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Contractmg For Computer Teleprocessmg

fServnces Can Be Improved

In fiscal 1982, Federal agencies spent between $154 and
$164 million to purchase commercial teleprocessing serv-
ices. Many agencies found that their costs for services
were substantially higher than estimated.

In this study of 28 procurements of teleprocessing serv-
ices, GAO found that cost overruns were prevalent among
those contracts for which a cost analysis could be made.
The principal causes of cost overruns for competitive
contracts were inaccurate workload estimates and an
unbalanced price structure; that is, low cost for a specific
volume of work and high cost for work beyond that. The
study also points out that costs for teleprocessing services
could be reduced if the existing sole source contracts were
replaced by competitive procurements. GAO found that
management could do more to control high costs by
charging the end users according to the services they
receive and by acting promptly to replace contracts that
have costs over estimates.

GAO recommends that all agencies maintain ongoing
workload statistics to improve the accuracy of their con-
tract estimates and obtain consultation from GSA to avoid
unbalanced pricing. GAO also recommends a refinement
of GSA’s regulations to require early management report-
ing when costs exceed contract estimates
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Request for copies of GAO reports should be
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U.S. General Accounting Office
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Services Facility

P.O. Box 6015

Gaithersburg, Md. 20760

Telephone {202) 275-6241

The first five copies of individual reports are
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

ACCOUNTING AND FINANCIAL,
MANAGEMENT DIVISION

B-206386

The Honorable Jack Brooks

Chairman, Committee on
Government Operations

House of Representatives

Dear Mr. Chairman:

In a January 7, 1982, letter you asked that we investigate
cost overruns in the Government's procurement of teleprocessing
services, That review was to be in two parts. First, you asked us
to review two specific contracts with the Army and Navy where the
Government was being billed for costs in excess of evaluated sys-
tem life costs. Our report on those contracts was sent to you on
March 24, 1982. (GAO/AFMD-82-51) Also, on September 30, 1982, we
sent you a report bringing to your attention an Air Force teleproc-
essing services contract that we recommended be terminated. (GAO/
AFMD-82-112)

The second part of your January 7, 1982, request was that we
determine if the problem of cost overruns exists Government-wide
and, if so, what actions can be taken to remedy the situation. We
reviewed 28 of the larger teleprocessing services contracts repre-
senting a broad range of agencies, vendors, and contract types.
This letter summarizes our findings and conclusions. A discussion
of our scope and methodology as well as a more detailed discussion
of the technical issues is in appendixes II through VII,

TELEPROCESSING COST OVERRUNS

Cost overruns--that is, costs that exceed the contract award
amount--are a common occurrence in teleprocessing services contracts.
In our sample of 28 contracts--20 competitive and 8 sole source--we
found cost overruns for 11 of the 17 competitive contracts where
data were available to make the cost analysis. Although those 11
contracts were awarded for a total of $36.1 million, we project,
based on current invoices, that the actual cost to the Government
will be over $165.8 million, Cost overruns were not measurable in
the eight sole source contracts in this sample. However, sole
source contracts are generally not as cost effective as competitive
. contracts. According to Public lLaw 96-83, it is Government policy
- that better solutions and lower cost can generally be obtained
| through full and open competition, .

The table in appendix VII details the contracts we reviewed.
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Costs for competitive contracts
are difficult to evaluate

We found that agencies underestimate costs for teleprocessing
services for two reasons: unrepresentative benchmark tests and
unbalanced pricing. Most agencies use benchmark tests to evaluate
competing vendors and to determine the contract award amount, but
they have difficulty in constructing tests that accurately repre-
sent the volume and types of work performed, Further, vendors
sometimes offer an unbalanced price structure; that is, low cost
for a specific volume of work and high cost for work beyond that.
Unbalanced prices can be difficult to detect because the agency us-
ually evaluates only the low cost option that is designed to encom-
pass the benchmark test, The combination of these--an inaccurate
workload estimate and unbalanced pricing--constitutes an unbalanced
proposal and has resulted in the highest cost overruns. (See app.
I11.)

We examined seven contracts where agencies had not accurately
represented their actual volume or types of processing in their

benchmarks and all seven had costs ranging from 123 to 388 percent
over evaluated amounts In three other contracts where unbalanced
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pricing alone was present, two agencies remained within cost pro-

.Jankinna and one contract was terminated before nrndnnf1nn hpnan-
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However, when the proposal was unbalanced, as it was in five other
contracts, significant cost overruns occurred. Although one con-
tract had no current cost data, the other four had cost overruns of
615 to 13,468 percent. (See app. VII.)

In 1982 GSA incorporated pricing clauses as part of its stand-
ard contract provisions. The purpose of these clauses is to assure
that costs do not increase disproportionately to volume. Although
the pric1ng clauses should help reduce the incidence of unbalanced
pr1c1ng, agencies will still need assistance from GSA in interpret-
ing vendor cost proposals. (See app. III.)

Competitive replacement of sole source contracts
could reduce costs

In most instances, agencies renegotiate sole source contracts
annually. They are usually able to predict future costs based on
past experience with the same vendor, and thus seldom show cost
overruns, However, we believe that sole source contracts are less
cost effective than competitive contracts and should be replaced in
all possible cases. Advance planning, which is necessary for all
competitive contracts, is particularly important for sole source
replacement. In some of the contracts we reviewed, agencies had
continued in sole source contracts because they had made no plans
to convert their computer programs. In other cases, agencies had
continued in sole source contracts because of changes in management
plans to bring the service in house. To assure competition, man-
agement should make long range plans and be committed to their ful-
fillment. (See app. IV.)
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Management could do more to control costs

The responsibility for controlling costs and taking appropri-
ate action when cost overruns occur lies with agency management.
In over half of the contracts we reviewed, management has not con-
trolled cost by establishing procedures to account for and allocate
all costs of data processing to the end users according to the
service received. These principles were set forth both by us and
the Office of Management and Budget.1

Management also tends to renew contracts through the system
life and beyond, even when costs are significantly higher than
original evaluations. 1In only two instances did management decide
to reprocure a service it determined was too costly. Admittedly,
there is no fast and easy way for management to replace a service.
The procurement process could be shortened, however, if management
anticipated the need for action by maintaining current requirement
specifications and the workload estimates and program packages
needed for a benchmark test. (See app. V.)

GSA provides assistance to evaluate and control costs

The General Services Administration (GSA) is responsible for
seeing that data processing procurement is done economically and ef-
ficiently. As part of this responsibility, GSA administers the Tele-
processing Services Program and provides agencies with methodology
and assistance to evaluate costs. Recently, GSA issued a regulation
to help agencies focus attention on teleprocessing services costs,

Federal Procurement Regulation 1-4,1203(f), issued in May 1982,
requires agencies to justify and report to GSA all cost overruns of
25 percent or more over the system life cost. Such a requirement
should necessarily make agency management aware of the increase as
well, We believe, however, that management would be aware even
sooner if the required reportable increase were 25 percent over
option year amounts.,

GSA uses the Automatic Data Processing Revolving Fund to sup-
port the assistance it provides to all teleprocessing services
users., However, only part of the users currently reimburse the
fund. If all users paid a small percentage of their monthly in-
voices into the fund, GSA could then support the staff necessary to
monitor compliance with the procurement regulation as well as pro-
vide additional guidance on preparing more accurate benchmarks and
dealing with unbalanced price proposals., (See app. VI.)

CONCLUSIONS

The problem of cost overruns for teleprocessing services is
widespread among the competitive contracts we reviewed, but has

1GAO Accounting Pamphlet Number 4 and OMB Circular A-121.

-3 -
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readily achievable solutions. The frequency of cost overruns could
be reduced if agencies estimated costs more accurately at the time
of contract award and if management more often took prompt correc-
tive action when cost overruns occurred. To evaluate contract
costs, agencies need an accurate measurement of their workload and
a representzXtive mix of computer programs for the benchmark test.-
Agencies also need expert advice from GSA to help them detect pro-
posals containing unbalanced pricing which result in unexpectedly
high costs. Management should continually monitor contract costs
and be prepared to consider replacing the service whenever costs
are excessive. Overall costs could be better controlled if all
data processing costs were allocated to the end users according to
the services they receive.

