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What GAO Found

Support function costs at NNSA and Science sites for fiscal years 2007 through
2011 are not fully known because DOE changed its data collection approach
beginning in 2010 to improve its data and, as a result, does not have complete
and comparable cost data for all years. In fiscal years 2007 through 2009, total
support costs for NNSA and Science sites grew from $5 billion to about $5.5
billion (nominal dollars). Costs for fiscal year 2010 are unknown because DOE
was pilot-testing its new reporting system and only collected data from some
sites. For fiscal year 2011, the data are more complete, but changes to DOE’s
definitions for support functions make it difficult to compare costs across all
years. DOE has taken some steps to ensure the quality of the data in its new
system and plans to fully implement a quality control process, such as peer
reviews, to ensure data can be compared across sites, but has not yet done so.

DOE and contractors have undertaken various efforts since 2007 to streamline
and improve the efficiency of sites’ support functions. Streamlining efforts
reported by officials from DOE and the eight NNSA and Science sites GAO
reviewed focused mainly on procurement; human resources, including employee
benefits; and facilities and infrastructure. Some efforts were part of larger
initiatives involving multiple sites, while others were initiated at the site level. To
streamline procurement and leverage the buying power of multiple sites, for
example, NNSA began operating a central Supply Chain Management Center to
negotiate with vendors for lower prices on goods and services, such as
laboratory supplies and equipment. To streamline human resources, contractor
officials from the eight NNSA and Science sites reported automating various
processes, such as for hiring and training employees. Furthermore, DOE and
contractors identified opportunities to expand these efforts and undertake new
ones but also identified challenges to further streamlining. In August 2010, for
example, the Deputy Secretary of Energy cited further opportunities to leverage
DOE and sites’ buying power through a more centralized, and less fragmented,
approach. Similarly, NNSA is considering centralizing certain human resource
tasks at its sites, currently provided by individual contractors. DOE and contractor
officials, however, said that centralizing functions can be challenging.

DOE and its contractors have estimated savings for some streamlining efforts,
particularly in procurement, but it is difficult to compare or quantify total savings
across sites because DOE’s guidance for estimating savings is unclear and the
methods used to estimate savings vary. For example, one laboratory estimated a
$9 million savings from a software purchase in 2010 using its preferred
estimation method. By other methods used elsewhere in DOE, however, the site
estimated that its savings could have been as high as $35 million. DOE recently
issued guidance on acceptable methods for estimating procurement cost
savings, but the guidance is unclear and could lead to widely varying savings
estimates. The guidance identifies some estimation methods that sites can use—
such as comparing the price paid for goods or services with a previous price—
but does not specify which methods are preferred when multiple options are
available. Furthermore, the guidance allows sites to use any other methods
approved by DOE officials. For support functions other than procurement, sites
also have flexibility in cost savings estimation methods, potentially leading to
widely varying estimates for similar efforts to streamline these functions.
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Abbreviations

DEAR Department of Energy Acquisition Regulation
DOE Department of Energy

GSA General Services Administration

M&O management and operating

NNSA National Nuclear Security Administration
OMB Office of Management and Budget

PNNL Pacific Northwest National Laboratory
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The Department of Energy (DOE) spends a major portion of its annual
budget—which totaled $27 billion in fiscal year 2011—to carry out
groundbreaking scientific research and technology development to
increase knowledge about fundamental physics, provide efficient and
secure energy, and ensure the safety and reliability of the nation’s nuclear
weapons stockpile. This research and development work is performed by
contractors—corporations, universities, and others—that manage and
operate the 7 national laboratories and nuclear production and testing
sites overseen by the National Nuclear Security Administration (NNSA),"
a separately organized agency within DOE, and the 10 national
laboratories overseen by DOE’s Office of Science. With DOE oversight,
these management and operating (M&O) contractors also organize and
carry out the support functions at these 17 sites, such as procuring
needed goods and services; recruiting and hiring workers; managing
health and retirement benefits; maintaining facilities and infrastructure;
and providing day-to-day accounting, information technology, security,

