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Services Regions In Aflanta

The Defense Logistics Agency is planning to
consolidate the Philadelphia and Atlanta De-
fense Contract Administration Services regions
and locate the new region headquarters in
Atlanta. This decision was based on an Agency
study estimating that the Atlanta location
would provide greater recurring savings and
less one-time costs than the Philadelphia
location.

GAQ found that the Agency study did not
adequately consider factors affecting person-
nel savings and contained errors and incon-
sistencies in estimating one-time and recur-
ring facility costs and savings.
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COMPTROLLER GENERAL. OF THE UNITED STATES
WASHINGTON, D.C. 20548

3-198075

The Honorable Charles F. Dougherty
House of Representatives

The Hconorable Robert W. Edgar
flouse of Representatives

The Honorable James J. Floric A<
. L
House of Representatives ) :

In response to your request, we reviewed the study ~) 6 3
prepared bv the Defense Logistics Agency which was used to DL/
support the decision to close the Philadelphia, Pennsylvania,

Defense Contract Administration Services region and to reas-
ign its mission to other regions, primarily the Atlanta, 'DL(%QZYW”
Gecrgia, region.

We were also asked to review two specific issues affect-
ing the Agency's estimate of civilian personnel savings.
These are: (1) the support ncw being provided by the Defense
Personnel Support Center in Philadelphia and the possibility
that this support could result in greater savings in Phila-
delphia than in Atlanta and (2) the appropriateness of using
an average salary rate to compute civilian salary savings.

In addition, we were asked to review the Agency's estimates
of (1) recurring facility and space savings that would occur
wnen the Philadelphia and Atlanta region headgquarters vacated
their present locations and (2) one-time costs that would be
needed to make space avalilable fcr each region headquarters
in its new location.

In summarv, we ccncluded that:

~--The Agency's estimates of civilian personnel savings
did not adequately consider the possible savings
for support services that could be provided oy the
Support Center if the new headguarters 1s located

in Philadelphia. Because of data inadequacies,

we could not estimate the effect of thls cmission

on the study results. However, estimates provided

to us by Support Center and Philadelohia ragion

cersonnel indicated that up to 48 positions ccuid

be saved as a result of the Center's supoort o

the Philadelphia region. Using :the Agency's average
salary rate, savings might e as much as Sl million
annualilly.

--The Agency's use of an average salary rats tO compute
civilian salary savings was aporopriate under the
circumstances.



B-198075

--The Agency's estimates of facility and space savings
were based on erroneous data which resulted in over-
stating the estimated recurring savings advantage
at Atlanta by $68,000.

-~The Agency's estimated one-time site preparation costs
for the Philadelphia location were understated by
about $1.5 millicon.

In our opinion, the Agency study does not provide a
satisfactory basis for determining which of the two proposed
locations will result in the greatest savings to the Govern-
ment. Because of the issues raised in this report, particu-
larly the support services issue, and the relatively small
cost and savings differentials on which the Agency based its
decision, we believe the Agency should reconsider its proposed
actions to consolidate the region in Atlanta, Georgia.

A summary of the Agency's estimates of recurring savings
and one-time costs and a description of how the Agency com-
puted civilian position savings are shown in appendix I.

Our analysis and comments on the Agency's estimates of recur-
ring savings are contained in appendix II. Our analysis and
comments on the Agency's estimates of one-time costs are con-
tained in appendix III.

BACKGROUND

This realinement is part of a larger Agency realinement
consolidating the present nine Defense Contract Administra-
tion Services regions into five. The Agency's support for
its decision was contained in a study report issued in Novem-—
ber 1978 and revised in August 1979.

We discussed the proposed consolidation and realinement
with Agency officials at their headquarters in Cameron Sta-
tion, Alexandria, Virginia, and reviewed supporting documen-
tation for their study. We made field visits to the Atlanta
and Philadelphia region headgquarters to observe the facili-
ties considered as alternative sites for the proposed region
headguarters and to discuss the proposed action with local
officials.

The Defense Logistics Agency estimated that merging
parts of the New York and Philadelphia regions and all of
the Atlanta region and locating the new region headquarters
in Atlanta would result in one-time costs of $2,173,496 and
recurring annual savings of $4,133,073. If the headquarters
was located in Philadelphia, the Agency estimated one-time
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costs of $2,310,430 and annual recurring savings of
$4,124,424. On this basis, the Agency decided that locating
the Southeast region headquarters in Atlanta instead of
Philadelphia would be more cost effective because one-time
costs would be $136,934 less and recurring annual savings
would be $8,649 greater.

The existing Atlanta and Philadelphia region headquar-
ters are not identical. The Philadelphia headquarters has
more personnel than Atlanta and is colocated with another
Agency installation: the Defense Personnel Support Center. AT
The Support Center is the host activity and provides a sig-
nificant amount of support, such as civilian personnel and
data processing services, to the Philadelphia region. The
Atlanta region headquarters is located in a building owned
by the Air Force and managed by a contractor.

The Department of Defense announced the planned rea-
linement of the Philadelphia and Atlanta regions in March
1979. Implementation is scheduled to begin in April 1980
and to be completed by October 1981.

CENTER'S SUPPORT

The Agency study did not attempt to determine whether
there would be any additional savings resulting from the
support that the Center would provide if the Southeast
region headquarters was located in Philadelphia. Philadel-
phia region officials claimed that savings would be realized
because the Center could provide support for the additional
workload of the Southeast region with fewer personnel than
would be required in Atlanta. On the basis of data supplied
by the Center, Philadelphia officials estimated that these
economies-of-scale were equivalent to 48 positions. Using
*he Agency's average salary rate, these savings might be
as much as $1 million annually.