We could not measure the cost effectiveness of the sole source
contracts in this sample because each was negotiated with a single
vendor. We believe, however, that the costs of sole source con-
tracts could be reduced if free and open competition were obtained
in all appropriate cases,

RECOMMENDATIONS

To improve contracting for teleprocessing services, we recom—

.mend that agency heads

--improve benchmark tests by maintaining monthly usage statis-
tics for ongoing contracts in order to build a foundation
for accurate workload estimates;

--seek consultation with GSA during cost evaluation to avoid
unbalanced pricing;

--take appropriate and timely action when cost overruns occur
and evaluate cost versus marketplace at each option point to

comply with FPR 1-4.1206;

--adopt cost accounting and chargeback according to OMB Circu-
lar A-12]1 to ensure that costs for services are passed on to

the users; and

--seek to replace sole source contracts through competitive
procurement in all appropriate cases,

To assist management in monitoring cost overruns in teleproc-
essing services contracts, we recommend that the Administrator of
General Services change FPR 1-4.1203 (f) to read as follows:

"Increased requirements beyond 25 percent of those speci-
fied in the base year or each option year individually in the
contract shall be deemed outside the scope of this paragraph
and shall require a new APR submission."
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We did not obtain agency comments on this report. Unless you
release its contents earlier, we plan no further distribution of
the report until 30 days from its date. At that time we will send
copies to the Administrator of General Services and to the heads of
agencies whose contracts were discussed in the report and will make
copies available to other interested parties, -

Sincerely yours,

b 8 Gt

Acting Director
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The Honorable Charles A. Bowsher
Comptroller General

General Accounting Office

441 G Street, N.W.

Washington, D.C. 20548

Dear General:

I have recently been made aware of two ADP telecommunications procure-
ments that have resulted in the government being billed anywhere from 30 to
over 100 times as much as the winning vendor's evaluated system 1ife costs.

In one case, the Navy for its Project PRIDE awarded a contract where the
evaluated costs were about $12,000 per month whereas the first month's bill

was $350,000. In the other case, the bill expected by the Army for its Project
Request and Retain was $10,000 per month but the actual first month's bill

was $1.3 million. These contracts not only represent a waste of the taxpayers'
money, but also show DOD's continued inability to efficiently manage its ADP
resources.

I request that GAO undertake an immediate investigation to determine (1)
what conditions led to the award of these two specific contracts, including
the officials responsible for these procurements, and (2) whether these con-
tracts should be immediately recompeted. While this review should be completed
within 30 days, I request that GAO initiate a longer term review to determine
if a similar pattern of abuse exists in the award of teleprocessing contracts
in other agencies and what actions can be taken to remedy this situation on
a government-wide basis. Since Dr. Carl Palmer of the Accounting and Financial
Management Division is already familiar with these contracts, I request that
Dr. Carl Palmer be assigned this review.

j{'ncer‘e] M\/

ACK BROOKS
Chairman

With best wishes, I am
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BACKGROUND, OBJECTIVES, SCOPE, AND METHODOLOGY

Teleprocessing services, which are remote computer facilities
and their communication networks, are used to support a wide range
of Federal programs including forest fire reporting, military re-
cruiting, student loans, and foreign military sales. Usually an
agency purchases teleprocessing services because (1) its needs are
not substantial enough to justify the purchase of a new or larger
computer system, (2) the agency lacks the necessary in-house exper-
tise to operate a data processing system, or (3) the agency needs a
large communications network. The latest figures available from
GSA indicate that, in fiscal 1982, Federal agencies spent between
$154 and $164 million to purchase commercial teleprocessing serv-
ices.

TELEPROCESSING SERVICES IN
THE FEDERAL GOVERNMENT

The Brooks Act (Public Law 89-306), enacted in October 1965,
provides for the economic and efficient purchase, lease, mainte-
nance, operation, and use of data processing equipment. Under the
act, the General Services Administration (GSA) is responsible for
developing, implementing, and monitoring Government-wide policy for
the acquisition, use, and management of data processing resources.
The Department of Commerce, primarily through the National Bureau
of Standards (NBS), is responsible for providing scientific and
technological advisory services and for developing Federal Informa-
tion Processing Standards. The Office of Management and Budget
(OMB) is responsible for fiscal and policy control, and each Fed-
eral agency is responsible for managing its own data processing re-
sources and costs.

To meet the need for procuring teleprocessing services econo-
mically and efficiently, GSA entered into an agreement with Compu-
ter Sciences Corporation in 1972. Computer Sciences provided a
nationwide network service known as the National Teleprocessing
Service, which was supposed to be the primary commercial service

murm 2 b ol T o -~ PO I
available to Federal agencies.

In 1976, GSA initiated the Teleprocessing Services Program,
which opened the field to all vendors. This program enables the
Government to have the benefits of competition and a broader range
of services than under the earlier agreement with only one vendor.
GSA manages the program centrally and all agencies who use commer-
cial teleprocessing services must use the program. Users have a
choice of two methods of competitive procurement: the multiple
award schedule and the basic agreement. Users who need services
not covered under the program must obtain an exception from GSA.

v

Multiple award schedule

The multiple award schedule provides for indefinite quantity
contracts with fixed unit prices and Government-wide volume dis-
counts Under the schedule, GSA negotiates annual contracts with
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vendors who guarantee that the prices given the Government are
lower than any prices they have given commercial clients. A Gov-
ernment agency can then conduct a simple cost/performance competi-
tion to select a vendor from the multiple award schedule and place
a delivery or purchase order to obtain teleprocessing services. In
fiscal 1982, 50 vendors participated in the schedule, and GSA han-
dled about 2,000 accounts for the participating agencies.

GSA receives one monthly bill from each contractor for all the
multiple award schedule services the contractor provided Federal
agencies. GSA uses the Automatic Data Processing (ADP) Revolving
Fund to pay these bills which, in fiscal 1982, totaled about
$84,075,000. The single billing system enables GSA to obtain vol-
ume and prompt payment discounts. However, the system is currently
experiencing problems with financial management, program controls
and verification of invoices.l

Some agencies are also dissatisfied with the single billing
system because it can take as long as 10 months to receive copies
of monthly invoices from GSA. The lengthy time lapse makes it dif-
ficult for agencies to verify usage and obtain credit for incorrect
billing. 1In addition, if agencies do not receive bills promptly,
they cannot identify and correct problems; for example, excessive
on-line processing that could be partially shifted to a less expen-
sive batch mode. The lag time also creates problems for GSA be-
cause late reimbursement by the user agencies puts the Fund in a
reduced cash position. GSA is aware of the problems connected with
single billing and is working to correct them.

Basic agreement

The basic agreement is a written understanding between GSA and
teleprocessing services vendors that is used as a framework for
competitive procurement. It contains standard provisions on such
areas as conversion, dedicated systems (that are not covered under
the multiple award schedule), benchmarking, and pricing clauses.
These provisions are incorporated in each basic agreement contract.
An agency must comply with the provisions of FPR 1-3.8 and with all
other applicable regulations when conducting a procurement under
the Teleprocessing Services Program. In the fiscal 1982 program,
there were about 65 active basic agreement contracts and 96 parti-
cipating vendors.

Unlike the multiple award schedule, prices are not agreed upon
with GSA but are negotiated between the procuring agency and the
interested vendors. Another difference is that each agency re-
ceives and pays its own invoices. The only method GSA has at

lsee "Improvements Needed in Financial Management of GSA's Telepro-
cessing Services Program” (GAO/AFMD-83-8) for a discussion of
these problems.
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present of tracking the amount of dollars spent under the basic
agreement is through voluntary reports from the vendors. Based on
the incomplete information received, GSA estimates that fiscal
1982 expenditures under the basic agreement were between $70 and
$80 million.

