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prime contractor subcontracting procedures.
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further distribution of this report until 30 days from the date of this letter. At that time, we
will send copies to the Administrator, EPA, and to other interested parties and make copies
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The major contributors to this report are listed in appendix II.
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Executive Summary

Purpose

Background

Results in Brief

Between 1982 and 1985, the Environmental Protection Agency (EPA)
awarded five contracts, valued at about $894 million, to engineering
firms to study the extent of contamination at hazardous waste sites and
devise cleanup strategies under the Superfund program. These are large,
multiyear, cost-reimbursement-type contracts that offer EpA flexibility
in directing work but that also carry inherent cost risks. Because of
these risks, EPA must exercise increased oversight to ensure that the con-
tractor uses efficient methods and effective cost controls.

Concerned whether EPA has exercised adequate oversight, the Chairman,
Subcommittee on Oversight and Investigations, House Committee on
Energy and Commerce, requested GAO to determine, among other things,
whether EPA has adequate controls in place to ensure cost-effective con-
tractor work. To evaluate the adequacy of these controls, GAO reviewed
contractor performance at 43 hazardous waste sites.

The Superfund program, enacted in 1980, provided EpA with $1.6 billion
to clean up inactive hazardous waste sites (remedial actions) and for
other related purposes. The Superfund Amendments and Reauthoriza-
tion Act, enacted in 1986, provided an additional $8.5 billion.

Before a site can be cleaned up under the remedial portion of the
Superfund program, EPA must first determine the type and extent of the
contamination and identify and evaluate alternative cleanup strategies.
To perform these remedial studies, EPA relies on the services of various
engineering contractors. In some instances, these contractors rely on
subcontractors to perform certain remedial study tasks. EPA has chosen
to use cost-plus-award-fee contracts under which the contractor is enti-
tled to reimbursement for all allowable costs, a base fee, and an award
fee determined by EPA’s subjective evaluation of contractor perform-
ance. In addition, the contractor earns similar base and award fees on
subcontracting costs. Because the contractor has limited incentives to
control costs under this contract type, EPA must monitor the contractor’s
performance closely.

{
S

EPA has not sufficiently monitored, controlled, and challenged contractor
expenditures and professional hour usage for remedial studies. Instead,
EPA management focus, resulting from the urgency to expeditiously
clean up abandoned waste sites, has been on the timeliness and quality
of remedial studies without sufficient attention to cost control. In over
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Principal Findings

50 percent of the 43 sites GAO reviewed, inadequate contractor or sub-
contractor performance, as determined by EPA, increased the cost of per-
forming the remedial studies. EpA did not, however, challenge
questionable costs for most of these increases although it has options for
doing so. By not consistently and fully challenging questionable contrac-
tor costs, EPA could be conveying a message to contractors that it is will-
ing to accept all costs regardless of the level of performance provided,
thereby lessening the contractors’ incentives to control costs. As a
result, EPA may be paying more than needed for remedial studies.

EPA’s distribution of award fees is based on a two-phased process
intended to motivate successful contractor performance. Although EPA is
following its process, the process itself may not be structured to maxi-
mize contractor performance. Contractors in GAO’s sample that were
judged to have less than satisfactory performance earned between 29
and 45 percent of the total award fee available. In addition, because EpPA
does not consistently include an assessment of the prime contractors’
management of subcontractors in final contractor performance evalua-
tions, it does not have sufficient information on which to assess prime
contractor management of subcontractors and to make award fee
decisions.

Cost Control

At 41 of the 43 sites GAO reviewed, contractors experienced substantial
cost increases over the course of the remedial studies. While some of
these increases were due to legitimate reasons, such as unforeseen cir-
cumstances at the sites, inadequate contractor performance, according
to EPA, increased the costs of performing the remedial studies at 22 of
the 43 sites.

GAa0 found no evidence that EPA officials challenged the increased costs
resulting from inadequate contractor performance at 18 of the 22 sites
involved. EPA regional officials responsible for monitoring contractor
work at sites often said that they did not challenge these costs because
they believed that the contract type required them to pay for all costs
incurred. Procurement officials told us that (1) challenging questionable
costs under a cost-reimbursement contract is a difficult and time-con-
suming process and (2) the probability of sustaining such a challenge
and achieving cost savings would have to be high in order to justify the
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resources that would be required to do so. Further, EPA’s management
focus, resulting from the urgency to clean up waste sites, has been on
the timeliness and quality of remedial studies, rather than on their cost.

Options do exist, however, for EPA to deal with questionable contractor
costs. Depending on the nature, amount, and severity of the inadequate
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of the increase, (2) authorize the increase but not allow a corresponding
increase in the base fee and award fee available, (3) refuse to authorize
the increase, (4) terminate the contractor’s work at the site, or (5)
attempt to disallow the questionable costs. Each of these options has
contractual, legal, and practical limitations, but EPA has successfully
used such options in the past.

Award Fees

Recommendations

Contractors in GAO’s sample who were judged to have less than satisfac-
tory performance earned between 29 and 45 percent of the total award
fee available. This occurred because under the current structure of the
award fee process, EPA makes decisions on a substantial portion—43
percent—of the total award fee on the basis of periodic contractor per-
formance evaluations while the remedial study is underway. As a result,
contractors earned the majority of this portion of the award fee before
the remedial studies were completed and before EPA could assess the
overall quality of the contractors’ work.

The award fee process also contributes to overall contracting difficulties
because EPA performance evaluation criteria do not require an assess-
ment of the prime contractors’ management of subcontractors. Although
60 percent of the final evaluations GAO reviewed addressed subcontrac-
tor performance and/or prime contractor management of subcontrac-
tors, 40 percent did not. Such information is necessary because (1)
subcontracts represent a substantial cost in performing remedial stud-
ies—about 35 percent of the total cost of the 38 sites in GAO’s sample
that used subcontractors, (2) EPA bases part of the award fee on subcon-
tractor costs, and (3) inadequate subcontractor performance adversely
affected the quality, timeliness, or cost of 18 of the 38 sites in the Gao
sample that used subcontractors. :

GAO recommends that the Administrator, EpA, affirm his commitment to
cost control on remedial contracts by communicating the importance of
balancing timeliness, quality, and costs to officials responsible for the
remedial contracts. GAO also recommends that the Administrator
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Agency Comments

improve oversight of remedial contractor performance and expenditures
by directing officials responsible for remedial contracts to take appro-
priate actions to challenge and deal with questionable costs.

Further, a0 makes a number of other contract-related recommenda-
tions, including improvements to the award fee process to make it a
more meaningful incentive for cost control, timeliness, and quality work
under the remedial contracts.

GAO discussed the factual information presented in this report with EPA
officials responsible for using and monitoring the remedial contracts.
These officials agreed with the facts presented in the report and their
comments have been included where appropriate. However, as
requested by the Chairman’s office, GAo did not obtain official agency
comments on this report.
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The Remedial Process

Use of Contractors for
Conducting Remedial
Studies

Chapter 1
Introduction

EPA’s remedial process for cleaning up sites is multiphased and can take
years to complete. Potential hazardous waste sites come to EPA’s atten-
tion as a result of reports filed by those who transported, stored, or dis-
posed of hazardous wastes; state and local authorities; and citizens who
become aware of something suspicious. Under EPA’s assessment process,
a site identified in this way first undergoes a preliminary assessment,
which generally entails a cursory review of readily available informa-
tion about wastes present at the site. If the problems are deemed seri-
ous, EPA then conducts a site investigation, which includes an on-site
visit, sampling, and further analysis of waste problems. The most seri-
ous sites are placed on the National Priorities List (NPL). Superfund mon-
eys are targeted to finance cleanup costs at NPL sites. State governments
or responsible parties fund cleanups at other sites.

After a site has been placed on the NPL and selected for cleanup, EPA
studies the hazardous conditions existing at the site. These studies
involve (1) a remedial investigation to determine the type and extent of
contamination at the site and (2) a feasibility study to analyze various
cleanup alternatives and assess their cost effectiveness. The feasibility
study is often conducted with the investigation as one project—a reme-
dial investigation/feasibility study, hereinafter referred to as remedial
studies.

EPA then selects the most appropriate final remedy and documents it in a
Record of Decision. Following the decision, the remedy-~which can
include monitoring site conditions, removing wastes, or building a water
treatment facility—is then designed and implemented. Qur primary
focus was on the conduct of the remedial studies.

To conduct most of the steps in the remedial process, including the
remedial studies, EPA relies on the services of various engineering firms.
Between 1982 and 1985, Epa awarded five large, multiyear, cost-plus-
award-fee contracts to four engineering firms to perform remedial stud-
ies at hazardous waste sites.! The total value of these five remedial con-
tracts was about $894 million.

'Under these five contracts, contractors may also perform certain other tasks related to the remedial
process. (See app. 1.)
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Table 1.1: EPA Remedial Contracts

|
Dollars in millions

Contract Contract term Value
REM/FIT zone | 9/30/82 to 9/30/86 $103
REM/FIT zone |l 10/1/82 to 10/30/86 222
REM I 6/1/84 to 5/31/89 167
REM I 11/4/85 to 9/30/90 198
REM IV 11/19/85 to 9/30/90 204
Total $894

According to the acting chief of the Remedial Action Branch, Procure-
ment and Contracts Management Division, the two REM/FIT contracts
were awarded using the normal competitive procedures which included
consideration of both technical ability and cost. The three other reme-
dial contracts are classified as contracts for architectural and engineer-
ing services, according to EPA contracting officers. Federal acquisition
regulations require that architectural and engineering contractors be
selected on the basis of their professional credentials and abilities rather
than on the basis of cost competition. EPA, in the case of these three
remedial contracts, negotiated contract costs with each contractor
selected.

Except for the REM II contract, the remedial contracts are zone con-
tracts. That is, each of these contracts cover either the eastern United
States (EPA regions I through I'V) or the western United States (regions V
through X). The REM II contract is a national contract, covering all 10
regions, which was awarded to accommodate program growth and alle-
viate work capacity problems experienced with the two earlier-awarded
REM/FIT contracts.

Use of Cost-Plus-Award-
Fee Contracts

The remedial contracts are cost-plus-award-fee contracts, whereby EPA
must reimburse the contractor for all allowable costs incurred. In addi-
tion, the contractor earns a base fee of about 3 percent of allowable
costs and an award fee of up to 7 percent of allowable costs that is
awarded based on EPA’s subjective evaluation of the contractor’s
performance.
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EPA has also chosen to use the “term form’ of the cost-plus-award-fee
contract type.© Under a term-form contract, the government is purchas-
ing a specific number and type of professional and technical hours, or
level of effort, within the time period set forth in the contract. These
hours are for engineers, scientists, statisticians, technicians, and other
professionals who work on the individual projects. The contractor is
obligated only to put forth its “‘best effort” in delivering these hours
rather than to provide a specific product, although a product, such as a
report, usually results.

The total estimated price of the contract is derived by multiplying the
number of professional and technical hours by a composite wage level (a
weighted average of the different professional and technical wage levels
the contractor expects to use on the contract) and adding in other costs
such as subcontracting, overhead, and fees. Thus, the remedial contracts
contain a professional and technical hour ceiling, referred to as contract
capacity, as well as a separate dollar ceiling.

According to federal acquisition regulations, cost-reimbursement-type
contracts are appropriate only when the uncertainties involved in con-
tract performance do not permit costs to be estimated with sufficient
accuracy to use any type of fixed-price contract (a contract type that
provides for a price that is not subject to adjustment on the basis of the
contractor’s cost experience in performing the contract). According to
EPA officials, the use of a cost-reimbursement contract to perform reme-
dial studies is warranted because the many unknowns and uncertainties
involved in defining contamination problems at hazardous waste sites
make it difficult for either EPA or the contractor to precisely foresee the
extent of work required or its associated costs.

Subcontractor
Involvement

Under the remedial contracts, the prime contractors often supplement
their staffs with the services of subcontractors. As such, subcontracting
constitutes a substantial amount of Superfund contracting dollars.
Under the five remedial contracts, approximately 35 percent, or about
$9 million, of the costs of the remedial studies we sampled were attrib-
utable to subcontracting. Prime contractors used subcontractors exten-
sively to perform a wide variety of specialized tasks supporting

“EPA used the term form for the portions of remedial contracts dealing with the conduct of remedial
studies. EPA used the “completion form,” which requires that the contractor deliver a specific end
product, for other portions of the contracts.
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EPA’s Contract
Management Structure

remedial studies, such as drilling, sampling, aerial photography, survey
and mapping, or to complete entire remedial studies.

The government has no legal right to deal directly with subcontractors
because the government does not have a direct contractual relationship
with these firms. Instead, the prime contractor has the direct contrac-
tual relationship with the subcontractors and is responsible for their
performance. The government is limited to managing the subcontracts
through the prime contractors.

