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NATIONAL AERONAUTICS AND
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FULL-COST MANAGEMENT








During 1995, the National Aeronautics and Space Administration (NASA) began a multi-year initiative to introduce full-cost practices into NASA.  Full-cost practices involve new management, budgeting, and accounting changes.  The changes are designed to support improved (more cost effective) mission performance and related administrative improvements.  Full-cost practices integrate new cost accounting information on all aspects of NASA’s activities.  This information will be used by managers to ensure that all activities cost effectively support NASA missions.  Full-cost budget information highlights the full cost (including support costs) of each NASA project, thereby allowing more complete “full” disclosure of NASA’s activities, clearer linkage between resource inputs and outputs/outcomes, enhanced analyses of agency priorities in the budget process and greater accountability regarding NASA’s use of taxpayer resources in the achievement of its missions.





Operating on a full-cost basis, NASA will be able to efficiently, effectively, and economically control and manage all Agency resources/costs, thereby enhancing cost management and related mission and administrative efficiencies.  Operation under full-cost practices will result in a substantial shift in management emphasis – away from managing funds to managing costs.





NASA’s full cost practices are designed to provide useful, detailed cost information for internal management and appropriate cost information for external oversight.  Such information is expected to result in improved decisions and more cost effective mission performance.  NASA’s practices also comply with related Federal legislation, such as the 1990 Chief Financial Officers (CFO) Act, the 1993 Government Performance and Results Act (GPRA) and the 1996 Federal Financial Management Improvement Act.





This document summarizes the background, purpose, and benefits of NASA’s full-cost initiative.  This document also presents the legislative proposals needed to achieve the full benefits of full-cost management.





Background





NASA’s full-cost management initiative began in 1995 in response to guidance from several NASA and Federal authorities.  While the initiative was undertaken in direct response to a specific management initiative of the NASA Administrator, the initiative also responded to guidance indicated in NASA’s 1995 Zero Base Review and mandates in several key Federal financial and performance laws and related standards.  The key bases for NASA’s full-cost initiative include the following:





In early 1995, the NASA Administrator requested information regarding overhead costs in NASA and at each NASA Center.  In pursuing the Administrator’s request, the NASA CFO confirmed that NASA’s nonstandard, decentralized accounting systems did not regularly capture certain cost information.  Shortly thereafter, the full-cost initiative was begun in April 1995.





During 1995, NASA also completed a Zero Base Review that involved a comprehensive analysis related to streamlining NASA activities.  This review also highlighted several weaknesses related to the inconsistent recognition of the total costs of certain NASA activities and the related analytical complications of inconsistent cost information.  The Zero Base Review team indicated that NASA should improve cost information and pursue full-cost management.





During 1995, Federal accounting standards-setting organizations also completed key initiatives related to cost accounting.  These organizations approved a new managerial cost accounting standard, including a specific standard on full-cost accounting.  This standard (and other Federal accounting standards) evolved from recent Federal financial and performance legislation.





During the past few years, financial and performance legislation highlighted key Federal cost accounting and reporting requirements.  This legislation included the CFO Act of 1990 and the GPRA of 1993.  In addition, more recently the Federal Financial Management Improvement Act of 1996 highlighted and specified other key full-cost accounting requirements.  The Act stated that:





		“The purposes of this Act are to…require Federal financial systems


to support full disclosure of Federal financial data, including the full costs of Federal programs and activities, to the citizens, the Congress, and President, and agency management, so that programs and activities can be considered based on their full costs and merits…”





“Each agency shall implement and maintain management systems


that comply substantially with Federal financial management systems requirements, applicable Federal accounting standards, and the United States Government’s Standard General Ledger at the transaction level.”





NASA’s full-cost initiative evolved from these internal NASA initiatives, as well as, several related Governmentwide initiatives.





1.1  Recent Progress





During 1995, NASA developed key full-cost concepts and specified related cost information requirements as part of an ongoing Integrated Financial Management system initiative.  NASA’s full-cost concepts were approved by NASA management in early 1996.





NASA’s full-cost concept integrates several fundamental accounting, budgeting, and management improvements.  The planned improvements include accounting for all NASA costs as direct costs, service costs, or general and administrative (G&A) costs, budgeting for all appropriate program/project/initiative (“project”) costs, and managing such “projects” from a full-cost perspective.  





Briefly stated, (1) direct costs are costs that can be obviously and/or physically linked to a particular project, (2) service costs are costs that cannot be initially, readily and/or immediately linked to a project, but subsequently can be traced to a project (optimally based on service consumption) and (3) G&A costs are support costs that cannot be linked to a specific project in an economical manner.  Such costs are typically allocated to cost objects (or projects) on a reasonable, consistent basis.





During 1996, NASA tested full-cost concepts at four NASA prototype test locations (three Centers and Headquarters).  The test indicated that NASA could benefit significantly from the introduction of full-cost practices throughout the agency.