Exceptions to the Teleprocessing
Services Program

In addition to the usual teleprocessing services, some agen-
cies also need support for programming, data entry, and production,
none of which are covered by the Teleprocessing Services Program.
Agencies must request an exception from GSA to procure such a pack-
age service. GSA wishes to hold these exceptions to a minimum.

How does an agency choose between
multiple award schedule and basic agreement?

There are no set rules for choosing between the two procure-
ment methods, but GSA officials offer the following advice in the
October 1981 Teleprocessing Services Program Handbook (issued in
January 1983).

Since the multiple award schedule offers set prices for avail-
able services, the procurement process is easier and gquicker than
with the basic agreement. If time is critical, the schedule is
also a faster way to acquire teleprocessing services. GSA advises
that the schedule should also be used in the following situations:

--When the proposed system is short (less than 5 years).

--When the system is new and/or the workload is not well-
defined.

--When the procurement staff lacks the necessary expertise to
conduct a procurement.

--When the probability of being able to negotiate a lower
price is slight.

--When the system required is too small to warrant a full-
scale procurement.

GSA advises that the basic agreement should be used under the
following conditions:

--When all of the data processing services needed cannot be
met through the multiple award schedule (which covers limi-
ted technical service areas).

--When the workload is clearly defined and not subject to wide
variances.
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--When the opportunity exists to negotiate for a lower price
than is available under the multiple award schedule.

While the basic agreement does not guarantee lower costs, many
agencies feel they can obtain lower prices through the negotiations
involved in the basic agreement procurement process, based on the
volume and nature of services required,

OBJECTIVES, SCOPE, AND METHODOLOGY

The objectives of our review were to determine

--the prevalence of teleprocessing services contracts that ex-
perience cost overruns,

--the causes of cost overruns in these contracts, and
--what action can be taken to remedy the situation,

This review was performed in accordance with generally ac-
cepted government auditing standards. We did not obtain agency
comments on our conclusions and recommendations. The data pre-
sented in this report were obtained for contracts current in 1982.
We reviewed pertinent GSA regulations, NBS guidelines, and other
publications, and we contacted 11 teleprocessing services vendors
and all Government departments to obtain information which would
define the universe of current contracts, We then selected 28 of
the larger contracts that represented a broad range of types of
contracts, Federal agencies, and teleprocessing services vendors.
After selecting these contracts we became aware that 20 had been
awarded competitively and 8 sole source. The contracts involved
10 civil agencies, 6 defense agencies, and 14 teleprocessing serv-
ices vendors. Because of the limited size of our sample, the sta-
tistics of this report should not be extrapolated to the entire
Government. (See app. VII.)

We obtained copies of GSA's delegation of procurement author-
ity, the cost proposal, and the vendor evaluation for each of the
28 contracts, as well as other related documents and correspond-
ence, In addition, we interviewed the agency officials, data proc-
essing management, and contracting personnel concerned to obtain
their views on the Teleprocessing Services Program. We also inter-
viewed officials of GSA, NBS, and seven teleprocessing vendors and
met with an industry trade association to obtain its views on pric-
ing regulations,

We reviewed relevant Comptroller General decisions regarding
protests that pertained to the subject contracts as well as our
previously published reports on topics related to teleprocessing
services,
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COST OVERRUNS FOR TELEPROCESSING SERVICES

AFFECT MANY AGENCIES

Cost overruns--that is, costs that exceed the contract award
amount--are a common occurrence in teleprocessing services con-
tracts. Of the 20 competitive contracts we reviewed, we obtained
invoices and were able to make cost comparisons for 17 of them. Of
those, 11 are incurring costs in excess of the award amount, The
two princifal causes of cost overruns are unrepresentative bench-
mark testsl and unbalanced pricing. When these two factors are
combined, the proposal itself is unbalanced and there is no assur-
ance that the price obtained represented the lowest cost to the
Government,

UNREPRESENTATIVE BENCHMARKS RESULT IN COST OVERRUNS

All but 1 of the 20 competitive procurements we reviewed used
benchmark tests to project the costs of processing and determine
the award amounts. First, the agency runs a benchmark test which
is constructed to represent the types of work the agency expects to
perform and to determine specific costs for specific tasks. The
evaluation team then combines these results with workload estimates
to project costs for the system life of the contract.

As discussed in our October 1982 report on benchmarking,? a
benchmark test is the best way to estimate teleprocessing services
cost because of the vendors' complex, and sometimes undisclosed,
billing algorithms. However, the procedure presents many oppor-
tunities for an agency to err, For example, if the agency omits
batch processing from its benchmark test, it has no yardstick by
which to measure the cost for this portion of its work. Similarly,
if the agency fails to evaluate accurately the volume of its work-
load over the system life, or if the agency fails to have an accu-
rate mix of the types of application programs and resource require-
ments, the projected costs will be inaccurate. 1In cases where both
benchmark test programs and workload estimates are not representa-
tive, high cost overruns can result. GSA guidelines recommend that
the agency simplify these benchmark tests to the maximum extent
practicable so that the cost to vendors is reduced and competition
is encouraged.

Workload estimates inaccurate

In 10 of the 11 contracts we found with cost overruns, inaccu-
rate workload estimates were either a primary or contributing

1A benchmark test is used to evaluate the performance of hardware
or software or both,

2"Benchmarking: Costly and Difficult but Often Necessary When Buy-
ing Computer Equipment or Services" (GAO/AFMD-83-5, Oct. 22,
1982).,
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cause. The National Defense University procurement illustrates the
consequences of underestimating and omitting portions of the agency
workload. The University wanted to replace the teleprocessing
services that supported student processing. When it ran the bench-
mark test, however, the University did not project the increased
use later made of the system and omitted an energy model from the
test. The winning vendor offered to process at no cost a quantity
of work equal to the University's estimated volume, with commer-
cial, nondiscounted prices for work over that volume. The Univer-
sity awarded a 5-year contract for $10,001, an amount which in-
cluded its estimate for running the energy model. Six months
after the award, the head of the University's Decisions Systems Di
rectorate, allowing for a l0-percent increase in workload, esti-
mated their system life costs at $165,721. However, invoices show
that the University is currently paying over $269,000 per year be-
cause of the volume of processing it omitted from the workload es-
timates. We project the system life cost at about $1.3 million.

Benchmark programs not representative

The experience of the Army illustrates how an unrepresentative
benchmark can affect contract cost, The Army needed to procure
teleprocessing services to support its recruiting systems., The
same contractor who developed the system developed synthetic pro-
grams for the benchmark test. (Both the contractor and agency of-
ficials later said the benchmark did not represent the actual work
that the Army performed.) Although the benchmark test was not the
only cause of the inordinately large cost overrun the agency is ex-
periencing, it contributed substantially to it. 1In 1 year alone,
from June 1981 to May 1982, the Army paid $18,830,185 for teleproc-
essing services that it had estimated would cost $8,493,934 for the
entire 5-year system life of the contract. (See GAO/AFMD-82-51,
Mar. 24, 1982,)

UNBALANCED PRICING CAN LEAD TO HIGH COSTS

Pricing is unbalanced when it is low in cost for some work and
disproportionately higher in cost for additional work., As we saw
in two of the contracts we reviewed, this can be to the Govern-
ment's advantage when requirement estimates are accurate. However,
when the benchmark programs are not representative or when the
workload estimates are inaccurate, unbalanced pricing can result in
disproportionately high costs to the Government. We reviewed four
contracts where this combination of problems, which constitutes an
unbalanced proposal, caused cost overruns of 615 to 13,468 percent.

How vendors can manipulate cost proposals

Agencies are at a disadvantage in procuring teleprocessing
services because the process occurs infrequently and they often
have data processing and contracting staff who lack experience with
this type of procurement. Further, they are required to simplify
the benchmark tests to encourage broad competition. 1In contrast,
it is the full-time business of the service vendors to construct
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cost proposals that are cost competitive but profitable to the con-
tractor. Vendors often acquire a better understanding of the agen-
cy's computer programs and workload characteristics than the agency
itself, and are more experienced in interpreting resource unit con-
sumption of the various computer systems.

