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DISCLAIMER

This report was prepared as an account of work sponsored by an agency of the United
States Government. Neither the United States Government nor any agency thereof, nor
any of their employees, make any warranty, express or implied, or assumes any legal liabili-
ty or responsibility for the accuracy, completeness, or usefulness of any information, appa-
ratus, product, or process disclosed, or represents that its use would not infringe privately
owned rights. Reference herein to any specific commercial product, process, or service by
trade name, trademark, manufacturer, or otherwise does not necessarily ‘constitute or
imply its endorsement, recommendation, or favoring by the United States Government or
any agency thereof. The views and opinions of authors expressed herein do not necessar-
ily state or reflect those of the United States Government or any agency thereof.
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INFORMATION: Report on “Inspection of the Performance Based Incentlve Program
at the Richland Operations Office”

The Acting Secretary

BACKGROUND:

The subjéct final report is provided for your information. While conducting other
inspection work at the Richland Operations Office (Richland), the Office of Inspector
General identified the Fiscal Year 1995 Richland Performance Based Incentive (PBI)
Program as an area of concern. Specifically, we were unable to identify any written
policies describing implementation procedures or program controls for this $14.22
million program. As a result, we initiated an inspection to review (1) the Department’s
policies and guidance for the establishment and implementation of PBI Programs at the,
Department’s Operations Offices, (2) the guidance developed by the Richland Operations
Office for the administration of the Fiscal Year 1995 PBI Program, (3) the process used
by Richland to nominate and select projects for the PBI Program, and (4) the
establishment of PBI objectives at Richland and the justification for specific PBI award
amounts.

DISCUSSION:

separate Performance Objectives that totaled $14.22 million in potential incentive fees
that could be earned by the Management and Operating (M&O) Contractor. This
program was established by Richland as one part of the Department’s Contract Reform
Initiative implementéd at the Hanford Site in Fiscal Year 1995. A July 5, 1994,
“DECISION MEMORANDUM,” prepared by the Contract Reform Executive
Committee aﬁd signed by the former Secretary of Energy, required that the Richland
Operations Office and the M&O Contractor at that time, the Westinghouse Hanford
Company, incorporate the full range of applicable contract reform provisions into the
existing M&O contract at Richland by t_he,beginriing of October 1994,

/We found that the Fiscal Year 1995 Performance Based Incentive Program at Richland

has not always made the best use of inéentive dollars paid to the M&O Contractor. For’

example, we found: (1) an instance where the fee paid was excessive when compared

with the cost of labor and material to perform the PBI work; (2) instances where PBI -
fees were paid for work that was accomplished prior to the establishment of the PBI

Program at Richland; (3) instances where PBI fees were paid for work that was not




completed; (4) instances where PBI fees were paid for work that was easily achieved by
the M&O Contractor; and, (5) an instance where quality and safety were compromised
by the M&O Contractor in order to achieve a PBI fee. Specific examples include the
payment of $225,000 to the M&O Contractor to procure and install a ventilation fan with
a total Fiscal Year 1995 project cost of only $24,766; the payment of $225,000 to the
M&O Contractor to complete the installation of alarm panels in seven tank farms when
all the work was not completed prior to the PBI completion date as claimed by the
contractor; the.payment of $185,870 to the M&O Contractor for the replacement of
compressed air systems in 10 tank farms when all the work was not completed prior to.
the PBI completion date as claimed by the contractor; and, the payment of a $100,000
PBI incentive fee to the M&O Contractor for the implementation of laboratory software -
when, in fact, the software installation was completed prior to the establishment of the
incentive agreement. We also identified $950,000 in penalties that should be assessed

against the M&O Contractor for incomplete work. We have recommended that action be -

taken to recover fees paid for incomplete work and associated penalties, and to recover
fees paid for work that was performed prior to the establishment of the PBI Program.

In addition, we found numerous PBI Program weaknesses in the implementation of the
Fiscal Year 1995 PBI Program at Richland. For example, this program was established
without any specific written policies or procedures for the management and ‘
administration of an incentive fee program. As a result, the rationale for the selection of
PBI Performance Objectives was unclear, the justification for specific PBI fee amounts
could not be determined, the scope of the PBI work and the criteria for acceptance was
not always clearly defined, and the expected financial and operational benefits from
individual projects selected under the PBI Program were undefined in most cases. In
addition, an audit trail did not exist for the Richland PBI process which identified who
authored specific PBIs, who reviewed specific PBIs prior to issuance, or who approved
the establishment of specific PBI fees.

_ In commenting on this report, Departmental managers from the Office of Environmental
Management and the Richland Operations Office concurred with all 19 recommendations
to improve the PBI Program. '

\
\

'\ B C. o
‘ o , John C. Layto ]

pector General

Attachment

cc: Deputy Secretary
" Under Secretary ) T
Assistant Secretary for Environmental Management
Acting Associate Deputy Secretary for Field Management
Manager, Richland Operations Office
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The Députy Secretary of Energy
- Washington, DC 20585 '

March 18, 1997

EECEIVE@ |

The Honorablé John C. Layton : M

Inspector General ‘ AR 2 4 %97
U:S. Department of Energy - '

1000 Independence Avenue, S.W. 0 3TI

Waasiungton, D.C.. 20585
Dear Mr. Layton:

Thank you for providing me with a copy of your Final Report on the “Inspection of
the Performance Based Incentnve Program at the Rlchland Operations Ofﬁce for Fiscal
Year 1995.

| want to assure you that the Depariment recognizes the serious nature of the
issues raised by your report. As the attached letter indicates, the Department has ,
initiated a series of efforts to implement a structured solution to these prablems.

Furthermore, | have discussed your report and these efforts with Secre ary Pefia, and - .

he is committed to assuring prompt correctlve actions.

We look forward to continuing to work wnth you to further the gals of contract
reform within the Department.

| Sincerely, 7

Charles B. Curtis

Enclosure




~ the DOE complex.

The Deputy Secretary of Energy
Washington, DC 20585

March 18, 1997

The Honorable Thomas J. Bliley
Chairman -

Committee on Commerce .
U.S. House of Representatives

2125 Rayburn House Office Building *

Washington, D.C. 20515. : ‘ (

Déar Mr. Chairman:

On March 13, 1997, the Department of Energy (DOE) Inspector General

transmitted to me a copy of a Final Report on the “Inspection of the Performance -. -
. Based Incentive Program at the Richland Operations Office” for Fiscal Year 1995.

The transmittal letter indicated that the Inspector General (IG) had forwarded a !
copy of the draft version of this report to y'ou on February 10, 1997.

I wanted to assure you that the Department has recognized the serious nature of

‘the issues raised by the IG report: Throughout 1995 and 1996, DOE management

became increasingly aware of certain problems in the implementation of
performance-based incentives and initiated-actions to address these problems.
However, since our receipt of the initial draft report in late October 1996, we have
intensified efforts to ensure that the issues are addressed in a systematic way across

Currcntly, the following efforts are underway to implement a structured solution
to these problems: :

1. Richland Qperations Office (RL)

a. In mid-1996. the RL Operations Office Manager directed a review of
seven performance incentives in response to problems identified by the
Assistant Manager for Tank Waste Remediation. As a result of the
internal review, Richland initiated action to recover $410,870 in fees and
‘penalties from the contractor. This internal review was self-initiated. and -
the IG review built on the results of this internal effort.

b. 'After reviewing the 1996 draft IG report, it was apparent to' RL
managément that the problems relating to performance incentives were
broader than initially determined. Consequently, RL established a
Contract Incentive Review Team. with representatives from RL and




Headquarters, to review each of the performance incentives under the-
Westinghouse ITanford Company’s contract for FY 1995 and FY 1996. A

. major purpose of the Contract Incentive Review Team was to identify the
lessons learned from the experience with the Westinghouse contract
incentives and to improve the RL fee administration process. In addition,
the review sought to determine where thére was a contractual basis for the
recovery of fees paid. RL is retaining $2:1 million of the contractor’s

- poténtial fee for FY 1996 on a provisional basis and plans to aggressively
pursue the recovery of FY 1995 and FY 1996 fees, where appropriate.

c. RL plans to conduct addi:’ -hal in-depth reviews of performance incentives
for the new Project Hanford Management Contract awarded to Fluor '
Daniel in 1996. Although the performance incentives for the new contract
represented a substantial improvement over the 1995 incentives, the site
wants to ensure that all recent lessons learned are applied to all RL
contracts and to pursue modifications, if necessary. ‘

d. RL is currently developing internal guidance, procedures, and additional
training on the initiation, administration, and payment of performance-
based measures and incentives. The guidance will incorporate the
recommendations expressed in the IG report and incorporate lessons
learned from RL internal reviews. This effort will be applied to new
incentives as well as those in effect for FY 1997. ’

a. The Fee Incentive and Analysis Team, chartered by the Office of
Environmental Management (EM) in March 1996, has completed the
development of guidelines for use in developing fee and otlier incentives.
The guidelines will be used to develop performance criteria and incentives

" for contracts supporting the EM program. EM is circulating these
guidelines for final departmental concurrence, which is expected in the next
three weeks. EM has incorporated into the guidance changes -
recommended by the Office of Inspector General. ’ '

b. Following its assessment of the Richland issues, the Office of Procurement
and Assistance Management convened the first of two intensive workshops
‘on performance-based contracting. This first workshop, convened on
March 13-14, 1997, included a group of key Field Office Procurement
Directors and Headquarters staff with extensive experience with
perform‘ance incentives. The two workshops and planned follow-up efforts
are designed to promote a more disciplined approach within the ,
Department for establishing and administering performance measures and
incentives and to establish-necessary policy guidance. The first workshop




focused on sharing lessons learned from administering ongoing
performance-based contracts, including the RL contract.

The work of the Office of Procuremeént is complementary to the actions of
EM. It covers other departmental programs and is expected to provide
greater details and broader instructional ‘guidance to program managers
than included in the EM guidance. The results of the workshops will be
incorporated into a performance meastre and incentive guide, which is
under development. ‘ .

c. The Office of Procurement and Assi~ -:ce Management has initiated a
~ related review of the impact of contract reform on contract administration.
This review is intended to identify additional policy and organizational =
actions needed to ensure success in administering the Department’s new
contract.

d. The Contract Reform Project Office is nearing completion of its Contract
Reform Self-Assessment, including identification of lessons learned in
implementing performance-based contracting and specific
recommendations needed to improve the effectiveness of reform efforts.

Clez{rly, the Department must meet some major challenges to achieve.the effective
implementation of performance-based contracting. At the same time, I believe that
it is important to place our current problems in historical context. First, when
Secretary O’Leary committed to the Subcommittee on Oversight and
Investigations to change contracting practices that had been in effect for more than
forty years, we never viewed this effort as an easy task. The contract reform
process is intended to parallel best practices used in industry, is evolutionary in.
nature. and must factor “lessons learned” into the process over time. We are
prepared to make necessary improvements to maximize the benefits delivered by
the new approach. However, we share the views of leading Commerce Commitiee

Members that the old DOE contracting methods are unacceptable.

Second, although the Departmcflt erred in implementing certain individual FY
1995 performance incentives in its contract with Westinghouse Hanford, we
believe that the new performance-based contracting approach contributed to
signiﬁéant improvements in the overall performance of the RL contractor in FY
1995. For example, the contractor achieved a 67 percent reduction in accident
severity rates from the previous year. The contractor improved its efficiency, and
it accomplished its original work scope, notwithstanding significant budget
reductions. The performance-based approach also resulted-in project acceleration
and savings of millions of dollars on the PUREX project through incentives on
critical path activites. In addition. it should be noted that the total questioned
costs ($3.0 million) discussed in the IG report represented only 7 percent of the
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total available fee for Fiscal Year 1995.- Moreover, the reduction in the base fee
made to implement the.new contract was $6 million, double the amount of the
questioned costs. ’

Néverﬂleleés, let me say clearly and cmphaﬁcélly that I find the mistakes made in

‘the administration of the performance award in the Westinghouse Hanford contract

to be difficult to understand and wholly.unacceptable. Irecognize that mistakes of
this character put in jeopardy the entire performance-based contracting initiative.
We are working hard to make sure errors of this nature cannot happen again. '

- In this regard, the Department appreciates the opp’o"mnity afforded to our staff to

brief Joe Kelliher of the Committee Staff and Chris Knauer of the Minority Staff
on our overall contract reform effort. We look forward to continuing to work
with the Committee to further the goals of contract reform within the Department.

~ If you have questions or would like to discuss this matter further, pleas;eca]l me or
* have a member of your staff contact Mr. Robert Alcock, Acting Assistant .

Secretary for Congressional, Public and Intergovernmental Affairs, at (202) 536-
5506. : ' -

, _ _ Sincerely,
Charles B. Curtis
cc: The Honorable John D. Dingell,
_Ranking Member

Mr. John Layton, Inspector General
Department of Energy -
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OFFICE OF INSPECTOR GENERAL
OFFICE OF INSPECTIONS
WASHINGTON, D.C. 20585

REPORT ON

INSPECTION OF THE PERFORMANCE BASED INCENTIVE
PROGRAM AT THE RICHLAND OPERATIONS OFFICE

[. INTRODUCTION AND PURPOSE

The Fiscal Year (FY) 1995 Performance Based Incentive (PBI) Program at the
Department of Energy’s (DOE) Richland Operations Office (Richland) was
initiated by Richland as one part of the broader DOE Contract Reform Initiative
being implemented at the Hanford Site in FY 1995. This program was identified
as an area of concern by the Office of Inspections as a result of previous
inspection work. Specifically, during a limited review of the construction of an
Effluent Treatment Facility at the Hanford Site, we were unable to identify any
written policies describing PBI program controls or implementation procedures.
We were told that Richland Operations Office Program Management personnel
were not directly involved in the selection of the Effluent Treatment Facility
project for the PBI Program, or in the determination that this particular PBI would
be established with a potential fee of $1 million.

The PBI Program at Richland implemented certain elements of the Department’s
Contract Reform Initiative and allowed the Management and Operating (M&O)
Contractor to earn (or forfeit) fee from a Performance Based Incentive Fee Pool
for work performed under the Management and Operating Contract. This fee
was payable to the M&O Contractor upon the accomplishment of certain PBI
objectives, and after approval of payment by the Contracting Officer. The
Richland PBI Program for FY 1995 was comprised of 34 separate PBI projects
that totaled more than $14 million in potential incentive fees.

The purpose of this inspection was to review the processes used by the
Department of Energy’s Richland Operations Office in implementing and
administering a Performance Based Incentives Program at the Hanford Site. In
reviewing the PBI Program at Richland, we evaluated:

1. The Department of Energy’s policies and guidance on the establishment
and implementation of PBI Programs at the Department’s Operations
Offices.

2. The guidance developed by the Richland Operations Office for the
administration of the Richland PBI Program.




3. The process used by Richland to nominate and select projects for the PBI
Program.

4. The PBI objectives established for specific projects and the justification for
specific PBI award amounts.

il. SCOPE AND METHODOLOGY

This inspection included a general review of 34 Performance Based Incentives
with 86 separate Performance Objectives issued to the Westinghouse Hanford
Company in FY 1995. As part of our inspection, we reviewed: (1) the PBI
contract files for the 34 Performance Based Incentives issued in FY 1995; (2) the
‘PERFORMANCE BASED INCENTIVES” provisions of the Management and
Operating Contract with the Westinghouse Hanford Company under Modification
M-111 dated January 25, 1995; (3) the “PERFORMANCE, OBJECTIVES,
MEASURES, EXPECTATIONS AND FEE DISTRIBUTION?” provisions of the
follow-on Fluor Daniel Hanford Contract dated October 1, 1996; (4) selected
portions of the Multi-Year Program Plan for the Hanford Site; (5) selected
Milestone Description Sheets for projects that were selected under the
Performance Based Incentive Program; and, (6) DOE Acquisition Letter 94-14
on performance based management contracts.

In addition, this inspection also included a review of two reports prepared by the
Richland Operations Office which discussed the results of two Richland
Operations Office reviews of seven FY 1995 PBI performance objectives. The
first of these reviews resulted in a report dated August 5, 1996, titled “Special

- Assessment Report” for the “241-A-701 Air compressor Upgrade.” This review
was initiated by the DOE Richland Tank Waste Remediation System (TWRS)
organization after a June 10, 1996, “near miss” incident involving work that had
been certified as complete by the Management and Operating Contractor under
a FY 1995 PBI for the replacement of compressed air systems in 10 tank farms.
The second of these reviews resulted in a report dated September 24, 1996,
titled “REVIEW OF TANK WASTE REMEDIATION SYSTEM (TWRS) FISCAL
YEAR.1995 PERFORMANCE BASED INCENTIVES.” This review was also
initiated by the TWRS organization in order to identify any systematic and
program weaknesses associated with the award of TWRS PBIls in FY 1995.

As part of our review, the Office of Inspections obtained information at the
Richland Operations Office and the Westinghouse Hanford Company. We also
interviewed Department of Energy Headquarters officials, Richland Operations
Office officials, and Westinghouse Hanford Company personnel. This lnspectlon
was conducted between September 1995 and December 1996
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This inspection was conducted in accordance with the “Quality Standards for
Inspections” issued by the President’'s Council on Integrity and Efficiency.

fll. SUMMARY RESULTS OF INSPECTION

Our inspection found that the Performance Based Incentive Program at Richland
has not always made the best use of incentive dollars paid to the Management
and Operating Contractor. For example, we found: (1) an instance where the
fee paid was excessive when compared with the cost of labor and material to
perform the PBI work; (2) instances where PBI fees were paid for work that was
accomplished prior to the establishment of the PBI Program at Richland; (3)
instances where PBI fees were paid for work that was not completed; (4)
instances where PBI fees were paid for work that was easily achieved by the
Management and Operating Contractor; and, (5) an instance where quality and
safety were compromised by the Management and Operating Contractor in order
to achieve a PBI fee.

We also found numerous PBI Program weaknesses in the implementation of the
FY 1995 PBI Program at Richland. For example, this program was established
without any specific written policies or procedures for the management and
administration of an incentive fee program. As a result, the rationale for the
selection of PBI performance objectives was unclear, the justification for specific
PBI fee amounts could not be determined, the scope of the PBI work and the
criteria for acceptance was not always clearly defined, and the expected
financial and operational benefits from individual projects selected under the PBI
Program were undefined in most cases. In addition, since the PBI document did
not contain an audit trail, we could not determine who authored specific PBls,
who reviewed specific PBIs prior to issuance, or who approved the
establishment of specific PBI fees. We attempted to obtain this information
through discussions with Richland Operations Office personnel responsible for
monitoring the contractor’'s PBI performance. However, these individuals could
not provide the information in many cases.

We believe that the FY 1995 PBI Program at Richland did not always provide
incentives to the Management and Operating Contractor in an efficient manner
to accomplish tasks at the Hanford Site. Some examples include the payment of
$225,000 to the M&O Contractor to procure and install a ventilation fan with a
total FY 1995 project cost of only $24,766; the payment of $225,000 to the M&0O
Contractor to complete the upgrade of alarm panels in seven tank farms, when
the contractor’s Milestone Description Sheet indicated that the upgrade
requirement for six of the seven alarm panels were completed prior to the PBI
being established, and a Richland Review Team found that all the work was not
completed prior to the PBI completion date as claimed by the contractor; the
payment of $185,870 to the M&O Contractor for the replacement of compressed




air systems in 10 tank farms, when the contractor’s Milestone Description Sheet
indicated that seven of the 10 systems were completed prior to the
establishment of the PBI Program, and a Richland Review Team found that all
the work was not completed prior to the PBI completion date as claimed by the
contractor; and, the payment of a $100,000 PBI incentive fee to the M&0O
Contractor for the implementation of laboratory software, when in fact the
software installation was completed prior to the incentive fee being offered. We
believe that the use of PBI dollars as described above had the impact of
reducing the effectiveness of the PBI Program and reduced the dollars available
for other potential PBI activities at the Hanford Site.

As shown in the “BACKGROUND" section of this report, the Management and
Operating Contractor earned almost as much in PBI fees in FY 1995 as was
earned in award fees in the three previous fiscal years combined, when no
similar incentive program was in effect. In those previous three fiscal years, the
Management and Operating Contractor earned a total of $13.7 million in award
fees compared with an available award fee pool of $62.4 million. In FY 1995,
the Management and Operating Contractor earned $11.5 million in incentive
fees compared with an available incentive fee pool of $14.22 million. Under the
FY 1995 PBI Program, the percentage of available fee earned increased
significantly when compared with prior year award fee programs, from an
average of 22 percent under the award fee structure in FYs 1992, 1993, and
1994, to 80.9 percent under the PBI structure in FY 1995.

This increase in the percentage of available fee earned was due in part to
several FY 1985 PBI fee payments that were inappropriate or questionable. As
discussed in this report, we found through discussions with Richland officials
and through the review of Richland documentation that $910,870 in PBI fees
was paid for incomplete work. This documentation included the results of the
two Richland Operations Office reviews of seven FY 1995 PBI Performance
Objectives as described in the “Special Assessment Report” for the “241-A-701
Air compressor Upgrade” dated August 5, 1996, and the “REVIEW OF TANK
WASTE REMEDIATION SYSTEM (TWRS) FISCAL YEAR 1995
PERFORMANCE BASED INCENTIVES” dated September 24, 1996. The TWRS
review teams reported that work required under three of seven FY 1995 PBI
Performance Objectives was not completed by the Management and Operating
Contractor, even though the contractor had certified that the work was completed
and had been paid $910,870 in PBI fees associated with that work.

We also found that $950,000 in penalties was not assessed against the
contractor for the PBI work that was not completed. Each PBI contained a
penalty provision where the contractor would forfeit fee if the PBI task was not
completed. In the case of the PBls discussed in this report where work was not
completed, the contractor would have been subject to the forfeiture of the
maximum available fee, or $950,000. We believe that the $910,870 in PBI fees
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paid for incomplete work should be recovered from the contractor, and that
$950,000 in penalties should be assessed against the contractor consistent with
the fee terms of the PBIs involved. This action has been proposed by the
Richland Office of Tank Waste Remediation System in a September 26, 1996,
letter to the Richland Director of the Procurement Services Division.

In addition, we have identified $111,000 in PBI fees paid for PBI work that was
completed prior to the establishment of the PBI Program at Richland. We are
recommending that the Richland Operations Office recover this amount since
the PBI work was accomplished without an approved performance incentive in
place. We are also recommending that the DOE Richland Contracting Officer
review the circumstances surrounding the modification of a PBI after the work
was completed to ascertain if a $843,333 payment made by Richland to the
M&O Contractor was appropriate.

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, stated that:

“We were aware of deficiencies in our FY 1995 Performance-based
Incentive (PBI) program, and had begun to take preliminary steps to
address deficiencies prior to the receipt of your report. Your report
has clearly confirmed some of the same problems we found in
earlier reviews of the Tank Waste Remediation System safety
initiatives.

“Based on our review of your draft report, the cumulative amount of
incentive fees that have been questioned is seven percent of the
total fee available to the contractor. We plan to review FY 1995
and FY 1996 incentives and work aggressively to recover incentive
fees that were inappropriately paid.”

In comments to the Official Draft Report, the Manager stated that:

“Since our December 23, 1996, response to the initial draft report,
we have initiated actions to implement your recommendations and
resolve concerns about DOE Richland Operations Office’s (RL)
performance based incentives (PBls). Westinghouse Hanford
Company (WHC) was directed on January 17, 1997, to reimburse
$410,870 for the fee paid to WHC in error and the penalty due to RL
for PBI 95-011(d). In addition, a Contract Incentive Review Team,
co-chaired by the Directors of the Procurement and Contract
Finance and Review Divisions, was established to review each of
WHC'’s FY 1995 and FY 1996 PBls.




“The purpose of the Contract Incentive Review is to: 1) ensure that
each contract incentive was adequately and appropriately validated
and documented, 2) assemble the information necessary to close
out the WHC contract, and 3) apply lessons learned from the
experience with WHC contract incentives to the RL fee
administration process. This review is scheduled to be completed
by February 28, 1997.”

The Manager also stated that:

“Our comments regarding the report’'s recommendations have not
changed since our previous response. However, we currently are
not in full agreement with all of the findings and conclusions
regarding the specific PBIs cited in the draft report and will be better
able to respond to those findings and conclusions after.the Contract
Incentive Review is completed.”

IV. BACKGROUND

Richland Mission and Work Scope

According to the DOE “Field Fact Book” dated February 1996, the mission of the
Richland Operations Office is to manage waste products, including the
researching, developing, applying, and commercializing technologies related to
waste management, cleanup, and environmental restoration. Additionally,
engineering, scientific, and research programs are conducted on environmental
restoration, tank waste remediation, waste management, nuclear energy, and
energy research. In February 1996, the Richland Operations Office monitored
the activities of 13,186 contractor personnel with 531 DOE employees. The
major contractors included the Westinghouse Hanford Company (WHC) with
6,351 employees who performed the function of the Hanford Site Management
and Operating (M&O) Contractor, Battelle Memorial Institute with 3,169
employees who managed Pacific Northwest Laboratories, and Kaiser
Engineering Hanford (KEH) with 1,896 employees who provided Hanford Site
engineering services in support of WHC.