EPA contracting officers and their technical representatives, both in
headquarters and the regions, have a close partnership in managing the
remedial contracts, as depicted in figure 1.1. The contracting officer is
EPA’s agent in charge of administering the contract, including such duties
as signing the contract, obligating funds, issuing work assignments,

Figure 1.1: EPA’s Contract Management
Structure Headquarters

Headquarters

Contracting
Officer

Project
Officer

Regions

Regional

Project
Officer

Remedial
Project
Manager

Source: Adapted from EPA guidance and directives for the Superfund remedial contracts.
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modifying contract terms, and terminating the contract. Organization-
ally, the contracting officers are located within the Procurement and
Contracts Management Division of the Office of Administration and
Resources Management within EPA,

The contracting officer has a number of technical representatives. At
the headquarters level, the Office of Emergency and Remedial Response
within the Office of Solid Waste and Emergency Response is responsible
for managing Superfund remedial activities. Designated project officers
within this office are responsible, as representatives of the contracting
officer, for monitoring the technical aspects of a single contract. In EPA’s
10 regional offices, the regional project officers are responsible for mon-
itoring the technical performance of the work in that region. Under the
regional project officers are remedial project managers responsible for
monitoring work at individual sites. Their job involves monitoring the
contractor’s work, providing technical guidance to the contractor, and
evaluating contractor performance. The remedial project managers are
also responsible for providing feedback to the contracting officer on con-
tractor cost, performance, and scheduling.

Work Assignments

Contracting Initiatives

When EpA officials want a contractor to perform a remedial study at a
specific Superfund site, they must prepare a work assignment that
includes an estimate of the level of effort needed and a general state-
ment of work to be performed. After it is approved by program officials,
the contracting officer issues the work assignment to the contractor and
modifies the contract to obligate funds for the project. The contractor
then submits a work plan to EPA outlining a proposed technical approach
and a more precise estimate of the funds and hours needed. This work
plan is reviewed and approved by the project and contracting officers.
When it is necessary to increase funding for a work assignment or revise
the work plan, the contractor must submit a request for an amendment
to the remedial project manager and regional project officer for
approval, and to the contracting officer for authorization of the funds.

EPA is in the process of implementing a new contracting initiative called
the alternative remedial contract strategy. This strategy will replace the
few large-zone remedial contracts of the type we reviewed with between
40 and 50 regional prime contractors who will oversee all phases of site
cleanup, including the remedial study phase. Under this strategy, the
remedial contracting functions, including those of the contracting
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Previous Contracting
Reviews

officer, will be decentralized to the regions. EPA plans to divide the coun-
try into seven regions, each of which will award 10-year, cost-plus-
award-fee contracts to qualified firms. As of April 4, 1988, Epa had
awarded three contracts in both regions III and V. According to the
Office of Emergency and Remedial Response’s contract management
system plans for 1988 through 1992, Epa plans to award the remaining
new contracts by 1989.

The alternative remedial contract strategy, which emphasizes the decen-
tralization of the contracting function to the regions, has several advan-
tages. First, £EPA expects that the strategy will accelerate site cleanups
because it will promote project continuity, reducing the number of
projects transferred from one organization to another. Second, the strat-
egy provides incentives for contractor performance. EPA will exercise
contract options for additional work under the contract on the basis of
contractor performance, and EPA may decide not to assign additional
work, beyond the base number of professional hours specified in the
contract, to a contractor that performs poorly. Third, the multiple con-
tract awards will increase competition among a larger number of firms.
EPA hopes that this increased competition will promote cost, schedule,
and technical quality control. Fourth, EPA believes that regional delega-
tion for assigning the work and managing the contractors will improve
management because it places decisions where information is readily
available, streamlines contract and project management, and enhances
contractor accountability to a region as a primary client.

In addition to the move toward alternative contracting mechanisms, EPA
created, in fiscal year 1988, an office of Contract Operation Review and
Assessment within the Office of Emergency and Remedial Response.
Though still in its formative stage, this office will, among other things,
assess contract management activities and help develop long-term con-
tracting strategy for the Superfund program. According to the director
of this new office, the Director of the Office of Emergency and Remedial
Response wanted to establish a proactive, rather than reactive,
approach toward managing Superfund contracts.

!
\

GAO has issued three reports concerning EPA’s use of contractors. In addi-
tion, the EPA Inspector General issued a report on the Emergency
Response Cleanup Services contracts, a related area, on September 23,
1986. The emergency contracts are used to support emergency removals
under Superfund.
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Objectives, Scope, and
Methodology

Our 1982 report entitled EPA’s Use of Management Support Services
(GAO/CED-82-36) provided information on (1) the extent and nature of
EPA’s reliance on contractors to obtain management support services, (2)
EPA’s contracting methods followed in procuring such services, (3) con-
tractor performance, and (4) EPA’s use of individual experts and
consultants.

Our second review was concerned with EPA’s extensive use of cost-reim-
bursement-type contracts. In this 1985 report entitled The Environmen-
tal Protection Agency Should Better Manage Its Use of Contractors (GA0;
RCED-85-12), we concluded that EpA was emphasizing the accomplishment
of program goals and objectives at the expense of sound contract man-
agement. We recommended that EPA (1) increase the priority given to
procurement operations and (2) require contracting officers to become
more involved in monitoring individual work assignments as required by
federal regulations. In 1987 we reported on the status of EPA improve-
ments initiated in response to this report in a fact sheet entitled Status
of EPA’s Contract Management Improvement Program (GAO/RCED-87-68FS).
EPA improvements included (1) increasing resources for contract man-
agement, (2) strengthening the project officer system, (3) improving and
simplifying the contract management process, and (4) providing for
additional technical guidance and assessments.

The EPA Inspector General’s review of emergency response contracts
evaluated the efficiency, effectiveness, and economy of the contracts,
considering both contract award and administration. Deficiencies were
identified in a number of areas, including competition, subcontractor
price reasonableness, and monitoring by contracting officers. In
response to this report, EPA has moved toward the use of smaller
regional and site-specific contracts to increase competition. In addition,
to help ensure cost reasonableness, EPA revised formerly vague contract
language to be more specific and required contractors to provide addi-
tional documentation on costs incurred. EPA also plans to hire and train
additional contracting officers.

The Chairman, Subcommittee on Oversight and Investigations, House
Committee on Energy and Commerce, asked us to determine whether EpA
had established the proper controls to ensure high-quality, cost-effec-
tive, and timely work under its Superfund remedial contracts. More spe-
cifically, and as subsequently agreed with the Chairman’s office, we
examined
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whether EPA has placed adequate controls on the authorization of funds
and hours for individual work assignments to ensure cost-effective con-
tractor work;

to what extent EPA monitors contractors’ progress to ensure timely, high-
quality, and cost-effective work, and whether EpA officials had suffi-
cient information and incentive for monitoring purposes;

how the award fee process used under these contracts might be
improved to provide greater incentives to the contractor to control costs,
timeliness, and quality; and

whether EPA has placed adequate controls on the prime contractors’
management of subcontractors to ensure high-quality, cost-effective,
and timely work.

In the initial phase of our review, we found that EPA monitoring and
control efforts focus on the timeliness and quality of the contractor’s
work rather than on cost. During this phase, we identified cost as the
greatest point of risk under the remedial contracts. Our focus, therefore,
was on the adequacy of EPA’s cost controls for the remedial contracts.

To accomplish the above objectives, we used a multiple case study
design. We reviewed all complete or substantially complete work assign-
ments for the five remedial study contracts in EPA regions III (Philadel-
phia) and V (Chicago) as of December 31, 1986. These regions were
selected on the basis of their contract responsibility for a large number
of Superfund sites. Because this is not a probability sample, we cannot
generalize from our findings to the total population of work assignments
under all the contracts. (For detailed information on our universe defini-
tion and sample selection, see app. [.)

Using this approach, our sample of remedial study work assignments
totaled 52, or 37 percent, of the universe of 139 similarly defined work
assignments on the five contracts for all 10 EPA regions. The contract
dollars expended for our sample were approximately $26 million, or 36
percent, of the $71 million total for the universe of 139 work assign-
ments. EPA began 34 of these work assignments in 1983, 13 in 1984, and
51in 1985 and 1986. We reviewed contractor performance and EpPA [
actions on these work assignments through December 31, 1986. This cut*
off date was used because it coincided closely with the timing of our
sample selection.

In our sample, we usually found one work assignment for each site in

our sample, although, in some cases, EPA issued more than one work
assignment per site. For example, in some cases, EPA issued separate
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work assignments for the remedial investigation and the feasibility
study. As a result, we reviewed 52 work assignments related to 43 sites.
We completed detailed case studies on each of these 43 sites.

For each case study, we completed a structured data collection instru-
ment to collect financial and performance information. We obtained this
information from (1) contract and project office files, (2) official work
assignment files in the regions, and (3) contractors’ subcontracting files.
We also conducted structured interviews with 35 remedial project mana-
gers directly responsible for the projects. In these interviews, we
obtained specific project information as well as the managers’ views on
the adequacy of EPA’s contract controls and suggestions for improve-
ment. Finally, we summarized the structured data collection instruments
and interviews and analyzed this data base.

In addition to the case study review and analysis, we interviewed
responsible project and contract officers at EPA headquarters and offi-
cials in EPA regions V (Chicago) and III (Philadelphia) and obtained EPA
guidance and policy on controlling cost, timeliness, and quality under
the remedial contracts. We also reviewed applicable federal and ErPa
acquisition regulations. Finally, we talked to three of the four remedial
contractors about their subcontracting procedures.

We reviewed the EPA Administrator’s fiscal years 1983 through 1987
Federal Managers’ Financial Integrity Act reports for previously
reported internal control weaknesses in the Superfund program and
looked at those weaknesses in connection with the five remedial
contracts.

As requested by the Chairman’s office, we did not obtain agency com-
ments on the report. We did, however, discuss the factual information
contained in the report with EPA officials responsible for using and moni-
toring the remedial contracts. These officials agreed with the facts pre-
sented and their views have been incorporated into the report where
appropriate.

Our work was conducted from October 1986 through February 1988.

This review was performed in accordance with generally accepted gov-
ernment auditing standards.
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Insufficient Controls Over Contractor Costs

Need for Cost Control

EPA has not sufficiently monitored, controlled, and challenged contractor
expenditures throughout the life of the remedial studies. Instead, EPA’s
management focus, resulting from the urgency to expeditiously clean up
abandoned hazardous waste sites, has been on the timeliness and quality
of remedial study work assignments, without sufficient attention to cost
control. At over 50 percent of the sites we reviewed, inadequate contrac-
tor or subcontractor performance, as determined by EpPA, increased the
cost of performing remedial studies. EPA did not, however, deal with
questionable costs for most of these increases although it has options for
doing so. By not consistently and fuily challenging questionable contrac-
tor costs, EPA may, in effect, be conveying a message to contractors that
it is willing to accept all costs regardless of the level of performance
provided, thereby lessening the contractors’ incentives to control costs.
As a result, EPA may be paying more than needed for remedial studies.

By using cost-plus-award-fee contracts for completing remedial studies,
EPA has the flexibility needed to change contractor work tasks and
authorize additional funds to deal expeditiously with the uncertainties
that occur in remedial work. For example, the first phase of a remedial
investigation may reveal unexpected contaminants. £PA can respond by
authorizing changes in the contractor’s work plan as well as dollar and
hour increases to deal with the situation. Some unexpected changes may
be even more immediate. For example, if during well drilling, gaseous
releases contain higher levels of contamination than expected, EPA can
quickly authorize the contractor to use a higher level of safety equip-
ment at a higher cost.

However, the structure of a cost-reimbursement, term-form contract
provides the contractor with limited incentive to control either costs or
its use of hours. In contrast to the cost incentives built into a firm fixed-
price contract, where every dollar saved is an additional dollar of con-
tractor profit, the contractor under a cost-reimbursement contract is
entitled to reimbursement for all allowable costs plus fees. Similarly,
because EPA pays the contractor for its best efforts in delivering the
hours agreed to in the contract, rather than on results achieved or prod-
ucts delivered, the contractor has little incentive to limit the number of *
hours it uses.

Under a cost-reimbursement contract, therefore, the government must
monitor the contractor’s work closely. According to federal acquisition
regulations, a cost-reimbursement contract may be used only when
appropriate agency oversight will provide reasonable assurance that the
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Inadequate
Information to
Evaluate Contractors’
Budgets

contractor uses efficient methods and effective cost controls. According
to EPA’s Project Officer’s Handbook, project officers must monitor the
contractor’s efforts under this type of contract to avoid waste of public
funds and obtain quality services within both the dollar and hour bud-
gets. According to EPA contract administration guidance, the more a con-
tractor realizes that EPA is closely watching the status of funds and
contractor expenditures, the more incentive the contractor has to be
economical.

As provided for in federal regulations, EPa guidance, and the remedial
contracts, EPA has an array of management controls it can use to plan,
authorize, monitor, restrict, and evaluate contractor work and expendi-
tures. These controls are interrelated throughout the life of a work
assignment. Initially, EPA can exercise control over the contractor when
it prepares a work assignment to outline the scope of a remedial study
of a site and the government’s estimated level of effort to complete the
study. EPA can exercise control over contractor performance and
expenditures each time it considers authorizing the contractor to per-
form tasks and expend dollars and hours. EPA can review the contrac-
tor’s work plan to ensure that the contractor’s technical approach to the
study, the budget, and the schedule are appropriate and reasonable. In
addition, during the course of the work assignment, it may become nec-
essary to modify the study scope, schedule, or budget. EPA can exercise
control over contractor requests for work assignment changes, such as
budget increases, by scrutinizing requests, negotiating possible reduc-
tions with the contractor, and challenging questionable increases. In
addition, EPA can decide to partially approve an increase or deny fees on
the increase. EPA can monitor the contractor’s work and costs through
several controls, including reviewing invoices and constantly communi-
cating with the contractor. EPA can restrict contractor efforts and costs
by stopping or terminating a work assignment and disallowing unallow-
able costs. EPA can also exert control over the contractor through its

evaluation of contractor performance for award fee determinations (see
ch. 3).