During 1997, NASA tested full-cost concepts at all Centers and at Headquarters, focusing on:





testing full-cost budgeting by recasting the FY 1999 budget into a full-cost format;





testing full-cost accounting by applying cost finding techniques to six months of FY 1997 accounting data to determine program/project costs;





identifying issues which needed to be resolved before full-cost implementation.


�
Overall, testing confirmed that NASA needed a new integrated financial system to cost effectively and efficiently support full cost budgeting and accounting.  Cost finding techniques proved to be extremely resource-intensive and could not produce needed data in a timely fashion.  Further, the lack of automated budget formulation tools presented problems.  Recasting budgets from a traditional format to a full-cost format was a resource-intensive, manual effort.  To attempt to develop two budgets – a traditional version and a full-cost version – would have been prohibitive in terms of time and cost.





During 1998, NASA plans to continue testing and refining full-cost practices.  Additional development work will be conducted regarding service pools and General and Administrative (G&A) cost pools.  In the case of service pools, mechanisms are needed to capture consumption data and to link cost and consumption data in order to develop cost per unit of service consumed.  With regard to G&A pools, there is a need to develop approaches for obtaining Full-Time Equivalent data for on-site direct civil service and contractor personnel to serve as the basis for G&A distribution.





In 1999, NASA plans to implement the Integrated Financial Management system that will support efficient operation of NASA in a full-cost environment.  Testing will focus primarily on implementation of full cost accounting and budgeting as an integral part of the Integrated Financial Management system implementation effort.  In 2000, NASA plans to be fully operational in terms of management, budgeting, and accounting on a full-cost basis.


	


Purpose





The purpose of the full-cost initiative is to develop and implement full-cost accounting, budgeting, and management practices in NASA.  (For brevity, these practices are herein collectively referred to as full-cost management and/or full-cost practices.)  The purpose of implementing such full-cost management is to support cost-effective mission performance through timely, reliable financial information and practices.  





Simply stated, full-cost management can be expected to help to ensure optimum mission performance with the minimum essential resources.  In that regard, full-cost practices are expected to:





-	support more cost effective mission performance


-	motivate managers to operate efficiently


	-	support economic decisions for appropriate resource allocations


	-	help justify NASA’s budget on a program/project basis


	-	support analysis and decision-making regarding full


		project cost


-	support analysis and decision-making regarding NASA services


		provided to others (reimbursable activities)


-	support benchmarking of NASA service activities with other similar


		services, and


-	support strengthened accountability regarding NASA’s effective 


		and efficient use of tax dollars to achieve NASA missions.





NASA is pursuing full-cost management at this time because NASA requires related cost information to more effectively manage within the current and anticipated future environment.  This environment includes constrained budgets and increased expectations regarding oversight and accountability.





3.0	Legislative Proposals for Optimum Full-Cost Management


  	


The strength and benefits of NASA’s full cost practices are optimized by the integration and synergy of changes in each area (management, budgeting, and accounting).  Full-cost accounting by itself, over time, would likely lead to gradual budget and management improvements.  However, concurrent changes to full cost practices in the accounting, budgeting, and management areas can be expected to ensure that NASA optimizes improvements in each area, as soon as possible.  To this end, NASA has decided to pursue key budget changes as part of the full cost initiative.  Furthermore, certain legislative provisions are being pursued to ensure that NASA achieves all of the key benefits of its full-cost practices, while NASA retains its long-standing ability to appropriately and efficiently assign/reassign its staff to achieve mission requirements.  





Several new legislative authorities/provisions will support the timely and optimal implementation of full-cost management benefits in NASA.  The following authorities would support optimal full-cost practices within NASA.





NASA requires authority to consolidate/simplify NASA’s current


appropriation structure.  The optimal approach would involve the consolidation of NASA’s current three appropriations into a single appropriation for all NASA.  (This initiative excludes the activities of the NASA Inspector General.)





NASA requires authority to manage costs rather fund types.  Such cost           


management is enhanced by fund fungibility – authority to use         appropriated funds for any appropriate activity.  NASA would manage


costs rather than types of funds, such as funds that are only authorized


for travel, salary and related personnel costs or research and development activities.





NASA requires a revised budget structure within NASA’s appropriation


     structure.


�
(4) NASA requires authority to establish a revolving fund for NASA’s    


     reimbursable activities.  NASA’s reimbursable activities are services


     performed by NASA for others for which NASA recovers its costs and               


     “reimburses” its appropriation.


		


(5) NASA requires certain flexibility during the transition to full-cost     


	      practices in order to facilitate implementation.