Serious problems for the agency can arise when vendors know
the benchmark is unrepresentative and tailor their cost proposals
to fit the agency estimates, This can take the form of low prices
or high discounts for the agency's benchmarked workload and high
prices or low discounts for work beyond that. For purposes of con-
tract award, the agency usually evaluates only the portion of the
cost proposal that is tailored to its benchmark test. After the
award, the agency discovers that the unevaluated part of the cost
proposal affects a great part of its processing, that prices are
unbalanced, and that costs are far higher than expected.

GSA's recent amendments help agencies
avoid unbalanced pricing

Unbalanced pricing is a problem that occurs primarily in
basic agreement contracts. It can take many forms and is some-
times difficult for agencies to detect. GSA has recently added
pricing clauses to the basic agreement which should help reduce the
incidence of unbalanced pricing. GSA also provides a consulting
service to assist agencies in applying the pricing amendments to
specific cost proposals.

Before GSA made Amendment 4 to the basic agreement on Septem-
ber 16, 1981, no regulation pertained to pricing clauses, 1In
brief, the amendment states:

--The unit price of any element cannot increase as the level
or quantity of service increases.

-~-The percentage of discount or credit cannot decrease as the
level of usage increases.

--Price, discount, and/or credit of one element cannot be
tied to the use of another.

--Any discounts, credits, or discount levels earned or
achieved by the Government cannot be lost.

-—A discount is not mandatory.

--If a discount is proposed, it may be specified as a per-
centage across the entire workload range and must increase
at a progressive rate,

In August 1982, GSA added Amendment 5 to the basic agreement,
That amendment states that the vendor may vary prices for each year
of the contract system life, but each year's plan must contain dis-
crete prices. The pricing must be specific and cannot be tied to



APPENDIX TIII APPENDIX III

an economic price indicator or to other measures. All of the
contracts reviewed here were awarded before Amendment 5 became
effective.

The purpose of these amendments is to assure that costs do
not increase disproportionately to volume usage. However, another
salutary effect of the amendments is the encouragement of open mar-
ket competition, Before the amendments became effective, teleproc-
essing services vendors who had noted the success of unrealisti-
cally low bids expressed two viewpoints regarding unbalanced pric-
ing. Some felt the Government was fair game, because each vendor
could submit multiple proposals with the assurance that, even if
unbalanced offers were detected and thrown out, its balanced offers
would remain in competition. Other vendor representatives said
they would stop competing because their companies would not counte-
nance unbalanced pricing, and a basic agreement procurement could
not be won without it.

Two contracts on target
despite unbalanced pricing

We reviewed two contracts, awarded before Amendment 4 became
effective, where the Government benefited from unbalanced pricing.
In both instances, agencies had workload estimates that were rea-
sonably accurate.

The Navy Civilian Personnel System contract has a sliding dis-
count that starts at 10 percent for a low dollar volume, increases
up to 69 percent, then drops to zero beyond a fixed dollar amount,
To date, the Navy's processing volume has remained within the opti-
mum discount range and costs are running substantially under the
contract award amount,

Labor's Directorate of Information Technology has also managed
its contract successfully. The contract provides fixed annual fees
for fixed amounts of teleprocessing services, Although the con-
tract makes no provision for services over the fixed amount, Labor
thinks its cost would be considerably higher. Because the agency
uses teleprocessing services from another vendor for overflow work,
it has stayed within the confines of this contract.

Examples of cost overruns
due to unbalanced proposals

We also reviewed four contracts, awarded before Amendment 4
became effective, where unbalanced pricing combined with unrepre-
sentative benchmark tests caused high cost overruns, Two of these,
the Army and National Defense University contracts, were discussed
above. Another example is the Navy's contract to support its re-
cruiting services., The contract specified that certain amounts of
teleprocessing resources would be provided at no cost to the Gov-
ernment. Processing over these amounts would be charged commer-
cial, nondiscounted prices. Based on the Navy's benchmark test and
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workload estimates, the winning vendor bid $523,969 for the 42-
month contract. Although the Navy says its workload has not in-
creased, the vendor-measured resource consumption is so far above
the evaluated amounts that, based on extrapolation of actual in-
voices, system life costs are now projected at $13 million, (See
GAO/AFMD-82-51, Mar, 24, 1982.)

A Social Security Administration (Office of Program Opera-
tions) contract is another case in point. Under its terms, a 64-
percent discount applies to the dollar value of teleprocessing
services estimated for each option year. For volume over these
projections, the discount decreases to 31 percent, Because Social
Security underestimated the volume of its processing, the agency is
now paying in one year over $2.2 million for services originally
estimated at $1.8 million for 5 years. This overrun is attribu-
table to both the excess workload and the higher prices resulting
from diminishing discounts.

Unbalanced pricing continues despite GSA's amendments

We reviewed two cases of unbalanced pricing where the con-
tracts were awarded after Amendment 4 went into effect. One was an
Air Force contract for $2.1 million that contained unbalanced pric-
ing which was not apparent to the officials concerned. We recom-
mended that the contract be terminated. (See GAO/AFMD 82-112,
Sept. 30, 1982.) So far, the Air Force has not taken such action.

The second case was an Army Corps of Engineers contract for
$25 million that both the Corps and GSA examined for unbalanced
pricing before the award. At the post-award briefing, however, the
vendor explained to agency officials that the evaluated cost pro-
posal contained an algorithm that applied only to the parameters of
the teleprocessing performed in the Corps' benchmark test. The
benchmark demonstration used interactive processing jobs that ran
for 10 minutes and batch processing jobs that used 125,000 charac-
ters of memory. The Corps found that, when these limitations were
exceeded, the cost of interactive processing would increase between
3 and 10 times, and the cost of batch processing would increase 122
times., 1In contrast to the Air Force, the Corps initiated prompt
action to terminate this contract,

CONCLUSIONS

We found that the two most common causes of cost overruns in
teleprocessing services contracts are unrepresentative benchmark
tests and unbalanced pricing. Agencies can improve the accuracy of
their cost estimates if they improve the quality of their bench-
marks by (1) collecting accurate workload data and (2) selecting
computer programs that reflect the agency's work. Agencies can
avoid unbalanced pricing if they take advantage of GSA's consulting
service to assist them in evaluating the cost proposal before con-
tract award.
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RECOMMENDATIONS

To improve the accuracy of contract cost evaluation, we rec-
ommend that agency heads

--improve benchmark tests by maintaining monthly usage statis-
tics for ongoing contracts to build a foundation for accu-
rate workload estimates and

--geek consultation with GSA during cost evaluation to avoid
unbalanced pricing.

11
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SOME AGENCIES DO NOT CONDUCT

COMPETITIVE PROCUREMENTS

Competition with regard to contracts is a basic policy of the
Federal Government. Full and open competition generally results in
better solutions and significantly lower cost. However, far too
many agencies conduct sole source procurements; that is, procure-
ments where, without competition, only one vendor is determined to
be eligible and competent to perform the service. 1In fiscal 1982,
GSA issued $199 million in delegations for 151 sole source procure-
ments of teleprocessing services.

Of the teleprocessing services contracts we reviewed, agen-
cies conducted sole source procurements in eight of them. We also
reviewed one procurement, nominally competitive, where only the in-
cumbent vendor was able to qualify. When a procurement has but one
offeror, the benefits of competition in terms of price and quality
of service can be lost and the Government cannot be assured it has
received the lowest cost possible.

COMPETITION POLICY AND RESPONSIBILITY

It is the policy of the Congress to promote economy, effi-
ciency, and effectiveness in the procurement of property and serv-
ices by the Federal Government. 1In brief, this policy requires
that

-—full and open competition be promoted;

--property and services be acquired that are of the requisite
quality, within the time needed, and at the lowest reason-
able cost; and

--fair dealing and equitable relationshigs be promoted among
the parties in Government contracting.