Although remedial project managers generally reviewed and analyzed
contractor work plans, they had little remedial study cost information,
other than previous contractor work plans, with which to compare pro-
posed contractor costs. As a result, EPA, in effect, has allowed the con-
tractors to establish the parameters it uses for measuring the
reasonableness of contractor cost proposals. EPA is in the process of

Page 19 GAO/RCED-88-182 Superfund Contracts



Chapter 2
Insufficient Controls Over Contractor Costs

developing, as an aid in budget preparation, cost information on reme-
dial study tasks. However, this project is incomplete and has expe-
rienced delays due to a lack of resources.

The contractor’s remedial study work plan is the primary work assign-
ment planning document that defines the technical approach to the
study, the budget, and the schedule. When EPA issues a work assignment
to a contractor to start a remedial study, the contractor must complete a
work plan that describes tasks in detail and provides an initial dollar
and professional hour budget estimate for each task. According to EPA
contract administration guidance, work plans provide EPA with the basis
for guiding the contractor’'s work, measuring progress and performance,
and controlling costs.

EPA reviews the work plan to ensure that the contractor’s understanding
of and approach to accomplishing the remedial study are within the
scope of the work assignment and that the proposed level of staffing
and resources is appropriate, sufficient, and reasonable for performing
the work. The remedial project managers are responsible for reviewing,
revising, and recommending approval of work plan tasks. In addition,
according to their position descriptions, remedial project managers are
responsible for recommending approval/disapproval of any aspect of
the proposed work assignment budget except for costs established by
the contract. Remedial project managers may request backup informa-
tion on the work plan from the contractor and may negotiate specific
dollar and hour estimates for each task, including those that appear
excessive. The EPA contracting officer then approves the work plan and
authorizes dollar and hour budgets that the remedial project manager
has determined are necessary to carry out the plan.

All of the remedial project managers who responded to our question said
that they analyzed contractor work plans for sites in our sample. Most
of these remedial project managers said that they reviewed the work
plan for dollar and hour usage and to ensure that the contractor
included all necessary tasks for completing the work. In addition, the
remedial project managers often had other EPA officials review the work
plan, and one region had a peer review group, composed of EPA special- \
ists from other programs, review plans for technical quality. Also, about
68 percent of the remedial project managers told us that they negotiated
the scope of work for the remedial study with the contractor. For exam-
ple, because work plan costs appeared high, a remedial project manager
reduced the initial budget by asking for four staff rather than five to
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complete a task and, in another case, cut back on the number of wells to
be drilled.

Although remedial project managers told us that they analyzed contrac-
tor work plans for sites in our sample, 56 percent of the remedial project
managers we interviewed did not say that they used a cost comparison
in work plan review. Those who reported making some comparison usu-
ally said they referred to work plans from other remedial studies or con-
sulted with other remedial project managers to analyze whether the
contractor planned to expend a reasonable amount of funds and hours
for the remedial study. One remedial project manager told us that early
on in the Superfund program, EPA relied on the contractors to determine
remedial study budgets because remedial project managers had no idea
how much the studies should cost.

Remedial project managers also told us that they would like additional
guidance on work plan review. Fifty-eight percent of the remedial pro-
ject managers we questioned said they did not have adequate guidance
in developing work plan estimates, and when asked what type of guid-
ance was needed, 33 percent said they needed information on acceptable
cost ranges for remedial study tasks.

Federal procurement regulations and EPA’s contract procurement and
administration guidance are silent with respect to what information
remedial project managers should use to review contractor work plans
other than their best engineering judgment and experience on similar
projects. However, sound management principles dictate that remedial
project managers use information on acceptable cost ranges (in both dol-
lars and hours) for each remedial study task in order to determine the
reasonableness of such plans.

Recognizing this problem, £PA has undertaken a project to develop
acceptable cost-range information on remedial study tasks, but the pro-
Jject has suffered from a lack of resources. EPA started developing infor-
mation to estimate remedial study costs and schedules in 1986 using
historical data on remedial study tasks and site-specific information.
According to the chief of the Remedial Response Section, Office of Solid
Waste and Emergency Response, EPA began the project to aid remedial
project managers and regional staff in developing remedial work assign-
ment cost estimates for Superfund budget preparation. EPA had com-
pleted only the first 3 of approximately 15 remedial study task cost
estimates when the project was put on hold in 1987 due to lack of
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resources. EPA restarted the project in April 1988 and is revising the pro-
ject methodology to include an independent verification of remedial
study costs and schedules, as well as historical data and site-specific
information. However, EpA has funded only one of four segments of the
project, according to the EPA budget analyst responsible for the project.

Historical cost information would assist EPA in controlling contractor
costs on remedial studies by providing the remedial project managers
with a stronger basis for reviewing contractor work plans and evaluat-
ing contractor requests for budget increases. Further, it would provide a
sound basis for assessing whether contractor-incurred costs are exces-
sive or unreasonable.

EPA has not taken sufficient action to control cost increases on the reme-

Contract COSt dial study work assignments that we examined. Although some of these

Increases Not Always increases were for legitimate reasons, inadequate contractor or subcon-

Chanenged tractor performance, as determined by EPA, increased costs on 22 (51
percent) of the sites in our sample. We found that EPA did not challenge
these questionable contractor cost and hour increases on 18 of the 22
sites involved. Remedial project managers often told us they did not
challenge costs because they believed that the contract type required
that they pay for all costs and hours. EPA procurement officials told us
that challenging contractor costs due to inadequate performance was a
time-consuming and difficult process that could involve contractor
appeals. These officials believed that the probability of sustaining such
a challenge and achieving cost savings would have to be high in order to
justify the resources required to do so. They also emphasized the need
for appropriate documentation of the inadequate performance. In addi-
tion, according to these officials, the need to expeditiously complete
remedial studies might hamper an effort to challenge questionable costs
in some cases.

Although a number of options exist for dealing with questionable costs,
EPA has not always used them for the remedial contracts. As a result, EPA
may be paying more than needed for remedial studies.

it
~

Cost and Professional Both dollar and professional hour increases were substantial for the
Hour Increases Substantial sites we examined. Of the 43 sites we reviewed, all but 2 experienced
increases in dollar or hour budgets. Dollars increased an average of 48
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percent over the initial remedial study work plan budget, from an aver-
age work plan amount of $452,000 to a final budget of $669,000. Out-
pacing dollar increases, professional hours increased an average of 63
percent over the initial work plan budget, from an average of about
4,800 to 7,800 hours.

According to EPA officials, there are a number of legitimate reasons for
the cost and hour growth experienced for the sites we reviewed. These
reasons include unforeseen circumstances at the site or changes to the
remedial study, major statutory and program policy changes, and under-
estimation of resources needed to complete the study. For example,
unexpected conditions, such as extensive migration of groundwater con-
tamination, or external factors, such as inclement weather, at the site
can increase the costs or hours needed to complete the study. Also,
increases may result from changes in market prices over the life of a
work assignment. For example, inflation may have increased costs
between the time the initial dollar and hour budgets were approved and
the time costs for the project were incurred.

The evolution of the Superfund program also contributed to the cost and
professional hour growth on remedial studies, according to EPA officials.
Legislative changes, as well as internal EPA policy changes regarding the
structure and content of remedial studies, have occurred. These changes
required EPA to include additional tasks or broaden existing contractor
work tasks and increase contractor budgets accordingly. For example,
legislation reauthorizing Superfund required EPA to look more closely at
alternative treatment technologies in addition to other possible alterna-
tives for disposal, and this task resulted in additional costs and profes-
sional hours to some ongoing remedial studies, according to EpPA officials.

Inadequate Performance
Contributed to Contract
Increases

In addition to the legitimate reasons for cost and hour growth, inade-
quate contractor or subcontractor performance resulted in increased
costs and professional hours in 22 (51 percent) of the 43 sites we
examined. Due to the lack of documentation in EpA files, we could quan-
tify the cost increases resulting from inadequate performance for only
11 of the sites. These increases totaled $326,000 and ranged from $9,800
to $55,000 per site. Total remedial study costs for these 11 sites was
$6.3 million. We identified inadequate performance based on EPA award
fee evaluations, prime contractor evaluations of subcontractors, and
judgments by remedial project managers we interviewed.
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Contractor performance problems ranged from technical mistakes to
inadequately written remedial study reports. For example, contractors
placed groundwater monitoring wells in inappropriate locations, made
errors in preparing groundwater samples, and inadequately supported
remedial study reports and submitted the reports late. These inadequate
performances involved the prime contractor, subcontractor, or both;
inadequate subcontractor performance was involved in some way at 17
of the 22 sites. According to EPA officials, EPA experienced subcontract-
ing problems on the remedial contracts because of (1) the large amount
of subcontracting under these contracts, (2) inadequate prime contrac-
tor oversight of subcontractors, and (3) the general inexperience of engi-
neering subcontractors in doing remedial work.

To illustrate inadequate contractor performance, at one site, the prime
contractor subcontracted the entire remedial study but had to terminate
the subcontract and complete the work itself because the subcontractor
performed inadequately. According to EPA’s and the prime contractor’s
evaluations, the subcontractor did not assign sufficient scientific person-
nel to satisfactorily complete certain tasks and never submitted a criti-
cal draft report to the prime contractor. EPA directed that the prime
contractor assume full responsibility for the work, complete the out-
standing work, and prepare the remedial study report. According to
EPA’s award fee evaluation, inadequate subcontractor performance and
inadequate prime contractor oversight of the subcontractor delayed the
remedial study 3 months. We were unable to determine the exact costs
incurred resulting from the inadequate prime and subcontractor per-
formance because of a lack of documentation in EPA files. EpA did penal-
ize the prime contractor in the award fee process by awarding the
contractor an award fee amount commensurate with less than satisfac-
tory performance.

Questionable Contractor No evidence was available that EpPA officials challenged contractor costs
Costs Not Adequately and hours resulting from inadequate performance in 18 of the 22 sites in
Challen ge d our sample. The most frequent answer that remedial project managers

gave us regarding the reason for no challenge was that they believed
that the contract type required EpPA to pay for all contractor hours
worked. For example, EPA officials’ answers included, “We have to pay
no matter how many drafts the contractor has to write to get an accept-
able product” and ‘I am powerless to do anything about costs associated
with poor performance under a level of effort contract.” As a result, EPA
paid for these increases in full, including the corresponding base fee. Epa
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did, however, penalize the contractors, to a limited degree, for inade-
quate performance by not awarding all the award fee available.

On the remaining four sites, the remedial project managers challenged
the contractors’ requests for budget increases resulting from inadequate
performance by referring the cases to higher contracting officials. How-
ever, EPA approved the increases in full at all four sites, although at one
of these sites, EPA did not authorize a corresponding increase in the base
and award fees available. EpA officials responsible for two of the three
other sites claimed that they had to approve the increase and could not
challenge the contractor further because of the type of contract
involved.

To illustrate EPA actions in relation to inadequate performance, at one
hazardous waste site in our sample, the prime contractor subcontracted
an entire remedial study to another engineering firm. The subcontractor
performed poorly and delivered only part of the final study document
before finally going out of business. The prime contractor requested
about an additional $40,000 to redo the subcontractor’s poor work. The
remedial project manager was dissatisfied with this situation but was
informed by the regional contracting unit that EpA must pay for addi-
tional costs because of the type of contract involved. EPA therefore paid
increased costs, plus a base fee.

Options Available for
Dealing With Inadequate
Performance

As provided for in federal acquisition regulations and the remedial con-
tracts, options exist for dealing with cost and hour increases associated
with inadequate contractor and subcontractor performance. Depending
on the nature, amount, and severity of the inadequate performance, EPA
could (1) negotiate with the contractor, (2) disallow unreasonable costs,
(3) not authorize all or part of an increase, (4) authorize the increase but
deny the corresponding base and award fees, or (5) terminate the work
assignment. EPA’s decision to exercise one or more of these options has to
be weighed against their contractual, legal, and practical limitations.

Negotiation

When a contractor first requests a budget increase to cover costs and
hours due to inadequate performance, the remedial project manager can
challenge questionable contractor costs by discussing the request with
the contractor, requesting additional justification, and negotiating with
the contractor to absorb some or all of the proposed increase. If dissatis-
fied with the contractor’s response, the remedial project manager can
elevate the case to the remedial project officer and the contracting
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officer, either of whom can attempt further negotiations with the
contractor.

Contracting officials could not tell us on how many occasions they nego-
tiated with the contractor concerning inadequate performance under the
remedial contracts because, according to the chief of the Remedial
Action Branch, Procurement and Contracts Management Division, con-
tracting officers do not always document such negotiations. However,
these officials told us that EPa did not have much negotiating leverage
with the contractors early in the Superfund program, from September
1982 to June 1984, when it had only two remedial contracts. During this
time period, the contractors had little incentive to make concessions
because they knew that EPA was depending on them to complete reme-
dial studies to meet program goals and had no other contractors to
which to assign the work. Officials also said contractors have generally
not been willing to absorb costs.