We believe there would be some position savings in Phil-
adelphia as a result of the support arrangements between the
Support Center and the region. However, because of the
absence of reliable data that shows how much of the Center's
work force has been used to support the Philadelphia region,
we were unable to verify ‘that there would be savings equiva-
lent to 48 positions.

althouch the Agency agrees there may be some savings
resulting from the Center's support, it disagrees with
the estimate of 48 positions. But the Agency did not attempt
to validate or disprove that such savings were pcssible.
According to the Agency, savings may be offset in Atlanta
in other functions that were not analyzed, but it did not
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attempt to validate this. The Agency cited an estimate from
the Atlanta region claiming to be able to perform some of

these other functions with fewer personnel than in Philadel-
phia. This estimate was received too late for us to verify.

Because of the significance of this matter and its
potential for affecting the total savings for each alterna-
tive, we believe the Agency should try to determine how the
Center's support affects its savings estimates.

USE OF AN AVERAGE
SALARY RATE

The Agency study used a single average salary rate
(determined by combining the labor costs of the Atlanta,
New York, and Philadelphia regions) to compute gross salary
savings, but it used separate rates for Atlanta and Phila-
delphia to compute net salary savings. The rate for Atlanta
is higher than the rate for Philadelphia. If the Agency had
consistently used a separate rate for each region, its comp-
utation of salarv savings for Philadelphia would have been
higher. But it is not apparent that one rate 1is better than
the other.

The way in which these rates are used assumes that they
measure savings only applicable to headquarters positions.
Actually, the rates contain a significant cost for field
activities. When the rates are applied to the headquarters
positions being eliminated, the savings estimates are dis-
torted.

Further, using a separate rate for each location
assumes that all savings will come cnly from that location.
However, actual savings will be affected by those employees
who elect to accept job offers, regardless of the emplovees'
present locations.

Additionally, Agency savings estimates do not recognize
that some of the savings are attributaple to positions in
rhe Support Center. A separate Support Center rate could be
used but only after the Agency determines the amount of
current and future support provided by the Center.

Because of the number of assumptions and variables
involved and the absence of more precise data, we believe
that the use of an overall average rate was appropriate.

FACILITY AND SPACE SAVINGS

Estimated recurring facility and space savings are
savings that would occur when the Philacelphia and Atlanta
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regions vacate their present locations. These savings are
computed by comparing current space costs with future space
costs.

On the basis of errors and omissions in the Agency's
study, which we identified and brought to the Agency's
attention, estimates of costs per-square-~foot and space
actually occupied in Atlanta and Philadelphia were
revised upward. The net effect is reduced savings for
Atlanta. Previously, the Agency estimated that recurring
facility and space savings would be $151,000 a year greater
in Atlanta than in Philadelphia. With these adjustments,
Atlanta's savings are now estimated to be about $83,000 a
year greater than Philadelphia's.

SITE PREPARATION COSTS

The Agency study showed that the estimated costs needed
to orepare space for the new Southeast region headquarters
would be abcut $360,000 higher in Philadelphia than in
Atlanta. The Support Center facility in Philadelphia is
older than the Atlanta site. Costly rearrangement and reha-
bilitation of space would be required to provicde space for
additional perscnnel if the Southeast region headquarters
was located in Philadelphia. On the other hand, the Atlanta
site is more modern and can accommodate the additional per-
sonnel with less cost. We found that the Agency study
omitted a $1.5 million cost for a military construction proj-
ect which the Support Center now claims would be needed if
the Southeast region is located in Philadelpnia. Thus, Phil-
adelphia's one-time site preparation costs are now estimated
to be mors than $1.7 million higher than Atlanta's.

We did not furnish a copy of this report to the Defense
Logistics Agency for written comment. Hcwever, we have dis-
cussed these matters with Agency representatives and included
thelr comments in the report.

(€3]
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As agreed, we will withhold further distribution of this
report for two days from the date of this report. Then it will
be made available to the Secretary of Defense, the Director
of the Defense Logistics Agency, and other parties who have
requested a copy of the report.

s (7

Comptroller General
of the United States
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DLA's COMPUTATION OF SAVINGS AND COSTS

The Defense Logistics Agency is a Department of Defense
component that supports the four military services. 1Its
basic responsibilities fall into three categories: logistics

services, contracting and supply support, and contract admin-
istration.

Agency headquarters, located at Cameron Station, Alex-
andria, Virginia, develops policy and controls the Agency's
field activities. Contract administration is performed
through a nationwide network of Defense Contract Administra-
tion Services regions. Each region consists of

--3 regional headquarters,

~--management area offices handling contracts
within a given geographical area, and

--plant represzntative offices handling
contracts at designated contractors' vlants.

Management area offices and plant representative offices
perform contract administration services at or near contrac-
tor plants to ensure compliance with the terms and conditions
of Government contracts and to minimize problems of contract
performance. Each regilon provides supervision and policy
guidance to the management area offices and plant repressenta-
tive offices and handles payments on contracts.

CONSOLIDATION AND
REALIUEME:NT PLANS

On March 29, 1979, The Department of Defense anncunced
that as part of the Defense Logistics Agency's ongoing effort
to reorganize and streamline its contract administration
field organization, it would be initiating actions to consol-
idate i1ts nine regions into Zive. In the 9rocess, the ilew
York and Philadelphia regions wers to close, and some Of the
field activitiss under their jurisdiction were to 2e trans-
ferrad to tae new Southeast region neadquarters in Atlanta.
DETERMINATION OF
SAVINGS AND COSTS

1

The Agency's analvsis, revised in August of 1979, saowed
costs and savings that would result if Atlanta or Philadelphia
were the new Southeast region. This analysis is summarized
oelow.