FPR 1-4.1103-1 assigns to agency ADP managers and contracting
officers the responsibility for the management and planning actions
that will ensure maximum practicable competition and the lowest
overall cost.

MANAGEMENT NEEDS TO PLAN FOR COMPETITION

Competitive procurements are achievable when management plans
for them and is committed to fulfilling its responsibilities in at-
taining them. However, a history of plans made and plans changed

lpublic Law 96-83, Office of Federal Procurement Policy Act, Amend-
ment of 1979.

12
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has led to many sole source procurements. Long range data process-
ing plans often were not implemented because

~-data processing requirements were underassessed,

--management changed its priorities, and

--plans were disapproved by other agencies.
In the confusion that results when plans are not implemented, man-
agement turns to sole source contracts as interim solutions. These
sole source contracts, however, are extended year after year. In
many cases that amounts to, or surpasses, a period of time equal to
the system life of a competitively awarded contract.

Important factors in planning for

competitive procurement

In planning for procurement, management should be aware of two
problems that could reduce competition: conversion of agency pro-
grams and restrictive benchmarks. ’

Conversion of agency programs

Almost every vendor has software2 extensions that make its
teleprocessing service unique, For example, many vendors use In-
ternational Business Machines (IBM) hardware and operating soft-
ware, but most of them have customized at least some parts of the
software., Further, IBM or any other vendor's software does not al-
ways conform to Federal standards. As a result, an agency that
plans replacement of teleprocessing services must also plan for
conversion., When this consideration is neglected, it can have a
deleterious effect on competition.

Most of the agencies' computer programs we reviewed were
originally written in a high level language .3 Subsequently,
however, the agencies had incorporated the vendor's proprietary
software to make programs run more efficiently. Before moving to a
different system, agencies would have to replace the proprietary
software either with standard code or with the new vendor's
proprietary software. As discussed in our earlier report,

2goftware is a set of computer programs, procedures, rules, and
possibly associated documentation concerned with the operation of
a data processing system.

3A high level language is a programming language that does not re-
flect the structure of any one given computer or that of any given
class of computers,

4vConversion: A Costly, Disruptive Process That Must Be Considered
When Buying Computers" (FGMSD-80-35, June 3, 1980).

13
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however, agency management should direct that vendor-unique fea-
‘tures be avoided when possible. When these features must be used,

management should require that (1) such use be justified by savings
in operatlng costs,(2) the Just1f1catlon be documented, and (3) the
use of unique features be isolated into separable parts of the ap-

plication program,

An example of changed plans and program conversion problems is
the Army Finance Center, which has renewed a sole source contract
since 1976. The contract, projected to cost about $11 million in
fiscal 1982, supports systems that control about $170 billion in
annual expenditures. In 1976, the Army planned to bring the system
in-house once development was completed., However, because the pur-
chase of the computer was delayed and, when purchased, the computer
was undersized, the Army continued its sole source teleprocessing
services contract. Since that time, the Army has determined that
its system is tied to proprietary software and must be rewritten to

be portable. Another factor complicating the situation is that the
Air Force and Navy also use part of this system and the Army has
stated it will not support the other two services if and when it
brings the system in-house,

. As an interim solution and to reduce costs, the Army is nego-
tiating what it calls a "2-year sole source basic agreement" con-
tract with the incumbent vendor. Although the Army currently plans
to accomplish the in-house move by 1984, its lack of progress over

‘the past 6 years makes this move uncertain at best,

1 A lack of planning for competition and dependence on proprie-
tary software have also led to sole source contracting at the De-
partment of Transportation, which has 14 contracts for teleprocess-
'ing services that have been awarded sole source for a number of
years., Five of these are currently being replaced and four are
scheduled for future replacement, but agency officials said their
contracts that use proprietary software will remain sole source.
Although three of the contracts we reviewed at Transportation had
been awarded sole source for many years, officials said no records
of renewal exist prior to 1977.

The oldest example of sole source procurement dates from the
days of GSA's now-defunct National Teleprocessing Service. Origi-
nally awarded in 1972, GSA's Public Building System contract?d is
not scheduled for competitive procurement until 1985, Program of-
ficials said they have made two abortive attempts to procure hard-
‘ware since 1978 and that a contract team has been working on a
teleprocessing services procurement since February 1981, The offi-
‘cials also said that about 70 percent of the system is dependent on
proprietary software and, because of that, the incumbent contractor
'will have a significant advantage in a competitive procurement.

'SThis contract was the subject of our two previous reports,
(B~200948) Oct. 24 and Dec. 17, 1980.
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Since proprietary software would affect a procurement of either
hardware or services, GSA's failure to make the system portable
shows very little progress toward achieving competition. 1In GSA's
recent procurement of the financial system discussed below, the
agency received only one acceptable proposal, even though it was a
nominally competitive procurement,

Restrictive benchmark tests

Another factor dependent upon management planning is the
benchmark test used to evaluate proposed teleprocessing services.
A benchmark test can reduce competition if it

--is too large,
--requires too much conversion, or
--is tailored to favor the incumbent.

Such was the case with the procurement to support GSA's fin-
ance operations, System E. Instead of the portable benchmark rec-
ommended by Federal Information Processing Standards (FIPS) guide-
lines, GSA's benchmark for this contract required the conversion of
about 78,000 lines of program code, including some that was pro-
prietary to the incumbent contractor, According to FIPS Publica-
tion 42-1, "a data base or program which is tailored to the archi-
tecture or features of a specific vendor restricts competition.”

Of the 70 vendors who indicated an initial interest in the
procurement, only two attempted the benchmark test and only one,
the incumbent, was able to complete it satisfactorily and to make a
best and final offer. Four other service vendors cited this bench-
mark as an example of reduced competition and did not submit pro-
posals because of the lengthy and costly conversion effort the
benchmark required. One of the vendors filed a bid protest
(B-204225, Mar. 17, 1982) regarding the benchmark's complexity. We
denied the protest but acknowledged that the particular circumstan-
ces surrounding this procurement influenced our decision. We ex-
pressed confidence that GSA would broaden the competitive base for
this requirement when it implemented its long range data processing
plan. Despite the question of the benchmark, GSA did achieve a
substantial cost reduction over its previous contract for services.

The GSA officials who manage the Public Buildings System, a
vintage sole source procurement discussed above, said they have
been directed to make their upcoming procurement a “"carbon copy" of
the System E procurement. GSA has had ample time to prepare for
this procurement and to construct a portable benchmark, and its
current plan is not in consonance with either FIPS guidance or our
decision.

15
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CONCLUSIONS

If the existing sole source contracts are procured competi-
tively, costs for teleprocessing services could be reduced. With
proper planning, management could decrease the high incidence of
sole source contracts. We recognize that some contracts are truly
sole source; specifically, certain econometric models. In such
cases competition may not be practical, but we believe that in most
cases aggressive efforts to obtain competition will be beneficial.
To obtain maximum competition, management should avoid the use of
vendor-unique software, or plan ahead for conversion of agency pro-
grams., Management should also adhere to FIPS guidelines in prepar-
ing the benchmark test to ensure that it is not restrictive and
that it encourages competition.

RECOMMENDATIONS

To reduce the cost of teleprocessing services, we recommend
that agency heads seek to replace sole source contracts through
competitive procurement in all possible cases.

16
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MANAGEMENT CONTROL OF TELEPROCESSING SERVICES

COST IS INADEQUATE

Management is responsible for meeting the agency's data proc-
essing requirements as economically and efficiently as possible.
It is up to management to install controls over system use and
costs, to monitor cost overruns, and to take action to reduce
costs. Our review showed that in many cases management has not
taken appropriate action to control costs.

MANAGEMENT HAS NOT ALLOCATED
COSTS TO END USERS

A method for controlling computer use and costs is to estab-
lish procedures that account for and allocate all costs of data
processing to the end users according to the service they receive.
Although primarily directed toward users of in-house facilities,
these principles were presented in our earlier report,l in our
guidelines,2 and in the Office of Management and Budget Circular
No. A-121 (Sept. 16, 1980).