EPA was, however, successful in using negotiation at one site that was
not in our sample. At this site, inadequate prime contractor and subcon-
tractor performance resulted in increased costs. As a result of negotia-
tions, the prime contractor agreed to return to EPA about $10,000 in base
fees the contractor had already received that were associated with the
inadequate performance. In addition, the prime contractor disallowed
certain subcontractor costs and denied subcontractor fees. EPA may have
more negotiation leverage in the future under the alternative remedial
contract strategy because EPA will have the option of assigning work to
other contractors.

Disallowance

As a second option, EPA can attempt to disallow costs incurred due to
inadequate contractor or subcontractor performance. In a cost-reim-
bursement contract, EPA must reimburse a contractor for all allowable
costs in return for its best efforts to perform the work. One of the
requirements for determining whether a cost is allowable is that the cost
be reasonable. According to federal acquisition regulations, a cost is rea-
sonable if, in its nature and amount, it does not exceed that which would 1
be incurred by a prudent person in the course of competitive business.
Although disallowing costs as unreasonable is difficult to sustain, EpA
contract administration guidance states that disallowing contractor
costs that are unreasonable is a powerful means of persuading a con-
tractor to manage efficiently.
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EPA contracting officers did not disallow any costs for the 43 sites we
examined. According to the former chief of the Administration Section,
Remedial Action Branch, Procurement and Contracts Management Divi-
sion, demonstrating that costs due to inadequate contractor perform-
ance were unreasonable would be time consuming and difficult and,
therefore, contracting officers would be reluctant to attempt such an
action except in the most extreme cases of inadequate performance. EPA
procurement attorneys told us that demonstrating that a contractor did
not put forth its best effort in completing a work assignment would be
very difficult. According to these officials, the concepts of reasonable-
ness and best effort are elusive and subjective in nature. In addition, the
application of these concepts is complicated by the nature of the work
involved, the lack of specific performance standards in the remedial
contracts, and the mitigating circumstances often surrounding each
case, including EpPA misdirection and poor documentation of events and
decisions. Contractors are given wide discretion in exercising their judg-
ment in performing remedial studies. According to EPA’s Cost Analysis
Guide, even costs that may be attributed to contractor mistakes and
oversights can be considered reasonable because some mistakes are ordi-
nary and necessary business costs that are unanticipated or unavoida-
ble, and to disallow such costs would unjustly punish a contractor. On
the other hand, we found that costs of obvious, frequent mistakes have
been considered unreasonable and successfully challenged by the
government.'

Disapproval of a Cost
Increase

As a third option, in cases in which the contractor requests a budget
increase to pay for costs incurred due to inadequate performance,* EPA
can refuse to authorize all, or part, of this increase. In response, the con-
tractor might absorb the increase and continue work or, more likely,
refuse to do the work that would have been funded by the budget
increase. Therefore, disapproval may be a radical remedy if EPA needs
the work completed.

! These cases involved products rather than services. However, while these cases demonstrate the
principle of cost reasonableness, we cannot predict with certainty the final outcome of an EPA disal-
lowance under the remedial contracts.

For 13 of the 22 sites, the contractors submitted requests for budget increases to redo or complete
inadequate work. For the remaining nine sites, we were unable to determine whether the contractor
requested a budget increase for the inadequate performance because (1) EPA lacked adequate docu-
mentation, (2) the contractor financed the increase with funds designated for other tasks and did not
require an increase, or (3) another agency redid the work.
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According to the chief of the Remedial Action Branch, Procurement and
Contracts Management Division, EPA contracting officers have not
refused to authorize any increases resulting from inadequate perform-
ance under the remedial contracts. Although another official claimed
that some increase requests may have been adjusted, no adjustments
were made on increases in our sample relating to inadequate perform-
ance. Contracting officers have not used this option because of (1) the
difficulties in preparing a case EPA could clearly sustain and (2) the need
to get remedial studies done, according to the chief of the Remedial
Action Branch. For example, EPA would have to have detailed documen-
tation of the problems and be able to prove the problem did not result, in
part, from EPA’s misdirection of the contractor. EPA’s contracting officers
believe that the potential for sustaining a disapproval would have to be
high to justify their time spent preparing the case and defending it
through contractor appeals.

Denial of Fees

As a fourth option, again in the case of a request for a budget increase,
EPA can approve the increase request but deny the corresponding base
and award fees on the increase. Generally, contractors are entitled to
additional base fee and increased award fee available on cost increases
associated with approved changes in the scope of work. However, EpA
can approve increases but deny fees if a contractor is redoing work—
within the same scope of work—because of inadequate performance or
failure to conform to the contract requirements.

According to the former chief of the Administration Section, Procure-
ment and Contracts Management Division, it is difficult to deny contrac-
tors fees on cost increases because (1) EPA would have to prove that the
contractor did not put forth its best effort and (2) the possible recovery
of a relatively small amount of base fee would not justify the large
investment of contracting officer’s time needed to prove a case because
the contractor would most likely dispute EPA’s contention. However, we
found that EpA was successful in all four of its attempts to deny contrac-
tors the base and award fees associated with cost increases under the
remedial contracts. One of these attempts involved a site in our sample.

N

Termination

As a final option, EPA can terminate the work assignment for default if
the contractor has failed to perform its obligations under the contract,
or for convenience if the government decides termination is in its best
interest. Under the remedial contracts, meeting the burden of proving
default can be difficult, again because of a lack of objective performance
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specifications or deadlines. Absent these, the government would have to
show that a contractor’s inadequate performance and mistakes were so
severe as to be tantamount to nonperformance, a material breach of con-
tract. Also, although termination for convenience is generally used when
funds are no longer available or the goods and services provided are no
longer needed, the government can terminate for inadequate perform-
ance to demonstrate to the contractor that EPA is willing to “cut its
losses” and that the same action might occur on other work assignments
if performance does not improve. However, terminating a work assign-
ment can result in site cleanup delays and additional costs to start over
with a new contractor.

According to the chief of the Remedial Action Branch, Procurement and
Contracts Management Division, contracting officers have not attempted
to terminate any work assignments for default or convenience because
the resulting termination costs would outweigh any benefits and site
cleanup could be delayed. Also, in reference to termination for default,
EPA officials again cited the difficulties involved in preparing a sustaina-
ble case. Although terminating a work assignment may have been a lim-
ited option early in the Superfund program, from September 1982 to
June 1984, because EPA had only two remedial contracts, EPA could have
terminated a work assignment when one contractor performed poorly
and assigned the work to the other contractor. EpA did, in fact, terminate
a work assignment at one of our sample sites to handle a conflict-of-
interest situation that arose early in the remedial study. Further,
through the threat of using or initiating this alternative, EPA may
encourage the contractor to respond adequately before EPA has to pro-
ceed through the entire termination process. EPA used such a threat on at
least one work assignment under the remedial contracts and, as a result,
the contractor rectified the problem. The regional project officer
involved with this work assignment told us that this threat was useful
because it was a prospective, rather than reactive, technique for
improving contractor performance. Termination of work assignments
due to inadequate performance may become a more viable option under
the alternative remedial contract strategy, but only if EPA is willing to
interrupt activity at a site and start over with a new contractor.

Need for Consistent
Challenge of Contractor
Costs

Although pursuing the options presented above could be time consuming
and difficult, challenging questionable contractor costs and hours is
important because the challenge itself influences the contractor to be
more economical. Conversely, failure to pursue action where warranted
could convey a message to the contractors—and may have already done
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so—that EPA is willing to accept cost increases no matter what level of

performance is provided. Despite the

limitations it faces in challenging

contractor costs resulting from inadequate performance, EPA has demon-
strated that it can limit costs incurred. However, EPA has not consist-
ently challenged all questionable contractor costs and hours.

Work Assignment
Budgets Not Used to
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Resources

When contractors incur costs in excess of the authorized work assign-
ment dollar or hour budget before EPA authorizes an increase, a work

assignment overrun results. Remedial project managers are responsible
for ensuring that contractors submit requests for work assignment
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budget increases as soon as the need is identified to prevent the occur-
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dollar and hour budgets on individual work assignments in our sample,
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WIll(,[l EPA t:‘VUllLUd.lly dppr UthU 1 [lt‘ LUIlLl dLLUIb were d.UlC to overrun
work assignment budgets, in part, because remedial project managers
did not adequately monitor doilar and hour budgets. This lack of moni-
toring and control over work assignment budgets also may have contrib-
uted to EPA’s remedial contract capacity problems: EPA exhausted its
remedial contract capacity {contractor hours) before the contracts
expired or available funding was exhausted.

Extenswe

Work assignment hour and dollar budgets provide a broad baseline
against which remedial project managers can monitor contractor per-
formance and expenditures. EPA’s Remedial Project Management Hand-

book states that remedial project managers are responsible for

anticipating the need for budget increases. Consequently, remedial pro-

ject managers must ensure that contractors submit timely justification
for budget and schedule changes as soon as the need is identified rather
than after the additional costs have been incurred and authorized
budget ceilings exceeded. However, at 49 percent of the 43 sites we
reviewed, the contractor exceeded the dollar budget one or more times.

Further, in 72 percent of the cases in

our sample, the contractor

exceeded the professional hour budget one or more times.’ (EPA has a
financial control system in place to preclude payment of contractor
expenditures in excess of contract obligations.)

3These percentages exclude the period from October 1985 to October 1986 because, according to EPA
officials, any overruns occurring then may have been due to the lack of Superfund money available
while reauthorization of Superfund legislation was being debated, rather than a result of poor moni-

toring or control by EPA. Although contrary to EPA

guidance, in some cases overruns occurred at this

time hecause EPA could not obtain funds in a timely manner
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Many remedial project managers told us they were unaware of dollar
and hour budget overruns despite the availability of information
allowing them to monitor contractor expenditures and anticipate poten-
tial overruns. For the sites with doliar overruns, 42 percent of the reme-
dial project managers we talked to said they were unaware that the
contractor had exceeded the authorized budget. For sites with hour
overruns, 38 percent of the remedial project managers claimed that they
were unaware of the situation. This occurred in spite of the fact that the
remedial contracts require the contractors to submit monthly progress
reports to summarize technical and financial activities, including a cost
summary of planned versus actual and authorized expenditures on a
work assignment level. However, about 40 percent of the project mana-
gers we spoke to did not use monthly contractor progress reports to
monitor the contractors’ expenditures. The former remedial project
officer in region III explained that remedial project managers may not
have reviewed contractor progress reports because they knew the status
of their sites before they received the reports. However, the contractors’
monthly progress reports document information, such as authorized ver-
sus actual expenditures, that may not be conveyed to the remedial pro-
ject managers in informal contacts with the contractors. Had more
remedial project managers reviewed the progress reports, they perhaps
would have better anticipated some of the overrun situations.

Several of the remedial project managers told us they did not monitor
contractor professional hours because they did not think it was impor-
tant. For example, on a remedial study work assignment at a former
landfill, the contractor overran its hour budget three times but did not
exceed its dollar budget. These overruns ranged from 26 to 623 hours.
The number of approved professional hours for this site ranged from an
initial budget of 2,336 to a final budget of 4,526. EPA’s remedial project
manager for the work assignment informed us that she did not take any
action on the hour overrun because she was not concerned about hour
overruns. The former regional project officer in EPA region III told us
that remedial project managers typically focus on the dollar budgets and
do not track professional hour usage.

For all the overruns we noted, EPA approved the increases after the fact.
For example, one contractor exceeded the dollar and professional hour
budget and then asked for increases because it had experienced cost
growth on tasks completed several months earlier in the project. The
remedial project manager approved and the contracting officer autho-
rized these increases. Because work assignment budgets are allocation
and management tools but generally not contractual cost ceilings, EPA
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must fund overruns involving allowable costs. As a result, when over-
runs occur, EPA loses control over the resources expended in the over-
run: the remedial project manager cannot evaluate the increase and
determine if is necessary because the contractor has already spent the
funds. In essence, the contractor rather than EPA has decided how funds
should be spent. Since EPA is not controlling these increases, the govern-
ment’s risk of inefficient and ineffective use of contract resources is

increased.
EPA’s Contract Capacity Insufficient monitoring of contractor hour usage in particular may also
Problems have contributed to a series of contract-wide capacity (contract hours)

problems. Specifically, because of the substantial contractor hour
increases in the work assignments we examined, and in the contracts
overall, EPA exhausted its remedial contract capacity before the con-
tracts expired or available funding was exhausted. This capacity prob-
lem caused EPA to transfer sites and work assignments (i.e., remedial
studies) among contracts and procure new contracts at additional cost to
the government. EPA has not conducted an analysis of the causes of this
capacity problem. However, EPA contracting and project officers told us
that exhausting contract hours before funding could be due to a variety
of reasons, including that (1) salary escalations did not occur as planned
in the contract, (2) the salary-level mix used on the contract was differ-
ent than originally planned, or (3) subcontracts were used less than orig-
inally planned.

As previously mentioned, contractors generally have limited incentives

to control professional hour usage under a cost-reimbursement contract.
This may be, in part, because each increase in hours results in a propor-
tional increase in the amount of award fee available to the contractor.