S

b
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On this basis,

Annual recurring savings

Atlanta
Philadelphia

Atlanta recurring savings
greater by

One-time costs
Philadelphia
Atlanta

Atlanta one-time costs
lower by

APPEIIDIX I

$4,133,073
4,124.424

S 8,649

$2.310.430
2,173,496

$ 136,934

the Agency decided that Atlanta was the more

cost effective location for the Southeast region headguar-

ters.

Most of the savings came directly or indirectly from
the elimination of civilian positions as a result of the

consolidation.

The Agency study identified the following

recurring savings and costs and one-time costs for each pro-
posed location for the Southeast region headquarters.
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Estimated
recurring annual
savings/costs (=) Atlanta Philadelphia
----- (000 omitted)—====-
Military salaries $ 138 S 188
Civilian salaries 3,822 3,844
Facility/space 113 -38
Data processing ‘ 75 75
Communications -10 113
Travel =55 __ =58
Total $4,133 $4,124

Estimated
one-time costs
Permanent change of

station $ 678 S 638
Severance pavy 533 592
Training 653 441
Transportation of

equipment 30 23
Records conversion 56 73
Site preparation 86 445
Data processing 17 17
Communications 119 82

Total $2,173 52,311

AGENCY COMPUTATION OF
CIVILIAN SALARY SAVINGS

The Agency's calculation of civilian salary savings
illustrates many of the basic assumptions included in the
Agency's study and helps to explain how it computed other
savings and costs. The computation began with the civilian
nosition authorizations for the Atlanta, lew York, and Phii-
adelphia regions as of April 5. 1978. 3ince some of New
7ork's and Philadelphia's field activities were peing trans-
Zarred to the Southeast reqgion, the Acency allocated lew
York's and Philadelphia‘'s headquarters civilian positions
to the Southeast region, as follows:
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Ea

Total civilian

Civilian Percent positions
positions allocated allocated
authorized to the to the

for Southeast Southeast

headquarters region region
Atlanta 337 100 337
llew York 560 48 b/264
Philadelphia a/509 66 /337
938

———

a/Includes estimated 88 positions involved in administra-
tive/logistics support provided by the Defense Personnel
Suoport Center to the Philadelphia rsgion.

b/Minor differences due to the Agency rounding off in compu-
tation.

This allocation was derived from the assumption that
whan a region's field activities are transferrsd to a new
region, 2 porzion of the region's headguarters statl “f should
also be transferred. Apelving this assumption, the Agency
determined the percentage of each region's staff involved
with the Southeast region consolidation, as follows:

Atlanta Hew Yorx Philadelohia

1. Civilian personnel
assigned to field
activities 1,080 1.3

[N
o
[}
‘,__l
’._l
wn
o

(%)

. Civilian opw"onnel
of £i=ld activities
transferr=d to South-
2ast reglon 1.0990 666

~I
n
[Og)]

3. Percentage of field
activitlies trans-
ferred to Southeast
regicn (line 2 + 1) 100 43 56

¢
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Thus, the consclidation of the Southeast region included
sortions of the Philadelphia and New York regions and all of
the Atlanta region.

Unigque to the Southeast region consolidation is the
administrative support that the Defense Personnel Support
Center provides to the Philadelphia region. The Southeast
region consolidation, therefore, affects four Agency organiza-
tions. These organizations vary in authorized staff levels
and position costs.

Personnel regquirements
for the Southeast region

On the basis of estimates provided by directorates and
offices in Agency headquarters, an organizaticnzl staffing
plan was developed for the consolidated Southeast rsgion.
for purposes of the updated study, the Agency estimated that
740 positions would be needed if Atlanta was selected and 741
oositions if Philadelphia was selected. These raquirements
were applied to the allocatsd positions to establish the
estimated position savings, as follows:

Atlanta Shiladelphia

Civilian pesiticns allocated
to the Southeast region 938 338

Proposed statfing of
Southeast region 740 741

Total 198 187

Reductions for management
area office augmentation

4anagement area offices are colocated with the ragion
headquarters and receive support from the headauarters.
The Agency detarmined that as a side affect of the consoli-

dation, additional staffing would have to be provided to zhe
management area office remaining behind when the Atlanta

or Philadelvhia region headouarters were closed. Disestab-
lishing region headquarters would require additional staff-
ing so that the management area OoLfice could support itselZ.
The Agency estimated that
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--the management area office in Atlanta would
need 28 additional positions (which would reduce
the savings resulting from the Philadelphia
alternative) if the Atlanta headguarters was
closed and

--the management area office in Philadelphiz would
need 32 additional positions (which would reduce
the savings resulting from the Atlanta alternative)
if the Philadelphia headguarters was closed.

Agency's estimate

cf savings

The Agency determined gross savings for Atlanta and
Philadelphia by multiplying an average civilian position
rate of $22,794 by the estimated positions saved at =ach
location. The Agency determined net savings by deducting
estimated costs for augmentation of the apolicable manage-
ment area offices. For example:

--The $22,794 average civilian position rats was
derived from labor hours and opligation authority
data in the annual operating budgets for the
Atlanta, ilew York, and Philadelphia regions for
fiscal year 1379. The data for the thre2e regions
was combined to arrive at a combined average
civilian salary rate which was then factorad to
orovide for the Agency contributions for retirement
and health and life insurance, plus incidentzls.
(5ee app. 1I for this computation.)

--The 2stimated costs f£or augmentation of the manage-
nent area offices wers derived by computling an
average rate for each of the functional catagories
in the offices and multiplying those averags rates
by the number of support positicns to pe added
in each functional category.