In most of the contracts we reviewed, we found that agency
management controls cost by (1) attempting to verify the accuracy
of invoices, (2) monitoring in some manner the use of teleprocess-
ing services, and (3) requiring justification of new applications.
However, we found 16 contracts where agencies issue invoices at the
military service or program level rather than to the end user.

This practice does not comply with our guidelines and recommenda-
tions for accounting and allocation of costs.

MANAGEMENT IS SLOW TO ACT WHEN
COSTS EXCEED PROJECTIONS

Management is responsible for monitoring contracts to assure
that teleprocessing costs remain within the operating budget and to
take action when costs exceed projections. Our review shows, how-
ever, that agencies tend to remain in a contract for the entire
system life and often delay replacement of service. As a result,
the original contract must be extended, regardless of cost,

Government contracts for teleprocessing services are usually
effective for 1 year with annual options for renewal over the sys-
tem life of the contract. According to Federal Procurement Regu-
lation (FPR) 1-4.1206-6, "the agency shall conduct an analysis to
determine whether exercising the renewal option is the most

1"Accounting for Automatic Data Processing Costs Needs Improvement"
(FGMSD“78_14, Feb. 7' 1978)0 ’

2"Guidelines for Accounting for Automatic Data Processing Costs,"
Federal Government Accounting Pamphlet Number 4, USGAO 1978.
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advantageous method of fulfilling the Government need, price and
other factors considered." However, six agencies said they had no
procedures for option renewal analysis and the civil agency cur-
rently using the largest dollar volume of teleprocessing services
had only a working draft of procedures. Only two agencies said
they conducted market surveys to make the required price compari-
son,

Before making the decision to renew an option, management
should ask these basic questions:

--Is the service satisfactory?
--Are costs for services within the evaluated amount?
--Is this the best price available to the Government?

If the answer to any of the above questions is no, then man-
agement must determine whether it is prepared for alternative ac-
tion, such as recompetition or bringing the service in house. 1In
most cases, bringing the work in house requires considerable ad-
vance planning and lead time. If management is not prepared, there
is usually no alternative, other than renegotiation, to continu1ng
with the contract regardless of cost and regardless of the quality
of service,

A case in point is the Army REQUEST/RETAIN system. Under its
old contract for teleprocessing services, response time had become
so degraded that the Army could not support user demands. It took
the Army about 5 years to award a new 5-year contract. When the
Army received the first month's bill in June 1981, it found that
costs were almost triple those of the old contract and about nine
times greater than those projected from the award amount., Costs
continued to rise in succeeding months. Not until we made our rec-
ommendations in March 1982, did the Army begin preparations to re-
compete the contract. The current target date for contract award
is October 1983; thus, management's only alternatives are to rene-
gotiate or renew the current contract until that date or even lon-
ger to the extent conversion and testing by parallel processing are

A IS
required under the new contract.

e . .
Another example of options being exercised longer than neces-

sary occurred at the National Oceanic and Atmospheric Administra-
tion, whose first year's costs for service amounted to about

$2 million instead of the estimated $400,000. Because of the high
costs and the difficulty of administering a bulk price contract,
the agency plans an early reprocurement. Here management has re-
acted to the cost overrun and is trying to obtain a better con-
tract; however, the length of time taken for replacement will re-
sult in exercising options for at least 3 of the 5 contract years.

18
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MANAGEMENT HAS NO GOOD MECHANISM
FOR DEALING WITH POOR SERVICE OR COST OVERRUNS

Why is management slow to act when the service is inadequate
or when contract cost overruns occur? A great part of the problem
can be attributed to the lack of a good mechanism for corrective
action, A contract can be terminated for two reasons--for default
or for the convenience of the Government. Termination for default
is, in general, so difficult to document and effect that virtually
no one tries to do so. Termination for convenience can incur ad-
ditional expense to the Government, 1In either case, the agency may
be faced with the unpleasant prospect of legal action brought by
the vendor.Another method of ending a contract is by simply not re-
newing it at the end of the contract year. Whether the contract is
terminated or not renewed, management still has the problem of re-
placing the service,

In the contracts we reviewed for which data was available, the
procurement process took an average of 28 months from the time of
requirements analysis until award, and up to 12 months from award
until actual production, depending on the amount of conversion and
testing needed. According to findings from our current study of
ADP acquisition, agencies spend well over half the time needed for
procurement on presolicitation tasks. Therefore, if management
wishes to take prompt remedial action on teleprocessing contracts,
management should always have, at the minimum, current requirement
specifications and an up-to-date package of programs and workload
estimates for the benchmark test., With these in hand, management
is prepared to determine replacement alternatives. Particularly in
cases where basic agreement contracts have high costs due to un-
balanced prices, management may wish to consider cutting costs and
procurement time by using the multiple award schedule,

CONCLUSIONS

Management has not implemented our guidelines and recommenda-
tions on accounting for and allocating the costs of data processing
to the end users according to the services they receive. 1In most
cases, management does not consult market surveys prior to option
renewal to determine whether the contract cost is the most advanta-
geous to the Government. Although no convenient mechanism exists
for replacing a contract for teleprocessing services, management
could shorten the procurement process by maintaining current re-
quirement specifications and benchmark tests,

RECOMMENDATIONS

To reduce costs for service and improve cost control on tele-
processing services contracts, we recommend that agency heads

--take appropriate and timely action when cost overruns occur

and evaluate cost vs. marketplace at each option point to
comply with FPR 1-4,1206, and
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--adopt cost accounting and chargeback according to OMB circu-
lar A-121 to ensure that costs for service are passed back
to the users.
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CENTRAL AGENCIES ASSIST WITH

PROCUREMENT BUT HAVE LIMITED RESQOURCES

In many agencies, the data processing and contracting staff
have little or no experience in procuring teleprocessing services,
To obtain these services economically and efficiently, they look to
GSA and NBS as central ‘agencies for guidance and assistance,

GSA provides the major portion of assistance through its ad-
ministration of the Teleprocessing Services Program (see app. II),
and it recently issued a regulation that could help bring cost
overruns to management's attention. Although the two central agen-
cies coordinate their teleprocessing-services-related projects,
they can provide only limited assistance because of funding con-
straints.

HOW GSA ASSISTS

The Brooks Act assigns GSA the responsibility for operational
management to ensure the economical and efficient procurement of
data processing in the Federal Government, GSA recognizes that
teleprocessing services are more difficult to procure than compu-
ter hardware because more intangible factors must be evaluated.
Accordingly, the main thrust of GSA's efforts are directed to nego-
tiating contracts with private industry for the multiple award
schedule program, which simplifies the procurement of services for
Federal agencies. GSA is currently working to make the price
schedule easier to use, particularly for small procurements.

Before 1982, GSA had only minor involvement with basic agree-
ment contracts. The increase of unbalanced bids, however, in-
creased GSA's requirements for technical assistance in this area.
GSA plans to continue its efforts to reduce the incidence of unbal-
anced bids by (1) extending the current pricing regulations to
cover contractor algorithms and (2) offering a seminar on unbal-
anced bids. GSA currently offers assistance to agencies who are in
the process of evaluating cost proposals under the basic agreement.

GSA's Teleprocessing Services Program Handbook
leaves some agencies with questions

One of GSA's more visible means of procurement assistance is
the Teleprocessing Services Program Handbook, first published in
1978 and revised in 1979 and 1981. The 1979 issue, then current,
was used for 17 of the 28 contracts we reviewed. Seven agencies
found it to be of little help in their procurements while eight
considered it helpful, but with reservations. Two agencies offered
no comment. In general, the agencies thought that the handbook was
not clearly written and that the information was not current. They
also complained that the handbook was too general, particularly in
the following areas:
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--Thresholds. Both the basic agreement and the multiple award
schedule contain rules that depend on a dollar threshold.
Many agencies need clarification in this area.

--Unbalanced pricing. Even with Amendments 4 and 5, which ad-
dress unbalanced pricing specifically, agencies desire more
precise guidelines,

~-Benchmarks., It was suggested that a benchmark library be
set up by GSA, where an agency could obtain guidance on suc-
cessful benchmarking.