In August 1983, about a year and half after the start of the REM/FIT zone
contracts, EPA determined that the Superfund workload had increased at
a rate much faster than anticipated and would far exceed contract
resources. EPA issued sole-source expansions to the two contracts,
increasing hours by 50 percent for remedial planning activities. The
total cost for the expansion was about $112 million for both contracts,
including additional funds for the subcontracting and base and award
fees. In addition, EPA procured the REM II contract to expand its reme-
dial contract capacity. EPA attributed the increase in hours to major
changes in Superfund program policies and unforeseen workload
demands. Since the program’s initiation, EPA had expanded both the
number of hazardous waste sites on the National Priority List and the
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Inadequate
Compliance With
Administrative
Internal Controls

number requiring remedial studies. Subsequent to this expansion, EPA

again began to experience capacity problems with its remedial contracts.

EPA transferred about 25 work assignments from the REM/FIT zone II con-
tract to the REM IV contract.

In April 1986, EpA discovered that the REM II contract had capacity
problems. In June 1987, the contractor estimated that it would need
about 2.2 million hours to fully fund all projects underway, but the con-
tract ceiling was set at 1.6 million hours. During the summer of 1987,
EPA took several actions to respond to the capacity problem. It allocated
hour ceilings to the regions, stopped issuing new work assignments, and
transferred 72 sites to other contracts. According to the REM II project
officer, the contract capacity problems were due to the unanticipated
large influx of work assignments and amendments following the
reauthorization of Superfund. Transferring sites and work assignments
among contractors incurs the risk of disruption of remedial progress at
the site. In addition, site and work assignment transfers to other con-
tracts reduce hour capacity on these other contracts as well. EPA has
extended the REM II contract, which was due to expire on May 31, 1988,
to May 31, 1989.

EPA officials responsible for the remedial contracts have not analyzed
why EPA exhausted hour capacity but not funding on the contracts.
Although we do not know what portion of the contract capacity problem
is due to EPA not controlling contractor hours, the risk of contract capac-
ity problems is increased in such cases.

Although the extent of monitoring varied by remedial project manager,
we found that some managers were not performing required contract
administration duties such as reviewing contractor invoices and main-
taining complete work assignment files. However, we did find that reme-
dial project managers were communicating frequently with the
contractors by telephone and were conducting site visits. While all the
remedial project managers we spoke with monitored contractor per-
formance, they were primarily concerned with the technical rather than
financial aspects of the contractors’ work.

Effective contractor monitoring is essential for remedial project mana-
gers to identify and anticipate problems, ensure that work progresses in
an efficient and timely manner, ensure that the government receives
quality performance, and ensure that sufficient records exist for cost
recovery and contract administration purposes. According to EPA’S
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Remedial Project Management Handbook, the remedial project manager
is the single EPA individual responsible for directing the contractor staff
in a number of technical and policy areas.

a)ntractor Iﬁi}oices Not

RUVIEWCU

Remedial project managers and project officers responsible for our 43
sites did not nnnclcfpnﬂv review contractor mvmnpe an lmnnrfsmr inter-

nal control function de31gned to measure the reasonableness of contrac-
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officials had insufficient assurance that contractor costs incurred,
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Under the Superfund remedial contracts, the contractors submit
monthly invoices for reimbursement of incurred costs and payment of
base fee and award fee, where applicable. The project officers at EpA
headquarters are responsible for verifying and certifying contractor bill-
ings to ensure that payment is made for services rendered. The project
officers rely on the remedial project managers to review the invoices for
all the sites they are monitoring and recommend approval or disap-
proval of contract payment. This requirement is included in each EPA
remedial project manager position description. Remedial project mana-
ger review and project officer certification (a sign-off by project officers
to show that invoices were reviewed) are not intended to signify that
invoiced costs are absolutely accurate or complete; rather, review and
certification are intended to verify that invoiced costs are reasonable

cinnarin tha goarvirag randarad Ascordin tay A gnidane if rrpa hacg
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a questlon about contractor charges it can ask for more mformatlon
or disallow costs.

Despite EPA’s requirements for the remedial project managers to review
monthly invoices, we found that about 55 percent of the remedial pro-
Jject managers we talked to did not routinely review contractor invoices.
Fewer remedial project managers in region III reviewed invoices than in
region V. According to the former remedial project officer in region III,
the region’s remedial project managers were reluctant to review contrac-
tor invoices because they considered themselves to be environmental
specialists and not accountants and did not understand the information
presented in the invoices. About half of the remedial project managers
we talked to did not find reviewing the contractor invoices helpful

hecansge fhnv heliaye ﬂnov need additional d‘nw‘lqnnn in reviewing
J J NANALUAVARCALL 6 AVATAA L A4 ESVR A S Y 6
1nv01ce better mformatlon from the c ntractors in the invoices.
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to provide more information in the invoices, such as data on personnel
levels actually used.*

EPA contracting officers did not suspend or disallow any contractor costs
on the 43 sites that we examined. About 20 percent of the remedial pro-
ject managers we spoke with said they raised questions with the con-
tractors on certain invoiced costs, but none of the resulting discussions
led to suspension or disallowance. In addition, a contracting officer
responsible for one of the remedial contracts told us that the remedial
project managers had rarely contacted him with questions regarding
contractor invoices.

EPA project officers were unaware that the remedial project managers
were not reviewing contractor invoices. As a result, these project
officers were certifying contractor invoices on the mistaken assumption
that the remedial project managers had reviewed the invoices and did
not recommend disapproval. Because the remedial project managers
were not consistently reviewing contractor invoices, EPA may not have
availed itself of an important opportunity to scrutinize contractor costs,
challenge questionable costs, and disallow those that were unreasonable.
In addition, EPA actions were not consistent with the Comptroller Gen-
eral’s specific internal control standard on supervision that states that
qualified and continuous supervision is to be provided to ensure that
internal control objectives are achieved.”

Poor Recordkeeping on
Work Assignments

Although records are important for both project management and future
cost recovery actions, remedial project managers were not keeping ade-
quate records of contractor performance and expenditures at the sites
we examined. Throughout the life of a work assignment, the remedial
project managers are responsible for maintaining thorough and accurate
records of contractor activities and expenditures. These records docu-
ment contractor strengths and weaknesses for award fee evaluations,
are considered part of the official contract administration file, and in
the event of a contract dispute may be subject to examination by the
Board of Contract Appeals or federal courts. Also, because cost recovery
actions typically lag several years behind the remedial process, it is

1At the time that we verified the facts contained in this report with EPA officials, the comptroller of
EPA’s region III told us that the region had instituted procedures for reviewing and certifying
invoices.

SInternal controls that federal agencies are required to follow are set forth in GAO’s Standards for
Internal Controls in the Federal Government, published in 1983 pursuant to the Federal Managers’
Financial Integrity Act of 1982.
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important for the remedial project managers to keep well-organized and
comprehensive files.

We found that about 40 percent of the work assignment files we
examined in the regions were not complete and organized. For example,
we found that many of the files we reviewed did not contain a complete
set of contractor progress reports. As noted earlier, we were unable to
determine the exact cost increases incurred due to inadequate contrac-
tor performance at our sites because of a lack of documentation. In addi-
tion, about 30 percent of the remedial project managers we talked to did
not document results of their monitoring actions, such as the results of
site visits, meetings, and telephone conversations. Further, in at least
two instances, EPA officials made special requests to contractors to sup-
ply documents because EPA files were incomplete and unorganized.

Poor recordkeeping jeopardizes sound project management and cost
recovery actions. The Comptroller General’s specific internal control
standard on documentation requires that documentation of significant
events and expenditures of resources should be accurate, complete, and
facilitate the tracing of actions after the events have occurred. In its
fiscal year 1985 report to the President on internal controls required by
the Federal Managers’ Financial Integrity Act of 1982, EpA identified
poor recordkeeping as a material weakness in its Superfund program
internal controls. In fiscal year 1985, EpA began to implement corrective
actions, including evaluating procedures for producing cost recovery
documentation, issuing a final policy on maintaining cost documenta-
tion, and assembling site-specific files for cost recovery purposes. How-
ever, these actions did not specifically address the remedial project
manager’s responsibilities for adequate contract administration record-
keeping. Better work assignment recordkeeping by the remedial project
managers would facilitate EPA’s recordkeeping initiatives. In addition,
adequate recordkeeping also would allow EPA to better challenge ques-
tionable contractor costs and sustain disputes.

EPA Management Does
Not Focus on
Superfund Contract
Cost Control

Cleaning up hazardous waste sites has become a national priority and
the focus of significant public, congressional, and media attention in
recent years. The urgency of addressing abandoned hazardous waste
sites that may be adversely affecting human health and the environ-
ment has been translated into statutory deadlines and regulatory priori-
ties. However, EPA management emphasis to expeditiously clean up sites
may be insufficiently balancing the timeliness, quality, and costs of
obtaining remedial studies.
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Little Emphasis Placed on
Costs

Planning for the cleanup of abandoned hazardous waste sites is a techni-
cally difficult but vital step. The need for quality information and deci-
sion-making on an expedited basis has become a national concern. The
Congress has translated national concern into statutory deadlines. With
the passage of SARA in 1986, the Congress set a schedule for EPA to begin
remedial studies of how to clean up sites on the National Priorities List.
In a major national teleconference explaining SARA, the Administrator of
EPA said, “‘In essence, Congress told us: The goals achieved in the past
were good, but speed up your progress in the future!”

In addition to accelerating remedial studies, the Superfund program is
also concerned with the quality of investigations and decision-making on
selecting alternatives to remedy sites. As EPA’s project officers have
explained, the remedial study is the planning stage for the actual site
cleanup. Also, according to the deputy chief of the Hazardous Waste
Management Branch in region III, while representing about 5 to 20 per-
cent of the total cleanup costs of a site, decisions made during the reme-
dial study stage will directly affect the other 80 to 95 percent of the
costs involved. According to the senior remedial project manager in
region III, the focus of the remedial contracts is on technical quality and
not cost control.

EPA management’s focus on timeliness and quality of remedial studies
over contractor cost control is reflected in the positions taken by the
remedial project managers. The remedial project managers we spoke
with generally rated quality and timeliness over costs as considerations
in managing their projects. Several said that costs were a minor consid-
eration on their remedial study work assignments. This attitude may
explain, to some extent, why remedial project managers do not have suf-
ficient information to compare contractor cost estimates, challenge ques-
tionable contractor cost increases, control contractor work assignment
budgets, review contractor invoices, maintain adequate records, and
perform other contract administration duties.

EPA management officials told us that while time and quality pressures
are significant, they do care about the cost of conducting remedial stud-
ies. They cited, as one example of their concern, an ongoing study of
remedial costs that is designed to identify, among other things, the fac-
tors that affect remedial study costs and determine what can be done to
control those factors. This study is scheduled for completion by the end
of fiscal year 1988. In addition, according to the acting chief of the Haz-
ardous Site Control Division, EPA efforts to reduce the time required to
complete remedial studies should also decrease study costs. Finally, the

Page 37 GAO/RCED-88-182 Superfund Contracts



Chapter 2
Insufficient Controls Over Contractor Costs

implementation of the alternative remedial contracts concept should
lower study costs through increased competition and greater incentives
for contractor performance.

The above efforts are a step in the right direction. However, while EPA
management officials emphasized their concern about remedial study
costs, it appears that this concern has not been adequately communi-
cated to the remedial project managers who have primary responsibility
for monitoring costs and hours on individual sites. As a result, this con-
cern has not been translated into day-to-day oversight and control of
COSts.

Remedial Project Managers
Face Competing Demands

EPA management may not be promoting effective and prudent cost con-
trol on remedial contracts because the remedial project managers, EPA’S
principal individuals responsible for monitoring and controlling contrac-
tor expenditures, face competing demands. In addition, their turnover
and work load are significant.

As the principal contact between EpA and the remedial contractor, and as
the contracting officer’s technical representative, the remedial project
manager is responsible for planning, monitoring, controlling, directing,
and coordinating the work and for communicating with the contractor.
In addition, the remedial project manager is responsible for the success
of EPA’s remedial planning activities, including preparing EPA’s Record of
Decision and coordinating its review and approval. Remedial project
managers and regional managers we talked to emphasized that a reme-
dial project manager’s main responsibility is to prepare a Record of Deci-
sion that presents a technically sound and cost- effective cleanup
alternative that complies with all applicable laws. Because the remedial
project managers rely on the contractor’s remedial study to support the
Record of Decision, they are dependent on the timeliness and quality of
the contractor’s product. Thus, the remedial project managers have

more incentive to focus on the quality and timeliness of contractor
efforts during a remedial study rather than on the costs of these efforts.
In addition, remedial project managers informed us that they are envi-
ronmental scientists and engineers more concerned with the technical *
quality of the contractor’s work than with its costs.

Although the majority of remedial project managers we spoke with have
taken EPA’s project officer and contract administration courses and have
position descriptions that specify their contract administration duties,
some project managers or their supervisors told us that the contracting
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officers, not project managers, are responsible for cost control. In addi-
tion, about 60 percent of the remedial project managers we spoke with
indicated they have little control over costs. Further, the remedial pro-
ject managers may be disadvantaged in managing the remedial contrac-
tors because of their work assignment work loads, experiences, and
turnover levels.