The net civilian savings were then computaed as follows:
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Atlanta Philadelohia
Gross positions saved 198 197
Average civilian position
rate $ x22,794 $ x22,794
Gross civilian savings $4,513,212 $4,490,418
Management area office
augmentations —691,180 _—646,055

Total $3,822,032 $3,844,363

~1
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OUR AMALYSIS OF AGENCY ESTIMATES

OF RECURRING SAVINGS AND COSTS

We reviewed the Defense Logistics Agency's estimates of
recurring savings and costs for each of the proposed head-
quarters in the Southeast region. Below is a summary of the
Agency's data. In the sections that follow, we discuss
civilian salaries and facility and space savings. Savings
for the other costs were about the same for each location or,
where Agency changes were made, were about the same for each
alternative and therefore are not discussed.

The Agency's computation of civilian salary savings did
not consider certain factors that could substantially affect
the estimated savings for each alternative. The Agency has
revised its estimates of facility and space costs for Phil-
adelphia and Atlanta. While Philadelphia's costs have become
savings, savings will still be higher in Atlanta.

Estimated
recurring annual
savings/costs (=) Atlanta Philadelphia
————— (000 omitted)——=—=——
Civilizn salaries - 83,822 $3.,844
Facility/space 113 -38
Military salaries 138 138
Data processing 75 75
Communications ~-10 113
Travel =55 -58
Total S4,13 54,124

RECURRING CIVILIAN
SALARY SAVINGS

The updated Agency study estimated rescurring annual
savings of $3,822 million if Atlanta was selectsd as the
site for the Southeast region headguarters and racurring
annual savings of $3,344 million if Philadelphia was selected.
Thus, recurring annual civilian salary savings would be
$22,331 greater for Phriladelphia than for Atlanta. However,
the Agency's computation (1) did not consider the impact
of the support provided by the Support Center in determin-
ing the number of positions eliminated and (2) inconsis-
zently computed civilian salary savings. The Agency used

8
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one position rate to determine gross savings and several
position rates to determine the position cost for each
management area coffice augmentation.

Impact of Center suppork
on staffing requirements
of the Southeast region

A potentially significant factor affecting the recurring
annual civilian savings in the Philadelphia and Atlanta
alternatives is the support provided by the Defense Personnel
Support Center. This support is now being provided to the
Philacdelphia region and would be provided to the Southeast
region headquarters if located at the Support Center. Such

support and services include data processing, telecomnunica-
tions, civilian personnel, security, and other functions.

“he Philadelphia region is the only region colocated
with and receiving support and services from a larger acti-
vity. The arrangement between the two activities is con-
sistent with Agency regulations which require colocated
Agency activities to make maximum use of common staff func-
tions and services, particularly administrative and logis-
rics support services. The intent of the regulations is
to reduce costs by eliminating duplications ©f support ser-
vices.

Support Center and Philadelphia region officials claim
that being colocated with and being supported and serviced
by the Center provides economies-of-scale that would permit

the mission of the Southeast region to be performed with
fewer staff positions than would be rpqu1red if the region
headcuatrters was located in Atlanta. This possipility of
savings assumes that a large organization, such as the
Support Center, can absorb additional workload within 1its
existing organizational structure without needing as many
additional personnel. Furthermore, it assumes that the size
and workload of the Suppor:t Center has justified the
acquisition of faster, more efficient equipment that Dermits
work to be done with less statff.

Agency did not consider
possibility of position
savings from Center's support

The Agency study did not address the impact of the sup-
cort arrangement between the Suprort Center and the Philadel-
nhiz region on staffing reguirements. The Agency nade no
attempt to detzermine (1) wnether Zewer sositions werse racuil

Q‘
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by the Center to support the Philadelphia region than would
have been needed by the Philadelphia region if it were pro-
viding the same support for itself, (2) how many staff posi-
tions the Support Center would require to support the pro-
posed Southeast region, and (3) how that compared with the
number of staff positions the Atlanta region would need to
provide similar support.

The Agency's study assumed that the Center's current
support to the Philadelphia region was equivalent to 88 posi-
tions. The study also assumed that there would be no acono-
mies or savings resulting from that support if Philadelphia
would be the location of the Southeast region.

QO
I

The study assumed that the same nunber
would be required to perform the mission of the Southeast
region, regardless of whether the headquarters was located

in Atlanta or in Philadelphia.

positions

4

Attempts to measure
economies and savings
derived from Center support

Philadelphia region officials reviewed a position dis-
tribution report prepared by the Agency for planning purposes
and identified those functions that would be performed bv the
Suppor+t Center. The position distribution report, as
adjusted, shows that a total of 743 civilian positions are
needed for a Philadelphia-based Scutheast region. Philadel-
ohia region officials estimated that there are 584 positions
attributable to the headquarters. They believe they would
not nave to staff 159 of the positions because of the Center's
support. The functions and rzlated positions are shown delow.

193
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Functions Positions
Public atffairs 3
Equal Employment Office 4
Military personnel 1
Civilian personnel 54

Command support (tele-
communications,
administrative, etc.) 38

Systems and £financial
management (data proces-
sing, accounting, etc.) _59

Total 159
Support Center and

Philadelphia region
estimates of support

There has been a continuing dialog between Support
Center and Philadelphia reqgion officials and Agency officials
regarding the numper of positions now provided by the Center
to support the Philadelphia region. Center officials have
contended that the Agency has overestimated the support the
Center has been providing. Philadelphia region officials
nselieve that fewer staff positions will be needed if Phila-
delphia was seirected to become the Southeast region head-
guarters because of economies-of-scals inherent 1n the
support provided by the Center and because such savings
would make Philadelphia the less costly choice.

The Support Center and the Philadelphia region have
periodically negotiated HMemorandums of Understanding which
identified the nature of the support and services to Dbe
provided by the Center and the numoer of positions that
would be regquired for performance of the functions involved.
But there is no cost accounting system to show how manv
positions were apolied in support of the Philadelphia region.
"he numper of positions were derived from estimates and the
judgnents of personnel in the various organizational slements
in tne Support Centar that provided the supoort and/or v
vices.