The FY 1996 environmental research.and restoration activities managed by the

Richland Operations Office were funded in the
amount of $1.487 billion (as of February 1996).

- FY 1995 Richland/
Fees Payable to the M&0O Contractor WHC Fee Structure
A feature of the M&O contract with the Other

Westinghouse Hanford Company has been the
payment by the Department of Energy to WHC of
base, award, and incentive fees. The FY 1995
allocation of the $41 million in potential fees
payable to WHC is shown in Figure 1. The Base

Fees $10.63M

Base
Fee
$6M PBIs

$14.32M

Fee of $6,000,000 for the entire year was A‘,;":;d
established and payable to the contractor in evenly $10.16M

divided monthly installments for the first six months

of FY 1995 to cover unallowable costs. An Award

Fee pool of $10,150,000 was established where Figure 1

the contractor could earn this fee amount for
meeting Performance Evaluation Plan goals. PBI
incentive fees of $14,320,000 were established as

part of the DOE Contract Reform Initiative where the contractor could earn this
fee amount for meeting objective criteria. Other fees of $10,530,000 were also
established as part of the DOE Contract Reform Initiative where the contractor

could earn this fee amount for meeting cost reduction goals such as those under
the Challenge 170 program.

According to a document provided by the Richland Operations Office, base fees
paid to the contractor for Fiscal Years 1992-1994 were as follows: $4,200,000 in
FY 1992; $10,750,000 in FY 1993; and $12,500,000 in FY 1994. It should be
noted that the base fee paid to the contractor in FY 1995 was only $6,000,000, a
significant reduction compared to FY 1993 and FY 1994. Richland Operations
Office officials told us the reduction in the FY 1995 base fee amount was made
to implement the new performance based contract negotiated at Richland for FY
1995 as part of the DOE Contract Reform Initiative. These officials told us the
dollars that were taken out of the base fee were allocated to the PBI incentive
fees. This had the effect of reducing a fixed fee, which the contractor
automatically received, and increasing the amount of fee “at risk.”

Payment of Award Fees

Payments of award fees to the contractor were made through an award fee cycle
which consists of two, six month award fee periods in a single fiscal year. The
Manager of the Richland Operations Office was designated as the Government
Fee Determining Official (FDO), and, as part of the DOE M&O contract with the
Westinghouse Hanford Company, the contractor agreed that the determination




of the award fee earned would be made by the FDO, and that such
determination was binding on both parties. The contract also stated that the
evaluation of contractor performance would be in accordance with an Award Fee
Performance Evaluation Plan that would be unilaterally established by the
Government, and upon which the determination of the award fee earned would
be based.

The Award Fee Evaluation Plan included the criteria to be considered under
each performance area to be evaluated, and the percentage of award fee
available for each area. As stated in the WHC Award Fee Evaluation Plan for
the Award Fee Period of April 1, 1995, through September 30, 1995,
performance areas included the following: Environment, Safety and Health (51
percent of award fee); Planning Productivity, Efficiency and Responsiveness (9
percent of award fee); and a “Program Section” (40 percent of award fee), which
contained performance objectives for Tank Waste Remediation, Facilities
Transition, Waste Management, Spent Fuel, and the Waste Encapsulation and
Storage Facility.

In an interview with the Richland Operations Office Deputy Manager, the Deputy
Manager said that the M&O Contractor was not being motivated by the
previously used award fee structure, but that the contractor had performed well
with the implementation of the PBI Program in FY 1995.

According to the Westinghouse Hanford Company Acting Manager for Contracts
Administration, WHC assisted in establishing the PBI process at the Richland
Operations Office due to dissatisfaction with flaws in the award fee process.
Specifically, the WHC Acting Manager for Contracts Administration said, while
expressing an opinion, that the past award fee process was very subjective, and
had unfairly denied WHC award fees that they had earned, due, in part, to DOE
Headquarters intervention in downgrading scores so that reduced award fees
were earned by WHC. The WHC Acting Manager for Contracts Administration
also said an award fee process needed to be implemented that would focus on
deliverables, and that the PBI process was part of several such programs, where
the question of whether you did or did not achieve your stated performance
goals was readily apparent.
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Figure 2
As depicted in Figure 2, WHC had received a fractional amount of the allocated
award fee pool during the three fiscal years prior to the establishment of the PBI
Program at the Richland Operations Office in FY 1995.

Management Comments:

In comments to the Official Draft Report, the Assistant Secretary for
Environmental Management stated that:

“DOE'’s position is that WHC was not unfairly denied award fee they had
earned. Award fee earnings are determined by the Government based
on a comprehensive evaluation of the contractor’s accomplishments and
deficiencies in specified performance areas. Fifty-one percent of the
potential fee was historically allocated to environment, safety and
health. Systemic safety problems leading to fatalities at the site in 1992
and 1993 significantly affected the award fee earned. All fee
determinations were made in accordance with established procedures
and contractual provisions.”

FY 1995 Performance Based Contract Implementation

As part of the Contract Reform Initiative, the Department recognized that many
of the unique contracting systems and practices that served the Department in
the past were no longer suitable for the effective and efficient accomplishment of
the Department’s changing mission: managing the nation’s remaining warheads,
strengthening non-proliferation efforts, environmental restoration, and pursuing
science and energy initiatives. In February 1994, the Department’s Contract
Reform Team (formed by the Secretary of Energy in June 1993 to evaluate the




contracting practices of DOE) issued a report titled “Making Contracting Work
Better and Cost Less” which outlined basic elements of contract reform. We
were told that Performance Based Incentives evolved from three of the basic
elements of contract reform: (1) Performance Criteria and Measures; (2)
Performance Based Incentives (incentives that encourage and reward
achievement of stated performance requirements); and, (3) Results-Oriented
Statement of Work.

In a July 5, 1994, “DECISION MEMORANDUM’ prepared by the Contract
Reform Executive Committee and approved by the Secretary of Energy, the
Richland Operations Office and the Westinghouse Hanford Company were
required to incorporate into the existing Management and Operating contract at
Richland the full range of applicable contract reform provisions by the beginning
of October 1994. On January 25, 1995, the existing Management and Operating
contract at Richland was modified to include provisions of contract reform. The
incorporation of contract reform provisions resulted in the establishment of the
Richland Operations Office’s Performance Based Incentive program.

DOE Wide implementation

According to DOE Acquisition Letter 84-14, dated September 28, 1994,
“performance-based management contracts” were to be used by the Department
of Energy for the operation of DOE Government owned or controlled
laboratories, and weapons production facilities, where the use of such contracts
would reflect the Department’s policy and intent to convert traditional
Management and Operating contracts to the new form of contract called for in
the Contract Reform Team Report. As stated in DOE Acquisition Letter 94-14:

“The Department of Energy’s Contract Reform Team Report
concluded that the Department’s policies and practices regarding
the extension of its management and operating contracts needed
to be revamped. The Contract Reform Team found that existing
policies favored indefinite extensions of incumbent contractors and
that in practice, few competitions for management and operating
contracts were undertaken. Such policies and practices effectively
precluded the introduction of best management practices into the
Department’s laboratory and weapons production complex.”

Section Il. Contract Term and Options to Extend (b) of DOE Acquisition
Letter 94-14 stated that:

“Contracts awarded prior to the effective date of this Acquisition
Letter using competitive procedures may be modified to
incorporate an option to extend the term of the contract for a period
not to exceed 5 years where:
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(3) the contractor has also agreed to a contract modification
necessary to implement other performance-based management
contract provisions.”

Richland Implementation

In an interview with the Richland Operations Office Deputy Manager, the Deputy
Manager said that the Richland Operations Office PBI Program was developed
to support the Department of Energy’s contract reform initiatives. He said that
DOE Headquarters officials asked for input from Richland in the form of a
proposal with measurable parameters for work accomplishment as part of the
M&O contract. He said that the PBls submitted to DOE Headquarters were
reviewed by the Office of the Assistant Secretary for Environmental
Management.

The Deputy Manager said that beginning in the Summer of 1994, the Richland
Operations Office established a team to implement the PBI Program at Richland,
with a goal of having the PBI Program in place by October 1, 1994. However,
the Deputy Manager said that it was recognized by September 1994 that the
team had reached an impasse, and that DOE Headquarters had returned the
first round of 13 draft PBIs from Richland as being insufficient for a contract
incentive program effort. The Deputy Manager also said that DOE Headquarters
officials indicated to Richland management that the PBI fee pool should be
increased along with the number of PBls, and required that the PBI Program be
in place at Richland by December 1994. In response.to the Official Draft Report,
the Assistant Secretary for Environmental Management stated that the guidance
to Richland was to allocate more of the available fee pool dollars to objectively |
measured performance based incentives, and to reduce the amount of the
subjective award fee portion of the fee pool.

The Deputy Manager said that, after receiving DOE Headquarters input
regarding modifying the existing M&O contract with the Westinghouse Hanford
Company, WHC balked at the proposed contractual terms which included PBI
provisions. The Post Negotiation Summary for the contract modification
indicates that WHC was concerned about, among other things, the ratio of
performance incentives to the award fee pool included in the proposed contract.
In January 1995, following a meeting between DOE Headquarters. officials,
Richland officials, and Westinghouse Corporate officials, a DOE official gave a
deadline of 5:00 P.M. on January 25, 1995, as the time and date that the
contract modification would be signed or the process of competing for the site
Management and Operating contract would begin.
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Management Comments:

In response to the Official Draft Report, the Assistant Secretary for
Environmental Management stated that:

“Given the Secretary’s July 5, 1994, Decision Memorandum announcing
an extension of the WHC contract conditioned on ‘the full range of
applicable contract reform provisions’ being incorporated into the
contract by October 1994, a negotiating deadline was necessary to
determine whether an immediate competition would be required.”

As stated in the “Postnegotiation Summary” for this contract, “WHC submitted
numerous PBls for RL’s consideration, which were reviewed and revised up until
the last minute prior to signature.” The Postnegotiation Summary also stated
that the PBI fee pool was raised from $11,000,000 to $14,320,000, and that the
PBIs were agreed to on January 25, 1995. Appendix A provides a summary of
the PBIs established by Richland in FY 1995, showing the PBI descriptions, the
dates the PBIls were established and completed, the FY 1995 cost of the PBI
work, and the PBI fees available and earned. As stated in the previous section
of this report, contracts awarded prior to the effective date of Acquisition Letter
94-14 could be modified to incorporate an option to extend the term of the
contract for a period not to exceed 5 years where the contractor has also agreed
to a contract modification necessary to implement other performance based
management contract provisions. The DOE Richland contract with WHC was
extended for a period of one year effective with Contract Modification M-111
which included performance based management provisions.

Clause H-15, “PERFORMANCE BASED INCENTIVES,” of Contract Modification
M-111 to Contract DE-AC06-87RL10930, signed January 25, 1995, established
the PBI Program at the Richland Operations Office and stated that:

“The Government may, at its sole discretion, establish Performance
Based Incentives which will be described and provided to the
Contractor in writing annually or at other times as determined by the
Government. The Contractor may present input, which the
Government may consider and discuss with the Contractor, as part
of the establishment of the Performance Based Incentives. The
Contractor’s input must be received by July 1 of each year. The
Performance Based Incentives will provide for the Contractor to earn
or forfeit fee as described therein from a Performance Based
Incentive fee pool. While the Contractor may earn or forfeit fee as a
result of performance on the individual incentives described, the net
fee earned from the pool cannot be less than zero.”
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PBI Document Format

The PBI document is an extension of the DOE Richland M&O contract with the
Westinghouse Hanford Company resulting from Clause H-15, of Contract
Modification M-111. The format of the PBI document describes the task and the
amount of the incentive. There are four different information sections to the FY
1995 PBI document that-prescribe how the contractor may earn the PBI specific
incentive fee.

Each PBI contains an identification section which states the PBI Number (e.g.
95-010), the PBI Owner organization at Richland, and the date that the PBl was
established. Each PBI also contains a “Performance Objective” section which
describes what the contractor is to accomplish to qualify for payment of the PBI
award amount. Additionally, each PBI contains a “Contract Performance
Measures” section that specifies what level of performance will qualify the
contractor for incentive fee payment at either an “Excellent,” “Satisfactory,” or
“Unsatisfactory” level, and the potential fee associated with each level. As
stated in Contract Clause H-15, the contractor may either earn or forfeit fee. An
“Excellent’ rating allows the contractor to earn a fee, a “Satisfactory” rating does
not allow the contractor to earn a fee, while an “Unsatisfactory” rating requires
the contractor to forfeit fee from the incentive fee pool. However, the net fee
earned from the pool cannot be less than zero.

The last section on the PBI document is the “Basis for Measurement” section
which describes conditions associated with the payment/forfeiture of incentive
fee, such as the amount of fee available per day during the PBI performance
period. The PBI performance period is the time frame described within each
PBI, in which the conitractor must accomplish the Performance Objective in order
to receive an incentive fee payment.

A review of PBI documents that implemented the FY 1995 Richland PBI Program
has revealed similarities between many of the PBls regarding incentive fee
calculations and periods of performance. Specifically, many PBls specify a
schedule date that will result in a “Satisfactory” quality level where no incentive
fee is provided for meeting that date. These PBIs also state a period of time for
PBI task performance which is usually 30 days in advance of the “Satisfactory”
date. The 30 day performance “window” is the period of time in which the
contractor may earn a prorated portion of the incentive fee for “Excellent”
performance, or the maximum (entire) fee if the performance date is achieved 30
days or more in advance of the “Satisfactory” date. Conversely, the contractor
would be penalized and forfeit fee if the PBI task completion was later than the
“Satisfactory” date. The amount of incentive fee penalized would then be
calculated based upon the number of days that the task was late, up to the
maximum fee amount at the “Unsatisfactory” level.
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The PBI total fee is usually prorated among the performance days in the
“window,” e.g., a total incentive fee of $300,000 would be paid to the contractor
for completing the PBI 30 days or more ahead of the “Satisfactory” date, or
$150,000 for completing the work 15 days ahead of schedule. If the contractor
completed the work 15 days past the “Satisfactory” date, the contractor would be
required to forfeit $150,000 from PBI fee amounts otherwise earned under this
incentive program. If the contractor completed the work 30 days or more past
the “Satisfactory” date, the contractor would be required to forfeit the maximum
of $300,000.

Completion of PBI Performance Obijectives and the PBI Payment Process

Following the completion of a PBI performance objective, a payment process is
initiated by the contractor through a notice of completion package. During our
inspection, we found that after a PBI performance objective was satisfied, the
contractor manager responsible for completing that work would document this
condition with a “Notice of Completion” letter that would be addressed to the
DOE Richland Operations Officer. The “Notice of Completion” letter would
describe the performance objective that was completed, the date the work was
completed, and the amount of the incentive fee claimed. This letter is also used
as an attachment to a “Notice of Completion” package which is originated by the
respective contractor manager and forwarded to the appropriate DOE Richland
Programmatic Assistant Manager and/or Director, the Richland Operations
Officer, and the Richland Contracting Officer for concurrence. The process is
completed with authorization from the DOE Contracting Officer for the contractor
to draw down the appropriate amount of earned incentive fee from the
contractor’s letter of credit account.

PBI Fees Paid by Richland to WHC Compared to WHC's Award Fee Experience

At the time of our Inspection, FY 1995 PBI fees had been paid by Richland to
WHC that greatly exceeded the past award fees earned by WHC over the prior
three fiscal years. Specifically, by the end of FY 1995, Richland had established
34 different PBIs with WHC that contained 86 different performance objectives.
As of March 5, 1996, $11,485,572 in PBI fees had been paid to the M&O
Contractor for PBI work under the FY 1995 PBI Program, compared to a three
year annual average (FY 1992 - FY 1994) of only $4,577,916 in award fees paid
to WHC. Figure 3 shows a comparison of base fees, award fees, and incentive
fees earned by WHC in FY 1992 - FY 1995.
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Base, Award and Incentive Fees Paid by Richland to WHC
(Millions of Dollars)
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Figure 3

Per a document titled “History of Westinghouse Hanford Company Award Fee,”
provided by the DOE Richland Operations Officer, ““Contract Reform’ was
implemented via a modification to WHC’s contract which was effective

October 1, 1994. The entire base fixed fee for FY 1995 was paid during the first
six months of the fiscal year; the base fixed fee for the second six months was
zero. The contract modification also established a revised fee structure which
includes several fee incentive features for specific accomplishments. As a
result, this award fee evaluation was not a comprehensive evaluation of WHC's
performance, and it is not directly comparable to award fee performance for prior
periods.”

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, stated that:

“Changing old ways of doing business at Hanford has been a difficult
process that required a continuous improvement approach. DOE
recognized that a negotiated contract extension in 1995 with the
Westinghouse Hanford Company was an interim step; full
competition of the management contract and privatization of the
Tank Waste Remediation System are examples of the steps we have
taken to improve contractor accountability and performance.
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“Performance-based incentives were an essential part of the negotiated
contract extension with the Westinghouse Hanford Company. A
fundamental change in contracting methodology was initiated to correct:

e poor performance on environment, safety, and health (ES&H) activities;

e unacceptable performance in meeting regulatory and project
commitments;

e pervasive business-as-usual thinking; and

e lack of effectiveness in using an award fee to motivate improved
contractor performance.

“Our basic approach for the performance-based incentives was to define
specific, measurable objectives; place performance risk on the contractor
and apply upward and downward adjustments to the fee based on actual
performance. A new fee structure was established in the contract
extension, reducing base fees by one-half, reducing available award fees,

and placing all fees (except reduced base fee) at risk for unacceptable
performance.

“Even though problems were experienced with some of the FY 1995
Performance-based incentives, significant contractor performance
improvements were realized during FY 1995, including:

e improved performance on ES&H activities, demonstrated by the
downward trend in accident severity rates, a key measure of improved
safety;

e improved performance and productivity in meeting regulatory and
project commitments, evidenced by our ability to exceed original scope
objectives during a period of major budget shortfalls;

e re-engineered processes, with a cost reduction initiative resulting in
more than $300M of savings (validated by Arthur Anderson); and

e improved overall contractor performance.”

The Manager provided additional information on contractor performance
improvements in comments to the Official Draft Report. The Manager stated that
these improvements included a 67 percent reduction in accident severity rates
and completion of 94 percent of the enforceable regulatory milestones on or
ahead of schedule.
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In further comments to the Initial Draft Report, the Manager, Richland
Operations Office, also stated that:

“The draft report’'s comparison of the prior years award fee
payments with the FY 1895 PBI payments does not include an
assessment of the contractor’s overall performance during the
period covered by the PBls. During that period the contractor
initiated numerous management changes and re-engineering
initiatives and was able to improve both safety and efficiency as a

-result of RL [Richland] direction and the fee incentives. This
improved performance would have substantially increased the
contractor’s award fees had we retained the prior years award fee
structure.”

In comments to the Official Draft Report, the Manager, Richland Operations
Office, stated that: “the questioned FY 19985 PBI amounts are only half of the
$6.0 million reduction in base fee and only 7 percent of the total available fee.”
The Manager also stated that Richland feels that: “the reduction in base fee is
an important issue when evaluating the inefficiencies and lessons learned from
the initial year of the PBI Program, and that the contractor’s total base plus
earned PBI fees were probably comparable to what they would have earned
under the previous base plus award fee arrangement.”

Inspector Comments:

At this time, we have no analytical basis for assessing how improved
performance under the PBI Program, or through other Richland direction in FY
1995, would have substantially increased the contractor’s award fees had
Richland retained the prior years award fee structure. It is clear, based on our
inspection, that PBI fee incentives in FY 1995 targeted activities relating to site
management, safety, and projects that would have impacted the efficiency of
operations at the site. However, these incentives did not cover the entire work
scope of the contractor in FY 1995. As shown in Appendix A, these incentives
involved projects and activities whose total cost in FY 1995 was only $162
million compared with the total $1.381 billion budgeted for the contract in FY
1995. As discussed in a February 1996 independent audit report prepared for
Richland, the contractor claimed more than $300 million in cost savings for FY
1995 under the Challenge 170 Program. However, the contractor received
additional fee over and above that received for the PBI Program for achieving
these savings.
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Management Comments:

In comments to the Official Draft Report, the Manager, Richland Operations
Office, stated that:

“The report’s comparison of prior years’ award fee payments with the FY
1995 PBI payments . . . appears to be a misleading comparison of the
costs for the work covered by PBis to the total contract cost. The $162
million cost for the PBls does not include any costs for six safety PBls
that are crosscutting across the entire contract scope, and the report
does not acknowledge that RL continued to have an award fee program
concurrent with the PBI Program. It should also be noted that the
award fees were not evenly applied to the total contract in FY 1995 and
prior years and a majority of the award fees were often applied to only
a portion of the total contract scope. The use of PBIs did not
significantly decrease the scope of work that would have to be
performed in order for the contractor to earn fee.”

Inspector Comments:

As stated in Appendix A, we determined that a total of $162 million was the
dollar value of the work scope that was incentivized for Performance Objectives
as part of the FY 1995 PBI Program at Richland. As shown in Appendix A, we
recognized that the FY 1995 project cost for the six safety PBIs (PBls 85-003
through 95-008) was not available from Richland Operations Office personnel.
However, we do not believe that the lack of specific cost information for these six
PBIls results in a misleading comparison of the costs for the work covered by
PBls to the actual contract cost. It should be noted that the safety PBls were
crosscutting across the contract work scope in that they sought to achieve lost
workday incident and case rates below the DOE average, sought to reduce
radiological contaminated areas, and sought to reduce the number of detectable
personnel contamination events. However, these PBls only incentivized the
safety objectives, and did not incentivize contractor performance relating to
projects and other activities included in the contract work scope.

As acknowledged in the “BACKGROUND” section of this report, Richland did

have an Award Fee pool of $10,150,000 in FY 1995 that the contractor could
earn for meeting Performance Evaluation Plan goals.
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V. RESULTS OF INSPECTION

The results section of this report is divided as follows:
A. PBI FEE WAS EXCESSIVE

B. PBI FEES PAID FOR WORK THAT WAS ACCOMPLISHED PRIOR
TO THE PBI PROGRAM BEING ESTABLISHED AT RICHLAND

C. PAYMENT MADE BY RICHLANIj FOR INCOMPLETE PBI WORK

D. PBI PERFORMANCE OBJECTIVES APPEAR TO BE EASILY
ACHIEVED

E. QUALITY AND SAFETY WERE COMPROMISED TO ACHIEVE A PBI
. FEE

F. RICHLAND PBI PROGRAM ADMINISTRATIVE WEAKNESSES

G. INSPECTION OBSERVATIONS ON OTHER RICHLAND PBI
PROGRAM ISSUES

A. PBI FEE WAS EXCESSIVE

Our inspection found that a PBI fee paid to the Richland M&O Contractor for the
installation of a ventilation fan was excessive. Specifically, we found that the
Richland M&O Contractor earned a fee of $225,000 to install a waste storage
tank ventilation fan in a tank at the SY Tank Farm at the Hanford Site. However,
the total Fiscal Year 1995 project cost for the ventilation fan replacement totaled
only $24,766.

Replacement of SY Tank Farm Ventilatiori Fan

As part of the Hanford Site tank farm maintenance operations, one activity
identified under the FY 1995 Richland PBI Program was the replacement of a
ventilation fan in the SY Tank Farm. This activity had been identified as a
Secretarial Safety Initiative in 1993 when the Secretary of Energy directed that
DOE officials at Richland develop a list of action items to improve safety at the
Hanford Site tank farms. The PBI 95-011(g) Performance Objective, designated
as “Replace ventilation fan in SY farm to further reduce spark potential by
August 31, 1995 (SI 2k),” was established on January 27, 1995. This PBI stated
that the M&0O Contractor would receive up to $225,000 for completing this action
30 days ahead of schedule. According to the WHC TWRS Milestone
Description Sheet dated September 22, 1994, tasks within this scope of work
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included the design, fabrication, and delivery of a spark resistant replacement
fan; installation of the new fan; and acceptance testing.

WHC certified that the work required under PBI 95-011(g) was complete, and
was paid a fee of $225,000. . In a Westinghouse Hanford Company letter from
the WHC Director, Tank Farm Transition Projects, to the DOE Richland Director,
Tank Safety Analysis Division, dated July 17, 1995, subject. “COMPLETION OF
SAFETY INITIATIVE: REPLACE VENTILATION FAN IN SY FARM TO
FURTHER REDUCE SPARK POTENTIAL BY AUGUST 31, 1995 (Sl 2K),” the
WHC Director stated that: “The milestone was completed on July 6, 1895 as
evidenced by the signed off Work Order. . . ."” As shown on the “FY 95
Performance Based Incentives Westinghouse Hanford Company (WHC)” data
sheet provided by the Richland Operations Officer, WHC was paid $225,000 for
completing the ventilation fan project at least 30 days ahead of schedule.