While remedial project manager work load and experience varied on the
sites we examined, we found that their work load was significant. Begin-
ning in 1985, EPA’s Contracts Management Manual set forth work load
limitations for all project officers and work assignment managers, such
as remedial project managers, for different levels of experience.
Although these work load limitations were not in effect when some of
our sample work assignments were active, we compared the limitations
to the remedial project managers’ recollections of their work assign-
ments to approximate the significance of their work loads at the time.
We found that about 20 percent of the remedial project managers
assigned to our sites had work loads that exceeded the limitations. (We
were unable to assess the work loads for all the remedial project mana-
gers assigned to our sites because some managers could not recall their
assignments.) On average, the remedial project managers were responsi-
ble for a little over four active hazardous waste sites. In addition, reme-
dial project manager work assignment management experience varied
by manager, ranging from no experience to over 10 years.

Roughly 25 percent of the remedial project managers we spoke with
reported that their work loads and time constraints limited their ability
to make site visits. In addition, several EpA Superfund program and con-
tracting officials we spoke with told us that remedial project manager
work loads and inexperience limited their ability to effectively monitor
contractor performance and expenditures.

Another factor affecting EPA’s management of contractors is the number
of different remedial project managers assigned to manage particular
work assignments due to personnel turnover and other factors. We
found that, on average, 2.3 remedial project managers were assigned to
each of our 43 sites; 15 sites had 3 or more remedial project managers
assigned to them. This changeover of EPA personnel does not provide for
continuity in contract administration. About 25 percent of the individu-
als that we interviewed had since left EPA as of January 1988.
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Since SARA was enacted, EPA has expanded the number of personnel
assigned to the Superfund program and has taken action to enhance pro-
motion opportunities. Superfund employee staffing, work load, and
turnover problems are covered more fully in a separate report."

Cost-reimbursement contracts offer EPA the flexibility needed for its
remedial studies but contain inherent cost risks because the contractor
has limited incentive to control costs. Despite the need for cost control,
EPA did not sufficiently monitor, control, or challenge contractor expend-
itures and professional hours usage throughout the life of the remedial
studies we reviewed. This may be due, in part, to EPA’s emphasis on the
timeliness and quality of the remedial studies.

Specifically, EPA did not have sufficient information to review the rea-
sonableness of contractor budgets and subsequent cost increases. Conse-
quently, EpA did not know the acceptable cost ranges for remedial study
tasks. EPA has a project underway to develop this information, but the
project has experienced delays.

In addition, EPA did not take sufficient action to control costs on the con-
tract work assignments we reviewed. Cost and hour increases on the
remedial studies reviewed were substantial. While some of these
increases were for legitimate purposes, increases at 22 of 43 sites in our
sample were due to inadequate contractor and subcontractor perform-
ance, according to EPA. Although the options available to EpA for dealing
with questionable contractor costs have limitations, EPA has demon-
strated in the past that it can successfully use such options to control
costs. By not fully challenging questionable contractor costs, EPA may be,
in effect, telling the contractors that it is willing to reimburse them for
all costs regardless of their level of performance.

Although work assignment budgets are intended to control contract
resources, EPA did not sufficiently use the remedial study work assign-
ment budgets for this purpose in the cases we reviewed. Contractor
overruns (both dollar and hour) on the work assignments we examined
were substantial. Moreover, several remedial project managers did not *
sufficiently monitor contractor costs and hours even though they had
this information available to them. EPA approval of the overruns after
the fact reduced EPA’s ability to control contractor expenditures.

“Superfund: Improvements Needed in Work Force Management (GAQ/RCED-88-1, Oct. 26, 1987).
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Recommendations

Further, insufficiently monitoring and controlling contractor use of pro-
fessional hours in particular may have also contributed to remedial con-
tract capacity problems in which contract hours were exhausted before

the contracts expired and funding was exhausted. Although EPA officials
offered a variety of reasons that could explain these capacity problems,

EPA has not conducted an analysis of this issue.

Contrary to EPA's own guidance and internal control standards, remedial
project managers did not consistently review contractor invoices. Conse-
quently, EPA did not determine whether contractor costs were reason-
able. In addition, incomplete and unorganized work assignment files and
poor recordkeeping may jeopardize EPA’s management of the remedial
contractors and its cost recovery actions. Further, the primary individu-
als that EPA relies on to monitor and control contractor performance and
expenditures, the remedial project managers, may have had little incen-
tive to control costs because they faced competing demands, substantial
work loads, and frequent turnover.

We recognize that more attention to cost control and taking a tougher
stand with hazardous waste contractors impose certain practical consid-
erations and difficulties. However, we believe that sufficient attention
to controlling contractor expenditures on the remedial contracts will
convey a strong message to the contractors that the government is
unwilling to accept unnecessary costs and inadequate performance. This
message is especially important when one considers that EPA’s alterna-
tive remedial contracts strategy will result in a significant increase in
the number of prime contractors and subcontractors.

The Superfund remedial contracts awarded between 1982 and 1985
have a value of about $894 million, and as we have demonstrated in this
report, EPA needs to focus more attention on cost control for these con-
tracts. Other cost-reimbursement, term-form contracts entered into by
EPA have a value of about $2.3 billion. We are concerned that these other
contracts may have the same cost control problems that we identified in
the Superfund remedial contracts and believe that EPA may need to
review the implementation of cost controls over these other contracts.

We recommend that the Administrator, Epa, affirm his overall commit-
ment to cost control in two ways. First, communicate the importance of
balancing timeliness, quality, and costs on remedial studies by incorpo-
rating explicit language in EPA’s contracting and project officer guidance
and position descriptions. Second, require that remedial contracting and
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project officers and remedial project managers diligently monitor and
control contractor expenditures throughout the duration of remedial
study work assignments.

Further, we recommend that the Administrator, EPA, direct that the
Office of Administration and Resources Management and the Office of
Solid Waste and Emergency Response take the following steps to
improve EPA’s specific oversight of remedial contractor performance and
expenditures:

Complete development of cost-range information for remedial study
tasks and require remedial project managers to use this information to
assess the reasonableness of the contractor cost proposals and subse-
quent cost increases.

Re-emphasize the need for contracting and program officers to challenge
questionable contractor expenditures, especially those due to inadequate
contractor and subcontractor performance, and take appropriate actions
to deal with them.

Reinforce existing policy in writing to employees and remedial contrac-
tors that contractors are not to incur costs above the amounts EPA has
authorized in the work assignments, and require remedial project mana-
gers to monitor contractor expenditures, both dollars and hours.

Resolve the issue of why EPA consistently exhausts contract hours, but
not dollars, on the remedial contracts.

Require that EPA personnel comply with internal control standards, spe-
cifically that remedial project managers review contractor invoices and
determine the reasonableness of contractor costs and that they establish
and maintain complete and accurate work assignment records.

Since there is limited incentive to control costs under the cost-reimburse-
ment, term-form contracts that EPA frequently uses, and serious defi-
ciencies exist in the control of costs under the Superfund remedial
contracts, EPA could also review the implementation of cost controls over
other such EPA contracts, keeping in mind the deficiencies disclosed in
this report.
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Under a cost-plus-award-fee contract, contractors recover the costs
incurred for work performed and a base fee that does not vary with per-
formance. EPA’s distribution of award fees, which are in addition to costs
and base fee, is based on a two-phased process used to motivate success-
ful contractor performance. Although EPA is following its process, we
found that the process itself may not be structured to maximize contrac-
tor performance.

One problem with the structure is that EPA performance evaluation crite-
ria do not require an evaluation of the prime contractors’ management
of subcontractors. Although 60 percent of the final contractor perform-
ance evaluations we reviewed addressed subcontractor performance
and/or prime contractor management of subcontractors, 40 percent of
these evaluations did not. As a result, EPa officials did not have suffi-
cient information on this aspect of contractor performance, which in
some cases was inadequate, when making award fee decisions. Such
information is necessary because (1) subcontracts represented a sub-
stantial cost in conducting remedial studies—about 35 percent of the
total cost of our 38 sites, (2) EPA based part of the award fee available to
the prime contractors on subcontract costs and needs some basis on
which to award these fees, and (3) inadequate subcontractor perform-
ance has been a frequent problem under the remedial contracts.

Another problem is that the structure of the award fee process for reme-
dial contracts tends to reward all degrees of performance rather than
just satisfactory or better performance. During the first phase of the
award fee process, EPA makes decisions on a substantial portion--43 per-
cent—of the total award fee on the basis of periodic contractor perform-
ance evaluations while the remedial study is underway. Consistent with
its process, EPA awarded most of the fee available in this phase to the
contractors. However, in some cases, when the remedial study was com-
pleted, EPA judged the overall quality of the work performed to be less
than satisfactory. Although EpA awarded the contractors none of the
available award fee in the second phase of the process because of less
than satisfactory performance, the contractors had already earned a
substantial portion of the award fee in the first phase. As a result, con-
tractors in our sample who were judged to have less than satisfactory
overall performance earned between 29 and 45 percent of the available
award fee.
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The Award Fee
Process

Each remedial contract specifies estimated prime contractor costs, sub-
contractor costs, and a ceiling on the number of hours the contractor
will work. The contracts also specify two types of fees—a base fee and
award fee. The base fee, consisting of 3 to 3-1/2 percent of contractor
costs (depending on the contract terms but generally 3 percent) and 2
percent of subcontractor costs, is paid to the contractor on a monthly
basis and does not vary with performance. The award fee, divided into
two phases, varies depending on EPA’s subjective evaluation of the con-
tractor’s performance. The total amount available for award is 7 percent
of prime contractor costs plus about 2 percent of subcontractor costs.

Specifically, the phase I fee that is available consists of about 3 percent
of contractor costs and 1 percent of subcontractor costs. EPA makes peri-
odic decisions as the work is being performed on how much of the phase
I fee the contractor will earn. The phase II fee available is about 4 per-
cent of contractor costs and 1 percent of subcontractor costs. EpA deter-
mines how much of the phase Il fee the contractor will earn as projects
are completed. These percentages varied slightly among the five reme-
dial contracts we reviewed.

The award fees established for the total contract are made available and
awarded to the contractor for remedial work on a site-by-site basis
through individual work assignments. The fees related to prime contrac-
tor costs are allocated to an individual work assignment in the same pro-
portion that level of effort hours expended on the work assignment bear
to the total hours allowed under the contract. For example, if the level
of effort hours used on a work assignment represented 1/10th of 1 per-
cent of the total hours for the contract, the fees made available for that
work assignment would also be 1/10th of 1 percent of total contract
fees. Fees related to subcontracting costs are allocated to an individual
work assignment in the same proportion that actual subcontracting
costs for that work assignment bear to total subcontracting costs
allowed under the contract.

Award Fee Evaluation
Process

Remedial project managers in the field are responsible for evaluating
contractor performance at individual sites in six performance areas (rat"—
ing dimensions): project planning, technical competence and innovation,
cost and schedule control, reporting, resource utilization, and effort.
After review, the evaluations are forwarded to a Performance Evalua-
tion Board, composed of various headquarters and regional project
office and contracting personnel, which conducts a detailed analysis of
all evaluations. This Board forwards an award fee recommendation for
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each site to the fee determination official at headquarters who is
responsible for the final decision. EPA’s award fee decisions are unilat-
eral and final; the contractor may not appeal these decisions.

Under these plans, EPA evaluates contractor performance every 4
months. Different procedures are used to evaluate and award fees under
phase I and under phase II. The contractor is eligible to receive part of
the phase I award each evaluation period. Contractors earn 100 percent
of the phase I fee available if the performance for the period is at least
satisfactory. If performance is less than satisfactory, the remedial pro-
ject manager must prepare a written evaluation supporting this judg-
ment. Based on this evaluation, the Performance Evaluation Board then
determines what portion of the phase I fee the contractor will earn. The
remedial project manager is not required to prepare written evaluations
for those projects on which performance is satisfactory or above.

To award the phase Il fee at the completion of the remedial study, the
remedial project manager prepares a final evaluation of the contractor’s
overall performance. On the basis of this final evaluation, the Perform-
ance Evaluation Board and fee determination official determine what
portion of the phase II fee available the contractor will earn. Table 3.1
shows the range of phase II fees that can be paid to the contractors for
various performance levels. This information is used by the Perform-
ance Evaluation Board in making award fee decisions. Contractors
receive no phase II fee for less than satisfactory performance.

Table 3.1: Performance Scales for REM/
FIT Contracts

Performance level Range of total award fee
Less than satisfactory 0 percent

Satisfactory 0 to 30 percent

Exceeds expectations 31 to 65 percent
Outstanding 66 to 100 percent

EPA chose to use a phased award fee process on the remedial contracts
for several reasons. According to EPA, the primary benefit of the two-
phased award fee process is that it reduces the amount of paperwork
and administrative time associated with the evaluation process. In the
early stages of the remedial contracts, EPA evaluated all sites every eval-
uation period, and thus the Performance Evaluation Board had one hun-
dred or more evaluations to review each time it met. Under the phased
process, the Board reviews evaluations for studies in progress that are
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less than satisfactory and for those that have been completed. By hold-
ing back a substantial amount of the fee until study completion, the
phased award fee process was intended to provide more incentive to the
contractor to provide high-quality final products. In addition, it was
intended to encourage the contractors to limit cost overruns, which gpa
had found were often not apparent until the study neared completion.

In 1987, EPA delegated the responsibility for making remedial contract
award fee decisions to the regions. This was done to prepare for the
implementation of the alternative remedial contract concept. Under this
concept, EPA will rely on a greater number of smaller remedial contracts,
awarded and managed by individual regions, rather than on the large
zone contracts used previously. EPA delegated the responsibility for mak-
ing award fee decisions to the regions under the remedial contracts we
reviewed. As a result, performance evaluation boards have been formed
and are operating in each of the regional offices.