11
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In a January 4, 1980, letter, the Director of the Support
Center's Office of Planning and ¥anagement informed Agency
neadgquarters that a review of the latest Memorandum of Under-
standing disclosed that prior estimates of the level-of-
support being provided by the Center were overstated.

Support Center officials determined that they were currently
applying the equivalent of 57 positions to support the Phila-
delphia region and that 54 more positions would be reguired
to accommodate the additional workload associated with the
Southeast region. Thus, the Center officials believed that
support and service of the Southeast region would require
a total of 11l positions.

In consideration of the previous determination that 159
positions would not be staffed because of the Center's sup-
port and the Center cofficials' determination, as adjustsd,
that a total of 111 positions would be required to service
the Southeast region, Philadelphia region officials believe
there is a potential savings of 48 positions. If the Agency's
average salary rate of $22,794 is used, these vositions would
be valued at $51.094 million. However, the Agency contends
that this does not consider other similar savings in Atlanta.

Agency's view of the
savings estimates

Agency officials did not consider the difference 1in 48
positions to be the result of econcmies—~of-scale. They
asked each of their directorates and offices in the Agency
headquarters to review data provided by the Center showing
how the estimates were developed. In general, the Agency
helieves that the same number of positions will be required
ro perform the mission of the Southeast region, whether
located in Atlanta or Philadelphia. They considered that
the Support Center's estimates of the level-of-supoort were
either understated or that the Philadelphia region's mission
performance was being adversely affected because insufficient
resources were obeing applied for support by the Center.
dowever, all nine regions, inclading Philadelphia, wer=a
recently said to be performing within acceptapls ranges.

The Agency also claimed that the Support Center and
Philadelphia region analysis dealt only with (1) the support
Zynctions that the Center was now providing and would provide
o the Southeast region and (2) 159 of the positions in the
position distribution report. Agency officials claimed that
an analysis of the other functions may raveal that those
cositions could possibly be stafiad with less personnel in
Atlanta. Thus, the total personnel rsguirement for the

f—
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Southeast region may be about the same for both alterna-
tives. Agency officials cited an estimate from Atlanta
claiming that only 695 positions would be needed to operate
the Atlanta region headquarters at the workload levels used
in the Agency study. This is about the same total estimated
for the region headguarters in Philadelphia, including
estimated support provided by the Support Center.

Conclusions

The Agency's comments on the possible savings from the
Center's support relate to the operation of a region re-
sponsible for providing for its own administrative support
and logistics services. The study did not consider that
the Philadelphia/Support Center relationship was a unique
situation which prevented direct comparison of Philadel-
ohia with other regions in terms of their staffing raquire-
ments. This approach did not address the contention that
there wers economies-of-scale that produced personnel savings
oecause of the support arrangement between the Philadelphia
region and Support Center.

However, if the Agency plans to consider possible posi-
tion savings in other functional areas, as claimed by the
Atlanta region, it should also consider the potential for
like savings for the Philadelphia alternative. During our
review, Philadelphia officials informed us that besides
the position savings caused by the Center's support, their
analysis of the proposed staffing of the Southeast region
had disclosed opportunities for position reductions in the
other functional areas.

While we cannot conclusively demonstrate that there
would be sawvings of a total of 48 positicns 1f the Southeast
region was located in Philadelphia, it seems likely that
there should be some position savings resulting from the
Support Center and Philadelphia region support arrangements.
Agency officials acknowledged that there could be some posi-
tion savings stemming £rom the Center's support but not as
many as 48 positions.

We are unable to be more specific about the extent of
any savings resulting from the Center's support primarily
because of the absence of any reliable and verifiable data.
The Support Center does not have a cost accounting system cr
any other formal system that shows how labor has been used
to support the Philadelphia region. We attempted to evaluate
estimates pased on the Jjudgment of individuals 1in the Supoort
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Center who are providing the support and those in the Phila-
delphia region who ares receiving the support, as well as
individuals in Agency headquarters who are responsible for
managing both of these activities.

Agency personnel have acknowledged that there are posi-
tion savings deriving from the Center's support, but they do
not accept the range of position savings indicated by the
Center and Philadelphia region. We believe that the Agency
should not have ignored the potential savings inherent in
the Center's estimates in considering the economics of the
alternatives. 1In our opinion, the potential savings of
$1 million, represented by the 48 positions, is significant
enough that the Agency should have tried to validate the
Center's estimates of current and projected levels-of-
support. Furthermore, anv consideration of additional
tion savings in other functional areas should havs been
thoroughly investigated and applied consistently to oot
alternatives.

posi-
h

AVERAGE CIVILIAHN
POSITION RATE

To compute civilian salary savings, the Agency used an
average position rate (determined by combining the labor
costs of the Atlanta, Wew York, and Philadelphia regions)
instead of using a separate rate for Atlanta and Philadelphia.
If the Agency had used a separate rate for each region, 1its
computation of salary savings for Philadelphia would have
been higher.

Agency computation
of position rate

To determine civilian savings for each consolidated
alternative, the Agencv used a position rate determined from
a simple average of the budgeted labor costs for the three
regions involved in the Southeast consolidation. The compu-
tation was made as follows:

14
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Direct hire Annual operating
staffvears budget for labor

(000 omitted)

Atlanta 1,370 $ 30,485
Philadelphia 1,519 31,593
New York 1,871 38,764

Total 4,760 $100,842

e ST TR

Computation of average civilian position rate:

$100,842 ¢ 4,760 a/$21,185

1}

$ 21,185 x 1.0736 b/$22,744

$ 22,744 + 350 (for office supplies) = 522,794

a/Includes adjustments of 10 percent for Agency contributions
to retirement fund, nealth insurance, and life insurance.

b/The salary rate was multiplied by a factor of 1.0736
to raflect the current percentage of Government
contributions as provided in Office of Management and
Budget Circular No. A-76, Transmittal ¥emoranda Yos.
2 and 3.