1Congres.s created NNSA as a semiautonomous agency within the Department of Energy
in 1999 (Title 32 of the National Defense Authorization Act for Fiscal Year 2000, Pub. L.
No. 106-65, § 3201 et seq.).
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and other support functions.? Because each NNSA or Science site has
historically had its own unique M&O contractor—as part of DOE’s long-
standing model for conducting research and nuclear production at
multiple locations—the sites have also differed in how support functions
are organized and carried out.®

DOE reimburses its M&O contractors for costs incurred in carrying out the
department’s missions and providing sites’ support functions. These
include costs that can be directly identified with a specific DOE program
(direct costs) and costs that support multiple programs (indirect costs).
Federal Cost Accounting Standards and federal regulations allow DOE’s
M&O contractors flexibility in how they classify incurred costs as direct or
indirect.* Because sites classify these costs differently, in the mid-1990s,
DOE’s Chief Financial Officer began requiring M&O contractors at the
sites to report on 22 categories of these costs—known as functional
support costs—to provide more comparable data on the costs of sites’
support functions.

We have previously reported on DOE’s support costs and related issues.
In September 2005, we reported that definitions for some of the functional
support costs were unclear and that M&O contractors’ reporting of these

2DOE and its M&O contractors’ relationships are defined in federal and DOE acquisition
regulations and in DOE’s M&O contracts. M&O contracts are agreements under which the
government contracts for the operation, maintenance, or support, on its behalf, of a
government owned or controlled research, development, special production, or testing
establishment wholly or principally devoted to one or more major programs of the
contracting federal agency. Federal Acquisition Regulation, 48 C.F.R. § 17.601.

3Ina July 2011 draft solicitation to industry, DOE and NNSA proposed altering this long-
standing approach by having a single contractor manage and operate two of NNSA’s
nuclear production sites that have historically had their own M&O contractors. DOE and
NNSA estimated that the new approach would save around $895 million (nominal dollars),
largely through efficiency gains and other improvements to the sites’ business systems
and support functions. In September 2011, however, we reported that the anticipated cost
savings were uncertain. See GAO, Modernizing the Nuclear Security Enterprise: The
National Nuclear Security Administration’s Proposed Acquisition Strategy Needs Further
Clarification and Assessment, GAO-11-848 (Washington, D.C.: Sept. 20, 2011).

4Cost Accounting Standards are promulgated under chapter 99 of Title 48, U.S. Code of
Federal Regulations, by the U.S. Cost Accounting Standards Board—a statutorily
established board (41 U.S.C. § 1501) within the Office of Management and Budget’s
Office of Federal Procurement Policy. The standards are mandatory for use by all
executive agencies and federal contractors in estimating, accumulating, and reporting
costs.
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costs was inconsistent. We recommended that DOE take further actions
to improve the comparability of its data by clarifying its definitions for its
support costs.® In 2010, DOE replaced its functional support costs with a
new system called Institutional Cost Reporting, which was pilot-tested
that year and fully implemented in 2011. Also in the 2005 report, and an
April 2004 report,® we recommended that DOE take actions to manage
the long-term cost growth in certain support functions, such as facility
maintenance, as well as pension or other costs at sites. Since that time,
DOE has taken actions to control these costs, but some of them have
continued to grow. For example, in April 2011 we reported that DOE
reimbursed M&O contractors departmentwide for $750 million in pension
costs in fiscal year 2009—more than double the amount reimbursed in
fiscal year 2008—following financial market declines.”

Against the backdrop of growing federal deficits and uncertainty over
future federal budgets, DOE and its M&O contractors at NNSA and
Science sites have been evaluating areas that could be streamlined or
provide cost savings. In this context you asked us to examine support
functions at NNSA and Science sites. Our objectives for this report were
to examine (1) the costs of providing support functions at NNSA and
Science sites for fiscal years 2007 through 2011; (2) efforts undertaken
during that period to streamline sites’ support functions and additional
streamlining opportunities and implementation challenges, if any; and (3)
the extent to which cost savings from streamlining efforts can be
quantified.

To address the first objective, we analyzed DOE’s data on support
function costs at the 17 NNSA and Science sites for fiscal years 2007
through 2011 and interviewed DOE officials who oversee these cost data
for DOE’s Office of the Chief Financial Officer. We took steps to assess
the reliability of the cost data, including interviewing representatives from

SGAO, Department of Energy: Additional Opportunities Exist for Reducing Laboratory
Contractors’ Support Costs, GAO-05-897 (Washington, D.C.: Sept. 9, 2005).

