
environment in supporting a vaat array of Got ent and
commercial custcomers, and the significant lal elations
concerns in merging workforcea were all consi i
significant impediments to negotiating a target ost and an
effective incentive : : arrangement.

Rather than "force fitting” the J-BOSC efiort ) an
alternate contract type, the SEB recognized t irita of an
award fee ingcentive and structured the RFP, & ition
criteria, and award fee criteria to strongly « courage

innovation and commercial practices instead of buainess as

usual. The J-BOSC Award Fee Evaluation Plan e iation
factors, which include weighted scoring of tec :al
itrol

performance, subcontract performance, and cost

performance, will provide the contractor incentive to kalance
the cogt factor with the other twe factors to receive a

raagor le fee. 7The Performanca Evaluation Fact iz one of
thres award fee criteria and is more heavily wei ted (55%)
and Coat

than the Subcontracting Performance Factor {15
Control Evaluation Factor (30%) combined.
Evaluation Pactor states specifically,

The Pasrformance

--Source-Selection-Information ~See FAR-3-104---

Enclosure (Page 3 of 5)




"The contractor‘'s demonstrated perform will be

meagured agalnat performance standards a mecrics in
order to balance subjective assessments ! objective
conait  atione. The government will e late major
elemants of contractor performance, such managerial
and business performance, efficiency and ectiveneas
of operations, safety, quality, commw tions and
cuatemer aupport, and develop a performar avaluaticn
gcore.”

Pursuant Eo RFP Article H-17, the initial cc¢ actor proposed
metrics will be used as the basis for the JF and the J-BOSC
contractor to partner an official set of app ed contract
metrica for avaluating performance againmt e contract
standard. The J-BOSC SEB acknowledges that order to
affectively manage this performance based re rement, the
government must have vieibility into the eff pncy and
productivity of the centractor. The award f svaluation
plan requires the contractor tc provide perf ance -based
results meeting the performance atandards in » Statamant of
Work a9 measured by meaningful contract matr which will be
continually raefined during the life of the c ract. The
JPMO and J-BOSC contractor will partner the t rica
throughout the life of the contract to ensurt le metrice

remain valid and relevant to government prio: .e8 and

contractor performance. Tha JPMO will evaluate contractor
performance against the metrics and present 3 ults to the
fee determining official (Chair of tha Board Directors)

who will retain the ability to exercige his/} judgmentc of
the contractor’s true efforts 1d successes in determining
the award fee score and resulting payment,

The J-80SC award fee structure fully complies th the
requirements and intent of FAR 37.602-4 and ir ntivizes the
contractor to increaae efficiency and maximize performance
against the contraot performance standarda. ' .8 performance
incentive i3 further enhanced by elimination ¢ any base fee
and by the J-BOSC’s specific minimum evaluatic thresholds
which must be met before award fee n ' bBe earned. As noted
above, t| processes for measurement of performancs,
documencation, and evaluation of the contractor®s performance
will be in place prior ta contract start. Under this
arrangement contractor performance will ke eve ated againat
contract standards through meaningful, partnered metrics
determined in advance, along with areas of apec 1l emphasis

--Source-Selection-Information ~See FAR 3.104 -
Enclosure (Page 4 of 5)




identifled in advance for each award fee per: . The
contractor’'s performance for each pericd will be measured by
the agreed metrica and the results documented in t}
contrackor‘e dakabage, verlfied through the g ernment’s
surveillance plan, and evaluaced within each plicable awazrd
fee criterion.

be mer under
ures for use
racLor

Thias 01G suggestion fully endorsed and wil
the previocusly determined implementation prog
of partnered matrics in the measurement of ac
performance and evaluatlon of award fee score

- Source Sclection-Information « See-FAR-3-104-
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