The Agency then used this to compute salary savings
as follows:

j—
Ui
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Atlanta Philadelphia
Gross vositions saved 193 197
Average civilian position rate S x 22,794 $ x 22,794
Gross civilian savings $4,513,212 $4,490,418
Management area office
augmentations (note a) -691,18¢0 -646,055
Total $3,822,032 $3,844,363

[ S PO

a/Management area office augmentations are explained on pp.
5 and 6. In arriving at the deductions for augmentations,
the Agency used different rates for Atlanta and Philadel-
phia.

An alternative procedure would have been to conpute a
position rate for each region. Applyving the same Agency
assumptions, the average civilian position rate may have been
computed as follows:
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Support Center

Atlanta New York Philadelphia (note a)
1. Labor costs (notes b $30,485 $38,764 $31,593 $22,667
and ¢)
2. Direct-hire staff=-
years 1,370 1,871 1,519 1,230
3. Average civilian
sa%ary rate (line
1 < line 2) 22,252 20,718 20,799 18,428
4. Adjustment to reflect
current percentade of
Government contribu-
tions (note 4d)
(line 3 x 1.0736) $23,890 $22,243 $22,330 $19,785
5. Adcd $50 for oifice
supplies 50 50 50 50
Tatal $23,94¢0 $22,293 $22,380 519,835

a/To reflect a more realistic average civilian position rate for the Center,
only the budget project code 900 was used because most of the Center's
direct support to the Philadelphia region is within this code.

b/Includes adjustments of 10 percent of Agency contributions fo retirement
fund, health insurance, and life insurance.

¢/ 000 omitted.

d/The salary rate was multiplied by a factor of 1.0736 to reflect
the current percentage of Government contributions as provided in Office
of Management and Budget Circular No. A-76, Transmittal Memoranda Nos. 2
and 3.
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Impact of separate rates

It is not apparent that either approach is superior.

The total staffyears and the total cost for each region con-
tains labor and costs attributable to each region's field
activities and are therefore distorted. For example, the
total Philadelphia staffyears of 1.51% contains over 1,000
staffyears applicable to field activities. Therefore, the
accuracy of any savings computed using the Philadelphia rate
would be affected. However, if the particular rates for each
region had been used instead of the overall average rate that
the Agency used, the salary savings in Philadelphia would
have been higher.

The Agency's salary rate would have been more accurate
if it had computed a position rate for each region, elimi-
nating the labor and costs associated with the field activ-
ities and using these figures to compute savings. The
Agency's costs and savings estimates would also be affected
by using a specific rate for the amount of current and
future support provided by the Support Center. 3ut, as
noted earlier, there is uncertainty about the extent of that
support.

RECURRING FACILITY
AlD SPACE SAVINGS

The three region headquarters being consolidated into
the Southeast region occupy space in different types of
facilities. Different bases are involved in the determina-
tion of their facility and space costs.

The Atlanta region headquarters is located in a
Government-owned, contractor-managed facility. Under an
agreement with the U.S. Air Force., the Atlanta region is
responsible for all operation and maintenance costs related
to the assigned space.

The New York region headquarters occupies GSA-leased
space and pavs a standard level user charge, which is supposed
o approximate the cost of comparable commercial space.

The Philadelphia region headguarters 1s a tenant on 2
facility operated and maintained by the Defense Personnel
Support Center. The Center absorbs facility costs in 1its
rols as host activity.

18
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In the Agency's computation of recurring annual facility
costs and savings: , :

--Current costs were developed from estimates of
space occupied rather than actual space occupied.

--Costs for public areas were inconsistently treated
in developing net=-square-foot costs for Atlanta
and Philadelphia.

--The Support Center's space costs were allocated
incorrectly in computing the Philadelphia's space
costs.

Agency corrections had the effect of increasing the
Agency's estimates of current and future facility and space
costs for both Atlanta and Philadelphia and increasing the
savings estimate for Philadelphia.

Estimate of space occupied used
instead of actual space occupied

The Agency computed current facilitvy costs based on an
estimate of space occupied at each headquarters and the
colocated management area office, rather than the sgace
actually occupied. This computation resulted in an under-
statement of the space occupied and the applicable cost

at both locations. The space differences are shown below.
Agency estimate of amount Actual amount
of space occupied of space occupiled
(sg. ft.) {sa. ft.}
Atlanta 56,375 95,682
Philadeliphia 78,625 85,031

Inconsistent treatment
of public areas

The Agency's treatment of public areas {alsles, passage-
ways, and similar space) in computing annual facllity costs
per net-square-foot was not consistently applied in computing
costs for Atlanta and Philadelphia. Costs for public areas
were included in Philadelphia's cost but were not included
in Atlanta's annual facility cost per net-square-foot.

This difference in tresatment of public areas resulted in
Atlanta's cost being understated dy $0.89 per net-square-
foot.

19
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The Agency originally computed Atlanta‘'s annual facility
cost per net-square-foot to be $4.31. However, adjusting
for the cost of public areas would increase this to $5.20
per net-square-foot.

Allocation of Support
Center space costs

Because the Philadelphia headquarters occuples space
provided by the Support Center, the Agency had tc use the
Center's facility cost data to compute an annual facility
cost for Philadelphia. This data was derived from the Cen-
ter's annual operation and maintenance costs and was computed
as a cost per square foot based on engineering estimates,
assumptions, and judgments.