5GAO, Department of Energy: Certain Postretirement Benefits for Contractor Employees
Are Unfunded and Program Oversight Could Be Improved, GAO-04-539 (Washington,
D.C.: Apr. 15, 2004).

’See GAO, Department of Energy: Progress Made Overseeing the Costs of Contractor

Postretirement Benefits, but Additional Actions Could Help Address Challenges,
GAO-11-378 (Washington, D.C.: Apr. 29, 2011).
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the chief financial officers’ organizations in DOE, NNSA, Science, and
M&O contractors. We noted the limitations of these data in our report but
found the data sufficiently reliable for our purposes. We reviewed federal
Cost Accounting Standards and federal and DOE acquisition regulations
for requirements on reporting support function costs. We spoke with M&O
contractor officials responsible for financial management at a
nonprobability sample of 8 sites—the 4 largest (by budget) NNSA sites
and 4 largest Science sites—and discussed trends in the sites’ support
function costs since 2007.% Because a nonprobability sample is not
generalizable, what we found at these 8 sites cannot be projected to all
17 sites; however, the sites provide examples of issues related to
management of support functions.® We visited 3 of these sites—Los
Alamos, Sandia, and Pacific Northwest national laboratories—and
contacted the others by phone.' To address the second and third
objectives, we reviewed DOE’s policies on procurement, human
resources, facility maintenance, and other support functions. We also
spoke with headquarters and field-based officials who oversee support
functions for DOE, NNSA, and Science about DOE’s policies and efforts
to oversee M&O contractors’ performance in carrying out and
streamlining support functions at sites, as well as additional streamlining
opportunities and challenges. We also reviewed studies, cost reports,
strategic plans, and other documentation on recent or proposed efforts to
streamline NNSA and Science sites’ support functions. We spoke with
M&O contractor officials who plan and oversee the 8 sites’ support
functions and discussed their sites’ streamlining efforts since 2007, as
well as any cost savings from those efforts. We reviewed documentation
on sites’ recent and planned streamlining efforts and associated cost
savings. We also discussed additional streamlining opportunities and any

8The four largest NNSA sites—Los Alamos, Lawrence Livermore, and Sandia national
laboratories and the Y-12 National Security Complex—accounted for about 79 percent of
the budget for NNSA's sites in fiscal year 2010. The four largest Science sites—Oak
Ridge, Brookhaven, Pacific Northwest, and Lawrence Berkeley national laboratories—
accounted for about 66 percent of the budget for that office’s sites in that year.

SFurthermore, some of these issues may be relevant for sites overseen by other DOE
organizations, such as the Office of Environmental Management. Our scope, however, did
not include DOE organizations other than NNSA and Science.

Owe visited both NNSA and Science sites, as well as larger and smaller sites among the
8 in our nonprobability sample. Furthermore, Pacific Northwest National Laboratory was
involved in developing DOE’s new Institutional Cost Reporting system and the associated
pilot test.
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Background

related challenges. Furthermore, we collected, through document
requests and interviews with DOE and contractor officials at sites in our
sample, information on how cost savings were estimated. The amount
and level of detail of this information varied greatly across streamlining
efforts. Because it was not the purpose of this report to assess the
anticipated or actual success of efficiency efforts and because the
amount and quality of data on how estimated and actual savings were
determined varied so much across efforts, we did not attempt to
independently verify the reliability of these data or estimates. As a result,
data on reported estimated or actual cost savings and efficiencies are of
undetermined reliability.