We found that EPA has generally rewarded contractors for good perform-
ance by awarding a higher award fee while contractors with poor per-
formance received lower award fee amounts. Of our 43 sample sites, we
had complete award fee information (both phase I and II) on 39. (For the
remaining four, we could not obtain phase II award fee information
because contractor work at the sites was on-going as of December 31,
1986.) Overall, based on phase II awards, the contractor received *‘out-
standing” evaluations in 12 cases, “exceeds expectations’ evaluations in
13 cases, “satisfactory” in 8 cases, and *‘less than satisfactory” in 6
cases. For the 39 sites, EPA awarded the contractors an average of 69
percent of the total award fee available. This broke out to about 86 per-
cent of the phase I fee available and 49 percent of the phase II fee avail-
able.! These award fees were in addition to the full base fee.

Of the 39 sites, contractors involved in 11 received at least one less than
satisfactory rating in phase 1. Total fees awarded for these 11 sites aver-
aged 50 percent of that available. For 6 of these 11 work assignments,
the contractors also received a less than satisfactory rating in phase II
and no award fee, but overall, the six received an average of 43 percent
of the total available award fees. For the 28 sites that did not receive a

'EPA changed its award fee process to the phased approach in 1984. Prior to that, EPA calculated the
available award fees on the basis of estimated work assignment costs and distributed these fees
among the applicable evaluation periods. Most of the sites in our sample were evaluated under the
previous system for one to four evaluation periods.
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less than satisfactory rating in phase I, the contractors received an aver-
age of 77 percent of the total award fee available.

We found no evidence that EPA considered the prime contractor’s man-
agement and oversight of subcontractors in the award fee process in 43
percent of our sample sites. Contractor performance evaluation criteria
indicate that subcontracting issues may be addressed under the rating
dimension entitled *‘resource utilization.” This rating dimension also
covers a variety of other aspects of performance, including the prime
contractor’s staffing, recruiting, and training of personnel for the con-
tracts, equipment maintenance and accounting, and use of travel funds.
There is no requirement, however, that each of these areas be addressed
in contractor performance evaluations.

Federal acquisition regulations do not specify the evaluation criteria to
be used in cost-plus-award-fee contracts but instead state that the
number of evaluation criteria and requirements will differ widely
among contracts. EPA’s experience with remedial contracts indicates that
it needs criteria to evaluate contractor management of subcontractors.
For example, subcontracting represents a substantial cost in conducting
remedial studies under these contracts. At our 38 sample sites that used
subcontractors, subcontract costs totaled about $9 million, or 35 percent
of the total remedial study cost. In addition, inadequate subcontractor
performance and/or prime management and oversight of subcontractors
have often been a source of problems under these contracts. Of our 38
sites, we identified 18 at which subcontractor performance or prime
contractor oversight of subcontractors had a negative effect on the cost,
timeliness, and/or quality of the remedial study. Finally, as previously
mentioned, portions of the phase I and II fees are based on subcontrac-
tor costs. For example, under the REM/FIT contracts, the phase I fee con-
tains about 3 percent of prime contractor costs and 1 percent of
subcontractor costs.

Final phase Il award fee evaluations we reviewed did not consistently
include assessments of prime contractors’ oversight and management of
subcontractors. Of the 38 sites in which subcontractors were used, EPA
had prepared final evaluations for 37. In these 37 evaluations, subcon-
tracting and prime oversight and management of subcontractors were
addressed (either positively or negatively) in 21 (57 percent) and not
addressed in 16 (43 percent). In addition, of the 18 sample sites at which
we identified problems with subcontracting performance or prime con-
tractor oversight of subcontractors, subcontracting was addressed in 12
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of the final evaluations for these sites and not addressed in 6. For these
six sites, the contractors received an average of 79 percent of the total
award fee available.

To further illustrate the problem, we found that at one of our sites, the
prime contractor used a subcontractor, at a cost of about $481,000, to
perform a remedial study. According to the prime contractor’s evalua-
tion of the subcontractor’s performance, the subcontractor initially per-
formed well but later encountered difficulty in preparing the final
reports. The numerous revisions required to produce an acceptable
product increased project costs by about $37,000. In EPA’s final evalua-
tion of the prime’s performance at this site, the contractor was given an
outstanding rating and was awarded 93 percent of the total award fee
available, and, therefore, 93 percent of the subcontracting fees availa-
ble— about $9,000. However, the final evaluation did not contain any
mention of the subcontractor’s performance problems or an evaluation
of the prime contractor’s oversight of the subcontractor. As a result, the
Performance Evaluation Board and fee determination official had no
information on this aspect of the contractor’s performance.

To ensure that subcontractor management is addressed in all contractor
performance evaluations, EpA should revise its evaluation criteria to
include a rating dimension dealing exclusively with the prime contrac-
tors’ management of subcontractors. In this way, remedial project mana-
gers would be required to comment either positively or negatively on
this aspect of contractor performance.

EPA’s award fee structure for the remedial contracts has rewarded all
degrees of overall performance rather than just satisfactory or better
performance. Specifically, contractors in our sample who were judged to
have less than satisfactory overall performance earned an average of 39
percent of the total award fee available. As a result, EPA is using only a
portion of the total award fee to reward satisfactory or better perform-
ance and, in effect, is guaranteeing the contractors at least part of the
award fee for less than satisfactory overall performance.

According to federal acquisition regulations, a cost-plus-award-fee con-
tract should be used when the likelihood of meeting acquisition objec-
tives will be enhanced by using a contract that (1) effectively motivates
the contractor toward exceptional performance and (2) provides the
government the flexibility to evaluate contractor performance and the
conditions under which it was achieved. In line with this, the award fee
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structure and process should reward contractors for satisfactory and
better performance, but not for less than satisfactory performance. Fur-
ther, it seems reasonable to expect the remedial contractors to perform
at least satisfactorily, especially with this contract type, which results
in the contractor assuming little or no cost risk. In addition, with the
early evolutionary years of the Superfund program behind them, the
remedial contractors now have from 3 to 5 years experience in con-
ducting remedial studies. These contractors, therefore, should be capa-
ble of performing these studies satisfactorily.

Although EPA has taken steps to provide additional incentives to the
remedial contractors by using a phased award fee process, this approach
resulted in the contractors in our sample receiving at least 29 percent of
the total award fee available. At the five of our sample sites that
received less than satisfactory ratings in phase II? and received no phase
II award fee—some of the most severe cases of poor performance under
these contracts—the contractors earned an average of 77 percent of the
phase I fee and, as a result, 39 percent of the total award fee available—
about $62,000. For each of these sites, the contractors received one or
two less than satisfactory evaluations during phase I and, therefore,
some reduction in the phase I fee awarded in one or two evaluation peri-
ods. However, the contractors received all the phase I fee available for
the remaining evaluation periods. As a result, the contractors received
the majority of the phase I fee available. Because the phase I fees repre-
sented a substantial portion—43 percent—of the total fee available, the
contractor was able to earn from 29 to 45 percent of the total fee availa-
ble even when performance was less than satisfactory. These award fees
were in addition to the base fee that all contractors received.

As an example of this situation, at one Superfund site, EpA awarded the
contractor 100 percent of the phase I fee available for the first six eval-
uation periods. However, the contractor was awarded none of the avail-
able phase I fee for the seventh and final evaluation period because of
unanticipated cost growth and a late and poorly prepared final report.
The remedial project manager also considered these problems severe
enough to warrant a less than satisfactory phase II evaluation for over-
all contractor performance at the site and, as a result, the contractor
was awarded none of the available phase II fee. Overall, however, the

The remedial contractors received a less than satisfactory rating in phase I for 6 of the 39 sites for
which we had complete award fee information. We considered five of these six in the above analysis
because one site was started very early under the contracts before the institution of the phased
award fee process. As a result, EPA’'s award fee decisions on this site were not representative of its
experience under this award fee process.
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contractor received 29 percent of the total award fee, plus full base fee,
for a project rated as the lowest among our sample of all completed
remedial studies in two regions having significant Superfund activity.

Process Improvements
Could Be Made

Under the regulations, EPA has a great deal of flexibility to design and
administer an award fee system that will motivate the contractors
toward successful performance. In addition, EPA can make unilateral
changes to this system at any time. EPA could amend the award fee
structure to change the split between the phase I and Il fees to 1 and 6
percent, or 2 and 5 percent, respectively. In this way, EPA limits the
amount of award fee given to contractors for less than satisfactory per-
formance. For example, if the phase | fee was reduced to 1 percent of
contractor costs, contractors would earn, at most, 14 percent of the total
award fee for less than satisfactory performance.

Such a change would also be consistent with EPA’s rationale for imple-
menting the phased award fee process. EPA’s justification for the phased
process stated that the split established between phase I and Il was
based on 2 years of experience with the two REM/FIT contractors who
had consistently received “‘exceeds expectations” ratings. This justifica-
tion, however, cautioned that this split should not be used as a model for
every new cost-plus-award-fee contract but that the split should be care-
fully evaluated for each new contract.

Conclusions

Under the remedial contracts, EPA has a great deal of flexibility to design
and administer an award fee process to meet its needs. Further, EPA’s
award fee decisions are unilateral and cannot be appealed by the con-
tractor. EPA, however, has not taken full advantage of the opportunity
that the award fee process presents to encourage the contractor to suc-
ceed in such areas as cost control, timeliness, and quality.

Currently, EPA does not consistently include an assessment of prime con-
tractor management of subcontractors in final contractor performance
evaluations. In about 40 percent of the sites in our sample, the final
evaluations did not include such an assessment. As a result, the Per-
formance Evaluation Board did not have sufficient information on
which to base award fee decisions in these cases. By collecting accurate
and complete information on subcontractor management and consider-
ing this information in making award fee decisions, EPA may be able to
motivate the remedial contractors to anticipate and correct problems in

{
.
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Recommendations

the area of subcontractor management. Further, collecting this informa-

tion will be even more important as EPA moves forward with its alterna-

tive remedial contracts. Under these contracts, EPA will have the latitude
to choose among a number of contractors when assigning remedial work,
and past contractor performance will be one factor used in making these
assignment decisions.

In addition, EPA’s award fee structure does not sufficiently provide an

incentive for remedial contractors to perform at satisfactory or better
levels. Contractors in our sample who were judged to have less than sat-
isfactory performance earned between 29 and 45 percent of the total
award fee available. We believe that contractors should receive little or
no award fee unless they perform at least satisfactorily. Under EPA’s
current award fee structure, however, contractors earn the majority of
the phase [ fee—a substantial portion of the total award fee—before
the remedial study is completed and before EPA can assess the overail
quality of the contractors’ work.

Improvements to the award fee plans for the remedial contracts, includ-
ing those for the alternative remedial contracts, could provide additional
incentives to the contractors to effectively manage subcontractors and
to perform, overall, at satisfactory or higher levels. To accomplish this,
we recommend that the Administrator, EPA,

amend the remedial contracts award fee evaluation criteria to require a
separate rating on subcontractor management;

amend the award fee structure to shift a greater proportion of the total
award fee available from the phase I fee to phase II; and

determine, for each new alternative remedial contract awarded, the
appropriate split between the phase I and II award fees on the basis of
the contractor’s performance record and experience.
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Under federal acquisition regulations, EPA is required to review remedial
contractors’ systems for awarding and managing subcontracts. These
reviews evaluate prime contractors’ compliance with government sub-
contracting policies and proper internal control practices. Over the past
4 years, EPA has reviewed the subcontracting systems of the four reme-
dial contractors associated with the five contracts we reviewed but has
approved only two because of recurring deficiencies in these contrac-
tors’ systems. The approval process, which includes followup reviews,
has taken, on average, 22 months to complete.

The absence of an approved system does not stop the prime contractor
from awarding work to subcontractors. EPA instead relies on contracting
officer review and approval of each individual subcontracting action to
ensure the efficient and effective use of government funds. However,
review of the large number of individual subcontracts that were
awarded under the remedial contracts has been a considerable adminis-
trative burden on the contracting officers. This burden has resulted in
contracting officers not reviewing 118 of the 152 subcontracts in our
sample that required review. These subcontracts were worth about $5
million.

Under EPA’s current practices, prime contractors have little incentive to
implement acceptable subcontracting systems, and EPA has no assurance
that they are complying with government subcontract policies and
proper internal control practices. As a result, the risk of waste and inef-
ficiency in the use of government funds is increased.

Federal procurement regulations require prime contractors under a cost-
reimbursement contract to notify the contracting officer in advance of
entering into subcontracts which are (1) cost-reimbursement, time and
materials, or labor-hour contracts; (2) fixed-price contracts exceeding
$25,000; (3) for the acquisition of special test equipment in excess of
$10,000; or (4) for experimental, developmental, or research work. Prior
to entering into these subcontracts, the contractor must also obtain the
contracting officer’s written approval, or consent, for these subcontracts
(consent process).

The consent process requires the contracting officer to review the
request and supporting data and determine whether requirements for
competition, cost/price analysis, and other items have been met. On the
basis of this review, the contracting officer must notify the contractor,
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in writing, that consent is either granted or withheld and include any
changes or corrections required.