However, the data the Agency used contained mathematical
errors and omissions. After we pointed out the errors and
omissions, the Agency corrected them and changed its method-
ology for computing some of these costs. The result was an
increase from $5.96 to $6.19 per square foot of the annual
facility cost for the Philadelphia region.

SUMMARY
Applying the above corractions and adjustments, we com-

puted the current facility costs to be allocated to the
Southeast region as follows:
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Atlanta:
95,682 sqg. ft. x $5.20 sg. ft. x 100% a/ S 497,540

New York:

127,927 sg. £t. x $8.82 sg. ft. x 48% a/ 541,572
Philadelphia:

85,031 sq. ft. x $6.19 b/ sq. ft. x 66% a/ 347,386
Annual facility cost for Center support c/29,109

Total $1,415,613

a/This is the proportion of the activity's cost that has been
consistently allocated to the Souheast region. It is based
on the proportion of field persconnel being transferred to
the Southeast region.

b/The Agency used $5.96 per square foot. We noted a mathe-
matical error. Adjusting for this error, the corrected
rate is $6.1°¢%.

¢/This is an estimate of the cost of the space occupied by
the Support Center personnel who are currently providing
support to the Philadelphia region.

We computed the following recurring facility costs and
savings for the alternative sites of the Southeast region
using the Agency's methcdology:
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Region and management area
office positions

Utilization rate per
position (sqg. ft.)

Total (sg. f£t.)

Annual facility cost per
sguare foot

Annual facility cost

Plus: losing management area

office facility costs

Positions in Philadelphia
management area cffice

Positicns in Atlanta
management area office

Utilization rate per
position (sa. f£t.)

Space occupied by management
area office (sq. Lt.)

Annual facility cost per
square foot

Losing management area office's
annual facility costs

Projected recurring annual
facility costs

Current facility costs
allocated to the Southeast
region

Less: Imputed facility costs

for the Southeast resgion

Projected recurring facility
savings

Atlanta

818

x 125

102,250

S %x5.2

s 531,700

$1,415.613

(o)

-704,24

S 711,367

APPENDIX II

Philadelphia

912

x 125

114,000
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The following table shows the net effect on revisions
resulting from the issues discussed above.

Recurring facility savings/costs (-)

Alternative Agency study Revised
Atlanta $113,268 $711,367
Philadelphia -37,508 628,053

Total $150,776 $ 83,314
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OUR ANALYSIS OF AGENCY COMPUTATION

QF ONE-TIME COSTS

The Agency's estimates of one-time costs are shown below.
Site preparation and training costs are discussed in the
sections that follow. Site preparation costs are substan-
tially higher for Philadelphia. Additional costs of over
S1.5 million have not been included, so a revised Agency
estimate for Philadelphia would be even higher. Training
costs are affected by the number of new hires that would Dbe
needed. In Philadelphia, the number of new hires could be
affected by the amount of support the Support Center provides.
AS indicated earlier, Center and Philadelphia region offi-
cials claim that the Center can provide support with fewer
versonnel.

Other one-time costs were about equal and remained un-
changed, or the Agency made changes that were about tas
same for Atlanta and Philadelphia.

Estimated
one-time costs Atlanta Philadelnhia
————— (000 omitted)———==-
Site preparation S 86 S 445
Training 653 441
Permanent change of
station 679 538
Severance pay 533 592
Transportation of
agquipment 3¢ 23
Records conversion 56 7
Data processing 17 17
Communications 119 52
Total $2,173 $2,311

SITE PREPARATICN COSTS

The Agency's updated study estimated one-time site
preparation costs for each of the alternatives as follows:
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Atlanta Philadelphia
Rehapbilitation of existing space $ 2,000 $259,593
Preparation of additional space 83,870 135,100
Facility modification - 50,000

Total $85,870 $444,693

Atlanta

We found the Atlanta facility in excellent condition
nd requiring little, if any, rehabilitation. The Agency
estimate of $2,000 appears reasonable.

fu

The Agency estimated that Atlanta needed 16,160 square
feet of additional space to accommodate the new region head-
guarters. The cost to prepare this additional space was
estimated at S$5.19 a square foot, or a total of $83,870.
However, the supporting documentation for this cost showed
that
--a total of 17,783 swuare feet of additional

space was caygulr

-—the $5.19 cost per square foot included costs £o
install raised flooring to accommodate additional
telecommunications eguipment, which is no longer
required.

If the cost to install the raised flooring is eliminated
and the same data shown in the supporting documentation as
the cost to prepare 17,783 square feet of additional space
needed is used, the costs to prepare the additional space
will o2 S75,2_.2.

Philacdelphiz

The Defense Logistics Agency estimated that the area
where the Philadelphia region headquarters and management
aresa office are located does not provide sufficient space to
accommodate the number of positions that will be required by
the Southeast region headquarters and the management ar=a
office. Therefore, to provide the additional space, tne
Agency estimated that the following exoenditures would have
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to be incurred: (1) $259,593 to reconfigure the existing space
and (2) $135,100 to convert an area that had been used as a med-
ical laboratory into office space.

Agency officials said that reconfiguration of the exist-
ing space was necessary because (1) this area currently has
numerous small offices and (2) reconfiguration would permit
better use of the space. The work would include removing
2,360 linear feet of permanent walls, changing light switches
and electrical wiring, repairing and replacing flcor and
ceiling tile, and painting the walls and ceiling.

As a result of the reconfiguration and conversion, a
total of 100,531 square feet of net usable space would be
available. Agency officials said that this amount of space
would be sufficient to accommodate the staffing reguirements
of a colocated Southeast region and management area office.