Statement by Richland Project Manager '

The FY 1995 cost to complete the replacement of the ventilation fan in the SY
tank farm was significantly less than the PBI fee that was received by WHC for
completing the work. During an interview with the DOE TWRS Flammable
Tanks Project Manager, the Project Manager said that he had reviewed a
Budgeted Cost for Work Planned schedule chart associated with the SY Tank .
Farm ventilation fan PB] where he found that the total cost of labor and materials
to complete this PBI work was in the order of $40,000. When asked by the
. Office of Inspections about the relatively high incentive fee for a $40,000 task,
the Project Manager said that the incentive fee amount must either be a mistake
or representative of the importance of completing the Secretarial Safety Initiative
on time. Our review of the PBI contract file found no documentation to support
the rationale used for the establishment of a $225,000 fee for this PBI
Performance Objective.

Cost Documentation Provided By WHC

Documentation provided by WHC verified that the FY 1995 cost to complete the
replacement of the ventilation fan in the SY Tank Farm was significantly less
than the PBI fee that was received by WHC for completing the work.
Specifically, a WHC “Financial Data System” report dated February 29, 1996,
shows that the Budgeted Cost of Work Scheduled for the replacement of the
ventilation fan in the SY Tank Farm was $63,400. However, this report also
shows that the Actual Cost of Work Performed was only $14,800. A WHC
“CAPITAL EQUIPMENT (CENRTC) CLOSURE REQUEST” dated

October 2, 1995, shows that the “Authorized Total” for this project was $65,000
and the “Actual Cost Total” was.$14,861.85.




Additional information provided by the Richland Operations Office showed that
the total FY 1995 project cost for the ventilation fan project was $24,766.
Specifically, Richland provided three WHC “Financial Data System” reports
dated October 27, 1995, and identified costs associated with the ventilation fan
project of $710.24, $21,906.64, and $2,149.54 on these three reports which total
$24,766.42.

Conclusions

We believe that incentive fees should be structured in such a way as to motivate
the contractor while taking into consideration the cost of the work to be
performed, the significance of the work, the impact that the work has on other
operations, the level of difficulty in accomplishing the work, and the risk to the _
contractor. However, we found no documentation to show that these factors
were considered when the PBI amount of $225,000 was established for the
replacement of the ventilation fan in the SY Tank Farm. As discussed later in
this report, the work under this PBI objective appeared to be ahead of schedule
and easily achieved. In addition, the PBI contract file contained no
documentation to support the rationale used for the establishment of a $225,000
fee for an objective that had been ideritified as a Sécretarial Safety Initiative as
early as 1993. Therefore, we believe that, inthis instance, a fee of $225,000 for
the accomplishment of an objective that cost the contractor only $24,766 to
perform was excessive and represented an inefficient use of available PBI
dollars. '

Recommendation

We recommend that the Manager, Richland Operations Office:

1. Develop guidance for the determination of incentive fees paid to contractors
at Richland that considers the cost of the work to be performed, the
significance of the work, the impact that the work has on other operations,
the level of difficulty in accomplishing the work, and the risk to the contractor.

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, concurred with Recommendation 1, stating that:

“Recommendation 1: RL will develop procedures, guidelines, and
additional training for the initiation, administration, and payment of
new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
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RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.”

The Manager offered additional comments, stating that PBI 95-011(g) was one
of eight PBI 95-011 performance objectives selected to complete TWRS
Secretarial Safety Initiatives. The Manager stated that it had been determined
that when tank 101-SY, and to a lesser extent tank 103-SY, periodically vented
flammable concentrations of gases, the exhauster presented a serious safety
risk. The Manager stated that the carbon-steel fan, could, under a variety of
failure modes (e.g., blade separation, bearing failure, etc.), strike the housing
and create sparks. The Manager said that this sparking could serve as the
initiator of a deflagration or explosion if it took place during a gas vent event.
The Manager stated that the deflagration could propagate backwards into the
tank with extremely serious consequences. The Manager stated that, as a
result, the replacement of this fan with one which would control this potential
spark source was identified as a key improvement to the Hanford safety posture.

The Manager also stated that the FY 1995 total cost to complete replacement of
the ventilation fan was $24,811 (later adjusted to $24,766 during a discussion
with the Office of lnspectlons) The Manager stated that the replacement of the
ventilation fan was part of a three-year workscope which was originally
estimated to cost $654,000. The Manager stated that this initiative was selected
for an incentive fee because of the overall importance of the entire work scope.
The Manager stated that an objective cost basis methodology to determine the
incentive fee was not available and the fee of $225,000 was calculated by
dividing the $1,800,000 fee available for PBI 95-011 by the eight performance
objectives.

Inspector Comments:

We agree that the identification of the ventilation fan project as a Secretarial
Safety Initiative was an important improvement to the Hanford safety posture as
stated by the Manager. However, the basic point we were addressing in our
Initial Draft Report was that incentive fees should be structured in such a way as
to motivate the contractor while taking into consideration the cost of the work to
be performed, the significance of the work, the impact that the work has on other
operations, the level of difficulty in accomplishing the work, and the risk to the
contractor. In the case of PBI 95-011(Q), it is clear that the incentive fee was not
structured in this manner, but was simply determined by dividing the total PBI
dollars available by the number of performance objectives associated with the
PBI.

During a return trip to Richland the week of December 2, 1996, we noted other

cases where incentive fee amounts were paid for FY 1995 PBI activities that
exceeded the FY 1995 cost of the work performed. For example, Appendix A
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shows that a PBI fee of $400,000 was assigned and paid for PBl 95-024,
“PUREX - Transfer of D5/E6 Solution.” However, we were told that the majority
of the cost of this activity was incurred in FY 1994, and we were provided
documentation showing.that the FY 1994 cost was $303,500. Although the FY
1995 cost was not tracked in the contractor’s Financial Data System, we were
told that the FY 1995 cost was “relatively minor” and that the actual cost of this
activity in FY 1995 was probably in the range of $30,000.

We also noted several cases where the cost of the FY 1995 PBI work was nearly -

equal to or only slightly greater than the incentive fee paid. We believe that
management needs to be aware of these situations and fully consider cost as
one of the factors in determining fee in order to avoid any perception that

" incentive fees are excessive, and to assure that incentive fee dollars are used
efficiently. We also believe that management needs to clearly document the
rationale for establishing fees, and assure that any fees which greatly exceed
the contractor’s cost are supported by other considerations.

Management Comments:

In comments to the Official Draft Report the Manager, Richland Operations
Office, stated that:

“The comments . . . regarding the FY 1995 cost to complete PBI 95-024,
‘PUREX - Transfer of DS/E6 Solution’ are generally accurate. However,
the report should also acknowledge the cost benefit of completing this
activity and that the activity was a significant contributing factor to
accelerating the overall project schedule. PUREX had been costing
between $100,000 and $200,000 a day in surveillance and maintenance
costs. We were able to accelerate the project by 10 months and save
over $37 million by incentivizing.the critical path activities.”

Inspector Comments:

We do not dispute Richland’s position that the early shutdown of the PUREX -
facility resulted in significant savings to the Department. Nor do we dispute that
the completion of PBI 95-024 was necessary to effect the shutdown. However,
as previously discussed, the basic point we were addressing is that incentive
fees should be structured in such a way as to motivate the contractor while.
taking into consideration the cost of the work to be performed, the significance of
the work, the impact that the work has on other operations, the level of difficulty
in acomplishing the work, and the risk to the contractor. In this case, the
payment of $400,000 in incentive fees was made for a project that was
substantially completed in a prior fiscal year. The work scope to complete the
performance objective in FY 1995 was described as “relatively minor” by pI'O]eCt
personnel with an FY 1995 cost in the range of $30,000. -
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B. PBI FEES PAID FOR WORK THAT WAS ACCOMPLISHED PRIOR TO THE
PBI PROGRAM BEING ESTABLISHED AT RICHLAND

Our inspection found several instances where PBI fees were paid for work that
was accomplished prior to the PBI Program being established at Richland.
Specifically, the PBI Program at Richland was established under the M&O
contract by a contract modification dated January 25, 1995. However, the M&O
Contractor was paid $821,870 for work that was either completed or
substantially completed prior to the contract modification date.

Upgrade Alarm Panels in Seven Tank Farms

As part of Hanford Site tank farm operations, one activity identified under the FY
1995 Richland PBI Program was the upgrade of alarm panels in seven tank
farms. The PBI 95-011(c) Performance Objective, designated as “Upgrade
alarm panels in 7 tank farms by March 31, 1995 (Sl 4a)," was established on
January 27, 1995. This PBI stated that the M&O Contractor would receive up to
$225,000 for completing this action 30 days ahead of schedule. According to
the WHC TWRS Milestone Description Sheet dated September 16, 1994, tasks
within this scope of work included an engineering evaluation to identify obsolete
alarm panel windows, and to identify alarms to be retained and upgraded. Other
tasks in this scope of work included the consolidation-of alarm panel windows in
seven control rooms, the elimination of obsolete windows, and the upgrade of
selected obsolete hardware.

However, documentation available to Richland prior to the establishment of this
PBI showed that the upgrade requirements for six of the seven alarm panels
were completed prior to the establishment of the PBI Program at Richland.
Specifically, the WHC TWRS Milestone Description Sheet stated that: “All
control room upgrades, except the 242-S Evaporator, were completed prior to or
during FY 1994.” In an interview with a DOE Richland TWRS Project Engineer,
the Project Engineer confirmed that six of the seven alarm panel upgrades had
been completed in prior years by WHC. As discussed in Section C of this report,
“PAYMENT MADE BY RICHLAND FOR INCOMPLETE PBI WORK,” however, a
TWRS review team issued a report dated September 24, 1996, that documented
that only two alarm panel upgrades had actually been completed before the PBI
completion date.

WHC certified that the work required under PBI 95-011(c) was complete. Ina
Westinghouse Hanford Company letter from the WHC Director TWRS Plant
Tank Waste Remediation System to the DOE Director, Tank Operations
Division, dated February 24, 1995, subject: “COMPLETION OF SAFETY
INITIATIVE SI-4A,” the WHC Director stated that:
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“TWRS Plant has completed all authorized work for Safety Initiative Si-
4a. Authorized alarm panel upgrades have been completed in tank
farms A, AN, AW, BX, BY, CR, 242-S, and U. The 242-S alarm panel
functional test was completed on February 23, 1995, and completes
the work specified as Performance Based Incentive work.”

Upon certification by WHC that the work was completed, WHC.was paid a fee of
$225,000. As shown on the “FY 95 Performance Based Incentives
Westinghouse Hanford Company (WHC)” data sheet provided by the Richland
Operations Officer, WHC was paid $225,000 for completing the alarm panel
project at least 30 days ahead of schedule.

Replace Corﬁmssed Air Systems in 10 Tank Farms.

As part of Hanford Site tank farm maintenance operations, one activity identified
under the FY 1995 Richland PBI Program was the replacement of compressed
air systems in 10 tank farms. The PBI 95-011(d) Performance Objective,
designated as “Replace compressed air systems in 10 tank farms by

March 31, 1995 (Sl 4b),” was established on January 27, 1995. This PBI stated
that the M&O Contractor would receive up to $225,000 for completing this action
30 days ahead of schedule. According to the WHC TWRS Milestone
Description Sheet dated September 16, 1994, tasks within this scope of work
included the replacement of compressor systems within existing facilities, the
upgrade.of compressor cooling systems, providing a dryer system for the
compressed air systems, acceptance and operational testing, and the return of
the hardware to WHC Hanford Site Operations.

However, documentation available to Richland prior to the establishment of this
PBI showed that seven of the 10 compressed air systems were already
completed prior to the establishment of the PBI Program at Richland.
Specifically, the WHC TWRS Milestone Description Sheet stated that seven of
the 10 compressed air systems were already completed prior to FY 1995. In an
interview with the DOE Richland TWRS Waste Storage Division Manager, the
Manager said that he did not know why the PBI was written to include work that
was completed prior to the PBI being established.

Other WHC documentation also showed that seven of the 10 compressed air
systems were already completed prior to the establishment of the PBI Program

. at Richland.” In a Westinghouse Hanford Company letter from the WHC
Manager, TWRS Life Extension and Transition Tank Waste Remediation
System, to the DOE Director, Tank Operations Division, dated March 5, 1995,
subject: “COMPLETION OF SAFETY INITIATIVE SI-4B, MILESTONE NUMBER
T2C-95-115, REPLACE COMPRESSED AIR SYSTEM IN TEN TANK FARMS, A
PERFORMANCE BASED INCENTIVE ACTIVITY,” the WHC Manager stated that
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seven compressor systems were completed in prior years, while three
compressor systems were completed in FY 1995. This letter identified the air
compressor completion dates as follows:

1. AW Farm upgrade was completed on 1/15/93.

2. SX Farm upgrade was completed on 5/26/93.

3. T Farm upgrade was completed on 3/26/93.

4. 241-CR upgrade was completed on 5/21/93.

5. 242-8 Evaporator upgrade was completed on 9/30/92.
6. U Farm upgrade was completéd on 5/25/94.

7. BIBX/BY Farm upgrade was completed on 8/24/94.

8. AP Farm ngrade was completed on 2/23/95.

9. 242-T Evaporator/TX Farm/TY Farm upgrade was
completed on 2/23/95.

10. The 701-A upgrade was completed on 3/5/95.

WHC certified that the work required under PBI 95-011(d) was complete. Ina
Westinghouse Hanford Company letter from the WHC Director, TWRS Plant
Tank Waste Remediation System, to the DOE Assistant Manager, Office of Tank
Waste Remediation System, dated March 7, 1995, subject: “COMPLETION OF
PERFORMANCE BASED INCENTIVE 95-011(d),” the WHC Director stated that:

“This letter provides notice that Performance Based Incentive 85-
011(d), replacement of ten tank farm compressed air systems, was
completed on March 5, 1995. Your concurrence on the attachment is
required for Performance Based Incentive completion.” :

Upon certification by WHC.-that the work was completed, WHC was paid a fee of
$185,870. As shown on the “FY 1995 Performance Based Incentives
Westinghouse Hanford Company (WHC)" data sheet provided by the Richland
Operations Officer, WHC was paid $185,870 for completing the compressed air
system project 19 days ahead of schedule.
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Shutdown of Fast Flux Test Facility Group 1 Systems

The shutdown of the Fast Flux Test Facility (FFTF) Group 1 systems was a
planned activity that was designated as a PBl. The PBI 95-026 Performance
Objective, designated as “FAST FLUX TEST FACILITY - Complete the shutdown
of Group 1 systems,” was established on January 27, 1995. This PBI stated that
the M&O Contractor would receive up to $300,000 for achieving the goals of:
“Greater than 50 percent of the Group 1 systems are shut down prior to

April 1, 1995, and all Group 1 systems are shut down prior to August 10, 1995.”
This had the effect of establishing two performance standards for the FFTF
shutdown.

However, a review of WHC FFTF shutdown related documentation indicated that
many of these actions had taken place prior to the establishment of the PBI
Program at Richland. We found that seven of the 11 tasks required to be
completed to qualify WHC for payment of the PBI fee by meeting the first
performance standard were completed prior to the PBI being established. The
other four tasks were completed by February 22, 1995, within 26 days of the PBI
being established.

Specifically, WHC certified that the work required under PBI 95-026 was
complete. In a Westinghouse Hanford Company letter from the WHC Director,
FFTF Transition Projects, to the DOE Director, Transition Program Division,
dated May 23, 1995, subject: “PERFORMANCE BASED INCENTIVE
COMPLETION NOTICE,” the WHC Director stated that:

“On May 19, 1995, the Fast Flux Test Facility Transition Project
completed the shutdown of all twenty-one Group 1 systems per the
applicable work documents. The completion of this activity
constitutes Westinghouse Hanford Company’s meeting of the
‘excellent’ performance quality level of the Performance Based
Initiative titled, ‘Fast Flux Test Facility - Complete the shutdown of
Group 1 systems.”

Attached to the May 23, 1995, WHC letter was a “validation statement” showing
the 21 Group 1 systems and the dates when these systems were shut down.
The systems and the shutdown completion dates as of May 19, 1995, were
identified as follows:

SYSTEM COMPLETION DATE
1. PDS Computer 9/28/94

2. PDS Multiplexers 9/28/94

3. CIS 10/10/94

4, ZTO's 1/3/95
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5. PPS 1/6/95
6. EDS/DAS 1/6/95
7. Failed Fuel Monit 1/12/95
8. DHX Controls 2/1/95
9. EDS/ICALC 212195
10. Rx Flux Control 2/13/95
11. Diesel Generators -2[22/95
12. NASA 3/13/95
13. RSB & AEB-W H&V 3/13/95
14. CTMT Margins 3/17/95
15. MOTA i 4/4/95
16. CTMT H&V 4/10/95
17. HTS & DHX H&V 4/14/95
18. Control/AEB-E H&V 4/24/95
19. Cover Gas Sampl. 4/28/95
20. RAPS 5/10/95
21. DG Fuel Oil suspended 5/19/95

This documentation shows that systems 1 through 7 were completed prior to the
PBI being established, and systems 8 through 11 were completed within 26 days
of the establishment of the PBI.

Upon certification by WHC that the work was completed, WHC was paid a fee of
$300,000. As shown on the “FY 95 Performance Based Incentives
Westinghouse Hanford Company (WHC)” data sheet provided by the Richland
Operations Officer, WHC was paid $300,000 for completing the FFTF Group 1
systems shutdown more than 30 days ahead of schedule.

EPCRA 311 Material Safety Data Sheet List

As part of ongoing environmental reporting requirements, Richland approved a
PBI for producing several environmental reports. The PBI 95-028 Performance
Objective, designated as “Complete Annual Environmental Reporting
Requirements,” was established on January 27, 1995. This PBI stated that the
M&O Contractor would receive up to a total of $120,000 for environmental
reports in which the: “Reports are completed at least one week ahead of
schedule and within budget.” There were a total of 11 reports stipulated in the
PBI “Basis for Measurement” where it was also stated that WHC would receive
$11,000 per report if the report was completed at least one week ahead of
schedule and within budget.

Each of the 11 reports included under PBI 95-028 had separate completion
dates established for the achievement of a PBI fee. One of these reports, the
EPCRA 311 Material Safety Data Sheet List, was required by PBI 95-028 to be
completed by January 25, 1995, in order to receive the maximum fee of $11,000.

28

PR BN



However, this report was completed prior to the establishment of the PBI
Program at Richland. In a letter dated January 24, 1995, from the WHC Director
of Environmental Services to the DOE Acting Program Manager, Office of
Environmental Assurance, Permits, and Policy, subject: “MATERIAL SAFETY
DATA SHEET REPORTING, EMERGENCY PLANNING AND COMMUNITY
RIGHT-TO-KNOW ACT, SECTION 311,” the WHC Director stated that:

“As required by the Emergency Planning and Community Right-To-
Know Act of 1986 (EPCRA), Section 311, a revised Material Safety
Data Sheet (MSDS) listing of hazardous chemicals for the Hanford
Site has been prepared and is attached for your action. ... The
required revisions to the November 1994 listing were identified on
January 23, 1995. Draft cover letters for the submittals are also
attached for your use.”

The completion of the EPCRA 311 MSDS PBI Performance Objective was also
documented on a PBI work sheet. Specifically, a Westinghouse Hanford
Company Fee/Penalty Calculations worksheet dated February 6, 1995, and
subject: “EPCRA 311 MSDS list - 95/1 quarter update,” stated that the event
(completion) date for this PBI was on January 24, 1995.

WHC certified that this task was completed on January 24, 1995. This
certification occurred one day prior to the establishment of the PBI Program at
Richland, and three days prior to the establishment of this specific PBl. Upon
certification by WHC that the work was completed, WHC was paid a fee of -
$11,000. As shown on the “FY 95 Performance Based Incentives Westinghouse
Hanford Company (WHC)” data sheet provided by the Richland Operations
Officer, WHC was paid $11,000 for completing the “EPCRA 311 MSDS list (2nd
Qtr)” at least one week ahead of schedule.

The Richland Operations Officer, the Contracting Officer's Representative for
WHC award fees and performance based incentives, was interviewed by the
Office of Inspections concerning the payment of an incentive fee for the EPCRA
311 MSDS list. The Operations Officer said that the PBI fee was earned before
the PBI establishment date because it took a long time to negotiate Contract
Modification M-111 that established the PBI Program at Richland, and that the
work described by this PBI was ongoing prior to the contract modification being
signed. The Operations Officer said that the contractor was completing the work
in expectation of DOE honoring the PBI.

Certification of Laboratory Software

As a part of the Hanford Site Analytical Services Program, a PBI was established
for implementing a new laboratory computer software program. The PBI 95-029
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Performance Objective, designated as “Implement LABCORE LIMS Release
2.0,” was established on January 27, 1995. This PBI stated that the M&O
Contractor would receive $3,571 per day, up to $100,000 for completing this
action by February 28, 1995. Acknowledgment by Richland that all certifications
for LABCORE LIMS Release 2.0 had been achieved before February 28, 1995,
was required in order for WHC to receive the PBI fee.

As stated in PBI 95-029 “Basis for Measurement,” there were four requirements
that had to be completed by February 28, 1995, as part of the implementation of
Release 2.0 of the LABCORE LIMS system. These four requirements were:

1. Complete and document user acceptance testing for the two (X bar and
Y bar) moving average range charts.

2. Issue a letter report to the Manager, Information Systems of the 222-S
LABCORE system performance evaluation.

3. Complete and document a user acceptance test for the transfer of data
between the 222-S Organic instrument system and the 222-S
LABCORE system.

4. Complete and document a user accebtance test for the transfer of data
from the 222-S Applied Research Inductively Coupled Plasma (ICP)
instrument system and the 222-S LABCORE test system.

WHC submitted a letter to Richland stating that the PBI objectives were met. As
stated in a Westinghouse Hanford Company letter from the WHC Director,
Analytical Services Projects and Site Services, to the DOE Richland Director,
Waste Programs Division, dated January 31, 1995, subject: “COMPLETION OF
LABCORE/LIMS RELEASE 2.0, AS MILESTONE AS-85-001,” the WHC Director
stated that: “This letter constitutes the completion of AS-95-001 due February
28, 1995.” The WHC Director’s letter detailed the actions taken by WHC to
satisfy the requirements of PBI 95-029, but did not mention the completion dates
for these four requirements. '

However, WHC LABCORE LIMS Release 2.0 documentation indicated that the
requirements of the PBI were satisfied prior to the PBI being established. This
documentation, provided by a DOE Richland Project Engineer, indicated that
each of the four PBI “Basis for Measurement” requirements were completed
before the PBl was established on January 27, 1995. Specifically, user
acceptance testing for the two (X bar and Y bar) moving average range charts
was completed on January 13, 1995; a letter report to the Manager, Information
Systems of the 222-S LABCORE system performance report was released on
November 21, 1994; a user acceptance test for the transfer of data between the
222-S Organic instrument system and-the 222-S LABCORE system was -
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completed on October 31, 1994; and, a user acceptance test for the transfer of
data from the 222-S Applied Research Inductively Coupled Plasma (ICP)
instrument system and the 222-S LABCORE system was completed on
October 31,1994.

Upon certification by WHC that the work was completed, WHC was paid
$100,000. As shown on the “FY 95 Performance Based Incentives

- Westinghouse Hanford Company (WHC)" data sheet provided by the Richland

Operations Officer, WHC was paid $100,000 for completing the implementation
of LABCORE LIMS Release 2.0 ahead of schedule.

DOE Statem'e'nts on Work Accomplished Prior to PBI Implementation

Several WHC and DOE officials that were knowledgeable of the specifics of PBI
95-026, PBI 95-028 ,and PBI 95-029 Performance Objectives were interviewed
regarding the payment for work that was completed prior to the establishment of
the PBI Program (on January 25, 1995, under Contract Modification M-111).
Some officials said that the PBIs had been in a development status for a
considerable period of time, and that the contractor began working on
completing the PBI Performance Objectives in anticipation of the PBIs being
incorporated into the M&O contract. However, other DOE officials said that, in
some cases, it was their belief that PBls were written to include work that was
already accomplished because PBI Performance Objectives were simply copied
from documents which included the Secretarial Safety Initiatives for the Hanford
Site developed in 1993.

Statements by WHC and Richland Officials on PBls that were to be
Approved

We found that WHC management was uncertain which PBls would in fact be
approved by DOE Richland as late as January 23, 1995. In a letter from the
WHC Executive Vice President to the DOE Richland Deputy Manager dated
January 13, 1995, the WHC Executive Vice President stated in part that:

“. .. This attachment represents 13 PBIs worth $9.15 million spread
over the remaining portion of the fiscal year. We recognize that any
potential positive or negative first quarter fiscal year (FY) 1995
incentives associated with the attached 13 PBIs have been eliminated
as a result of not having a signed/approved contract in place.”