Federal procurement regulations further require that when a contrac-
tor's negotiated sales to the government are expected to exceed $10 mil-
lion during a 12-month period, the government must review the
contractor’s system for awarding and managing subcontracts (known in
the regulations as contractor purchasing system reviews). The objective
of these reviews, first required in 1984, is to evaluate the efficiency and
effectiveness with which contractors spend government funds and com-
ply with government subcontracting policies and proper internal control
practices. These reviews, which provide the government a broader per-
spective of the prime contractor’s systems for awarding and managing
subcontracts than provided by the consent process, require a complete
evaluation of the contractor’s system. When a contractor’s system is
approved, contracting officer consent is no longer required for (1) cost-
reimbursement, time and materials, or labor-hour subcontracts or (2)
fixed-price subcontracts exceeding $25,000; however, advance notifica-
tion is still required. After approval, the government must maintain suf-
ficient surveillance to ensure that the contractor is effectively managing
its system and re-review these systems every 3 years. These require-
ments apply to the five remedial contracts we reviewed.

As of March 1988, 17 EPA contractors met the criterion requiring a sub-
contracting system review. EPA has approved 4 of these 17 systems. The
4 contractors involved in the five remedial contracts we reviewed are
among these 17. EPA recently approved two of these remedial contrac-
tors’ subcontracting systems, one in late 1987 and one in March 1988.
EPA has not yet approved the remaining two contractors’ systems.

EPA’s subcontracting system review process for the remedial contractors
has taken, on average, 22 months for the contractors to meet govern-
ment requirements. The two systems that were not yet approved as of
April 1988 had been under review for 12 and 22 months, respectively.
The chief of the Planning and Cost Advisory Branch told us that it was
not possible to predict when these two systems would be approved
because approval depends largely on the contractors’ ability to imple-
ment an acceptable system. The approval process has been lengthy, in
part, because all four remedial contractors failed EpA’s initial review due
to inadequate subcontracting policies and procedures. Problems noted in
these reviews included
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inadequate competition in awarding subcontracts;

inadequate documentation for source selection, competition, and cost/
price analysis; and

inadequate closeout procedures performed for completed subcontracts.

Consequently, contractor actions to improve their systems and EPA’s
subsequent followup reviews have been time consuming. Three of the
remedial contractors have required three rounds of review and the
fourth has required two rounds of review because EPA continued to iden-
tify subcontracting system deficiencies. This cycling of EPA reviews and
contractor corrective actions takes time. As of April 1988, the average
time between the initial and first followup review was about 13 months
and between the first and second followup review, 9 months.

The length of time that contractor purchasing system reviews are taking
appears to be due to two factors. First, the prime contractors have little
or no incentive to expeditiously implement acceptable systems because
the only penalty they receive for a deficient system is that EPA does not
grant approval. For example, EPA has neither set time tables for contrac-
tors to bring their systems into compliance nor penalized the contractors
through the award fee process for failing to bring their systems into
compliance, although EPA has penalized the contractors for some
instances of poor subcontractor management. Second, EPA has not put
high priority on completing these reviews. EPA initially set up a review
schedule to review half of the contractors the first year and the other
half the second year. EPA, however, did not meet this schedule due to
resource constraints and a high contractor failure rate. The Planning
and Cost Advisory Branch chief explained that staff are not assigned
solely to review teams but are detailed temporarily. As a result, when
assigned to review teams, staff are often subject to competing priorities
between their responsibilities on the team and their usual assignments,
thus making timely completion of the reviews difficult.

Because two of the remedial contractors do not have approved systems
and the remaining two were approved only recently, EPA has had to
review and approve individual subcontracts on a case-by-case basis
through the consent process. However, EPA did not review and consent
to 118 of the 152 subcontracts requiring review that were associated
with the 38 sites in our sample involving subcontractors. As a result,
these subcontracts—worth about $5 million—escaped EPA scrutiny.
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All but six of the subcontracts that EPA did not review were task orders
issued under basic ordering agreements. According to EPA contracting
officials and procurement attorneys, these task orders are the formal
contract instruments to which all subcontract requirements apply,
including consent. A basic ordering agreement is a written document of
understanding, not a contract, negotiated between the prime contractor
and subcontractor that outlines basic terms of future contracts—the
task orders. These agreements, which are provided for in federal pro-
curement regulations, expedite the contracting process because these
basic terms have been settled in advance. To assign work to a subcon-
tractor under a basic ordering agreement, the prime contractor issues a
task order stating the services needed. Contracting officers typically
consented to the basic ordering agreements, although they did not
review the resulting task orders. The former chief of the Administrative
Section for the remedial contracts told us that he did not have sufficient
staff to consent to all these separate procurement actions.

The consent process in general represents a heavy administrative bur-
den on the contracting officer. The contracting officer is responsible for
reviewing every subcontract requiring consent under the regulations.
Under contracts as large as the remedial contracts, the number of sub-
contracts requiring consent is sizable, as evidenced by the 152 subcon-
tracts requiring consent for our 38 sample sites involving
subcontractors. One contracting officer told us that he may spend from
30 to 45 minutes reviewing a single subcontracting package. The chief of
the Planning and Cost Advisory Branch said that EPA has a difficult time
keeping up with the Superfund subcontract consent workload.

Looking to the future, EPa has to complete subcontracting reviews for
the two remedial contractors without approved systems. EPA will also
have to maintain surveillance and conduct 3-year reviews of the
approved systems. In addition, the implementation of EPA’s alternative
remedial contracts will affect, although it is not clear how much, EPA’s
subcontract approval reviews. At a minimum, EPA is expected to award
40 to 50 alternative remedial contracts by 1989. Many of these contrac-
tors will also require subcontracting reviews. Further, according to the
chief of the Planning and Cost Advisory Branch, some of these new con-
tracts may be awarded to firms with relatively little experience in deal-
ing with federal procurement requirements. For this reason, bringing
these firms into compliance with government subcontracting policies
may prove to be even more challenging for EPA than its current contrac-
tor workload.
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Under federal procurement regulations, EPA must conduct subcontract-
ing reviews of the remedial contractors. However, because the contrac-
tors have little or no incentive to bring their systems into compliance
and because EPA has not given these reviews high priority, £pA has
approved only two of the four remedial contractors’ systems. EPA,
instead, has had to rely on the consent process to ensure proper subcon-
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enough time to review the sizable number of subcontracts awarded
under the remedial contracts. As a result, a significant number of sub-
contracts escaped EPA scrutiny, and thus the risk of waste and ineffi-
ciency has increased. Left unaddressed, this situation will only worsen.
EPA must complete subcontracting reviews for the two remedial contrac-
tors without approved systems and maintain surveillance and conduct
3-year reviews of approved systems.

Although time consuming, subcontracting reviews of remedial contrac-
tors may be less resource-intensive than individual consent, particularly
with the number of alternative remedial contracts expected by 1989.
However, EPA has yet to come to terms with the problem. EPA has not
imposed compliance deadlines on contractors or denied them award fees
for noncompliance. In addition, EpA views this problem as one of limited
resources and competing priorities. However, by instituting deadlines
and denying award fees for noncompliance, EPA may be able to improve
this situation without committing additional resources.

The timely approval of remedial contractors’ subcontracting systems
should reduce the cost risk associated with unacceptable subcontracting
practices under these contracts. To expedite subcontracting reviews, we
recommend that the Administrator, EPA, formally negotiate with prime
contractors to establish firm time tables for implementing acceptable
subcontracting systems and hold these contractors accountable for these
time frames under the award fee process.
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Universe and Sample Selection

Focus of Review

We focused our review on the five remedial contracts described in chap-
ter 1. In addition to these five, EPA had issued three earlier remedial
response contracts. We did not examine the three early contracts
because they were closed out by the time we began planning this review.
In addition, the early contracts do not represent EPA’s current program
but rather the agency'’s earliest attempts to complete remedial work.

We then limited our work to the remedial segment of the five contracts
for the following reasons. First, remedial work was common to all five
contracts: only two of the contracts contained field investigation
projects. (EPA conducts field investigation projects, which include a pre-
liminary assessment and site investigation, to determine whether a site
should be proposed for the National Priorities List and remedial action.)
Second, our survey work revealed more potential contract administra-
tion problems on the remedial projects than on the field investigation
projects. Finally, we believe the remedial work represents the area of
greater risk because remedial projects are generally more complex,
expensive, and lengthy than field investigation projects.

To further focus the review, we chose to examine only remedial study
work assignments because they represented the bulk of the large-dollar
work assignments under the remedial segment of the contracts. The
average dollar amount of the remedial study work assignments in our
sample is $494,000. Furthermore, the average remedial study takes
about 2 years to complete and requires active EPA monitoring efforts.

In addition to remedial study work assignments, EPA has issued work
assignments for the following remedial tasks under the contracts: imme-
diate remedial measures, remedial action master plans, community rela-
tions plans and implementation, and technical oversight or enforcement
support of remedial studies performed by the states. We did not review
immediate remedial measures and remedial action plans because EPA no
longer completes these tasks under the remedial program. In addition,
EPA completed only six immediate remedial measure work assignments
and the remedial action plans completed had a relatively small average
dollar value of about $25,000. Also due to their small dollar value, about
$5,000 and $37,000 respectively, we chose not to examine either work *
assignments for community relation plans and implementation or techni-
cal oversight of remedial studies being completed by states. We did not
review enforcement support work assignments because EPA completed
only a small number of them.
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Universe and Sample Selection

We defined our universe as all complete or substantially complete reme-
dial study or focused feasibility study work assignments completed
under the five remedial contracts as of December 31, 1986. A descrip-
tion of each element of this definition follows:

A remedial study is the first step of the Superfund remedial cleanup
process and involves determining the extent and type of contamination
at each site, identifying and evaluating various cleanup methodologies,
and selecting the most appropriate remedy.

A focused feasibility study is usually part of a larger remedial study.
The focused study evaluates cleanup methodologies for a specific part
of the overall problem at a site, usually a problem requiring little field
work and more immediate attention. For example, a Superfund site may
have contaminated groundwater and drinking wells. EPA may complete a
focused feasibility study and select a cleanup alternative on the drink-
ing wells segment so that actual cleanup of the wells can commence
while the “full remedy” remedial study for contamination at the site is
still ongoing.

A “‘complete” remedial study or focused feasibility study, as EPA defines
it, occurs when the agency issues a Record of Decision based on the
study. The Record of Decision states the agency’s decision on which
cleanup alternative to pursue.

A “substantially complete remedial or focused feasibility study,” as we
defined it (with EPA concurrence), occurs when EPA releases a draft
remedial or focused feasibility report for public comment. The chief of
the Remedial Action and Contracts Section, EPA Hazardous Site Control
Division, concurred with this definition because these studies are
approximately 90-95 percent complete when EPA issues a draft report to
the public for comment.

The cut-off point is December 31, 1986, because we defined the universe
during late January and early February 1987, and at that time EPA had
complete information as of the December date.

Thus defined, our universe includes 139 work assignments for all 10 Epa
regions. A total of about $71 million was expended for these work
assignments.

One limitation of this definition is that it does not include remedial
study work assignments ongoing but not complete or substantially com-
plete as of December 1986. In some cases, such work assignments have
been ongoing for a long period of time and are problem projects. We did
not consider these work assignments for two reasons: (1) EpA’s Office of
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Inspector General is looking at one of the sites, Laskin Poplar, in a cur-
rent review and (2) because our methodology excludes some of EPA’s
severest problem cases, our report findings will more strongly suggest
the common experience and problems under these contracts.

Sample Selection

We reviewed all complete or substantially complete remedial study work
assignments in EpPA regions III (Philadelphia) and V (Chicago). These
regions were selected based on their responsibility for a large number of
Superfund sites. Accordingly, our final sample of 52 work assignments
in EPA regions III and V is 37 percent of the universe of 139 similarly
defined work assignments. The dollar total of our sample is approxi-
mately $25,707,000, or 36 percent of the $71,208,000 total for the uni-
verse of 139 work assignments. Our sample is distributed among four of
the five remedial contracts. The bulk of the sample falls under the two
expired contracts, REM/FIT zone [ and REM/FIT zone II because EPA had not
completed many work assignments under the later contracts as of the
December 1986 date. We found no work assignments fitting our defini-
tion under the REM III contract.

Table 1.1: Sample Work Assignments

Number

of work

assignments

Contract in sample
REM/FIT zone | (expired) 20
REM/FIT zone |i (expired) 25
REM I 6

REM IV 1

We usually found a one-to-one relationship between work assignments in
our sample and remedial studies. However, in some cases EPA issued
more than one work assignment per remedial study (for example, EPA
issued one work assignment for the remedial investigation and a sepa-
rate one for a feasibility study) or a second contractor finished a project
(resulting in a second work assignment). As a result, we reviewed 52
work assignments that constituted 43 complete or substantially com-
plete remedial studies. We completed detailed case studies on each of
these 43 remedial studies.
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Major Contributors to This Report

0

Hugh J. Wessinger, Senior Associate Director, (202) 275-5489
RQSOUI‘CG.S, Richard L. Hembra, Associate Director
Commumty, and J. Kevin Donohue, Group Director
Economic Linda D. Koontz, Evaluator-In-Charge

o e William M. Layden, Senior Division Person
Development DlVlSlOIl, Mary D. Pniewski, Site Senior
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O ffice o f General Doreen S. Feldman, Senior Attorney
Counsel
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