Space requirement

On the basis of Agency assumptions of (1) a space utili-
zation rate of 125 square feet per person and (2) a staffing
requirement of 912 positions for the combined Southeast region
and the management area office, it appears that 114,000 sqguare
feet of net usable space will be reguired, as shown below:
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Total positions required 770
for Southeast region

Less: Positions to be
located off-site 37

Positions allocated
to the Atlanta
management area

office 12 - 49
Southeast region positions
to locate in Philadelphia 721
Plus: Philadelphia management
area office staff + 191

Southeast region and management
area office staff requirement 912

Space regquirement per position
(sg. £t.) x 125

Total space required (sqg. ft.) 114,000

Possibilicy of
space deficiency

With a reguirement for 114,000 square feet of space and
the availability of about 101,000 square feet, 1f the recon-
figuration and conversion expenditures are made, 1t appears
that a deficiency of over 13,000 square feet would exist.
The Agency planned to cvercome this oy placing 108 of the
912 positions into other parts of the Suppcrt Center instal-
lation.

Philadelphia region officials estimate that 159 posi-
tions will not be staffed by the new region because the func-
tions will be performed by the Support Center as a continu-
ation of the support the Center is providing to Philadelpnia.
However, Support Center ancé Philadelphia region officials
believe the Center may be able to support the Southeast
region with significantly less than the required 159 posi-
tions. Depending on the total positions that are needed to
operate and supoort the new region headquarters, space
requirements may be reduced to the point where the available
space would be adequate.
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Other available space
not considered

Another possible way of overcoming the space deficiency
relates to other organizational shifts within the Support
Center that could create a net usable area of 11,520 sguare
feet. This space is adjacent to the area where the Philadel-
phia region is now located and, until January 1980, was occu-
pled by the Center's Office of Planning and Management. The
cost to prepare this space has not been determined and thus
has not been included in the Agency study. If this space
could meet the needs of the new region, the medical

According to Support Center officials, the medical lab-
oratory space should never have been considered as available
because it was to be converted for use by another Center
organization. On the basis of this information, Center offi-
clals believe that the cost to prepare the medical laboratory
should not have been included as a cost to provide space for
the Southeast region, although the cost to prepare the Office
of Planning and Management space would then have to be
included.

In any event, not all of the Office of Planning and
Management space would be available. Agency officials said
that a certain portion ¢f the space would be required to
accommodate an independent expansion of the Center's Office
of the Comptroller. Although the Comptroller's exact space
requirement 1is not yet known, it appears that the Office of
Planning and Management svace might still be sufficient for
the Comptroller and the new region personnel. This would
depend on how many total perscnnel the region would require
and where they would be located.

Requirement for a
military construction

project

In July 1978 the Support Center requested $51.4 million
to convert 39,000 gross square feet of existing warehouse
space into administrative offices. The purpose of this proj-
ect was to provide administrative space to enable relocaticn
of 260 employees of the Center and tenant activities who were
currently occupying an overcrowded, energy deficient World
War I building. Without extensive maintenance and repalr
measures, the useful life of the building would explre 1in
1997.
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In September 1979 the Support Center estimated that
this project would cost $1.54 million. However, in the proj-
ect justification, the Center indicated that the project
would not be required if the Philadelphia region relocated.

On March 10, 1980, the Agency agreed with the Center
that the medical laboratory was not available for use by the
staff of the Southeast region. As a result, the Agency and
the Support Center concluded that the military construction
project would be required if Philadelphia was selected as
the site for the Southeast region. However, this cost was
not included in the Agency's cost estimate for locating the
headquarters in Philadelphia.

Facility modification

The Agency study included an estimate of $50,000 for
one-time costs attributable to the Philadelphia region for
facility changes required to accommodate the increased auto-
mated data processing eguipment requirements of a Southeast
region headquarters in Philadelphia. The study's estimate
included the installation of an air-conditioning unit and
electrical modifications to provide for an uninterruptable
oower supply.

Support Center officials said that the changes are
required for their operations and that the costs would be
incurred regardless of whether Philadelphia was selected as
the site for a Southeast region.

SUMMARY
By reflecting these changes in the Agency's original
estimates, we estimated the revised site preparation costs

as follows:

Atlanta Philadelphia

Rehabilitation of existing space s 2,000 $ 259,593
Preparation of additional space 76,712 -
Facility modification - -
Military construction Drofect - 1,540,000

Total 3T, Ll $1,799,593
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The following table shows the net effect of the revision
resulting from the issues discussed above.

One~time site
preparation costs

Agency study Revised
Philadelphia $444,693 $1,799,593
Atlanta 85,870 78,612
J 1

Total $358,823 $1, 75

Training costs

The Agency's updated study estimated one-time training
costs for civilian new hires at $653,510 for Atlanta and
$441,005 for Philadelphia. These costs were derived by (1)
determining the number of positions that would have to be
filled at each location, (2) subtracting the number of
employees presently at that location and those expected to
transfer to the location, and (3) multiplying the resulting
guantity (the new hires) by an estimated individual training
cost.

However, the Agency's calculation of one-time training
costs included military positions in the determination of
the requirement for civilian new hires and used 1979 staffing
data for the Atlanta and Philadelphia regions and fiscal
vear 1978 data for the New York region. )

The Agency computation assumed that 66 positions were
being provided by the Center for support of the Philadelphlia
region. However, as we noted earlier, the Center estimates
its current level of support to be less than 66 positions.
Also, tne Center estimates that future support can be provi-
ded with less personnel than the Agency estimates. The
Agency computation did not consider that fewer personnel
might te needed by the Center if there were economies-of-
scale resulting from the support relationship between the
Support Center and the Philadelphia regicn. A diZferent
estimate of the Center's support would affect the number of
new hires computed in the Agency's study and calculation of
one-time costs for training.
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