* * * * * % *

“‘Represented in Attachment 3 are 21 additional PBls worth $9.12
million. Many of these have been previously discussed between the
program staff at WHC and RL.”
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In a letter from the WHC Executive Vice President to the DOE Richland Deputy
Manager dated January 23, 1995, the Executive Vice President stated that:

“We would appreciate your assistance in quickly obtaining copies of
the complete set of Performance Based Incentives (PBIs). A complete
set of PBIls was provided to the U.S. Department of Energy, Richland
Operations Office (RL) on January 13, 1995, and we have not had an
opportunity to review changes made subsequent to our submittal.”

DOE Richland affirmed which PBIs were included in the contract modification
one week after the modification was signed. In a letter from the Richland
Operations Office Contracting Officer to the President of the Westinghouse
Hanford Company, dated February 3, 1895, and subject: “CONTRACT DE-
AC06-87RL190930, PERFORMANCE-BASED INCENTIVES,” the Contracting
Officer stated that:

“The recent modification number M111 to the subject contract,
incorporated clause number H-15, titled: Performance Based
Incentives. Pursuant to clause H-15, the twenty-nine (29)
currently established Performance-Based Incentives (PBIs) are
forwarded herewith. Additions, deletions, and/or changes to
existing PBIs shall be provided in accordance with the terms of

- the subject contract.”

Conclusions

We believe that PBI dollars were not effectively used in the instances described
here because we found substantial portions of the work performed to achieve
PBI fees totaling $821,870 was actually performed prior to the establishment of
the PBI Program at Richland on January 25, 1995. In the case of PBI 95-011(c),
the PBI objective was written to imply that the alarm panels in seven tank farms
were to be upgraded in order to achieve a PBI fee of $225,000. However,
documentation shows that the upgrades to the alarm panels in six of the seven
tank farms had already been completed prior to or during FY 1994. In the case
of PBI 95-011(d), the PBI objective was written to imply that the compressor air
systems in 10 tank farms were to be replaced in order to achieve another PBI
fee of $225,000. However, the replacements of the compressor air systems in
seven of the 10 tank farms were completed between January 1893 and .
August 1994. In the case of PBI 95-026, the PBI objective was written to imply
that the contractor would have to shut down more than 50 percent of the Group 1
systems for the Fast Flux Test Facility by April 1, 1995, and-all of the Group 1
systems by August 10, 1995, in order to achieve a PBI fee of $300,000.
However, seven of the 11 tasks required to qualify the contractor for the .
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April 1, 1995, performance measure were actually completed between
September 28, 1994, and January 12, 1995.

We believe that PBls should clearly reflect the work that is to be performed. In
the case of PBI 95-011(c), the work to be performed should have been stated as
“Upgrade an alarm panel in 1 tank farm,” rather than “Upgrade alarm panels in 7
tank farms.” In thé case of PBI 85-011(d), the work to be performed should have
been stated as “Replace Compressed Air System in Three Tank Farms,” rather
than “Replace Compressed Air System in Ten Tank Farms.”

Similar conditions exist for PBls 95-028 and 95-029 where PBI objectives were
completed prior to the establishment of the PBI Program at Richland. In the
case of PBI 95-028, a fee of $11,000 was paid for completing the EPCRA 311
MSDS List. However, this PBI objective was met one day prior te the
establishment of the PBI Program at Richland. In the case of PBI 95-029, a fee
of $100,000 was paid for completion of four activities associated with
implementation of Release 2.0 of the LABCORE LIMS program. However, three
of these four activities were completed.in October and November of 1994, and
the fourth activity was completed 12 days prior to the establishment of the PBI
Program at Richland.

We believe that any work done prior to the signing of Contract Modification M-
111 on January 25, 1995, was accomplished without an approved performance
incentive in place, and was accomplished under the prior award fee system at
Richland. This position is consistent with the WHC Executive Vice President’s
January:-13, 1995, letter to the DOE Richland Deputy Manager where he stated
that: “We recognize that any potential positive or negative first quarter fiscal
year (FY) 1995 incentives associated with the attached 13 PBIs have been
eliminated as a result of not having a signed/approved contract in place.” Since
Contract Modification M-111 does not address the payment of fees retroactive to
the signature date, and since the PBls themselves do not address the payment
of retroactive fees, we believe that the $111,000 in fees for PBls 95-028 and 95-
029 should be recovered since all of the work required was performed prior to
the establishment of the PBI Program at Richland.

Recommendations

We recommend that the Manager, Richland Operations Office:

2. Direct the Contracting Officer to review PBI Numbers 95-011(c), 95-011(d),
and 95-026 to determine if there is any contractual basis for recovering a
prorated portion of the PBI fees that were paid for work that was
accomplished prior to the establishment of the PBI Program at Richland.
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3. Direct the Contracting Officer to take action to recover $111,000 under PBls
95-028 and 95-029 for fees paid where all of the work required was
performed prior to the establishment of the PBI Program at Richland.

4. Develop policy that requires that the work defined in the PBI document

reflects the work that is actually to be accomplished in order to achieve the
PBl fee. '

5. Develop policy that assures that PBI dollars are used to provide incentives to
the contractor for future performance rather than reward the contractor for
past accomplishments.

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, concurred with Recommendations 2, 3, 4, and 5, stating that:

‘Recommendation 2: The Contracting Officer has been directed to
review PBls 95-011(c), 95-026, and 95-027 to determine the extent
to which fee recovery is warranted and the contractual basis to
accomplish recovery. DOE has taken action, and the contractor
has agreed, to the return of previously paid fees on PBI 95-011(d).

“‘Recommendation 3: The Contracting Officer has been directed to
review PBIs 95-028 and 95-029 to determine the extent to which
fee recovery is warranted and the contractual basis to accomplish
recovery.

“‘Recommendations 4 and 5: RL will develop procedures,
guidelines, and additional training for the initiation, administration,
-and payment of new and current performance incentives. The
procedures, guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.”

The Manager offered additional comments. With regard to PBIs 95-011(c) and
95-011(d), the Manager stated that: “We concur that some of the actions in the
PBI safety initiatives had already been completed when the PBI was developed,
however, the contractor did not receive any additional fees for the already
completed work.” The Manager stated that: “The PBls were written to include
completed work so that the PBI language would be consistent with the
Secretarial Safety Initiatives.”
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With regard to PBI 95-026, the Manager stated that completing the shutdown of
the Fast Flux Test Facility (FFTF) Group 1 systems was a planned activity in the
Richland approved FY 1995 Advanced Reactors Transition Multi-Year Program
Plan. The Manager stated that in October 1994, the planned activity for
completing the shutdown of Group 1 systems was submiitted to Richland by
Westinghouse Hanford Company (WHC) as “a potential candidate for FY 1995
Performance-Based Initiatives (PBI).” The Manager stated that over the next
three months, negotiations on the PBI took place at various levels in both WHC
and Richland. Finally, on January 27, 1995, PBI 95-026 was formally approved.

The Manager also stated that the designation of systems as Groups was
established early in calendar year 1994 when the FFTF Shutdown Project Plan
was initially developed. The Manager stated that individual systems were
grouped into 12 distinct Groups based upon their need to be operational as
major shutdown activities were completed. The Manager stated that Richland
staff knew that a few of the Group 1 systems had already been shut down prior
to establishing the PBI; however, the Group 1 designation was used for
convenience in developing the PBI. The Manager stated that the objective of the
PBI was to deliver an integrated system. The Manager stated that, while three of
21 of the individual systems were known to be complete at the time the PBI was
developed, delivery of the completed integrated system was the incentivized
outcome. The Manager also stated that many of these system shutdown actions
were completed between the time the PBI was introduced to Richland and the
time it was formally approved. '

With regard to PBI-029, the Manager said that the report states that contract
negotiations were concluded and the PBI Program was officially approved on
January 27, 1995, and that PBI 95-029 was declared complete on

January 31, 1995. The Manager stated, however, that the importance of the
LABCORE LIMS Release 2.0 to the success of the Analytical Services Program
was recognized well before that date. The Manager stated that identification of
the “LIMS” as an important milestone began in August 1994 with the early
planning for the FY 1995 Multi-Year Program Plan (MYPP). The Manager stated
that this activity was considered high priority and work began on

October 1, 1994. The Manager stated that, without the FY 1995 LABCORE
LIMS upgrades, the 222-S could not have doubled its production from FY 1994
to FY 1995 and again doubled production in FY 1996.

Inspector Comments:

There was a four month delay between the time that the PBI Program at
Richland was intended to be placed into effect (October 1994), and the time
when the PBI Program was actually established (January 25, 1995). During this
period of time, DOE Richland Operations Office and WHC officials were aware
that contractor efforts were focused on projects that had been proposed as FY
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1995 PBI performance objectives. However, as detailed in this section of the
report, it was uncertain which of the proposed PBIs would be included in the
contract modification as late as January 23, 1995.

The basic point we were addressing in our Initial Draft Report was that all or
substantial portions of the work performed to achieve the PBI fees under PBls
95-026 and PBI 95-029 was actually performed prior to the establishment of the
PBI Program at Richland on January 25, 1995. We believe that providing an
incentive fee for work by the contractor that is accomplished prior to the
establishment of the Incentive Fee Program constitutes work that was done
outside of the incentive program, and is work that would not be eligible for
incentive fee payment. Additionally, any negotiations on incentive fee
arrangements between the contractor and Richland officials made prior to the
establishment of the PBI Program would not be binding until formal agreement
was reached. It should be noted that the Richland Operations Office eliminated
some potential PBI performance objectives from the FY 1995 PBI Program
because the work intended was completed during the period when the four
month delay occurred.

C. PAYMENT MADE BY RICHLAND FOR INCOMPLETE PBI WORK

Our inspection found instances where Richland paid fees for PBI work that was
not complete. Specifically, we found three instances where fees were paid to
the M&O Contractor for work that was certified by the M&O Contractor as
complete; however, Richland documentation shows that the PBI work was not
completed in accordance with the provisions of the PBls. .

Uparade Alarm Panels in Seven Tank Farms

As previously discussed, the PBI 95-011(c) Performance Objective, described as
“Upgrade alarm panels in 7 tank farms by March 31, 1995 (Sl 4a),” was
established on January 27, 1995. This PBI stated that the M&O Contractor
would receive up to $225,000 for completing this action 30 days ahead of
schedule. The Performance Objective also stated that the M&O Contractor
would be penalized up to $225,000 for completing this action 30 days or more
behind schedule. According to the WHC TWRS Milestone Description Sheet
(MDS) dated September 16, 1994, tasks within the scope of work included an
engineering evaluation to identify obsolete alarm windows, and to identify alarms
to be retained and upgraded. Other tasks within the scope of work included the
consolidafion of alarm panel windows in seven control rooms, the elimination of
obsolete alarm panel windows, and the upgrade of selected obsolete hardware.
The WHC TWRS MDS stated that deliverables for these tasks included
completion of the design package, installation of the required hardware, and
returning the equipment to operation.
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WHC certified that the work required under PBI 95-011(c) was complete. Ina
Westinghouse Hanford Company letter from the WHC Director, TWRS Plant
Tank Waste Remediation System, to the DOE Richland Director, Tank
Operations Division, dated February 24, 1995, subject: “COMPLETION OF
SAFETY INITIATIVE SI-4A,” the WHC Director stated that:

“TWRS Plant has completed all authorized work for Safety Initiative SI-
4a. Authorized alarm panel upgrades have been completed in tank
farms A, AN, AW, BX, BY, CR, 242-S, and U. The 242-S alarm panel
functional test was completed on February 23, 1995, and completes
the work specified as Performance Based Incentive work.”

Upon certification by WHC that the work was completed, WHC was paid a fee of
$225,000. Specifically, as shown on the “FY 95 Performance Based Incentives
Westinghouse Hanford Company (WHC)” data sheet provided by the Richland
Operations Officer, WHC was paid $225,000 for completing the “Upgrade alarm
panels in 7 tank farms by March 31, 1995 (Sl 4a)” project on March 1, 1995.
This was the maximum fee award date, qualifying WHC for the maximum award
fee for this PBI.

However, a review of the tasks under PBI 95-011(c) by a DOE Richland TWRS
Project Engineer revealed that the required tasks were in fact not completed by
February 23, 1995, as claimed by WHC. Specifically, the Office of Inspections
had requested the man-hours, material costs, and dates associated with the
work completed under this PBI. In responding to this request, the Project
Engineer identified documentation which showed that the work required had not .
been completed. The Project Engineer summarized his findings, and provided a
summary document to the OIG on August 20, 1996, Subject: “Review of TWRS
Safety Initiative 4a, Upgrade Alarm Panels in 7 Tank Farms by March 1995.”
This summary document stated that:

“Based on the description below and the work documents in the
archives for A Farm, C Farm, and the 242-S Evaporator, my
conclusion is that this SI was not completed by 2/23/95.

“The problems noted with this Sl are shown as bulletized items.

* * * * * * *

“Work package (2E-92-655) for the A Farm upgrade was not
‘field work complete’ or accepted by operations until 4/18/96,
which is past the S| completion date of 2/23/95. Operations
personnel stated that the upgrades at A Farm had many non-
functional alarms following the KEH annunciator work.
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“Work package (2E-92-121 75 for the C Farm/CR Vault upgrade
was not functionally tested or accepted by operations until
11/22/95, which is past the S| completion date of 2/23/95.

“Work package (2W-92-180) for the 242-S Evaporator upgrade
was not ‘field work complete’ until 5/24/95 and was not
accepted by operations until 2/7/96, which is past the S|
completion date of 2/23/95.”

This information was substantiated by a Richland review team. The Richland
Operations Office established a review team after a June 1996 “near miss”
incident for the purpose of examining six FY 1995 PBI awards. The review team
was staffed with personnel primarily from the Management Systems Division of
TWRS. The review team was established because the Richland Operations
Office was concerned that the problems identified in a DOE Richland “Special
Assessment Report” for PBI 95-011(d), “241-A-701 Air Compressor Upgrade,”
could be indicators of systematic and programmatic weaknesses. The review
team issued a report on September 24, 1996, titled “REVIEW OF TANK WASTE
REMEDIATION SYSTEM (TWRS) FISCAL YEAR 1995 PERFORMANCE
BASED INCENTIVES.” In this report, the review team addressed PBI 95-011(c)
and found that “of the seven tank farms, alarm panel upgrades were completed
on only AN and AW tank farms before the PBI completion date of

March 31, 1995.” The review team concluded that: “The PBl was
inappropriately awarded and RL should request return of the full PBl amount,
$225,000.” :

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, suggested that the statement regarding work package 2E-92-1217,
“upgrade was not functionally tested or accepted by operation until 11/22/95,” be
changed to “upgrade was not functionally tested or accepted by operation until
7/14/95, and continues to have functional problems.”

Inspector Comments:

We did not change the statement referenced by the Manager because a review
of work package 2E-92-1217 for the C Farm/CR Vault upgrade by the Office of
Inspections found that the “Operations Acceptance” date was 11/22/95 as
indicated in the Initial Draft Report, and that the “Field Work Complete” date was
7/14/93. We were told that the 7/14/95 date included in the Management
Comments was in error, and that the correct date was 7/14/93. Since our report
was representing the “Operations Acceptance” date, and not the “Field Work
Complete” date, we made no change to the report.
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Replace Cohpressed Air Systems in 10 Tank Farms

As previously discussed, the PBI 95-011(d) Performance Objective, described as
- “Replace compressed air systems in 10 tank farms by March 31, 1995 (S| 4b),”
was established on January 27, 1995. This PBI stated that the M&O Contractor
would receive up to $225,000 for completing this action 30 days ahead of:
schedule. The Performance Objective also stated that the M&QO Contractor
would be penalized up to $225,000 for completing this action 30 days or more
behind schedule. According to the WHC TWRS Milestone Description Sheet
(MDS) dated September 16, 1994, tasks within this scope of work included
replacement of compressor systems within existing facilities, upgrade of
compressor cooling systems, providing a dryer system for the compressed air
system, acceptance and operational testing, and the return of the compressed
air systems to WHC Hanford Site Operations for continued use.

WHC certified that the work required under PBI 95-011(d) was complete. Ina
Westinghouse Hanford Company.letter from the WHC Director, TWRS Plant
Tank Waste Remediation System, to the DOE Richland Assistant Manager,
Office of Tank Waste Remediation System, dated March 7, 1995, subject:
“COMPLETION OF PERFORMANCE BASED INCENTIVE 95-011(D),” the WHC
Director stated that:

“This letter provides notice that Performance Based Incentive 95-
011(d), replacement of ten tank farm compressed air systems, was
completed on March 5, 1995. Your concurrence on the attachment is
required for Performance Based Incentive completion.”

Upon certification by WHC that the work was completed, WHC was paid a PBI
fee. As shown on the “FY 95 Performance Based Incentives Westinghouse
Hanford Company (WHC)” data sheet provided by the Richland Operations
Officer, WHC was paid $185,870 for completing the project described as
“Replace compressed air systems in 10 tank farms” 19 days ahead of schedule.

However, the work required under this PBI was not completed as certified by
WHC. In an interview with the DOE Richland TWRS Waste Storage Division
Manager, the Manager said that, in his opinion, the contractor was required to
complete an Acceptance Test Procedure (ATP) to comply with DOE Order
4700.1 requirements and to be in compliance with the PBI task. The Manager
said that an Acceptance Test Report (ATR) was never issued by WHC to show
compliance with these requirements for the 241-A-701 air compressor upgrade,
yet WHC accepted the facility and the PBI as being complete. The Manager
also said that the ATP is supposed to be followed by an Operational Test
Procedure (OTP) which verifies whether the system works as specified, and that
WHC never completed the OTP as required by DOE Order 4700.1.

39




This information was confirmed by a DOE Richland “Special Assessment
Report,” for the “241-A-701 Air Compressor Upgrade,” dated August 5, 1996.
This report stated, in part, that:

“Acceptance testing was fast tracked (10-hour days, seven days a
week for six weeks) and accepted for the PBI fee associated with
upgrading the tank farm compressors. A handwritten entry on the
Acceptance Test Procedure (ATP) Acceptance of Test Results page
states ‘the PBI milestone portion of this test has been completed and
the results, including red-line changes, have been reviewed. Any
exceptions discovered during the PBI milestone of the test have
been satisfactorily recorded and resolved. The results of the PBI
milestone portion of the acceptance test of the 241-A-701
compressed air system accepted by the undersigned.” Additional
construction and ATP activities continued until September 1995, six
months after construction was ‘complete’ for the PBL. The resuilt of
acceptance testing, the ATR (Acceptance Test Report) was
documented as complete but cannot be produced.”

The “Special Assessment Report” stated that the test procedures prepared for
the 241-A-701 Air Compressor Upgrade included the Acceptance Test
Procedure (ATP) and the Operational Test Procedure (OTP). This report stated
that the system Acceptance for Beneficial Use (ABU) was signed by East Tank
Farm Operations in November 1995 with a punchlist, which included the need to
complete the OTP and the “as-built field condition” of associated drawings.
However, this report noted that the ABU contained errors and omissions such as
reference to an Acceptance Test Report which would document the ATP that
could not be produced by the M&O Contractor, and that the ABU was not
performed in accordance with WHC procedures.

In addition, the “Special Assessment Report’ stated that the system had not
completed OTP and “is currently locked out” by WHC management. This report
stated that the OTP was started in late August 1995 (approximately six months
after the PBI was reported as complete) and suspended on September 30, 1995.
This report stated that air supply for the 701-A complex “is currently provided by
a temporary mechanical compressor.”

The “Special Assessment Report” stated that the ATP contains two different
dates, “The first was on March 5, 1995, when WHC engineering personnel
claimed completion of the ‘Performance Based Incentive’ (PBI) portion of the
ATP, ” and “The second completion date was on July 19-27 1995, which
includes both WHC engineering and QA personnel.” However, the “Special
Assessment Report” noted that the test as written did not distinguish between
those portions dedicated to the PBI and those sections not PBI related, and that
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test documentation contained several incomplete and unsigned ATP test steps.
The assessment team concluded that, since the ATP and the OTP were not
completed, the equipment was unacceptable and did not meet acceptance
criteria.

The “Special Assessment Report” stated that WHC declared the ATP successful
to the extent necessary to claim a PBI without completing all steps of the ATP.
This report noted that no steps in the ATP denoted or indicated which
acceptance criteria satisfied the accomplishment of the PBI. The report also
stated that the signatures for “PBI Acceptance” were handwritten on the
completion and acceptance page of the ATP, but were not part of the initial
approved ATP, and that this significant revision to'the ATP “was not reviewed
and approved as required by WHC-CM-4-2 and DOE 5700.6C/10 CFR 830.120.”
The report noted that WHC management stated that: “WHC field personnel
understood completion of the PBI to mean ‘installation of the compressed air
system.”” However, the report concluded that: “Even though some mechanical
equipment was set and some electrical hardware installed, this work does not
represent a completed construction activity nor an acceptable system as
represented in the ABU.”

TWRS Corrective Maintenance Backlog Reduction

As part of ongoing tank farm maintenance operations, one activity identified
under the FY 1995 Richland PBI Program was the reduction in the TWRS
corrective maintenance backlog. The PBI 95-018 Performance Objective,
described as “TWRS Corrective Maintenance Backlog Reduction,” was
established on January 27, 1995. This PBI stated that the M&O Contractor
would receive up to $500,000 for completing this action. Specifically, the
contractor, to receive an “Excellent” rating for this contract performance
measure, was to “Reduce the overall Corrective Maintenance Backlog by more
than 5% from the January 1, 1995, level, while maintaining preventative
maintenance actions within acceptable performance parameters.” The PBI
“BASIS FOR MEASUREMENT" stated, in part, that “WHC shall neither receive
nor be penalized fee for impacting the backlog by +5%. WHC shall receive a
prorated amount of the incentive fee for reducing the CM backlog from 5% to
10% by September 30, 1995, with a maximum fee of $500,000 for achieving a
10% or greater reduction.”

WHC certified that the work required under PBI 95-018 was complete. In a
Westinghouse Hanford Company letter entitled “Completion of Tank Waste
Remediation System Corrective Maintenance Backlog Reduction Performance
Based Incentive,” WHC claimed to have achieved the excellent performance
objective by reducing the corrective maintenance backlog by 10 percent on
March 1, 1995. As shown on the “FY 95 Performance Based Incentives
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Westinghouse Hanford Company (WHC)” data sheet provided by the Richland
Operations Officer, WHC was paid $500,000 for completing this PBI.

However, we found evidence that the work required under PBI 95-018 had not
been completed. In an interview with a DOE Richland Project Engineer, the
Project Engineer said that, in his opinion, many of the corrective actions which
were claimed to be accomplished by the contractor as part of PBI 95-018 were in
fact eliminated by paperwork because of downscoping of TWRS work tasks,
which included the closure or mothballing of facilities and equipment. The
Project Engineer also said that the corrective maintenance backlog files had not
been purged for several years, and that the reduced operations had not been
taken into account when the PBI was written. Additionally, a DOE Richland
TWRS Maintenance Program Project Engineer said that DOE does not get
involved with the decision making process for individual corrective actions, and
that the way that the PBI was written, it is possible that the contractor could do
the easy work first to get credit for complying with the terms of the PBI.

The September 24, 1996, Richland review team report, titled “REVIEW OF
TANK WASTE REMEDIATION SYSTEM (TWRS) FISCAL YEAR 1995
PERFORMANCE BASED INCENTIVES,” also raised concerns about the
completion of the work required under this PBI. With regard to PBI-95-018, the
review team found that the corrective maintenance backlog actually increased by
1,305 maintenance packages over the January 1995 level of 1,495 maintenance
packages. The review team concluded that, rather than being reduced by 10
percent, the corrective maintenance backlog actually increased by 87 percent
over the January 1995 corrective maintenance backlog level. The review team
concluded that: “The PBI was inappropriately awarded and RL should request
return of the $500K paid to WHC previously for this PBI.”

-~ TWRS Recommendation for Recovery of PBl Fees

TWRS has requested that action be taken to recover PBI fees that were
inappropriately paid to WHC and assess PBI penalties for incomplete work.
Specifically, in a letter dated September 26, 1996, from the Richland Assistant
Manager, Office of Tank Waste Remediation System, to the Richland Director,
Procurement Services Division, the Assistant Manager stated that TWRS found
PBIs 95-011(c), 95-011(d), and PBI-018 to be incomplete. The Assistant
Manager stated that: “TWRS is requesting reimbursement of the $910,870.00
paid to WHC on the three PBIs.” The Assistant Manager also stated that: “In
addition, WHC should be assessed the negative fee of $950,000.00 on these
PBIs.” The total reimbursement requested by TWRS is $1,860,870.
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Conclusions

We believe that it is clear, based on our review and the documentation obtained
from the Richland Operations Office, that the work required under PBI 95-011(c),
“Upgrade alarm panels in 7 tank farms by March 31, 1995,” PBI 95-011(d),
“Replace compressed air systems in 10 tank farms by March 31, 1995,” and PBI
95-018, “TWRS Corrective Maintenance Backlog Reduction,” was not completed
in the time periods necessary to achieve the PBI fees of $225,000, $185,870,
and $500,000 respectively.