We conducted this performance audit from December 2010 through
January 2012 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

DOE is responsible for a diverse set of missions, including nuclear
security, energy research, and environmental cleanup. These missions
are managed by various organizations within DOE and largely carried out
by M&O contractors at DOE sites. NNSA and Science are among the
largest (by budget) of these DOE organizations, overseeing important
missions at 17 sites.!" Specifically:

« With a $10.5 billion budget in fiscal year 2011—nearly 40 percent of
DOE'’s total budget—NNSA is responsible for providing the United

Mn addition, some of the work for NNSA and Science missions is conducted by M&O
contractors at sites overseen by other DOE organizations. For example, NNSA funds
nuclear production and reprocessing work conducted by the M&O contractor at DOE’s
Savannah River Site in South Carolina, a site that is primarily overseen by DOE’s Office of
Environmental Management. Furthermore, some of the work carried out at NNSA and
Science sites is funded by non-DOE entities, including other federal agencies or private
firms. This work, known as “work for others,” can comprise very little of the work at NNSA
and Science sites, or in the case of Sandia National Laboratories in New Mexico and
California, over 40 percent of a site’s research budget in some years. In addition, NNSA
and Science fund work at non-DOE organizations, such as universities.
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States with safe, secure, and reliable nuclear weapons in the absence
of underground nuclear testing and maintaining core competencies in
nuclear weapons science, technology, and engineering. NNSA’s 7
sites, including 3 national laboratories and 4 nuclear and production
and testing sites support these activities (see fig. 1).

« With a $4.9 billion budget in fiscal year 2011—18 percent of DOE’s
total budget—Science has been the nation’s single largest funding
source for basic research in the physical sciences, supporting
research in energy sciences, advanced scientific computing, and
other fields. Science funds research at its 10 national laboratories,
which also house cutting-edge scientific facilities and equipment,
ranging from high-performance computers to ultrabright X-ray sources
for investigating fundamental properties of materials. These resources
are often made available, on a temporary basis, to members of the
broader scientific community outside of DOE for their own research,
sometimes in collaboration with laboratory staff.
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Figure 1: NNSA’s Laboratories and Nuclear Production and Testing Sites and Science’s Laboratories
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Sources: DOE; Map Resources (map).

Note: Sandia National Laboratories has locations in New Mexico and California. Only its primary
location in New Mexico is depicted. Both locations are considered to be part of a single site among

the 7 NNSA laboratory and nuclear production and testing sites.

Under DOE’s long-standing model of having unique M&O contractors at
each site, management of its sites has historically been decentralized
and, thus, fragmented. Since the Manhattan Project produced the first

atomic bomb during World War Il, DOE and its

predecessor agencies

have depended on the expertise of private firms, universities, and others
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to carry out research and development work and efficiently operate the
facilities necessary for the nation’s nuclear defense.’? DOE’s relationship
with these entities has been formalized over the years through its M&O
contracts—contracts of a special type that give DOE’s contractors unique
responsibility to carry out major portions of DOE’s missions and apply
their scientific, technical, and management expertise. Currently, DOE
spends 90 percent of its annual budget on M&O contracts, making it the
largest non-Department of Defense contracting agency in the
government. The contractors at DOE’s 17 NNSA and Science sites have
operated under DOE’s direction and oversight but largely independently
of one another.™ Furthermore, M&Os are set up as separate entities with
their own missions, parent organizations, and organizational structures.
For example, the M&O contractor at Science’s Oak Ridge National
Laboratory is a private, not-for-profit company, established for the sole
purpose of managing and operating that laboratory for DOE. Formed in
2000 as a limited liability partnership between the University of
Tennessee and Battelle Memorial Institute, the M&O contractor
organization is uniquely set up to provide that laboratory’s scientific
research and necessary support functions. M&O contractors typically
allocate the costs of support functions across the site and charge
research or other divisions that benefit from those functions.

Requirements for providing support functions at sites are set out in
federal and DOE acquisition regulations, DOE policies, and M&O
contracts. In particular, M&O contracts define performance requirements
for the support functions provided at each site. These range from
requirements that apply to contractors at all 17 sites—such as a

2The Manhattan Project, under the U.S. Army Corps of Engineers, maintained control
over American atomic weapons research and production until the formation of the United
States Atomic Energy Commission in 1946. The commission became the Energy
Research and Development Administration in 1974, which in turn became DOE in 1977.