--Preparing technical specifications. This is a particularly
difficult area for many agencies and they would like better
guidance from GSA.

There was widespread agreement that the handbook was a good
beginning, but most agencies thought it needed many improvements
before it could fulfill their procurement needs. The new hand-
book, dated October 1981 and issued in January 1983, contains im-
proved guidance on how to choose between the basic agreement and

e

the schedule. (See app II1.)

Other GSA assista

GSA publishes a Teleprocessing Services Program monthly re-
port, which acts as a supplement to the handbook, It provides cur-
rent information on changes to the procurement methods and presents
articles of general interest to teleprocessing services users. GSA
also offers a 2-hour presentation which gives an overview of tele-
processing services procurement, but the seminar has met with very
little demand., 1In addition, GSA is working on a new handbook which
will make benchmarks and workload estimating easier and will pro-
vide guidance on monitoring contract warranties.

CHANGE TO REGULATIONS TRIGGERS
COST OVERRUN REPORTING

GSA recently changed the regulations that govern the sub-
mission of agency procurement requests when requirements increase
for existing teleprocessing services contracts. The amended regu-
lation could improve the management of contracts with cost overruns
because it requires their earlier justification and reporting. We
think that a further revision to the regulation would provide an
even better management tool. However, GSA does not plan to monitor

compliance with the regulation.

According to the Teleprocessing Services Handbook (October
1979), a GSA Form 2068 had to be submitted for approval if the
cost estimate or duration of the delegation of GSA's procurement
authority were revised. Because the delegated amount in basic
agreement contracts is usually much greater than the award amount,
this situation would seldom arise. However, FPR.1-4.1203(f) of
May 1982 states:

22



APPENDIX VI APPENDIX VI

"The authorization to proceed may be used under the
following conditions to provide for changes to require-
ments (including equipment and software specifications)
to meet increased data processing requirements, in-
crease economy or efficiency, improve performance, or
save energy. The changes shall be within the scope of
the changes provision in the contracting arrangement
(including the TSP [Teleprocessing Services Program]
purchase order under the MAS [multiple award schedule]
or contract using the BA [basic agreement]). Any
changes shall be within the system life of the require-
ment as specified in the APR [agency procurement re-
quest]. Increased requirements beyond 25 percent of
those specified in the contract (including contrac-
tually specified options) shall be deemed requirements
outside the scope of this paragraph and shall require a
new APR submission. The agency shall be responsible
for determining the need for and the nature of bench-
mark changes or reruns necessary to evaluate and price
the proposed actions."

An official of GSA's policy staff told us that FPR,1-4.1203(f)
was written to make the regulations governing teleprocessing con-
sistent with those of hardware acquisition, The intent is to pro-
vide agencies with a 25-percent leeway in dealing with new techno-
logy and changes to agency requirements. We discussed the
following sentence from the regulation with four GSA officials:
"Increased requirements beyond 25 percent of those specified in the
contract (including contractually specified options) shall be
deemed requirements outside the scope of this paragraph and shall
require a new APR submission." They agreed that the award amount
specified in the contract is a requirement. However, until we
raised the question, it had not occurred to them that this could be
interpreted as applicable when actual costs exceeded the contract
award amount. It is our view that it should, and that agencies
should be obligated to submit a new procurement request when costs
of service increase 25 percent over the award amount specified in
the contract, The obligation to report cost overruns could cause
management to take earlier notice of excessive costs than under the
previous rules,

A modification of the current regulation quoted above would
make it an even more effective management tool. This modification
is set forth in the recommendation section on page 25. Under our
suggested modification, a new agency procurement request would be
required when costs exceed the amount (plus 25 percent) projected
in the contract for each year of the system life. For example, as-
sume that an agency received a delegation for procurement authority
for $800,000 and awarded a 3-year contract for $450,000, with
$100,000 projected for the base year, $150,000 for option year one,
and $200,000 for option year two, Under the old regulation, the
agency would submit a new procurement request when costs went over
$800,000. ©Under the current regulation, the agency would submit a
new request when costs were more than $562,500. Under the proposed
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regulation, modified as we have discussed, the agency would submit
a new procurement request when base year costs were more than
$125,000 or option year one costs were more than $187,500, and
similarly for option year two, when costs were 25 percent over
$200,000. The earlier that management is alerted to cost overruns
and is required to justify them, the greater the opportunity for
management to institute controls or to take remedial action.

The GSA delegations group does not presently plan to monitor
compliance with FPR 1-4,1203(f) because it (1) believes the respon-
sibility for cost control lies with the agency and (2) lacks an ef-
fective reporting system for basic agreement contract costs. We
agree that the agencies have the basic responsibility, but GSA also
has a responsibility under the Brooks Act to see that data process-
ing procurement is done economically and efficiently.

GSA is able to maintain accurate records on multiple award
schedule contract costs because it receives the invoices directly
from the vendors., For cost data on basic agreement contracts, how-
ever, GSA currently relies upon monthly summary reports from the
vendors. We examined the manual file of vendor reports and found
that some vendors did not respond, and some who did had not sub-
mitted reports every month. GSA later told us that vendor report-
ing of cost data had improved since our visit.

GSA USES ADP REVOLVING FUND FOR ASSISTANCE

GSA devotes about 23 staff-years to the management of the
multiple award schedule program and about 3 to management of the
basic agreement. GSA uses the Automatic Data Processing Revolving
Fund to support its work for both programs. Most participants in
the schedule program pay an administrative fee of 2.5 percent on
single and prompt payment invoices to reimburse the ADP Fund., How-
ever, the few multiple award schedule participants who receive di-
rect invoices and all of the basic agreement participants make no
contribution to the fund, even though they benefit from services
provided by it. GSA should evaluate the possibility of placing a
minimal surcharge on all monthly invoices to fund additional sup-
port for basic agreement participants.

Basic agreement contracts, though fewer in number, are almost
equal in dollar value to those of the multiple award schedule.
Bach participating agency usually prepares a benchmark test and
negotiates its own basic agreement contract, so the procurement
process is more difficult and time-consuming than when the schedule
is used. Because of these factors and the additional problem of
unbalanced pricing, this area clearly needs more guidance from GSA.
Also, if an improved system of monitoring basic agreement contract
costs were installed, the data available would be useful to both
GSA's delegations and program staffs.
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APPENDIX VI APPENDIX VI

NBS ALSO OFFERS
LIMITED ASSISTANCE TO AGENCIES

The NBS Institute for Computer Sciences and Technology di-
rectly assists other agencies only under a reimbursable agreement
when Bureau staff is available. Although NBS funds only about
1-1/2 staff-years annually to work in the teleprocessing services
area, it contracts for studies on various aspects of teleproce551ng
and issues guidelines based on the studies.

Some of the Bureau's published guidelines are directed to mul~
tiple award schedule users. For general use, NBS recently prepared
draft guidelines on workload analysis which focus on forecasting
techniques and a methodology for translating agency requirements.
In addition, it has initiated a study which will result in guide-
lines on how to acquire teleprocessing services, with special at-
tention to cost evaluation problems.

CONCLUSIONS

GSA appears to be managing the multiple awards schedule pro-
gram adequately, but lacks the funding necessary to increase moni-
toring and assistance for the basic agreement program. Further,
GSA could improve earlier management recognition of cost overruns
if FPR 1.4-1203(f) required that an agency procurement request be
submitted when costs exceed the amount (by 25 percent) projected in
the base year or each option year of the contract.