Contrary to WHC'’s statement on February 24, 1995, that all work was completed
on PBI Number 85-011(c), documentation provided by the Richland Operations
Office shows that work on two alarm panels was not completed until

April 18, 1995, and May 24, 1995, respectively, and that a third alarm panel was
not functionally tested or accepted for operations until November 22, 1995.

In addition, contrary to WHC's statements on March 7, 1995, that all work was
completed on PBI 95-011(d), documentation provided by the Richland
Operations Office shows that the acceptance testing required under the
Acceptance Test Procedure and the Operational Test Procedure was never
completed for the 241-A-701 air compressor upgrade. Richland documentation
shows that the system is currently locked out and that a temporary compressor is
being used to provide an air supply. The Richland documentation notes that:
“Even though some mechanical equipment was set and some electrical
hardware installed, this work does not represent.a completed construction
activity nor an acceptable system. .. .”

Also, contrary to WHC’s statements that all work was completed on PBI 95-018,
documentation provided by the Richland Operations Office shows that the
corrective maintenance backlog was not reduced by 10 percent, but actually
increased by 87 percent.

We believe that, based on the requirements of these three PBls, the contractor
would not have been entitled to any fee under the circumstances describe here.
We believe that $910,870 should be recovered from WHC. The Richland review
team report titled “REVIEW OF TANK WASTE REMEDIATION SYSTEM
(TWRS) FISCAL YEAR 1985 PERFORMANCE BASED INCENTIVES"” supports
this position for PBI 95-011(c) in the amount of $225,000, and PBI 95-018 in the
amount of $500,000. The Richland “Special Assessment Report’ for the “241-A-
701 Air Compressor Upgrade” supports this position for PBI 95-011(d) in the
amount of $185,870.

We also believe that it is clear, based on our review and the documentation
obtained from the Richland Operations Office, that the work required under PBI
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95-011(c), “Upgrade alarm panels in 7 tank farms by March 31, 1995,” PBI 95-
011(d), “Replace compressed air systems in 10 tank farms by March 31, 1995,
and PBI 95-018, “TWRS Corrective Maintenance Backlog Reduction,” was not
complete on the dates when the contractor would have been penalized
$225,000, $225,000, and $500,000 for completing these actions 30 days or
more behind schedule. We believe that the penalty provisions of these three
PBls should be implemented, and that $950,000 in penalties be collected from
WHC.

We concur in the position taken by TWRS in the September 26, 1996, letter to
the Director, Procurement Services Division, requesting reimbursement of the
PBI fees paid and reimbursement of penalties due. However, we believe that
Richland should also evaluate the potential for collecting an appropriate figure
for the interest on the PBI fees of $910,870 that were paid for incomplete work,
and evaluate the potential for collecting the interest income earned by WHC on
the PBI fees of $910,870.

Recommendations

We recommend that the Manager, Richland Operations Office:

6. Consistent with our findings and the TWRS letter of September 26, 1996,
direct the Contracting Officer to take action to recover $225,000, $185,870,
and $500,000 from WHC for previous PBI fees that were paid under PBI 95-
011(c), PBI 95-011(d), and PBI 95-018.

7. Consistent with our findings and the TWRS letter of September 26, 1996,
direct the Contracting Officer to take action to assess the penalty provisions
of PBI 95-011(c), PBI 95-011(d), and PBI-018, and collect a total penalty of
$950,000 for these three PBls.

8. Direct the Richland Chief Financial Officer to evaluate the potential for
collecting an appropriate figure for the interest on the PBI fees of $910,870
that were paid to WHC for incomplete work, and evaluate the potential for
collecting the interest income earned by WHC on the PBI fees of $910,870.

9. Initiate the review of all PBls issued in FY 1995 and FY 1996 to determine if
other PBI payments have been made for incomplete work, and take action to
recover any fees that were paid for work that did not meet the terms of the
PBls and any penalties that were not collected for incomplete work or work
completed late.

10. Develop policy that requires Richland personnel to verify that incentive work
was accomplished prior to payment of incentive fees.
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Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, concurred with Recommendations 6, 7, 8, 9, and 10, stating that:

“Recommendation 6. The Contracting Officer has been directed to
take actions to review and recover, if appropriate, the previously
paid fees for PBls 95-011(c), 95-011(d), and 95-018. DOE has
taken action, and the contractor has agreed, to the return of
previously paid fees on PBI 95-011(d).

“Recommendation 7: The Contracting Officer has been directed to
take actions to review and assess, if appropriate, the penalty
provisions of PBIs 95-011(c), 95-011(d), and 95-018. DOE has
assessed, and the contractor has agreed, to the $225,000 penalty
associated with PBI 95-011(d).

‘Recommendation 8: The RL Chief Financial Officer (CFO) will
evaluate the options for collecting interest from the contractor on
the PBI fees that were inappropriately paid for incomplete work.

‘Recommendation 9: RL will initiate actions to review the FY 1995
and FY 1996 PBIs and perform a root cause analysis.

“Recommendation 10: RL will develop procedures, guidelines, and
additional training for the initiation, administration, and payment of
new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.”

D. PBI PERFORMANCE OBJECTIVES APPEAR TO BE EASILY ACHIEVED

Our inspection found several PBI Performance Objectives established by
Richland which appear to have been easily achieved. Specifically, we found PBI
Performance Objectives which included completion dates that represented little
challenge to the M&O Contractor. Richland documentation shows that, in these
instances, the M&O Contractor was in the process of completing these
objectives ahead of schedule without any PBI incentive. In addition, we found
that $250,000 in available fee was paid to the M&O Gontractor for three PBIs
that were completed within two days of their establishment. We also found a
PBI where the performance objectives and the basis for measurement were
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significantly modified after the work was certified as complete by the M&O
Contractor.

Replacement of SY Tank Farm Ventilation Fan

As previously discussed, the PBI 95-011(g) Performance Objective, described as
“Replace ventilation fan in SY farm to further reduce spark potential by August
31, 1995 (Sl 2k),” was established on January 27, 1995. This PBI stated that the
M&O Contractor would receive up to $225,000 for completing this action 30 days
ahead of schedule, or $9,783 for each day this initiative was completed more
than seven days ahead of the scheduled date. As shown on the “FY 95
Performance Based Incentives Westinghouse Hanford Company (WHC)" data
sheet provided by the Richland Operations Officer, WHC was paid $225,000 for
completing the ventilation fan project on July 6, 1995.

However, the establishment of the $225,000 PBI Performance Objective for the
replacement of the ventilation fan in the SY Tank Farm represented little
challenge to the contractor. Specifically, before the PBI Performance Objective
was established, WHC had established a completion date for this project of
April 28, 1995, approximately four months ahead of the PBI performance date of
August 31, 1995. A WHC TWRS Milestone Description Sheet (MDS) dated
September 22, 1994, and signed by WHC and DOE Richland officials, showed
that a completion date of April 28, 1995, was established for the ventilation fan
Acceptance Test Procedure. The MDS also stated that the “Acceptance
Criteria” includes the “Successful completion of the ATP” with a deliverable
being a “Letter to RL documenting installation of spark-resistant fan in the 241-
SY Tank Farm and successful completion of ATP” by August 31, 1985. Inan
interview with a DOE Richland Project Manager, the Project Manager said that
he did not know why a four month delay was built into the schedule between the
ATP completion date and the “deliverable” letter to DOE.

In addition, the replacement of the ventilation fan was significantly ahead of
schedule at the time the PBI was established. Specifically, we found that a
“TWRS Department of Energy Safety Initiatives” status chart was issued at
approximately the same time that the ventilation fan PBI Performance Objective
was being written. The chart indicated that, as of January 1, 1995, the
ventilation fan performance objective was three months ahead of the

August 31, 1995 schedule date.

High-Level Waste Melter Assessment

The selection of a high-level waste melter technology was a goal of the Richland
Operations Office, with the completion of the assessment report for this project
included under the Richland PBI Program. The PBI 95-015 Performance
Objective, described as “Provide final high-level waste melter assessment
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report,” was established on January 27, 1995. This PBI stated that the M&O
Contractor would receive up to $200,000 for completing this action 37 days
ahead of schedule, or $6,666 for each day this initiative was completed between
8 to 37 days ahead of the scheduled date of March 24, 1995. As shown on the
“FY 95 Performance Based Incentives Westinghouse Hanford Company (WHC)”
data sheet provided by the Richland Operations Officer, WHC was paid
$200,000 for completing the Final High-Level Waste Melter Report ahead of
schedule.

PBI 95-015 contained specific language for measuring the performance of the
M&O Contractor. The Basis for Measurement for PBl 95-015 stated that:

“®.Report will document the melter assessment process.
“® Report will provide recommendation and basis for recommendation.

“® Report will define path forward for high-level melter development and
testing, and provide cost, schedule, and technical requirements.

“® Final report will include disposition/incorporation of comments from
DOE review.”

However, the PBI scheduled date of March 24, 1995, was actually established
nearly one month after this project was planned to be completed without any
incentive. Specifically, a WHC TWRS Division Milestone Description Sheet
(MDS) dated September 23, 1994, and signed by WHC officials, provided
information on the completion date for the report, the content of the report, and
the deliverable required. The MDS stated that February 28, 1995, was
established as the completion date for issuing a Melter Evaluation/Assessment
Final Report.

In addition, the date of February 15, 1995, established for the M&O Contractor to
achieve a PBI fee of $200,000 was only 13 days ahead of the completion date
for this project as established under the WHC TWRS Milestone Description
Sheet, and 19 days after the PBI was established.

WHC certified that the work required under PBI 95-015 was complete 13 days
after the PBI was established. In a Westinghouse Hanford Company letter dated
February 9, 1995, subject: “COMPLETION OF PERFORMANCE BASED
INCENTIVE, 95-015,” WHC stated that: “Attached is the final report, ‘High-Level
Waste Melter Alternative Assessment Report.” All DOE RL comments were
dispositioned to the satisfaction of your staff.”

In an interview with the DOE Richland Deputy Director for TWRS Waste
Storage, the Deputy Director said that this PBI was established by Richland
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because it described tasks that were very important to Richland at that time. He
said the PBI Performance Objective negotiation with the contractor began in
September 1994, and he was aware that the contractor had begun working on
the PBI task for several months in anticipation of the PBI being established. The
Deputy Director also said he could not recall why it was important to receive this
report more than two weeks in advance of the completion date stated in the
Milestone Description Sheet.

Contractor Received $250,000 in PBI Fees for Work that was Completed
within Two Days

In August 1995, the Westinghouse Hanford Company submitted two letters to
DOE Richland proposing the establishment of three new PBIs, which had been
drafted by the Richland Operations Office and agreed to by WHC. Richland
management stated that WHC agreed to these new PBIls in early August, even
though the negotiations were not formally completed until August 28, 1995. The
rationale for these WHC proposals were the cancellation of other PBI objectives
which resulted in available incentive fees. These two WHC PBI proposals,
which were approved by Richland, resulted in the establishment of three new
PBIs valued at $400,000. Of the $400,000, the contractor received $250,000 in
PBI fees for work that was completed within two days under these three PBls.

In the first letter, which was addressed to the DOE Richland Operations Officer,
Site Operations Division, and dated August 24, 1995, the Westinghouse Hanford
Company Acting Manager for Contracts Administration proposed the following:

“Westinghouse Hanford Company (WHC) requests approval of the
attached Performance Based Incentive (PBI) in accordance with the
subject contract clause. We are submitting for the Contracting
Officer's approval PBI Number 95-032, Meet Tri-Party Agreement
(TPA) Milestone M-41-17 by September 30, 1995; Remove the
Supernatant from the Tank by December 31, 1995; and Begin
Pumping Tank 241-T-107 and Remove the Supernatant so that No.
More than 1,000 Gallons of Supernatant Remains.

“PBI 95-032 is necessitated by the deletion of Tank 241-BY-105 from
PBI 95-019-M2 in the amount of $150,000. The total available WHC
PBI fee remains the same, $14,320,000. PBI 95-019-M2 will be
modified accordingly to delete Tank 241-BY-105 and transfer fee
eligibility to PBI-032.”

PBI 95-032-R2 was established on August 28, 1995, with an incentive fee of
$150,000 to pump tank 241-T-107. As stated in PBl 95-032-R2, the
Performance Objective was to: “Begin pumping tank 241-T-107.” The Contract
Performance Measure stated that “Pumping of 241-T-107 begins by




September 1, 1995, and at least 1,500 gallons is pumped within 30 days of
pumping start” to achieve an “Excellent” performance quality level and the
$150,000 maximum award fee. The Basis for Measurement stated that: “WHC
shall receive $5,000 for each day pumping commences in single-shell tank
(SST) 241-T-107 by September 30, 1995, provided that at least 1,500 gallons of
liquid is pumped within 30 days of pumping start, not to exceed $150,000.”

The Contract Performance Measure for PBI 95-032-R2 required WHC to begin
pumping tank 241-T-107 within four days of the PBI establishment date, and to
pump at least 1,500 gallons within 30 days of pumping start to achieve an
“Excellent’ performance quality level and the $150,000 maximum award fee. As
shown on the “FY 95 Performance Based Incentives Westinghouse Hanford
Company (WHC)" data sheet provided by the Richland Operations Officer, WHC
was paid $150,000 for completing PBI 95-032-R2 on August 30, 1995, two days
after this PBI was established.

In the second letter, which was addressed to the DOE Richland Contracting
Officer, Procurement Services Division, and dated August 29, 1995, the
Westinghouse Hanford Company Acting Manager for Contracts Administration
proposed the following:

“Westinghouse Hanford Company (WHC) requests approval of the
attached Performance Based Incentive (PBI) in accordance with the
subject contract clause. We are submitting for the Contracting
Officer’s approval PBI Number 95-033, Submission of the FY 1996
Multi-Year Program Plan (MYPP), and 95-034, Issue Double-Shell
Tank Waste Consolidation Plan and Incorporate in the FY 96 MYPP.

“PBls 95-033 and 95-034 are necessitated by the transfer of WHC fee
eligibility from PBI 85-012 in the amount of $200,000 and $50,000
respectively. PBI 95-012, Projects W-211, W-236B, and W-378 will
be modified accordingly.”

PBI 95-033-R1 was established on August 29, 1995, with an incentive fee of
$200,000. As stated in PBI 95-033-R1, the Performance Objective was the
“Submission of the FY 1996 Multi-Year Program Plan (MYPP).” The Contract
Performance Measure stated that the contractor was to “Submit the FY 1996
MYPP by August 31, 1995, and the final MYPP by September 22, 1995. .. ." to
achieve an “Excellent” performance quality level and the $200,000 maximum
award fee. The PBI Basis for Measurement stated that: “WHC shall receive
$50,000 upon submittal of the final review draft MYPP by August 31, 1995, and
receive $150,000 upon submittal of the final MYPP for signature by

September 22, 1995, for the maximum of $200,000.”
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The Contract Performance Measure for PBI 95-033-R1 required WHC to submit
the draft MYPP within two days of the PBI establishment date to achieve the
$50,000 award fee. As shown on the “FY 95 Performance Based Incentives
Westinghouse Hanford Company (WHC)” data sheet provided by the Richland
Operations Officer, WHC was paid $50,000 for completing the Draft MYPP on
August 31, 1995, two days after this PBIl was established.

- PBI 95-034-R1 was established on August 29, 1995, with an incentive fee of
$50,000. As stated in PBI 95-034-R1, the Performance Objective was to: “Issue
Double-Shell Tank Waste Consolidation Plan and Incorporate in the FY 96
MYPP.” The Contract Performance Measure stated that the contractor was to
“Issue and Incorporate Waste Consolidation Plan in FY 86 MYPP by

August 30, 1995” to achieve an “Excellent” performance quality level and the
$50,000 maximum award fee. The PBI Basis for Measurement stated that:
“WHC shall receive $1,667 for each day WHC issues and incorporates the
Waste Consolidation Plan in the MYPP before September 29, 1995, up to a
maximum of $50,000.”

The Contract Performance Measure for PBI 95-034-R1 required WHC to issue
and incorporate the Waste Consolidation Plan in the FY 1986 MYPP within one
day of the PBI establishment date to achieve the $50,000 maximum award fee.
As shown on the “FY 95 Performance Based Incentives Westinghouse Hanford
Company (WHC)” data sheet provided by the Richland Operations Officer, WHC
earned $50,000 for completing this PBI task on August 30, 1995, one day after
this PBI was established.

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, stated that: “It should be noted that the overall fee was also reduced
from $500,000 for the canceled PBls to $250,000 for the three new PBls.”

Inspector Comments:

The Manager's comment was not incorporated into this report. A review of PBI
documentation provided to the Office of Inspections by Richland indicated that
the fee was reduced from $500,000 for the canceled PBIs, to $400,000 for the

three new PBls.

TWRS Tank Safety Screening Sample Analysis

As part of the Hanford Site TWRS Safety Screening Sample Analysis Program,
improvements to the safety screening sample turnaround time were included as
a PBl. The PBI 95-027 Performance Objective, designated as “Complete TWRS
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Safety Screening Sample Turnaround within Specified Time Duration for Tank
Waste Samples Analyzed in the 222-S Laboratory,” was established on
January 27, 1995. This PBI stated that the M&O Contractor would receive up to
$250,000 if: “The average TWRS Tank Safety Screening Sample Analysis time
is between 45 and 41 days for FY 1995.”

However, WHC had achieved the safety screening sample analysis time of 45
days prior to the establishment of the Richland PBI Program. A review of a
“SAFETY SCREENING (45-DAY REPORT) TURN-AROUND TIME
PERFORMANCE FISCAL YEAR 1995” document provided by a DOE Richland
Project Engineer indicates that WHC had already achieved a less than 45 day
turnaround time on four different reports by December 1994.

WHC certified that the work required under PBI 95-027 was complete. In a
Westinghouse Hanford Company letter from the WHC Manager of Analytical
Services, TWRS Tank Waste Characterization Project, to the DOE Director,
Waste Programs Division, dated September 29, 1995, subject:
“PERFORMANCE BASED INCENTIVE 95-027/AMW-WPD - SAFETY
SCREENING FOR TANK WASTE SAMPLES ANALYZED IN THE 222-S
LABORATORY,” the WHC Manager stated that:

“. . . The Westinghouse Hanford Company (WHC) 222-S Laboratory
successfully completed this PBI with an ‘Excellent’ performance
quality level for the maximum fee ($250,000).

“The ‘Excellent’ performance quality level was achieved by completing
safety screening sample analysis and data (report) turnaround time
(TAT) to the Tank Waste Remediation System (TWRS) Tank Waste
Characterization Project (TCP) with the daily average analysis time
being less that 41-days . .. .”

Upon certification by WHC that the work was completed, WHC was paid
$250,000. As shown on the “FY 95 Performance Based Incentives
Westinghouse Hanford Company (WHC)” data sheet provided by the Richland
Operations Officer, WHC was paid $250,000 for completing the “TWRS Safety
Screening Sample Turnaround within Specified Time Duration for Tank Waste
Samples Analyzed in the 222-S Laboratory.”

PBI Modified After Work Was Completed

PBI 95-017 was established on January 27, 1995, with an incentive fee of
$1,000,000. As stated in PBI 95-017, the Performance Objective was to
“Complete characterization of 30 tanks consistent with DNSFB 93-5 by providing
30 acceptable tank characterization reports for TWRS use and submittal to
WDOE [Washington Department of Ecology] /EPA.” The Contract Performance
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Measure stated that “Up to 30 acceptable reports are delivered by 09/01/95” to
achieve an “Excellent” performance quality level and the $1,000,000 maximum
award fee. The PBI Basis for Measurement stated that:

“Each report will integrate historical and new samples information
[Emphasis Added] for each tank. The waste analysis performed and
reported will be dictated by the applicable and WDOE approved Tank
Characterization Plan (TCP) for each tank. . . . WHC shall be
awarded $1,389 per report per day (with a ceiling of 24 days per
report), for delivery of acceptable reports prior to 09/02/95, up to a
maximum of $1,000,000.”

As shown on the “FY 95 Performance Based Incentives Westinghouse Hanford
Company (WHC)" data sheet provided by the Richland Operations Officer, WHC
was paid $843,333 for completing this PBI task on August 9, 1995.

However, PBI 95-017 was significantly modified by PBI 95-017-M1 on
August 14, 1995, five days after the completion of the PBI objective, and was
approved by the DOE Richland WHC Contracting Officer on October 3, 1995,
nearly two months after the PBI work was completed. Specifically, the
Performance Objective was changed to state that:

“Complete characterization of 30 tanks consistent with DNSFB 93-5
by providing 30 acceptable Tank Characterization Reports (TCRs)
for TWRS use and submittal to Ecology/EPA, Acceptability will be
rated according to timeliness, quality of sampling event, and
usefulness of reported information.” [ltalics denote modified PBI
language.]

The original Contract Performance Measure of “Up to 30 acceptable reports are
delivered by 09/01/95” was replaced by three new Contract Performance
Measures which stated that an “Excellent” performance quality level and the
$1,000,000 maximum award fee could be earned by:

“(A) Timeliness: Up to 30 acceptable TCRs by 09/01/95. FEE: Up to
$300K (see basis A)

“(B) Quality: Up to 10 (of the total 30) acceptable TCRs based on
samples taken May 1989 or later from Watchlist tanks. FEE: Up to
$300K (see basis B)

“(C) Usefulness: Up to 30 TCRs based on samples taken to meet
Safety Screening DQO. FEE: Up to $400K (see basis C)”
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PBI 95-017-M1 differs significantly from the original, January 27, 1995, version
in that (1) the Contract Performance Measures are separated into three
components with a separate fee structure for each, (2) up to 30 TCRs are based
on samples taken to meet a Safety Screening Data Quality Objective, and, (3) up
to 10 (of the total 30) total acceptable TCRs are based on tank waste samples
collected on or after May- 1989, from Watchlist Tanks, whereas the original
version of this PBI stated that all reports must include “new samples
information” [Emphasis Added].

In an interview with the DOE Richland Lab Interfaces/System Development
Program Manager, the Program Manager said that the Basis for Measurement
on the original, January 27, 1995, PBI was unclear, and would not have allowed
the contractor to get an award for this PBl. The Program Manager said that after
the PBI was written, a major change in DOE TWRS staff occurred, and that after
a review of PBI 95-017 by newly assigned DOE TWRS officials, it was
determined that the PBI needed to be modified. The Program Manager said that
a significant problem with the original version of PBl 95-017 was what
constituted an acceptable report was not well defined, and the sample
acceptance criteria was not spelled out. He also said that DOE ended up with a
number of reports that did not contain the data that DOE thought should be
there. However, he said that because of the vague quality description in the PBI
Basis for Measurement, it was felt DOE had to give WHC some of the fee, but
that WHC had not earned all of the fee due to information missing from the
reports. Additionally, the Program Manager said the reason the PBI modification
was issued so late in the performance period was that DOE TWRS management
realized the paperwork required for the modification did not match the guidance
which was provided earlier to the contractor.

A letter from the DOE Richland Contracting Officer to the President of the
Westinghouse Hanford Company, dated October 6, 1995, stated that it was the
determination of DOE Richland that WHC had earned $843,333 of the available
$1,000,000 PBI fee for PBI 95-017-M1, based upon the modified Contract
Performance Measures.

Conclusions

We do not believe that PBI dollars were effectively used in the instances
described here because the dates established for the accomplishment of the PBI
Performance Objectives appear to have been easily achieved. In the case of
PBI Number 95-011(g) for the replacement of a ventilation fan in SY Tank Farm,
the date of August 31, 1995, established for the M&O Contractor to achieve a
PBI fee of $225,000 was four months after the planned date of April 28, 1995, for
completion of this project as established under a WHC TWRS Milestone
Description Sheet prepared in September 1994. In the case of PBI Number 95-
015 for the provision of a final high-level waste melter assessment report, the
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date of February 15, 1995, established for the M&O Contractor to achieve a PBI
fee of $200,000 was only 13 days ahead of the completion date for this project
as established under a WHC TWRS Milestone Description Sheet prepared in
September 1994, and 19 days after the PBI was established. In the case of PBI
95-032-R2 for the pumping of tank 241-T-107, WHC was paid a fee of $150,000
for completing the performance objective just two days after the PBl was
established. In the case of PBI Number 95-027, WHC had demonstrated in four
out of four separate occasions between October and December 1994 that the
PBI objective for the TWRS Tank Safety Screening Sample Analysis Time could
be met between 45 and 41 days. And, in the case of PBI 95-017M1 for the
completion of the characterization of 30 tanks and the provision of 30 acceptable
tank characterization reports, WHC was paid ‘$843,333 for completing the PBI
objective based on a PBI modification that made it easier to achieve the fee. In
addition, this modification was issued five days after the work was completed,
and was approved nearly two months after the work was completed.