13M&O contractors in NNSA and Science interact regularly to share best practices or
coalesce around topics of mutual interest. Examples include the National Laboratory
Director’'s Council—in which representatives from NNSA, Science, and other DOE
laboratories meet regularly to coordinate around issues and concerns of broad interest to
laboratory managers—and DOE’s newly formed Contractor Integrated Supply Chain
Management Council, in which DOE and contractor officials will discuss issues related to
procurement. In addition, sites’ mission work is sometimes interrelated. For example,
programs to refurbish nuclear weapons typically rely on NNSA'’s laboratories to design the
refurbished weapon, which NNSA'’s production and testing sites will manufacture.
Similarly, experts from various NNSA and Science laboratories have coordinated some of
their sites’ research in areas such as materials science and high-performance computing.
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Sites’ Support Costs
since 2007 Are Not
Fully Known

requirement that M&O contractors’ systems of accounts comply with
generally accepted accounting principles—to site-specific requirements,
such as those pertaining to security at sites that house special nuclear
material. Some M&O contracts also include provisions encouraging
contractors to reduce sites’ support function costs. For example, M&O
contracts at some sites allow the contractors there to redirect—to mission
work or contractor-directed research—dollars saved through reductions in
support function costs. Also, contracts may include annual performance
goals for cost savings that are tied to the contractors’ annual performance
fees, which are monies paid to them based on their annual performance.

Various headquarters and field-based organizations within DOE, NNSA,
and Science develop policies or oversee M&O contractors’ performance
in providing support functions at sites. DOE, NNSA, and Science chief
financial officers, for example, oversee requirements for contractor
reporting on sites’ support function costs. Other offices oversee particular
support functions, such as procurement, facilities and infrastructure, and
human resources. DOE’s Office of Procurement and Assistance
Management and NNSA'’s Office of Acquisition Management, for
example, establish policies and oversee procurement activities at NNSA
and Science sites. In addition, NNSA and Science site offices, colocated
with the 17 sites, conduct day-to-day oversight of the M&O contractors
and evaluate the contractors’ performance in carrying out the sites’
missions and providing support functions.

Support Cost Data for 2007
through 2011 Are Not
Complete or Comparable
because DOE Changed Its
Data Collection Approach

The costs of support functions at NNSA and Science sites for fiscal years
2007 through 2011 are not fully known because DOE changed its data
collection approach beginning in 2010 to provide improved data and, as a
result, does not have complete and comparable year-over-year cost data
for all 5 years. For fiscal years 2007 through 2009, total support costs for
16 of the 17 NNSA and Science sites grew from $5 billion to about $5.5
billion (nominal dollars) and generally accounted for about 40 percent of
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the sites’ annual budgets for those years, according to DOE’s data.’™ The
proportion of total costs that support costs represented, however, differed
between NNSA and Science sites in those years. For the NNSA sites,
DOE’s data show that support costs made up from 43 to 45 percent of
sites’ annual budgets for fiscal years 2007 through 2009. For the Science
sites, the data show that support costs made up from 32 to 33 percent of
the sites’ annual budgets during those years. Differences in missions may
account in part for NNSA’s somewhat higher support costs. In particular,
NNSA sites are more likely than Science sites to house nuclear material
and classified information, which can result in higher security, training, or
other costs. We did not, however, attempt to analyze costs for specific
support functions. According to a DOE report on its sites’ support function
costs and previous GAO work,'® the data are appropriate for
understanding sites’ support function costs in aggregate but not for
comparing costs of sites’ individual support functions.

In fiscal year 2010, DOE changed its data collection approach to improve
its ability to oversee sites’ support function costs, according to DOE
officials, and, as a result, it does not have complete and comparable data
for all fiscal years from 2007 through 2011."® DOE does not have
complete data for 2010 because DOE and some of its contractors were
pilot-testing the new system, and only 11 of the 17 NNSA and Science
sites provided support cost data for that year. The data for 2010 are also
incomplete because—unlike previous years’ data—the sites only reported
on the indirect costs of their support functions, leaving out direct costs,
which could account for potentially large portions of their support costs.

4Over the same period, the sites’ total annual support function costs increased from
about $5.0 billion to about $5.3 billion in constant 2007 dollars. DOE’s data did not include
information for one Science site, the Thomas Jefferson National Accelerator Laboratory.
Excluding that site, however, would likely have had little impact on the total support costs
for fiscal years 2007 through 2009 because the site’s budget ranged from about $94
million to about $130 million and represented only about 1 percent of the total budget in
those years for all 17 sites.