	





     Single Appropriation with 2-Year Fund Availability 





NASA’s current appropriation structure consists of two program appropriations (Human Space Flight Appropriation and Science, Aeronautics and Technology Appropriation) and an appropriation for Civil Service salaries and benefits, travel, education, construction of facilities, and related expenses (Mission Support Appropriation).  The two program appropriations provide for 2-year fund availability, while the Mission Support Appropriation generally provides for 1-year fund availability, except in the case of facilities construction.  After certain requirements are satisfied,  facilities construction funding becomes  available indefinitely.  The Office of the Inspector General has its own appropriation.





The maximum advantage/benefits associated with full cost management can be achieved through a new NASA appropriation structure -- a single appropriation that provides funds for all NASA activities.  With a single appropriation, NASA would be able to efficiently, effectively, and economically control and manage all Agency resources/costs, thereby enhancing cost management and related mission and administrative efficiencies.  Operation under a single appropriation would result in a substantial shift in management emphasis – away from managing funds to managing costs.  A single appropriation approach also allows appropriate resource shifting, greatly simplifies related administrative costs and activities, and supports optimal compliance with related Federal legislation, such as the Government Performance Results Act and the Federal Financial Management Improvement Act.





In the event that NASA does not obtain a single appropriation, another approach would be to establish two basic appropriations (Human Space Flight Appropriation and Science, Aeronautics, and Technology Appropriation).  Each appropriation would consist of all costs, including civil service salaries, benefits, and related support associated with respective missions.  Each appropriation would need to include the authority for NASA to shift civil service salaries, benefits and support between appropriations as required for the safe, successful accomplishment of NASA missions.  While feasible, the two appropriation approach is not optimal.  This approach could polarize rather than integrate �
NASA’s activities and could introduce a key risk regarding the sustained ability to shift key resources among NASA’s highly integrated activities.  The continuing authority to shift essential resources across accounts would be regularly subject to the complications and vagaries of annual authorization and appropriation legislative processes.  In addition, fund transfers between appropriations could introduce concerns related to appropriation integrity and related administrative cost and control impacts at a time when such administrative resources remain severely constrained. 





With regard to fund availability, the desirable approach is to provide for 2-year fund availability for all NASA funding.  Congress recognized the unique nature of NASA’s highly technical research and development activities when Congress provided 2-year fund availability for NASA’s two current program appropriations.  Under full cost management, all costs of a  project, including Civil Service labor, benefits, and support, will be budgeted and accounted for within a project.  As a consequence,  it is highly desirable that future NASA appropriations include 2-year fund availability for costs such as Civil Service salaries, benefits, and support which are currently included in the Mission Support appropriation.  This approach would support requisite fund shifting consistent with effective cost management and significantly simplify funds control – fungible funds with the same fund term/availability.  Further, this approach would avoid administrative complexities associated with a variety of fund terms within a single appropriation.  For the similar reasons, it is desirable that facilities construction funding also be available for a 2-year period.   The Office of the Inspector General would continue to have its own appropriation.





NASA has had a long-standing, unencumbered ability to assign its workforce to key agency activities to support safe, successful mission performance.  An ability to retain flexibility to manage workforce without the constrain of excessive external controls and without inordinate levels of administrative overhead is a critical component of any proposal to change the current appropriation structure.





 	Proposed Legislative Language





NASA has developed proposed language legislative provisions that are designed to ensure that NASA retains its long-standing ability to manage its workforce in a manner that is unencumbered by legislative or other constraints.  The draft language follows.





“Notwithstanding any other provisions of law, the National Aeronautics and Space Administration is hereby authorized to shift personnel and related funding (salaries, benefits, and related support resources) among its programs, projects, and/or activities (and between and/or among appropriations, budget line items and/or other accounts) as required for the safe, successful accomplishment of agency missions.  In addition, the National Aeronautics and Space Administration shall not be constrained in the timely, effective shift of personnel and related funding, by externally required operating plan or similar control mechanisms. The National Aeronautics and Space Administration shall report on the shifting of personnel and related funding among its programs, projects, and/or activities to the Congress in subsequent periodic annual financial reporting.”





NASA anticipates that such authority would affect all appropriated funds for activities such as civil service personnel salaries, civil service personnel benefits, related travel and training, general and administrative costs and services provider/pool costs.  NASA plans to closely manage and monitor  all agency costs and periodically report any/all funding shifts between and/or among NASA programs, projects, activities, budget line items and/or accounts.





3.2	Complete Fund Fungibility





NASA’s current appropriations and related Congressional guidance also include controls related to certain types of expenditures, such as travel, Civil Service salaries and benefits, education, and facilities construction.  To take maximum advantage of the benefits associated with full cost management, it is desirable that the focus of Congressional guidance be shifted away from expenditure guidance (e.g. ceiling on travel costs) to cost-based guidance.  To implement cost-based guidance, funds would be made available for cost objectives (projects) without restriction as to type of expenditure, thereby enabling project managers to take advantage of/address unforeseen project changes without restrictions related to types of funds such as travel funds. 