We believe that performance based incentive objectives should represent
activities that are significant to the operation of the Hanford Site and represent a
challenge to the contractor in terms of utilizing its management and operational
skills to achieve the substantial incentive fees described here. However, in
these instances, we did not see evidence of any significant challenge to the
management and operational skills of the contractor. We do not believe that the
substantial performance based incentive fees paid in these cases can be
justified by the PBI objectives.

The modification of PBI 95-017 for the completion of the characterization of 30
tanks and the provision of 30 acceptable tank characterization reports gives the
appearance of a reduction in the scope of the PBI in order to support the
payment of a PBl fee. We believe that the circumstances surrounding the PBI
modification should be thoroughly reviewed by Richland to determine if the M&O
Contractor was capable of meeting the original terms of the PBI, and that action
be taken to recover the PBI fee if it is determined that this modification was
made only after it became clear that the M&O Contractor could not meet the
terms of the original PBI.

Recommendations

We recommend that the Manager, Richland Operations Office:
11. Develop policy which assures that future contract incentives represent
activities that are significant to the operation of the Hanford Site and

represent a challenge to the contractor in terms of utilizing its management
and operational skills.
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12. Direct the Contracting Officer to thoroughly review the circumstances
surrounding the modification of PBI 95-017 to determine if the incentive fee
payment of $843,333 was appropriate.

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, concurred with Recommendations 11 and 12, stating that:

“Recommendation 11: RL will develop procedures, guidelines, and
additional training for the initiation, administration, and payment of
new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.

“Recommendation 12: The Contracting Officer has been directed to
thoroughly review the circumstances surrounding the modification
to PBI 95-017-M1 to determine if the incentive fee payment of
$843,000 was appropriate.”

The Manager offered additional comments regarding PBI 95-015, stating that the
rationale to incentivize the High-Level Waste Melter Assessment was to ensure
delivery of a critical report that would be used as the information basis to make
critical, multi-billion dollar decisions for the tank waste disposal program. The
Manager stated that this assessment report was an appropriate candidate for a
PBI “because it was extremely important to the TWRS program to provide
documentation on the melter assessment process; a recommendation and basis;
definition of a path forward for high-level waste melter development and testing;
and cost, schedule and technical requirements.” The Manager stated that, due
to the critical nature of the report, Richland determined that a delivery date of
February 15, 1995, was desired, and an incentive fee of $200,000 was
appropriate. The Manager stated that the delivery date was in advance of the
milestone description sheet completion date of February 28, 1995. The
Manager stated that the difference between the desired February 15, 1995,
delivery date and the satisfactory performance (no incentive fee) delivery date of
March 24, 1985, was a result of standardizing the FY 1995 PBI format and
establishing a midpoint date with incentives and disincentives based on a 38-
day range around the midpoint. The Manager stated that the contractor
submitted the product on February 9, 1995, and that Richland independently
determined that the product fully met the acceptance criteria in the PBI, and met
delivery requirements for the full incentive fee.
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With regard to PBI 95-027, the Manager stated that the purpose of this PBl was
to sustain the capability to meet/beat the 45-day turnaround times for safety
screening analyses consistently over the entire FY 1995 period. The Manager
stated that the 45-day turnaround was essential to establish the basis for safe
storage of Hanford Tank Waste. The Manager stated that the contractor did
achieve a turnaround time of less than 45 days for four separate safety
screening analyses by December 1994, however, the PBI was not completed
and the incentive fee was not approved until the end of FY 1995 to ensure that
the turnaround time was maintained throughout the entire fiscal year. The
Manager stated that the importance of this PBI was the need for the 222-S
analytical laboratory to deal with an increasing TWRS analytical workload, while
maintaining quick turnaround times on the data being utilized to determine the
safety status of individual tanks.

With regard to PBI 95-017-M1, the Manager stated that the rationale to
incentivize the characterization reports was to provide critical information to
establish a basis for safe storage, retrieval, treatment, and disposal of Hanford
Tank Waste. The Manager stated that the Contractor approached Richland for a
more rigorous definition of what constituted an “acceptable” tank
characterization report in the June 1995 time frame.

The Manager also stated that by mid-July 1995, the M&O Contractor and
Richland had verbal agreement on the general form of the modified PBIl. He
stated that: “due to review cycle time, the PBl was submitted to the contractor
on September 1, 1995, and was signed by September 15, 1995.” The Manager
stated that the modification did not reduce the requirements of the original PBI, it
rigorously defined and quantified the original. He stated that the original PBI
stated “each report will integrate historical and new samples information for each
tank,” and that to rigorously define “new samples information,” Richland TWRS
staff noted that the characterization cycle (from sampling to reporting) requires
six to 12 months, depending on sample type; that samples are required after
May of 1989 to meet Tri-Party Agreement requirements; and that most of the
expected Tank Characterization Reports were based on at least one sample that
was less than two years old. The Manager stated that: “it was therefore decided
that any post 5/89 samples would meet the intent of the PBL.” The Manager
stated that the criterion did NOT allow inclusion of old samples, but incentivized
the contractor to base at least 33 percent of the TCRs on Watch List Tanks. In
comments to the Official Draft Report, the Manager stated that: “As a result of
TWRS' effort, TPA milestone M-44-08, Issue 30 TCRs by September 30, 1995,
was successfully completed.”

In addition, the Manager stated that the original PBI required the contractor to
“complete characterization of 30 tanks consistent with DNFSB 93-5 by proyiding
30 acceptable TCRs.” He stated that to rigorously define “consistent with
DNFSB,” Richland TWRS staff noted that DNFSB 93-5 placed emphasis on




applying safety-related data quality objectives (DQO) to Watch List Tanks. He
stated that it was therefore decided that at least one-third of the TCRs should be
on Watch List Tanks. (At that time, 31 percent of the tanks were on watch lists.
These tanks have been defined by Richland as hazardous waste storage tanks
that have the potential for release of radioactivity due to increases in
temperature or pressure). He stated that it was also decided that the safety
screening DQO should be applied to each tank on which a TCR was based in
order to collect the full fee.

The Manager stated that the modified PBI also increased in scope. He stated
that the modified PBI clearly defines acceptable deliverables, whereas the
original did not. He stated that the modified PBI also clearly defines how partial
credit was assigned for TCRs that only partially met performance criteria. He
stated that the original PBI only required the contractor to submit TCRs by
August 9, 1995; the modified PBI also required that the safety screening DQO
be applied to all TCRs, and required that at least one-third of the TCRs be
based on Watch List Tanks.

With regard to Milestone Description Dates, the Manager stated that the
contractor’'s agreement to the Milestone Description Dates were not met in all
cases with successful product delivery by the milestone dates. The Manager
stated that: “in fact, the contractor’s ability to meet critical dates in the past had
been less than satisfactory and their inability to deliver quality and timely
products as agreed in the MYPP was one of the primary reasons for converting
from a subjective to a performance-based contract.” The Manager stated that, in
addition, since the PBI fee pool amounts were offsets from the base and award
fee pools, PBI payments were not in addition to award fees the contractor may
have earned for successful completion of MYPP milestones.

Inspector Comments:

With regard to PBI 95-015, we believe that delivery of the High-Level Waste
Melter Assessment Report to Richland officials was important to the TWRS
program. However, the basic point we were addressing in our Initial Draft
Report was that the PBI date established appeared to have been easily
achieved by the contractor. Specifically, the PBI accelerated the contractor’s
scheduled performance by only 13 days. In addition, the contractor earned a fee
of $200,000 for this 13 day acceleration with no specific documentation of the
benefit to DOE identified for this two week acceleration. We believe that
incentive fees of this magnitude need to be clearly justified in situations where
the contractor performance objectives appears to be easily achievable, and that
the benefit to the Government through the use of such significant incentive fees
to motivate the contractor’s behavior be clearly documented.
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With regard to PBI 95-027, we concur with management’s comments that the
intent of this PBI was to sustain a level of performance already achieved prior to
the PBI being established, specifically a turnaround time not to exceed 45 days.
The basic point we are addressing here is that the incentive objectives should
represent activities that are significant to the operation of the Hanford Site and
that represent a challenge to the contractor in terms of utilizing its management
and operational skills to achieve the substantial fees described here. However,
in this instance, it is not clear that there was a significant challenge to the
management and operational skills of the contractor associated with the
$250,000 fee. As stated in this report, the contractor had already shown on four
occasions prior to the establishment of the PBI that the 45-41 day turnaround
time was achievable.

With regard to PBI 95-017-M1, we agree with the management comment that the
modified PBI “rigorously defined and quantified” the original PBl. However, we
do not completely agree that the modification “did not’ reduce the requirements
of the original PBI. The basic point we were addressing in the Initial Draft
Report was that one of the critical elements of the original PBI stated that: “each
report will integrate historical and new samples information for each tank.” In
“rigorously” defining “new sample information,” Richland eliminated the
requirement for “new sample information” and replaced it with “post 5/89
samples.” Richland has indicated that the characterization cycle (from sample to
reporting) requires six to 12 months, but it should be noted that the term of the
PBI was only seven months. We believe that this change was significant in
helping the contractor to achieve the PBI fee of $843,333.

In addition, the modified PBI defined how partial credit was assigned for Tank
Characterization Reports that only partially met performance criteria, whereas
the original PBI did not define an acceptable report in this manner. We were
told during our inspection that the Basis for Measurement in the original PBI was
unclear, and would not have allowed the contractor to get a fee for this PBl. We
were also told that because of the vague quality description in the Basis for
Measurement, it was felt that DOE had to give the contractor some of the fee.
Our concern here is that the contractor may not have been able to completely
meet the requirements of the original PBI, and that, by modifying the PBI to allow
“5/89 samples” and partial credit for TCRs, it was easier for the contractor to
earn a substantial portion of the $1,000,000 maximum fee. It is clear that the
modified PBI was approved on October 3, 1995, nearly two months after the
work was certified as complete by the contractor on August 9, 1995. We
continue to believe that the circumstances surrounding the PBI modification
should be thoroughly reviewed by Richland to determine if the contractor was
capable of meeting the original terms of the PBI, and that action be taken to
recover the PBI fee if it is determined that this modification was made only after
it became clear that the contractor could not meet the terms of the original PBI.
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E. QUALITY AND SAFETY WERE COMPROMISED TO ACHIEVE A PBIFEE

Our inspection found that quality and safety were compromised by the M&O
Contractor in order to achieve a PBI fee. Specifically, in a report prepared by
the Richland Waste Storage Division, Tank Farms Operations, the Tank Farms
Operations Manager identified a condition where the M&O Contractor had
compromised quality and safety in the installation of a tank farm air compressor
system. The Manager reported that quality and safety had been compromised to
meet the project schedule and to achieve the PBI fee, which had been
established at $225,000.

PBI Scope of Work and Schedule

As previously discussed, the PBI 95-011(d) Performance Objective, described as
“Replace compressed air systems in 10 tank farms by March 31, 1995 (Sl 4b),”
was established on January 27, 1995. This PBI stated that the M&O Contractor
would receive up to $225,000 for completing this action 30 days ahead of
schedule. According to the WHC TWRS Milestone Description Sheet (MDS)
_dated September 16, 1994, tasks within this scope of work included replacement
of compressor systems within existing facilities, upgrade of compressor cooling
systems, providing a dryer system for the compressed air system, acceptance
and operational testing, and the return of the compressed air systems to WHC
Hanford Site Operations for continued use.

As shown on the “FY 95 Performance Based Incentives Westinghouse Hanford
Company (WHC)" data sheet provided by the Richland Operations Officer, WHC
was paid $185,870 for completing the project described as “Replace
compressed air systems in 10 tank farms” 19 days ahead of schedule.

Richland Special Assessment Report

A Richland “Special Assessment Report” found that quality and safety had been
compromised. On June 10, 1986, WHC personnel attempted a preventive
maintenance activity on the 241-A-701 glycol cooling system fans at Building
701-A. Problems encountered during that activity prompted the identification of
a “near miss™incident. Specifically, during the maintenance activity, four fans
started, including two fans the electricians believed had been locked out. This
incident resuited in an investigation by WHC and the initiation of a special
assessment by the DOE Richland Operations Office Tank Waste Remediation
System (TWRS) Waste Storage Division (WSD) Tank Farm Operations
management. A DOE Richland “Special Assessment Report” for the “241-A-701
Air Compressor Upgrade” was issued on August 5, 1996, and stated that:
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“The results of this assessment indicate that quality and safety were
compromised for schedule and to achieve the Performance Based
Incentive (PBI) for the 241-A-701 Air Compressor Upgrade. For
example, construction was started before the engineering and
design efforts were satisfactorily completed. Acceptance testing
was fast tracked (10-hour days, seven days a week for six weeks)
and accepted for the PBI fee associated with upgrading Tank Farm
compressors.” :

This report specifically related deficiencies in the management of the 241-A-701
Air Compressor Upgrade with the “near miss” incident and stated that:

“The assessment team determined that DOE requirements were not
properly implemented during startup and acceptance of the system.
Several significant deficiencies were identified that led to the near
miss event at 701-A, including improper acceptance and turnover of
systems, improper configuration management control, incorrect
labeling of equipment, improper lockout/tagout practices, and
inadequate safety and quality oversight. . . . Based on the fact that
this assessment identified several weaknesses with worker safety
impact, WHC should take immediate corrective actions to ensure
safe and reliable performance and preclude recurrence of this
event.”

Specific quality and safety items that were reported to have been compromised
include:

- Acceptance testing of the 241-A-701 Air Compressor Upgrade
Project did not ensure that the system would meet established
requirements and perform as specified as required by Title 10, Code of
Federal Regulations (CFR), Part 830.120, “Quality Assurance
Requirements,” and DOE Order 5700.6C, “Quality Assurance.”

- The 241-A-701 Air Compressor Upgrade project was not verified as
meeting specifications, with the Operational Test Procedure complete
and exceptions corrected prior to acceptance as required by DOE Order
4700.1, “Project Management System,” and 10 CFR 830.120/DOE
Order 5700.6C.

- The labeling requirements of DOE Order 5480.19, “Conduct of
Operations,” and 29 CFR 1910.303 (f), “Identification of Disconnecting
Means and Circuits,” have not been successfully implemented at the
East Tank Farm Facility. -
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- The assessment team found an absence of as-built drawings and
specific written procedures, routine walkdowns, or specific work
package instructions to identify all energy isolation points for
equipment, machinery, and systems for the 241-A-701 Air Compressor
Upgrade Project. This resulted in the inability of the East Tank Farm’s
management to adequately afford protection of affected workers and to
ensure complete compliance with the requirements of 29 CFR
1910.147, “The Control of Hazardous Energy (lockout/tagout),” 29 CFR
1910.333, “Selection and Use of Work Practices,” and DOE Order
5480.19. -

Conclusions

We believe the evidence developed by the assessment team clearly shows
WHC deviated from established procedures to achieve the PBI fee of $185,870.
We believe that, based on the DOE Richland “Special Assessment Report,” the
241-A-701 Air Compressor Upgrade project performed under PBI Number 95-
011(d) compromised quality and safety through the failure of WHC to follow
required procedures for the testing and acceptance of the system. Violations of
DOE, CFR, and WHC procedures contributed to the “near miss” incident through
incomplete acceptance and operational testing, improper Acceptance for
Beneficial Use, and the lack of as-built drawings. Even though WHC declared
the Acceptance Test Procedure successful to the extent necessary to claim a
PBI, all of the steps of the Acceptance Test Procedure had not been completed.
As discussed earlier in this report, the Acceptance Test Procedure did not
distinguish between those steps dedicated to the PBI and those steps not PBI
related. The use of the completion and acceptance page of the Acceptance Test
Procedure to indicate “PBI Acceptance” was determined by the assessment
team to be a significant revision to the Acceptance Test Procedure which would
have required review and approval under WHC and DOE procedures. However,
no such review and approval was obtained. '

Recommendations

We recommend that the Manager, Richland Operations Office:

13. Initiate a review of the other compressor upgrades performed under PBI
Number 95-011(d) to determine if quality and safety problems exist which are
similar to those identified for the 241-A-701 Air Compressor Upgrade.

14. Establish a procedure to verify that incentive work performed under future

contracts at Richland complies with DOE and contractor acceptance testing
procedures prior to the authorization of the payment of incentive fees.

61




Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, concurred with Recommendations 13 and 14, stating that:

“Recommendation 13: RL will complete a safety review of other
compressor upgrades performed under PBI 95-011(d) to determine
if quality and safety problems exist which are similar to those
identified for the 241-A-701 Air Compressor Upgrade.

“Recommendation 14: RL will develop procedures, guidelines, and
additional training for the initiation, administration, and payment of
new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.”

F. RICHLAND PBI PROGRAM ADMINISTRATIVE WEAKNESSES

Our inspection found that there were many PBI Program administrative
weaknesses in the implementation of the FY 1995 Performance Based Incentive
Program at the Richland Operations Office. The $14.22 million dollar PBI
Program was established by Richland without any specific written policies or
procedures for the management and administration of an incentive fee program.
Additionally, (1) an audit trail did not exist for the Richland PBI process; (2) the
rationale for the selection of performance objectives was unclear; (3) the
justification for specific PBI fee amounts could not be determined; (4) the scope
of the PBI work and the criteria for acceptance was not always clearly defined,;
and, (5) the expected financial and operational benefits from individual projects
selected under the PBI Program were undefined in most cases.

Richland Directed to Implement PBI Program

The Richland Operations Office was formally given three months to incorporate
the provisions of Contract Reform into the existing Management and Operating
contract. A July 5, 1994, “DECISION MEMORANDUM,” prepared by the
Contract Reform Executive Committee and approved by the Secretary of Energy,
shows that Richland was allowed three months (July 1994 to October 1994) to
include Contract Reform Initiatives in the existing WHC contract. Specifically,
this document states under a header titled “Hanford Reservation/Westinghouse
Hanford Co.” that: “The full range of applicable contract provisions, including
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cost reduction, should be incorporated into the contract by the beginning of
October 1994.” The former Principle Deputy Assistant Secretary for
Environmental Management (EM-2) told us that this short lead time was due to
an agreement between the Secretary and Contract Reform Executive Committee
members who were willing to extend the WHC contract with the proviso that
Contract Reform Initiatives be included. The Richland Contracting Officer told
us that there were two reasons for this short lead time: (1) EM wanted to have a
site."up and going” with the provisions of Contract Reform included in the
contract; and, (2) WHC was going through contract negotiations for the
extension of their existing Management and Operating contract, and EM wanted
to improve the contract under negotiations.

Lack of Written Procedures to Implement Richland PBI Program

We found that there was a lack of written procedures for the implementation of
the Richland PBI Program. As part of our inspection, we interviewed a number
of DOE Richland officials who established the FY 1995 PBI Program at the
Richland Operations Office. During these interviews, the Office of Inspections
requested information regarding the guidance that the Richland officials received
from DOE Headquarters with regard to how the PBI Program should be
established, the guidance that was provided by Richland to Richland PBI
implementation officials, and copies of any policies or procedures that
implemented the PBI Program at Richland. However, these requests failed to
produce any written procedures.

Specifically, in an interview with the Richland Operations Office Deputy
Manager, the Deputy Manager said that the Richland PBls were developed to
support the Contract Reform Initiative, and that most of the guidance he received
from DOE Headquarters was in the form of verbal philosophy. In an interview
with the former Richland Operations Officer, the former Operations Officer said
that DOE Richland had never received any written guidance with regard to how
the PBI Program should be administered. He also said the Richland PBI
Program began in the Summer of 1994 as part of the Contract Reform Initiative,
and that the motivation to establish the PBI Program at Richland was initiated at
DOE Headquarters to implement the Contract Reform Initiative. He said he was
not aware of any Department of Energy Acquisition Regulation (DEAR), DOE
Order, Acquisition Letter, or other written instruction provided by DOE:
Headquarters that served as guidance for establishing the PBI Program at
Richland.

We also interviewed a Management Analyst from the Office of Field Services
and Liaison, Office of the Associate Deputy Secretary for Field Management,
regarding any guidance for the PBI Program promulgated by DOE Headquarters.
The Management Analyst said that he was unaware of any specific guidance
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from “Field Management” that had been provided to the Richland Operations
Office regarding their PBI Program.

We also found that there was a lack of written procedures for the implementation
and administration of the Richland PBI Program issued by the Richland
Operations Office. Specifically, in an interview with the former Richland
Operations Officer, the former Operations Officer said that, to his knowledge,
there were no written policies or procedures that existed for the DOE Richland
PBI Program.. We also interviewed the current DOE Richland Operations Officer
who is responsible for administering the Richland PBI Program, and he said that
there were no established written procedures at Richland on how to administer
the PBI Program. He did provide the Office of Inspections with a document
titted: “PERFORMANCE-BASED INCENTIVES, ADMINISTRATION OF.” The
stated purpose of this document was: “To implement administration and
execution of Performance-Based Incentives (PBls) established for contracts
managed by U.S. Department of Energy (DOE), Richland Operations Office
(RL).” However, he stated that this document “was drafted, but never
formalized.” In addition, he stated that this document was never put into use by
the Richland Operations Office.

Lack of an Audit Trail

We found that there was a lack-of an audit trail associated with the Richland PBI
process. After a review of the FY 1995 PBI documents, we could not determine
who the author of a given PBI was, what level of DOE management review or
concurrence had been established, or when such reviews had occurred, if at all.
Specifically, this situation developed because of the lack of a signature or
routing feature associated with the PBI document. During interviews with
several DOE Richland officials, we were often told that they did not know who
authored a given PBI, who reviewed specific PBIs prior to issuance, or who
authorized specific incentive fee amounts.

The DOE Richland Operations Officer said there is no record, that he knows of,
regarding who authored or reviewed the PBI documents. He said he believed
that the initial PBls were developed by DOE Richland division level managers
and their contractor counterparts. He said his understanding was that Richland
was in a hurry to establish the PBI Program, and that WHC probably proposed
the majority of the FY 1995 PBIs. He said there was probably no audit trail for
the FY 1995 PBIs. After consultation with the former DOE Richland Operations
Officer and the DOE Richland Budget Officer who were members of the FY 1995
PBI team at Richland, he said that there was nothing in the PBI contract files
which would identify the author, reviewer, or approval persons for FY 1995 PBls.
He said there were several iterations of draft PBls which went between Richland
and WHC, but that these draft documents no longer exist. He concluded by
saying that the final PBls were approved by the Deputy Manager. However, he
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said that since there was no requirement in FY 1995 to maintain a record of the
substantive reviews and approvals that took place during negotiations with
WHC, no record of these reviews and approvals exist.

Rationale for the Selection of Performance Obijectives is Unclear.

We found that the rationale for the selection of performance based objectives
was unclear. As part of our inspection, we interviewed many DOE Richland
officials regarding the basis for selecting specific performance objectives for
inclusion in the PBI Program. However, we could not identify a process which
was used to justify or select these performance objectives for a PBI incentive.
Specifically, the former DOE Richland Operations Officer said that, after DOE
Headquarters returned the originally submitted group of 13 PBIs as being

_insufficient, DOE Richland was given a short period of time to resubmit the PBI

package. He said that, as a result, DOE Richland Program Managers were
under a lot of pressure to nominate new projects as PBls. The former DOE
Richland Operations Officer also said that no supporting documentation was
provided by the Project Managers and that some business as usual projects
were nominated as PBIs. During an interview with the current DOE Richland
Operations Officer, the Operations Officer said that documentation which would
support the selection of the specific projects which were originally included in the
DOE Richland PBI Program was not available.

Lack of Justification for Specific PBI Fee Amounts

We found that there was a lack of justification for specific PBI fee amounts.
Specifically, during our review of the contract files for the 34 PBIs established in
FY 1995, we found no documentation that justified the PBI fees established for
the PBI performance objectives. As part of our inspection, we interviewed many
DOE Richland officials regarding the justification for the established PBI fee
amounts, and we were told that no specific justifications were prepared for
individual PBIs. During an interview with the Richland Operations Officer who
was responsible for administering the PBI Program at Richland, the Operations
Officer said that there was no documentation to justify specific PBI fee award
amounts, and that he was unaware of any cost- benef t or similar analysis that
was used to justify specific PBI fees.