15GA0-11-848.

16According to DOE'’s Office of the Chief Financial Officer, additional insight into sites’
support function costs was needed in order to improve comparability with DOE’s Standard
Accounting and Reporting System, which came online after DOE initially started collecting
support cost data. Also, the support cost data under the old reporting system did not
differentiate between direct and indirect support costs. Furthermore, costs were reported
annually under the old system, but are being reported quarterly under the new reporting
system.
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For example, officials from Los Alamos National Laboratory in New
Mexico told us that because just 15 percent of that site’s $145 million in
annual security costs are indirect, reporting only the indirect costs would
exclude $125 million in direct costs, or more than 85 percent, of the site’s
total security costs.

The data were more complete for fiscal year 2011—DOE’s first year for
implementing the new system after the pilot test; however, the 2010 and
2011 data for individual support functions are not comparable with older
data because the definitions for some support functions changed from the
old system to the new one. The new system retained many of the support
function categories of the old system, but it changed the definitions for
some categories and added new ones, such as cyber security,
technology transfer, and internal audit. For example, the new system
retained the safeguards and security category of the old system;
however, it changed the definition for that category to exclude cyber
security costs, which were made into a new cyber security category.
Furthermore, DOE’s definition for the new cyber security category
identified specific activities, such as purchasing and maintaining security
software, that are not described under the old system. DOE also added a
technology transfer category to the new reporting system, which includes
costs from various categories under the old system. Because the
definitions changed in these and other instances, costs that were in one
category under the old system were defined differently under the new
system. As a result, costs of individual support functions from the two
systems cannot be readily compared.

DOE Has Not Yet Taken All
Planned Steps to Ensure
Data Are Complete and
Comparable

DOE has taken some steps to ensure the completeness of support cost
data under its new data collection approach, but officials and documents
described the need for additional steps to ensure that support cost data
collected under the new approach are comparable across DOE sites.
DOE has taken steps to ensure the completeness of data under the new
approach, which requires M&O contractors to verify they are capturing all
relevant costs by comparing their support costs with cost information from
DOE's central accounting system.'” DOE’s Office of the Chief Financial
Officer, however, plans to take additional steps, such as peer reviews, to

17Support function costs are compared with data from DOE’s Standard Accounting and
Reporting System. Specifically, sites check that their combined direct and indirect costs
are equal to the total costs in that system.
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ensure that the new data are comparable. Under the previous approach
for collecting support function costs, DOE used peer reviews to help
ensure that sites identified the relevant costs and assigned them to the
correct categories. Specifically, the accuracy of sites’ reporting—including
whether the relevant costs were being included in the correct
categories—was reviewed every 3 years by representatives from other
M&O contractors. The reviews found instances of sites classifying costs
incorrectly, which were reported to DOE and corrected by the contractor.
In fiscal year 2011 guidance for the new system from the Office of the
Chief Financial Officer, DOE stated that it planned to implement peer
reviews by the end of fiscal year 2011. In September 2011, officials
responsible for DOE’s support cost data told us that the peer reviews had
not been implemented because of other priorities, but more recently, the
department said it plans to implement peer reviews in fiscal year 2012.
Until these reviews have been implemented, it is difficult to know if the
data collected under the new system are reliable or useful for comparing
sites’ support costs.

Complete and comparable data on support costs at NNSA and Science
sites are not available for all years since 2007, but M&O contractor
officials at the 8 sites we reviewed discussed trends in support function
costs at each individual site. Because each site is different and M&O
contractors have discretion in how they classify costs, contractors’ own
data systems may capture support costs differently than DOE’s reporting
systems discussed earlier. Contractor officials responsible for financial
management at most of the 8 sites told us that support function and other
costs at their sites, including pensions, had increased overall for fiscal
years 2007 through 2011. These overall costs increased during that
period, but some types of support costs generally decreased or remained
stable relative to the total costs of managing and operating the sites,
according to these officials. The costs that decreased generally included
human resources administration, financial management systems, and
other support costs that some officials said are easier to control.
Contractor officials at the 8 sites said they used reductions in some
support costs to help offset increases in support costs that can be mor