RECOMMENDATIONS

We recommend that the Administrator of General Services assist

- agency mamagement in reducing teleprocessing services costs by

changing FPR 1-4.1203(f) to read:

"Increased requirements beyond 25 percent of those spe-
cified in the base year or each option year individu-
ally in the contract shall be deemed requirements out-
side the scope of this paragraph and shall require a
new APR submission,"
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SUMMR OF 28 TELFPRICESSING SERVICES PRICUFDMENTS

TYPE OF SYSTEM LIFE PROJCTED PRVIQUS CURFRENT AL |
DEPARNMNENT AGBLY VYENDOR CONTRCT (YEARS) OPA NDUNT 1 ANARD AMOUNT SYSTEM CONTRCT CONTRCT PERCEN!
(note a) {note b) LIFE OOST | \-TEARCOST 1-YEAR QOST OF A
{note c) {note
Dstense :
Arwy Corps of Englneers Boeling BA H] 50,000,000 525,640,803 o/ N/A 36,962,948 NA L%
Finance Center ax 554 t 12,984,000 | 12,984,000 ($ 12,984,000 | 7,948,000 [$11,519,000 &
Recruiting Command= Boslng BA 5 1/ Yone 8,495,954 | 120,000,000 | 7,373,168 | 18,8%0, i85 1, 108
EQUEST/FETAIN
Air Force Systems Command~COFPER | Boming BA 5 18, 00,000 2,150,796 9/ N/A 3,450,072 N/A L7
MPACT
Office of the Defense Contract Audit | CompuServe BA 5 £/ None 2,233,445 9/ N/A 1,451, 21 NA L7
Secretary of Agancy
Defense
Defense Logistics csC BA ] 1,500,000 996,822 h N/A 696,217 299, 152 150
Agancy
National Defense Boalng B8A s 600, 000 10,001 165, 72 106, 992 29, %6 13,460
University
Navy Civillan Personnel~ csC BA S 22,000,000 | 22,000,000 22,000,000 |i/2,392, %26 2,93, %9 6
NOMIS
Recruiting Command- Boaing aA 3.5 3,220,000 523,969 13,000,000 1,611,860 3,504, %67 2,341
PRIDE

a/Boaing - Boelng Computer Services Compeny

o -~ Control Data Corporation

csC = Computer Sclences Corporation
b/BA ~ Basic Agreement

§S-M -~ Sole source extension to the MAS

&/Agency projection.

4/This colum 1s computed by comparing the Current
Contract 1 Yeer Cost fo the Award Amount divided

by the System Life (Years) and expressing the

resuit as a percentage,

g&nmnsmiwwfa‘w
Mo DPA was issusd becauss GSA cond
g/Conversion Is In process and fuil
1/BId protest was upheld and contrac
_/Projected trom inwlces for 10 son
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SMRR OF 28 TELEPRCESSING SERVICES PROCUFEMENTS (oont,)

TYPE OF SYSTEM L{FE PROJECTED PREVIOUS CURFENT ANNUAL §ZED B USER UNREPRE- UNBALANCED
DEPARINENT AENCY YENDOR CONTRCT (YEARS ) OPA MOUNT  [ANARD AMDUNT SYSTEM CONTRCT CONTRCT PEFCENTAGE BiLLED SENTATIVE PRCING
{note a) {note b) LIFE COST | I-YEAR COST 1-YEAR QOST OF NMARD BENDMARK
{note ¢) {rote d)
Agriculture Forest Service-NFIAES | CSS ws 5 4,000,000 1,007,793 2,200,000 475,000 | ava4d, 754 203 X x
Statisticsi Reporting NS 8A 5 19,000,000 7,008,651 16,000, 000 4,155,572 2,719,906 192 X X
Servics
Commerce NOAM —agencyw | de AP Network BA 5 12,500, 000 2,360,000 12, 500,000 1,883,116 1,829,555 388 X X
NOAA-=-Nationa! Geodetic| 051 SS8 1 650,000 650,000 650, 000 320,000 559,068 &% X
Survey
Education Guaranteed Student Loan| Bosing X 5 40,000,000 11,750,697 12,500,000 5,699,052 3,464,062 7 X
{note f)
General Services System A-FBS o S5 1 5,785,300 5,785,500 5,785,500 5,882,086 5,785, 500 100
Administration
System E-NEAR cse BA 5 20,000,000 | 29,600,000 20,300,000 { 6,007,073 |g/4,366,5!1 i X
Health and Human Parent Locator o o BA 5 3,750,000 3,750,000 1,500,000 624,417 /498,172 &6
Services
Soclal Security Ad- csC BA 5 12,500,000 1,858,258 12,500,000 {i/2,508, 780 2,261,249 615 X X
winistration-0F0 o
17,500,000
a/Css - Computer Sharing Services, Inc, S/Agency projection,

Martin Marletta Data Systems
Optimm Systems, Inc.

Boelng Camputer Services Company
Computer Sclences Corporation

Multiple Award Schedule

Basic Agreement

Sole source extension to BA

Exception to the Teleprocessing Services Program
Sole source

4/This colum Is computed by comparing the Current
Contract | Year Cost to the Award Amount divided
by the System Life (Years) and expressing the
result as a percentage.

8/fProjected from Invoices for 10 months,
f/vorkload estimstes only; no benchwark wes run,
gProjected from Invoices for 6 months,
hProjected from Invoices for 7 months,
1/Projected from involces for 9 months,

IIA XIAN34ddyY

XIANIddav

IIA



¥4

(069€T6) |

SUMMARY OF 28 TELEPROCESSING SERVICES PRICUFBMENTS (cont,?

TYFE OF SYSTEM LIFE PROJECTED PREYIOUS CURRENT ANALIZED 8D USER UNRPRE- | LNBALANCED
DEPARTMENT ABCY VENDOR CONTRCT (YEARS) OPA AMOUNT  INARD ANDUNT SYSTEM CONTRCT CONT RCT PEFCENTAGE BILLED SENTATIVE PRICING
(note 8) {rote b) LIFE OOST | 1-YEAR COST YEARCOST | OF ANRRD BENCHMARK
(note ¢) {note d)
Housing and Urben HIDMWP-CHIMNS oS & SSM 1.8 4,279,000 | 4,279,000 N/A 851,407 799,573 N/A 13
Deve iopmeant
Misce! lanecus Housing | Oetacrown 6 15,000, Q00 8,829,530 {¢/ Unknown Y/ NA 6,957 B X
Interlor Bur, of Indian Atfalrs | MODS SS-M (R} 4,050,000 | 4,050,000 4,060,000 | v 299,817 | 3,578,634 [ X
Justice |lsmigration & Natural- | NOC BA 3 2,770,000 983,291 1,650,000 | g/ NA 17404, 488 13 X
ization Service
Labor Agancywide (backup/ ost X ) 1,600,000 Open Open 5,295,131 | 1,854,067 - X
overflow)
Dir, of informetion Bosing X 4 10, 000, 000 5,272,320 5,272,320 | g/ N/A 1,224,000 s X X
Technotogy
Transportation Coast Guard Tymshare SSM 1 1, 117,000 1,117,000 1,117,000 | Mo record 700, 180
Federal Aviation A~ | UIS SS- 1 1,608,625 | 2,108,625 2,108,625 | Mo record 1,763,785
ministration
Notional Highway Safety]| inforwetics S8 1 7,211,400 7,211,400 7,211,400 | No record 4,052, %9 56
Administration
N,E, Quarter lsprovemt.| McAuto 8A 5 950, 000 950,000 | Unawailable | g/ N/A 345,220 182 3
amos - Martin Marietta Data Systems </Agancy projJection, a/Oontract wes replaced under the BA on Dec., 29, 1962,
NOC - Natlonat Data Corporation 1/The program this system supported has been dropped,
[+ - Optimum Systems, inc, 4/This colum is computed by compering the Current 9/New system, no previcus Invoices,
Bosing - Boeing Computer Services Company Contract | Yeer Cost to the Award Amcunt divided h/Projected from Invoices for 0 months,
uis = United Informetion Services by the System Life (Years) and expressing the _I/The 1nvoices cover 8 months of development, 4 months of production,
McAuto - McDonnel! Douglas Autosertion Company result as a percentags,
b/SsM ~ Sole source extension to the MAS
BA - Baslc Agresment
X - Exception to the Teleprocessing Services Program
S8 - Sole source extension to the BA

XIgN3ddav
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