An example of the lack of a justification for specific PBI fee amounts is PBI 95-
011, “Completion of FY 95 Tank Waste Remediation System (TWRS) safety
initiatives.” This PBI included eight separate performance objectives, such as
the replacement of a ventilation fan, installation of gas monitoring equipment,
completion of an engineering study, and replacement of compressed air systems
in various tank farms. The incentive fee amount of $1,800,000 assigned to this
PBI was divided evenly among the eight separate objectives, resulting in an
available fee of $225,000 for each objective. We found no evidence that this
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distribution was based on any consideration for the complexity of the tasks, the
risks to the contractor, or the difficulties in achieving the PBI performance dates.
The Manager of the Richland Operations Office stated that an objective cost
basis methodology to determine the incentive fee was not available and that the
fee of $225,000 for each performance objective was calculated by dividing the
$1,800,000 fee available for PBI 95-011 by the eight selected performance
objectives. '

During a return trip to Richland the week of December 2, 1996, we found other
similar examples. For instance, PBI 95-001, “FAST FLUX TEST FACILITY-
Complete reactor vessel defueling,” and PBI 95-026, “FAST FLUX TEST
FACILITY-Complete the shutdown of Group 1 systems,” were assigned fee
amounts of $500,000 and $300,000 respectively. During our return trip, we
found no detailed consideration or analysis that these fee amounts were based
on any consideration for the complexity of the tasks, the risks to the contractor,
or the difficulties in achieving the PBI performance dates. In fact, we were told
that a total of $800,000 had been allocated to the Fast Flux Test Facility (FFTF)
for PBls in FY 1995, and since the FFTF only had two PBI candidates, the
$800,000 was divided between the two. We were told that PBI 95-001 was
assigned an available fee of $500,000 because it was the more significant of the
two FFTF PBls, and that PBI 95-026 was assigned $300,000 in available fee
because that was the amount left over. We were told that, in distributing the
$800,000, an attempt was made to proportion the amount of fee based on the
size of the two PBI tasks. However, we were also told that a cost benefit or
similar analysis was not used to justify the PBI award amounts.

Scope of the PBI Work and the Criteria for Acceptance was not
Always Clearly Defined

We found that the scope of PBI work and the criteria for acceptance was not
always clearly defined. For example, many PBls did not identify the specific
scope of work, citing only the title of the project. This was the case for each of-
the eight PBI objectives identified under PBI 95-011, with $225,000 in incentive
fee available for each objective. For example, the only reference to the scope of
work under PBI 95-011 was the statement of the specific milestones to be
accomplished under the Performance Objective of “Timely completion of TWRS
Safety Initiatives scheduled for FY-95." For PBI 95-011(c), the specific
milestone stated: “Upgrade alarm panels in 7 tank farms by March 31, 1995. (SI
4a).” In this case, the specific tasks to be performed were not identified on the
PBI document. In order to determine the scope of work, one would need to go to
the WHC TWRS Milestone Description Sheet for this project, a document that
was not even referenced on the PBI, or the Safety Initiative Description Sheet, a
document referenced only by inference as Sl-4a.
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In addition, many PBls did not identify the specific acceptance criteria. This was
also the case for each of the eight PBI objectives identified under PBI 95-011. In
the case of PBI 95-011(d), the PBI document was silent on the specific
acceptance criteria, even though the work was subject to the completion of
acceptance and operational testing under the provisions of 10°'CFR 830 and

- DOE Order 5700.6C. The “BASIS FOR MEASUREMENT” on the PBI document
only addressed the PBI fees and the time frames associated with payments of
fees or the assessment of penalties.

The Expected Financial and Operational Benefits from PBI Program
Implementation were Undefined in Most Cases

During our inspection, we reviewed the available PBI documentation and
interviewed several DOE Richland officials regarding the expected financial or
operational benefits from the establishment of specific PBls. We found there
was no requirement to ascertain if a financial or operational benefit would be
derived from the establishment of a PBIl. Specifically, in an interview with the
former DOE Richland Operations Officer, he said there was no review or
analysis of expected financial or operational benefits that would be derived from
the completion of PBI projects, and that he could not identify a reduction in
personnel, operating budgets, or cost savings that would directly result from
projects being included in the FY 1995 PBI Program at the time that the PBIs
were established.

We also interviewed the DQE Richland Budget Officer who said the contractor
was not required to demonstrate a cost savings to receive a PBI award; and,
regarding what the proper incentive fee amounts should be, he said no cost
analysis other than a rough order of magnitude of what would motivate the
contractor was ever performed. He also said there is no specific process in
place to deobligate funding based upon accelerated program completion that
may result from PBI efforts, nor could he identify any reduction in Full Time
Employees (FTE), operating budgets, or other cost savings that could directly
result from projects included in the FY 1985 PBI Program.

However, at the request of the Office of Inspections, Richland was able to
provide information on the benefits of various PBIs after the PBI work had been
completed. Specifically, the Office of Inspections requested that the DOE
Richland Operations Officer provide an estimate of benefits derived from the FY
1995 PBI Program. In response to this request, on July 15, 1996, the following
information regarding the benefits of PBls was provided to the Office of
Inspections by the DOE Richland Operations Officer:
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PB! A
Number Performance Objective = PBI Benefit Stated by Richland

95-001 Defuel FFTF ‘Defuel FFTF 5 months early,
$450,000 savings
95-004 Lost workday incidence 46 percent improvement in lost work
rates improved day rate
95-007 Reduce radiological Reduction exceeded goal by 20 percent
contaminated areas .
95-010 .  TEDF Pipeline tie-in Completed 1 month early, $2.2 million
under budget

95-023 Shipment of nitric acid . PUREX transition schedule decreased
P ' by 10 months, $37 million saved

95-025 Return of Cesium $800,000 cost avoidance,
Capsules : : funding reprogrammed

Additionally, there were mahy other examples of benefits achieved that were
provided by the Richland Operations Officer, which included the following:

- Alarm Panel Installations: Achieved consistency throughout the tank farms for
improved maintenance efficiency. :

- Continuous Temperature Monitoring: Installation of new thermocouple trees
more efficient than replacing as failures occurred.

- Sparkless Fan Installation: Eliminated potential ignition source.

- Waste Characterization: Vital to mission objectives.

- Corrective Maintenance Backlog Reduction: Eliminated work scope, combined
work scope, and reduced backlog often used to substantiate the need for

additional staff.

Richland Internal Assessment of the FY 1995 PBI Program

At the time of our inspection, the Richland Operations Office did not have an
internal assessment program or similar process in place to monitor the
effectiveness of the FY 1995 PBI Program. Specifically, we interviewed the
DOE Richland Operations Officer on September 26, 1995, who said that at that
time there had been no internal assessments of the DOE Richland PBI Program.
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We also interviewed the DOE Richland Budget Officer on October 25, 1995, who
told us that he was not aware of any internal assessments conducted by DOE
Richland of the PBI Program.

However, as previously stated, a DOE Richland Review Team was established
that conducted a limited review of FY 1995 Tank Waste Remediation System
PBI activity, and issued a report in September 1996 which documented the
Review Team’s findings. The Review Team consisted primarily of DOE Richland
employees from the Management Systems Division of TWRS, who were tasked
to determine if certain FY 1995 performance based incentives were awarded
appropriately. The Review Team selected six fee awarded PBIs for FY 1995,
and evaluated them for completeness expectations and timeliness; and included
field assessments to verify performance. As previously discussed, the results of
the Review Team'’s efforts were stated in the “Review of Tank Waste
Remediation System (TWRS) Fiscal Year 1995 Performance Based Incentives”
report, dated September 24, 1996. In addition to discussing the work actually
performed under the PBIs reviewed, the report also provided “LESSONS
LEARNED" and stated that: “The review team identified a number of
deficiencies in the PBI description and performance objectives which would
provide value-added in developing future PBIls.” The deficiencies discussed in
the report included the following: :

- PBIs typically identify neither performance standard(s) for the
deliverable nor acceptance criteria for evaluation of the award fee.
A PBI normally does not, at least directly, indicate the required
scope of the study or an associated reference.

- Major components of many PBls are substantially developed at the
time when the PBI comes into existence (e.g., the PBl is not based
on substantially new work). Clarification needs to be made how
the PBI should interface with work in progress.

- Potential fees may be quite large. However, there may be no
indication that the organization derives any operational or technical
benefit from an acceleration to complete the work. In general, it
would assist in the evaluation of PBIs if the intended benefit to be
derived by DOE is clearly identified.

- Every PBI should have the period of performance clearly stated so
there is no question how long the contractor has to complete the
work (e.g. - period of performance was not defined on the
corrective maintenance backlog PBI).

- Upon review of the PBls, the level of performance reduested was
too easily attained by the contractor. In the case of the T-107
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pum'ping, this effort was accomplished in 48 hours. Was there
significant value in pumping 1,500 gallons since there was 10,000
gallons of pumpable solution?

- PBIs need to be reviewed by a team prior to any payment to verify
that the Government received the work requested. Records and
documentation should be collected at that time in the event of
additional questions. Without proper documentation, it is difficult
to avoid future litigation in the event of questions. Also, PBls
should be reviewed prior to agreement with the contractor to verify
the incentive, risk, etc.

Department of Energy Headquarters Review of Richland FY 1995 PBIs

As indicated in the “BACKGROUND" section of this report, DOE Headquarters
directed the Richland Operations Office to incorporate performance based
incentives into the WHC contract extension, and we were told that DOE
Headquarters was sent drafts of 13 FY 1995 PBls prior to the establishment of
the PBI Program at Richland. DOE Headquarters directed changes to the
Richland PBI Program, requiring that the dollar size of the Richland PBI Program
be raised and that the number of individual PBIls be increased. However, the
DOE Headquarters’ review of individual FY 1995 PBIls was of a general nature.
The information received by DOE Headquarters on individual FY 1995 PBIs did
not include data that would have allowed DOE Headquarters to identify the types
of weaknesses discussed in this report, such as documentation on the cost of
PBI projects compared with proposed incentive fees or documentation showing
that proposed PBI work was already complete.

Management Comments:

In comments to the Official Draft Report, the Assistant Secretary for
Environmental Management stated that the guidance to Richland was to allocate
more of the available fee pool dollars to objectively measured performance
based incentives, and to reduce the amount of the subjective award fee portion
of the fee pool. The Assistant Secretary stated that the direction was to
redistribute the fee pool, not to increase the total dollar amount available. The
Assistant Secretary stated that this guidance is consistent with performance
based management contracting principles which dictate “pay-for-performance”
and transfer of performance risk to the contractor through allocation of a higher
proportion of the fee pool to objective, results oriented performance incentives.

Environmental Management Fee and Incentives Analysis Team

The Office of the Deputy Assistant Secretary for Site Operations, Office of the
Assistant Secretary for Environmental Management, established a Fee and
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Incentives Analysis Team (FIAT). The “CHARTER’ of this team as approved by
the “EM Corporate Forum” on March 6, 1996, is stated as follows:

“Identify and document best fee and incentive practices to promote
significantly improved contractor performance. Recommend
guidelines for EM that may be adapted for local needs. Provide
input to the development and implementation of Department-wide
contract policy.”

The FIAT developed draft guidelines dated June 19, 1996, titled “DRAFT
GUIDELINES FOR EM FEE AND INCENTIVES DEVELOPMENT (PHASE 1).”

In a July 10, 1996, briefing document titled “FEE GUIDELINES PROJECT
PROGRESS REPORT,” the team reported that “EM Guidelines will be written
primarily for field line operating managers/procurement officers who establish
performance expectations and are engaged in fee and incentive determinations.”
The teamr also reported that “EM Guidelines and recommendations will be
specific, but are not intended to be prescriptive.” The team reported that the
guidelines being developed incorporate “FEE STRUCTURE,” “MULTI-YEAR
PERFORMANCE OBJECTIVES,” "/ROLES AND RESPONSIBILITIES,” and “FEE
STRATEGIES.” The team reported that they anticipate distributing “Final Draft
Guidelines” for coordination and review by November 1996. In comments to the
Initial Draft Report, the Assistant Secretary for Environmental Management
stated that prompt action will be taken by the Office of Environmental
Management to finalize the Guidelines of its Fee Analysis and Incentive Team.

FY 1997 Richland Performance Based Management Contract
Performance Agreements |

Incentive contracting has continued at the Hanford Site during FY 1997.
Effective October 1, 1996, a new contract (DE-AC08-96RL13200) was entered
into with Fluor Daniel Hanford, Incorporated, performing the function of the
“Project Hanford Management Contractor.” As stated in Part lll, Section J,
Appendix D, “PERFORMANCE OBJECTIVES, MEASURES, EXPECTATIONS,
AND INCENTIVES” of this contract, Section 1 states in part that: '

“The fee earned is linked to the achievement of performance objectives
and expectations to ensure that the Contractor is properly motivated
consistent with DOE values, the achievement of strategic objectives,
and the completion of milestone activities.”

Section 1 of this contract also states that:
“It is important that the Contractor also completes (in accordance with

contract quality requirements) all contractually identified critical and
non-critical milestones on schedule.and within estimated costs. The
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fee provisions in this contract are intended to motivate the contractor
to deliver outcomes exceeding DOE and contract scope of work
expectations but are done within approved schedules or budgets. The
fee pool system is also intended to reward the Contractor for
successfully implementing technologies or processes which achieve
results better, faster, and/or cheaper.”.

Conclusions

The Richland PBI Program was implemented in a three month period and
operated without any specific written policy or procedural guidance for the
management and administration of an incentive fee program. As a result, there
was no audit trail identifying the level of management review or the authorization
of incentive fee amounts. In addition, (1) the rationale for the selection of
performance objectives was unclear; (2) the justification for specific PBI fee
amounts could not be determined; (3) the scope of the PBI work and the criteria
for acceptance was not always clearly defined; and, (4) the expected financial
and operational benefits from individual projects selected under the PBI Program
were undefined in most cases.

We believe that the lack of written policy or procedural guidance issued by the
Department’s Headquarters or the Richland Operations Office contributed to a
Performance Based Incentive Program at Richland that did not always make the
best use of incentive doliars paid to the Management and Operating Contractor.
We believe that the lack of specific written policy or procedural guidance caused
or contributed to the particular problems.identified in this report. These
problems include: (1) an instance where the fee paid was excessive when
compared with the cost of labor and material to perform the PBI work; (2)
instances where PBI fees were paid for work that was accomplished prior to the
establishment of the PBI Program at Richland; (3) instances where PBI fees
were paid for work that was not completed; (4) instances where PBI fees were
paid for work that was easily achieved by the Management and Operating
Contractor; and, (5) an instarice where quality and safety were compromised by
the Management and Operating Contractor in order to achieve a PBl fee.

The September 24, 1996, Richland Review Team'’s report titled “Review of Tank
Waste Remediation System (TWRS) Fiscal Year 1995 Performance Based
Incentives” identified similar weaknesses in the Richland PBI Program, citing a
lack of performance standards for the deliverables and acceptance criteria for
evaluation of the award fee, PBIs that were not based on substantially new work,
unclear identification of the intended operational or technical benefit to the
Department, and levels of performance too easily achieved by the contractor.

We believe that written policy and procedural guidance needs to be developed
in order to: (1) provide for better control over the incentive contracting program

72




at Richland; (2) increase the effectiveness of this program; and (3) increase the
dollars available for real incentive opportunities that may need to be
accomplished at the Richland Site in the future.

Recommendations

We recommend that the Manager, Richland Operations Office:

15. Develop written policies and procedural guidance for contract incentives
programs at the Richland Site which focus on the rationale for the selection
of performance objectives, the determination and justification for specific PBI
fee amounts, the scoping of incentive work and the criteria for acceptance,
and the expected financial and operational benefits from contract incentives.

16. Ensure that future incentive fee contract documents contain an audit trail
which details the level of management review and the authorization of
incentive fee amounts.

17. Ensure that future incentive fee contract documents contain the specific
scope of the incentive work to be performed and the specific criteria to be
used for acceptance . of the incentive work.

We recommend that the Assistant Secretary for Environmental Manageméntz

18. Assure that the fee and incentive policy and procedural guidance currently
under development by the FIAT Team addresses: (1) the selection of tasks
for inclusion under a contract incentive; (2) the relationship between
incentive fees and the difficulty and cost of the work to be included under an
incentive; (3) the impact of the work to be included under an incentive on the
operations of the site involved; (4) the risk to the contractor; (5) the scoping
of work and the identification of acceptance criteria; and (6) verification of
the work prior to payment of the incentive fee.

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, concurred with Recommendations 15, 16, and 17, stating that:

“Recommendation 15: RL will develop procedures, guidelines, and
additional training for the initiation, administration, and.payment of
new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
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RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.

“Recommendation 16: RL will take actions during its review of the
FY 1995 and FY 1996 PBls to ensure that future incentive fee
documentation contains an audit trail detailing the level of
management review and the authorization of incentive fee amounts.

“Recommendation 17: RL will develop procedures, guidelines, and
additional training for the initiation, administration, and payment of
new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.”

" The Manager offered additional comments, stating that prior to receipt of
the Initial Draft Report, Richland was aware of deficiencies in their FY
1995 PBI Program. The Manager stated that Richland’s efforts at
establishing and administering PBIs were “hampered by limited guidance
and lessons-learned.” The Manager also stated that Richland applied
lessons-learned in the development of current incentive fee programs, and
plans to review FY 1995 and FY 1996 performance based incentives,
identify problems, perform root cause analysis, develop procedures, and
provide necessary training for future incentive fee programs.

In comments to the Initial Draft Report, the Assistant Secretary for Environmental
Management concurred with Recommendation 18, stating that: “With respect to
Recommendation # 18, | commit to prompt implementation.” The Assistant
Secretary stated that the Department recognized early in the performance based
incentive program that there were some significant process and implementation
issues to resolve. The Assistant Secretary stated that: “As such, we have been
working on these issues for some time.”

The Assistant Secretary offered additional comments, stating that the very
nature of contract reform is one that is evolutionary and by necessity
incorporates a process of continuous improvement. The Assistant Secretary
stated that: “Lessons learned during our initial contract reform effort have been
factored in as DOE fine tuned its policy and procedures.” The Assistant
Secretary stated that action items of the Contract Reform Team Report, as well
as the Guidelines of the FIAT, represent some of DOE's efforts to improve its
contract reform and performance based incentive program over a period of
years. The Assistant Secretary stated that: “Nevertheless, we realize that in an
undertaking like this,.there are going to be some weaknesses, a need for -
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continual self-assessment, and some need for improvement. Therefore, we
initiated our own assessment of what contract reform has done to date in order
to improve where needed.” The Assistant Secretary stated that: “We have
already identified performance based incentives as one of the areas requiring
further focus.”

The Assistant Secretary stated that concerns about the implementation of
performance based incentives have continued to be a focus of EM and Field
senior management since 1995. The Assistant Secretary stated that these
concerns spurred the formation of the FIAT team by senior management in
March 1996. The Assistant Secretary stated that the charge to the team was to
identify and document best fee and incentive practices to promote significantly
improved contractor performance; recommend guidelines that may be adopted
for local needs; and support development and implementation of Department-
wide contracting policies. The Assistant Secretary stated that the philosophy of
the FIAT “Draft Guidelines For EM Fee and Incentives Development (Phase 1),
of June 19, 1996,” is very consistent with Recommendation 18 of the Initial Draft
Report.

The Assistant Secretary stated that the Initial Draft Report underscores the need
for continued aggressive action. He stated that he has discussed these matters
with the Department’s senior management, and that “ . . . we are committed to
taking the following high priority steps to improve our performance based
contracting.” The Assistant Secretary stated that these steps will include prompt
action:

(1) by the Office of Environmental Management to finalize the Guidelines of
its Fee and Incentives Analysis Team, including incorporation of the
recommendations from the Office of Inspector General’s Initial Draft Report;

(2) by the Contract Reform Project Office to publish its Contract Reform Self-
Assesgment, including lessons learned in performance based contracting;

(3) by the Deputy Assiét'ant Secretary for Procurement and Assistance
Management to undertake an assessment of the impact of Contract Reform
on Contract Administration which he initiated on November 25, 1996; and,

(4) by the Department to convene a focused workshop on performance
based contracting, to supplement previous training efforts.

Inspector Comments:
In comments to the Initial Draft Report, the Assistant Secretary for Environmental

Management stated that the authors of the “Draft Guidelines For EM Fee and
Incentives Development (Phase 1), of June 19, 1996,” (“Guidelines”) as a result
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of their broad based DOE-wide experience, “satisfies most of the suggestions
contained in IG Recommendation 18.”

Specifically, with regard to item 1 under Recommendation 18, the Assistant
Secretary stated that the “Guidelines” addressed this suggestion in Chapter liI,
FEE STRUCTURE, paragraph B. 3., “Objective Performance Incentives,” in the
following manner: '

- “Incentives should have traceability through the successive levels of
strategic planning (i.e., DOE, EM, Government Performance and Results
Act (GPRA), and [be] site specific.

- “Ideally, they should focus on a manageable number of high priority,
results-oriented items that allow us to assess the contractor’s
accomplishments in key program goals and objectives.

The Assistant Secretary also stated that the “Guidelines” addressed this
suggestion in Chapter ill, paragraph C., “Possible Emphasis Areas,” in the
following manner:

- “distribution of fee dollars should reflect site priorities. . . .”

We believe that these portions of the “Guidelines” are partially responsive to
item 1 of our recommendation. However, in addition to these portions of the
“Guidelines,” we believe that the “"Guidelines” should specifically address and
require the documentation of the rationale for the selection of individual projects
or tasks under an incentive program, including any expected financial or
operational benefits associated with the incentivized activities. We believe that
this will assist management in the review of proposed incentive candidates and
reduce the possibility of incentivizing business-as-usual projects.

With regard to items 2 and 4 under Recommendation 18, the Assistant Secretary
stated that the "Guidelines” addressed:this suggestion in Chapter I, OVERVIEW,
paragraph C. 3., “Recognition of the Variation of Management and Technical
Risk Assumed by the Contractor,” in the following manner:

- “Fee structure and amounts should be developed after considering the
level of difficulty of contract work and the risks assumed by the contractor.
Following are major risk factors that should be considered:

- Contractor acceptance of liability for environmental fines,
penalties, and damage.

- Utilization of contractor resources.

- Level of contractor indemnification.

- Complexity of technical scope.
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- Acceptance of zero or reduced base fixed fee.

- Potential for damage to human health.

- Potential for damage to the environment, workers and the
public.”

We believe that these portions of the “Guidelines” are partially responsive to
items 2 and 4 of our recommendation. However, in addition to these portions of
the “Guidelines,” we believe that the “Guidelines” should specifically address the
relationship between incentive fees and the cost of the work to be performed so
that fees cannot be perceived as being excessive when compared with the cost
of the incentivized activity. The “Guidelines” clearly state that “EM should
provide a consistent standard for contractor performance which neither over or
under rewards contractors,” but the “Guidelines” are silent on what such a
standard would consist of with regard to the relationship between incentive fee
and the cost of the incentivized work. We did note that Chapter | of the
“Guidelines,” OVERVIEW, under “Philosophy,” states that one of the general
concepts of performance incentives is that: “Cost parameters must be
considered when incentivizing scope and schedule.” However, this concept, as
discussed in Chapter ll, FEE STRUCTURE, only addresses cost in relation to “a
cost incentive” or “a cost constraint provision,” and does not address cost in
relation to fee. We also noted that Chapter | states that: “Firmly establishing a
cost, schedule and technical baseline is a necessary step in successful
negotiation, implementation, and administration of incentives,” and that: “The
confidence level in the baseline precision (cost and schedule) should be
considered in determining performance objectives.” However, these principles
are not developed in the body of the “Guidelines” in terms of the relatlonshlp
between cost and fee.

We also believe that the “Guidelines” need to further address the relationship
between incentive fees, the difficulty of the work, and the risk to the contractor in
terms of the contractor’s ability to meet “Stretch Goals.” Richland’s $14.22
million FY 1995 PBI Program that is discussed in this report consisted primarily
of incentives that appear to incorporate the concept of “Stretch Goals” (i.e. goals
where the contractor was incentivized to meet completion dates that were
accelerated ahead of the previously established schedule). The “Guidelines” as
currently written discuss “Stretch Goals” in Chapter IV in terms of setting
expectations, and state that: “Stretch Goals should reflect performance
expectations which are difficult to achieve given the expected resources and
schedule. . . .” However, the term “difficult to achieve” is not defined, the
relationship between fee and the concept of “difficult to achieve” is not
discussed, and the risk to the contractor in terms of any performance penalty for
not achieving the “Stretch Goals” is not addressed. Our inspection found that, in
many cases, what appeared to be “Stretch Goals” at Richland were easy to
achieve, that there was little likelihood that the contractor would be assessed a
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penalty, and that Richland did not require the contractor to provide information
on the “expected resources” needed to meet the “Stretch Goal.”