3.3	Revised Budget Structure





The basic full cost budget and control structure anticipates external and internal controls.  The proposed internal control structure follows:





Appropriation (One, or  two with transfer authority)





Budget Line Items (Four, one for each Enterprise with the Life and 


                                    Microgravity activities included in the Human Exploration


                                    and Development of Space Enterprise) 


	- Space Science 


	- Mission to Planet Earth 


	- Aeronautics and Space Transportation Technology 


	- Human Exploration and Development of Space 





Budget Line Item Areas (Three for each Budget Line Item)


	- Major programs and development


	- Operations


	- Research, Technology, and Investment (RTI)





Program Level


	- Approximately 30 Program Level Units





Project Level


	- Approximately 120 Project Level Units





Ideally, the external control budget structure should provide for control at the Budget Line Item level.  If required, external controls could be established at the Budget Line Item Area Level.  In either case, unrestricted authority to transfer funding across Budget Line Items and/or Budget Line Item Areas for up to 5 percent of the sending and/or receiving Budget Line Item’s base funding, during the term of the funding, would support optimal funding transfer effectiveness.  NASA plans to report on any and all such transfers.





3.4	Revolving Fund for Reimbursables





Under the authority of the National Aeronautics and Space Act, NASA provides services, equipment, information, and facilities to other Federal agencies and public and private sector organizations on a reimbursable basis.  The level of reimbursable activity is approximately $700 million annually. 





Reimbursable activities involve considerable complexities in terms of funds controls, accounting, reporting, and overall management.  Recent NASA reimbursable initiatives have concentrated on streamlined budget preparation and execution processes and enhancements of the billing and collection of amounts earned on reimbursable orders.  These improvements have produced significant administrative savings.  However, further enhancements are attainable through strengthened internal controls and application of a business-like focus to reimbursable activities.





The use of a revolving fund is a generally accepted technique for funding reimbursable activity which provides for a substantially improved internal control environment, including the basis for application of effective and economical control techniques.  Further, a revolving fund fosters a business-like approach to all aspects of reimbursable activities.





NASA currently funds reimbursable work through its three appropriation accounts.  Frequently, more than one account must be allocated to a reimbursable order to fund multiple activities (i.e. labor, travel, and programmatic expenditures).  A revolving fund would accommodate all types of activities in one account, thus eliminating the need for multiple allocations and funds control.





A revolving fund also provides an agency with an account that does not expire for obligation purposes and is only limited by the terms of the individual reimbursable agreements.  NASA’s appropriation accounts currently have a one- or two-year limitation for incurring obligations. Multiyear reimbursable agreements typically have unobligated balances which roll over to the new fiscal year whereas NASA’s appropriation accounts often expire for obligational purposes.  The administrative burden of managing this roll over is formidable when considering NASA’s three funding appropriations and several hundred multiyear reimbursable agreements.  A revolving fund would eliminate the need for roll over processing, which avoids funds control issues, reduces administrative costs, and provides uninterrupted funding of reimbursable activities.





The establishment of a revolving fund requires an initial capital balance which can be obtained by a legislatively authorized transfer of customer advances from NASA’s existing reimbursable deposit accounts.  This balance would be used to fund disbursements to vendors that support the reimbursable activity and would be replenished by collections from reimbursable customers.  NASA currently funds reimbursable disbursements using cash from appropriated accounts, which is borrowed until a collection is received from a government customer or a transfer is processed from the reimbursable deposit account for a non-government customer.  The current procedure is administratively burdensome and can reduce the appropriation account cash balances which are used to pay vendors that support appropriation account activities.  A revolving fund would be self-supporting and the cash balances of appropriation accounts would not be affected by reimbursable work.





Implementation Flexibility





The implementation of full-cost practices entails a number of complexities, particularly with regard to changes in the NASA appropriation structure itself and budgeting and accounting for service costs and G&A costs within the new appropriation structure.  To facilitate the transition into full cost practices, legislative authority/provisions are needed to provide for the transfer of unexpired balances from prior appropriations to new accounts and for the merger of unexpired balances with funds in the new accounts. 





In addition, initial efforts in budgeting and accounting for service costs and G&A costs are likely to be hampered by a lack of experience in budgeting for such costs as part of program appropriations.  Until the necessary experience is gained, NASA may not be able to precisely estimate service and G&A costs by specific BLI and/or program/project accounts.  In that regard, certain service and G&A costs may occur in one appropriation, whereas the related budget resources for these activities may have been planned for in another appropriation.  Legislative authority is needed to provide NASA with flexibility to move budget resources to the appropriate accounts in which service costs and G&A costs occur.  Such transition legislative authority is expected to be required during the first few years of operation until experience supports more precise budget estimating.
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