We also believe that the “Guidelines” as currently written send a conflicting
message with regard to “Stretch Goals” and the contractor’s ability to meet such
goals. Specifically, Chapter IV under “Characteristics of Good Incentives”
discusses “Stretch Goals” and states that one characteristic of a good incentive
is one that “Incorporates stretch goals that are achievable.” However, as
discussed above, Chapter IV also states that: “Stretch Goals should reflect
performance expectations which are difficult to achieve. . . .” We believe that
the “Guidelines” need to make it clear what the Department’s expectations are
with regard to the use of “Stretch Goals” and the relationship between fee and
the ability of the contractor to meet such goals. Clearly, the more difficult a
“Stretch Goal’ is to achieve and the more risk assumed by the contractor in
terms of a penalty for failing to meet a “Stretch Goal,” the greater the expectation
would be for a higher fee. We believe that the “Guidelines” need to address the
relationship between fee and “Stretch Goals” to reduce the potential for
assigning incentive fees which are not commensurate with the level of difficulty
and risk involved.

With regard to item 3 under Recommendation 18, the Assistant Secretary stated
that the “Guidelines” addressed this suggestion in Chapter IV, SUBJECTIVELY
EVALUATED AWARD FEE AND OBJECTIVE INCENTIVE FEE PLANNING AND
EVALUATION STRATEGIES, paragraph B. 1., “Characteristics of Good
Incentives,” in the following manner:

- “Reflects the highest priority items for the site suitable for specific
incentives.

- “Ensures the'value of the individual performance-based incentive amount
is reasonable for the objective and relative to the proportional share of the
budget performance-based incentive pool, adjusted for risk or priority.”

We believe that these portions of the “Guidelines” are partially responsive to
item 3 of our recommendation. However, in addition to these portions of the
“Guidelines,” we believe that the “Guidelines” should specifically address the
impact of the work to be included under an incentive on the operations of the site
involved in terms of any adverse impact on other site projects or activities which
are not included under an incentive fee arrangement; such as deferment of other
work, the reallocation of resources from other projects or activities, or the use of
overtime. Our inspection found that, under Richland’s FY 1995 PBI Program,
WHC was not required to identify any deferment of other work, reallocation of
resources, or the use of overtime in their plans to accomplish incentive work.
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With regard to item 5 under Recommendation 18, the Assistant Secretary stated
that the “Guidelines” addressed this suggestion in Chapter IV, SUBJECTIVELY
EVALUATED AWARD FEE AND OBJECTIVE INCENTIVE FEE PLANNING AND
EVALUATION STRATEGIES, paragraph B. 1., “Characteristics of Good
Incentives,” in the following manner:

- "Contains a mutually understood baseline.
- “Ensures clear identification of dates and deadlines.

- “Contains incentives fee criteria that are objectlve with the degrees of
success easily measured and verifiable.

- “Contains a clear definition of successful completion standards and DOE
requirements of performance including specific acceptance criteria, and
with established fee commensurate with performance.”

We believe that these portions of the “Guidelines” are partially responsive to
item 5 of our recommendation. However, in addition to these portions of the
“Guidelines,” we believe that the “Guidelines” should specifically address the
scope of work in terms of requiring a clear and accurate description of the work
to be accomplished in order to avoid confusion with work that was actually
completed prior to the incentive, or work that is not requnred to be completed in
order to achieve the incentive fee.

With regard to item 6 under Recommendation 18, the Assistant Secretary stated
that: “A specific statement assigning responsibility for verification of work
completed before award payment is made will be included in the next iteration of
the Guidelines.”

Management Comments:

" In response to the Official Draft Report, the Assistant Secretary for
Environmental Management stated that:

“The guidance on performance-based contracting cannot accurately be
described as ‘verbal philosophy.’ In addition to oral discussions and verbal
guidance, many written documents were developed and made readily
available, including the following:

‘A government-wide policy letter on performance-based service contracting

(Office of Federal Procurement Policy Letter 91-2) had been on the books
since 1991.
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“The Contract Reform Team Report, published in February 1994, outlined the
_Department’s change from the traditional management and operating
contract construct to performance-based management contracting.
Appendices |, J, K all contained performance criteria that were relevant to
development of performance incentives at Richland.

“In addition, the Office of Environmental Management on May 26, May 27,
and June 22, 1994, circulated documents including examples of
performance measures and criteria and ‘General Guidelines for Developing
Contract Performance Criteria.”

Inspector Comments:

As stated in our report, the EM guidelines for fee and incentives were not
initiated until March 6, 1996, when the “EM Corporate Forum” approved the
“CHARTER’ for the Fee and Incentives Analysis Team. The above listed
documents referenced by the Assistant Secretary, however, were available to
Richland in 1994. These documents did provide general guidelines for
developing contract performarnce measures and criteria, and appear to have
kept field elements informed about the evolution of the concept of establishing
performance measures and criteria within EM program areas. However, these
documents did not provide specific written policy or procedural guidance on the
management and administration of an incentive fee program, or provide specific
guidance on how performance measures and criteria would be incentivized
under a PBI Program such as the one used by Richland in FY 1995.

Specifically, the Office of Federal Procurement Policy Letter 91-2, dated April 9,
1991, established policy for the acquisition of services by contract. The intent of
this letter was to address problems involved with contracting for services,

- including vague statements of work, insufficient use of firmer pricing
arrangements, the lack of performance standards, and the inadequacy of quality
assurance surveillance. This letter did address contract incentives under a
discussion on contract types, stating that “contracts shall include incentive
provisions to ensure that contractors are rewarded for good performance and
quality assurance deduction schedules to discourage unsatisfactory
performance.” However, we do not believe that this would constitute policies or
procedures for the management and administration of a contract incentive
program.

The Report of the Contract Reform Team, titled “Making Contracting Work Better
and Cost Less,” issued by the DOE Headquarters Contract Reform Team in
February 1994, identified a number of contracting improvements needed within
the Department and recommended numerous actions that would reform
contracting and contract management techniques, and assigned responsibilities
and deadlines for accomplishment. Appendices |, J, and K all contained
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performance measures and criteria. These appendices did provide information
on specific performance goals, criteria, and measures, some of which were
uniquely relevant to Richland. Appendix | provided some discussion on
incentive payments for specific goals, addressing points such as: “Contract
payment incentives will be based upon required completion of milestones . . . ..”
“Contract incentive payments will be based on: Reductions in lost-time injury
rates and lost work day statistics . . . .;” and, “Contract incentive payments will be
based upon contract-stated levels of improvement over preestablished cleanup,
cost, and milestone accomplishments.” However, these appendices did not
provide policy and procedural guidance on the management and administration
of a PBI Program which would ensure that a field office successfully
implemented Headquarters’ intent under contract reform.

The May 26, 1994, EM document referred to by the Assistant Secretary for
Environmental Management was titled “ENVIRONMENTAL MANAGEMENT
PROGRAM - ILLUSTRATIONS OF CONTRACT PERFORMANCE CRITERIA,
MEASURES, AND INCENTIVES.” This document included: (1) a diagram of the
“TOP-DOWN APPROACH TO PERFORMANCE MEASUREMENT:” (2) EM
strategic goals and commitments for 1994, 1995, and beyond; (3) EM examples
of contract performance criteria and measures linked to incentives; (4) “General
Guidelines for Developing EM Contract Performance Criteria;” and, (5) “General
Guidelines for Developing EM Contract Performance Measures.” The guidelines
on performance measures and criteria stated that: “The criteria must be clearly
articulated, results oriented, and linked to program/site goals and objectives;”
and, “Performance measures should be directly tied to incentives to encourage
our contractors to work effectively to meet program goals and objectives, to
control costs, and to improve timeliness and quality of performance.” The EM
examples showed performance measures linked to incentives as a percent of
fee. However, none of these documents addressed policies or procedures for
tying performance measures to incentives, or policies and procedures for the
management and administration of an incentive fee program.

The May 27, 1994, EM document referred to by the Assistant Secretary for
Environmental Management was a letter sent by the Assistant Secretary to field
locations discussing implementation plans for contract reform. This letter
provided a matrix of contractor suggestions for contract reform with related
contract incentives. The field organizations were told that the “summary of
general reform information including related contract incentives should be useful
in your development of the specific changes that are appropriate for your
contracts,” and field organizations were asked to establish a schedule “that will
require during the next few months the modification of those contracts where you
determine that reforms can have an immediate benefit.” The Assistant Secretary
requested that: “As soon as you complete plans to implement reforms for
Environmental Management program work | would like to receive a summary of
the anticipated contract changes and a timetable for completion of negotiations.”
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However, even though the May 27, 1994, letter included a format for submitting
field summaries and a description of “related award fee implementation”
prepared for the West Valley Project contract, it did not include any Department
policies or procedures for the implementation of contractor suggestions for
contract reform or for the management and administration of an incentive fee
program.

The June 22, 1994, EM document referred to by the Assistant Secretary for
Environmental Management was a letter sent by the Acting Deputy Assistant
Secretary for Management and Finance, Office of Environmental Management,
to field locations discussing contract performance criteria and measures. This
letter requested that field organizations submit “a representative cross-section of
high-priority contract level performance criteria and measures that may be used
to evaluate EM’s programmatic performance of our existing M&O . . . contracts,”
and stated that: “The measures should also be suitable for use with incentives
to motivate our contractors to attain a high level of performance and to achieve
programmatic objectives.” Attached to this letter were the “General Guidelines
for Developing.Contract Performance Criteria,” and the “General Guidelines for
Developing Contract Performance Measures” previously discussed. Also
attached to this letter was a document titled “Contract Performance Criteria and
Measures Format Instructions” which provided the format for field elements to
submit their contract level performance criteria and measures to DOE
Headquarters. This format instruction clearly laid out expectations for
“CRITERIA DESCRIPTION” and “CONTRACT PERFORMANCE MEASURES,""
but the guidance on “INCENTIVES (FEES)’ was limited to the statements that:
“The percentage of fee earned depending upon the performance quality level is
listed as ‘TBD;” and, “The percéntage of fee will be determined when the
Performance Evaluation Plan is updated or the contract is renegotiated.”

As stated above, the development of guidelines for fee and incentive
development was not initiated by the Department until March 6, 1996. The
“Draft Guidelines for EM Fee and Incentives Development” were distributed to
field operations on August 26, 1996. The memorandum distributing these
guidelines stated that: “The Guidelines are being developed primarily for field
line operating managers and procurement officers who establish performance
expectations and are engaged in fee and incentive determinations;” and, “The
intent is to provide the user practical advice and examples of effective ways to
implement performance-based contracting.”

G. INSPECTION OBSERVATIONS ON OTHER RICHLAND PBI PROGRAM
ISSUES

During our inspection, we observed other potential Richland PBI Program
management weaknesses. Specifically, we noted a condition where the
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Management and Operating Contractor was not required to advise DOE of the
means by which the PBI objectives would be achieved or the program impacts
resulting from PBI implementation, such as the deferment of other contractor
required work that was not included under a performance based incentive. In
addition, we noted that the M&O Contractor was not restrained from committing
resources to achieve PBI fees such as the procurement of capital equipment or
the use of overtime in order to achieve the PBI objectives.

Bl Program Impacts and Contractor Resource Allocation

The Management and Operating Contractor was not required to advise DOE of
the means by which the PBI objectives would be achieved, including program
impacts and resource allocations. Specifically, during an interview with the DOE
Richland Operations Officer, the Operations Officer said that the contractor was
not required to identify to DOE the means by which the PBI objectives would be
achieved, and that the contractor was allowed to defer work from non-PBlI
projects to get the PBI work completed. When asked by the Office of
Inspections if it is possible that the contractor could shift resources to a PBI
project at the detriment of another project that could become the subject of an
out-year PBI, the DOE Richland Operations Officer said that this could happen.

In addition, the former DOE Richland Operations Officer said that the M&O
Contractor had not been receiving a significant percentage of the available
award fees, so it was expected that they would shift personnel from non-PBI
projects to PBI projects. He said that there was an awareness that DOE
Richland may be mortgaging the future for today’s PBI Performance Objectives.
The former DOE Richland Operations Officer also said that there was an
apprehension among Richland managers that there would be “dysfunctional
behavior” on the part of the M&O Contractor because of the incentive to focus on
PBI driven tasks.

During an interview with a DOE Richland Project Director, the Project Director
said that the contractor was not required to identify the means by which the PBI
objectives would be achieved prior to implementation. He said it was clear that
the contractor was giving a high priority to the PBI work. However, he said he
could not prove that the contractor was neglecting other work and that this was,
in part, because there was generally a lack of good work definition at the
Hanford Site. He said that it was DOE Richland’s job to monitor the contractor’s
performance, not manage them. A Division Director for the Waste
Characterization Programs said that WHC could direct resources “to get PBl fee
which is all profit to them,” and that because of this motivation, he said that other
non-PBI milestones would not be met.

During an interview with a WHC Waste Sampling Analysis Manager, the WHC
Manager said that in his experience, DOE has a hard time determining whether
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a task being considered for a PBI was significant or not, and that the DOE level
of involvement in the PBI process was very low. The WHC Manager also said
that the DOE personnel interacted with upper level WHC management, and that
the level of detail was not available to do an effective job of contractor oversight.
Additionally, the WHC Manager said that WHC was not required to identify the
means by which the PBI would be accomplished prior to task implementation,
and that there was no consideration given to the possibility that the contractor
may defer work on some projects to receive incentive fees on others. It should
be noted that PBI incentives did not cover the entire work scope of the contractor
in FY 1995. As shown in Appendix A, these incentives involved activities whose
total cost in FY 1995 was only $162 million compared with the total $1.381 billion
budgeted for the site in FY 1995.

Confractor Capital Equipment Procurement

We could not identify a process that would allow DOE to be aware of the capital
equipment procured by the contractor in order to complete a PBI objective.
During our review of the contract files for the 34 PBIs established in FY 1995, we
found no documentation which identified the equipment purchases necessary for
the contractor to perform the PBI work. We found that the contractor was not
required to inform DOE of the nature of any such purchases. For example,
during an interview with a WHC Principal Scientist, the Principal Scientist told
the Office of Inspections that in order to meet the requirements of a PBI,
additional chemical analysis instruments had to be procured. He said it was a
policy that DOE did not become involved in the procurement authorization for
equipment if the cost was less than $1 million. He also said that as long as
WHC stayed within the annual budget for equipment procurement, DOE would
be unaware of equipment procured for a specific task.

Contractor Use of Premium Pay or Overtime to Achieve a PBl Fee

During our inspection, we found that the Management and Operating Contractor
was not restrained from using premium pay or overtime to achieve a PBI fee.
Specifically, the PBI document did not contain any provisions or restrictions on
the use of premium pay or overtime. In addition, the M&O Contractor was not
required to inform DOE of the intended use of premium pay or overtime. A
review of the FY 1995 PBls by the Office of Inspections found that many of the
PBI “Basis for Measurement” requirements stated that the contractor was
required to complete the task within a specified period of performance, usually
-30 days ahead of the scheduled completion date. Additionally, PBI documents
usually contained terms in the “Basis for Measurement” section which provide
that the contractor would be paid/penalized a portion of the incentive fee for
each day that the contractor completed the PBI task prior to or after the
scheduled completion date. The payment of incentive fees under these
conditions could encourage an inefficient and.unnecessary expenditure of DOE
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funds by the contractor in premium pay for shift differentials or overtime to earn
the incentive fees. Although we did not analyze overtime records associated
with work performed to accomplish PBI objectives, we did note instances during
.our inspection where overtime was used by the contractor in performing PBI
work.

Conclusions

We believe that, based on our discussions with the Richland Operations Office
and WHC personnel, there was no system in place to identify the means by
which the PBI objectives would be achieved by the contractor or the impact on -
other non-PBI activities resulting from PBI implementation. We also believe that
the PBI Program at Richland did not include a process under which DOE
Richland would be aware of capital equipment purchases or the use of premium
pay or overtime by the contractor to achieve a PBl fee. We believe that future
contract incentive programs at Richland need to require the contractor to clearly
describe the work to be performed; the impact that the work will have on other
non-PBI activities which are not included under an incentive fee arrangement;
and, any significant purchases of capital equipment or significant use of
premium pay and overtime.-

Recommendations

We recommend that the Manager, Richland Operations Office:

19. Require the contractor to clearly describe the work to be performed, the
impact that the work will have on other activities which are not included
under an incentive fee arrangement, and any significant purchases of capital
equipment or significant use of premium pay and overtime prior to initiating
and paying a fee under a contract incentive.

Management Comments:

In comments to the Initial Draft Report, the Manager, Richland Operations
Office, concurred with Recommendation 19, stating that:

“Recommendation 19: RL will develop procedures, guidelines, and
additional training for the initiation, administration, and payment of
new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and
recommendations expressed in this report and incorporate
lessons-learned from the previous incentive fee programs, other
RL reviews, and the upcoming recommendations of the Fee
Incentives and Analysis Team.”
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Appendix A

FISCAL YEAR 1995 RICHLAND OPERATIONS OFFICE
PERFORMANCE BASED INCENTIVES

PBI PBI PBI PROJECT INCENTIVE | INCENTIVE
NUMBER DESCRIPTION ESTAB.| COMP. | COSTFY 95 | AVAILABLE| EARNED
95-001 Defuel FFTF Reactor Vessel 1/27/95] 4/19/95 $2,465,000 $500,000 $500,000
95-002 Stabilize PFP Pu Sludge Items 1/27/95] 6/13/95 $1,732,000 $400,000 $400,000

" 195-003 Reduce Lost Work Cases-WHC/BCSR | 1/27/95|(3)9/30/95 1) $650,000 $399,411
95-004 Reduce Lost Work Days-WHC/BCSR 1/27/95((3)9/30/95 1) $650,000 $628,654
95-005 Reduce Lost Work Cases-ICF-KH 1/27195((3)2/30/95 (1) $600,000 $138,419
95-006 Reduce Lost Work Days-ICF-KH 1/27/95|(3)9/30/95 (1) $600,000 $519,032
95-007 Reduce Rad. Contamination Areas 1/27/95] 9/30/95 (1) $500,000 $475,672
95-008 Personnel Contamination Events 1/27/95}(3)9/30/95 (1) $500,000 ($84,942)
95-009 200 Area Effluent Treatment Facility 1/27/95¢ 11/9/95 $6,506,000 | $1,000,000 $0
95-010 Tie-in to 200 Area TEDF 1/27/95)(3)5/26/95| $12,431,000 $700,000 $700,000
85-011a__|Thermo. Trees & Temp Monitoring Sys. | 1/27/95] 8/25/95 $438,000 $225,000 $225,000
95-011b  |Study to Stabilize Tank C-103 1/27/95| 3/10/95 $458,000 $225,000 $136,957
95-011¢  |Alarm Panels in 7 Tank Farms 1/27/95 3/1/95 (2) $225,000 $225,000

195-011d  |Compressed Air Sys. in 10 Tank Farms | 1/27/95 3/5195 $1,5673,000 $225,000 $185,870
85-011e _|Characterize Remaining Suspect Tanks | 1/27/95] 5/31/35 $399,400 $225,000 $225,000
95-011f _ |Complete Cooling Tests in Tank C-106 | 1/27/95| 5/30/95 $451,000 $225,000 $225,000
95-011g |Replace Vent Fan in SY Farm 1/27/95|  7/6/85 $24,766 $225,000 $225,000
85-011h __|Install Gas Monitoring Equipment 1/27/95] 3/25/95 $418,000 $225,000 $225,000
95-012 TWRS Sys. Def. Projects 1/27/95] Canceled $0 $0 $0
95-013 Tank Waste Sludge Washing Reports 1/27/95| 9/14/35 $8,716,000 $400,000 $400,000
95-014 Phase 2 LLW Melter Vendor Test 1/27/95] 6/13/95 $8,400,000 $600,000 $600,000
95-015 Final High-Level Waste Melter Report 1/27/195] 2/14/95 $2,526,000 $200,000 $200,000
95-016-M1 |LLW Performance Assess.Tech. Report | 3/23/95 8/8/95 $1,369,000 $150,000 $150,000
95-017-M1 |Characterize 30 Tanks 8/14/95 8/9/95] $81,544,000 { $1,000,000 $843,333
95-018 TWRS Corrective Maintenance Backlog | 1/27/95| 8/23/95 $5,822,000 $500,000 $500,000
95-019-M2 {Commence Pumping Tanks 4/6/95|(3) 8/5/95 $1,723,000 $450,000 $428,333
985-020 Complete Waste Vol. Campaign 95-1 1/27/95| 7/25/95 $2,696,000 $250,000 $250,000
85-021-M1 |Fabrication of Inter-Farm Piping 4/27/95] 8/28/95 $842,000 $200,000 $200,000
95-022 242-S Evaporator Project 1/27/95| 5/16/95 $811,000 $200,000 $200,000
95-023-M1 |PUREX Nitric Acid to BNFL England 5/24/95| 8/21/95 $2,984,000 $400,000 $400,000
95-024 PUREX - Transfer of DS/E6 Solution 1/27/95]  4/12/95 $30,000 $400,000 $400,000
95-025 BUSS Cask Shipments - Baseline 1/27/95| 3/22/95 $1,596,000 $125,000 $125,000
95-025 Complete BUSS Cask Shipments 1127195 6/2/95incl. in Baseline $125,000 $125,000
95-026 Shutdown FFTF Group 1 Systems 1/27/95] 5/19/95 $392,000 $300,000 $300,000
95-027 TWRS Screening Sample Turnaround 1/27/95] 9/29/85 $8,691,000 $250,000 $250,000
95-028 Complete Environmental Reports 1/27/95|(3)9/18/95 $893,000 $120,000 $114,500
95-029 ' |LABCORE LIMS Release 2.0 1/27/95} 1/31/95 $1,815,500 $100,000 $100,000
95-030 Project W-058 6/13/95| 7/25/95 $130,328 $83,333 $83,333
95-031-R2 |Collect K-Basin Sludge Samples 8/28/95| 9/14/95 $1,302,000 $67,000 $67,000
95-032-R2 |Pump Tank 241-T-107 8/28/95| 8/30/95 $127,000 $150,000 $150,000
95-033-R1 |{Submit Draft FY 1986 MYPP 8/29/95| 8/31/95 $3,000,000 $50,000 $50,000
95-033-R1 |Submit Final FY 1986 MYPP 8/29/95| 9/18/95| incl. in Draft $150,000 $150,000
95-034-R1 |Issue DST Waste Consolidation Plan 8/29/95| 8/30/95 $60,000 $50,000 $50,000
' TOTALS:| $162,365,094 | $14,220,333 | $11,485,572 |
Notes: (1) PBI performance objective (project) cost data not available for these safety programs.

(2) PBI performance objective (project) cost data not available. Richland indicated that
cost was probably charged to a general maintenance account.
(3) This PBI consists of several Performance Objectives, the last of which was completed on this date.
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ATTACHMENT 1

United States' Government Department of Eﬁergy

memorandum

DATE:
REPLY TO
ATTN OF:

SUBJECT:

TO:

December 23, 1996
EM-16

Initial Draft "Report on the Inspection of the Performance Based Incentive Program at
the Richland Operations Office," October 30, 1996, Response to Recommendation

- #18.

Deputy Inspector General for Inspections, IG-40

Thank you for giving the Office of Environmental Management (EM) the opportunity
to review and comment on subject draft report. The draft report provides valuable
insights that the Department of Energy (DOE) will use as it continues implementing
contract reform, including performance based contracting aimed at improving the way
we conduct our business.

Since Recommendation # 18 of the draft report concerns the EM Fee Incentive and
Analysis Team (FIAT) Guidelines and recommends specific actions to be completed by
my office, I am responding to it personally. Our Richland Operations Office is
responding to the other recommendations under separate cover. I have directed the
Richland Operations Office to aggressively pursue their response to the
recommendations including those that deal with recovery of certain fees paid. In
addition, action will be taken if the Department finds inappropriate performance on
the part of Federal and/or contractor personnel.

With respect to Recommendation # 18, I commit to prompt implementation. The
Department recognized early in the performance based incentive program that there
were some significant process and implementation issues to resolve. As such, we have
been working on these issues for some time. Importantly, the Department responded
to the 1994 Contract Reform Initiative in a timely manner, movmg out aggressively to
incorporate the mandated changes in our way of doing business in our new contracts.
Performance based incentives were new when Richland developed its program in fiscal
year 1995. They were spurred by Office of Federal Procurement Policy Letter 91-2
(1991), the Department's Contract Reform Team Report (February 1994), and the
Secretary's July 5, 1994, Decision Memorandum, which required the Hanford
management contract to be competed and required the incorporation of contract
reform provisions in the interim extension of the Westinghouse Hanford contract.

‘The very nature of contract reform is one that is evolutionary and by necessity
incorporates a process of continuous improvement. Lessons learned during our initial
contract reform effort have been factored in as DOE fine tuned its policy and
procedures. Action items of the Contract Reform Team Report, as well as the
Guidelines of the FIAT represent some of DOE's efforts to improve its contract
reform and performance based incentive program over a period of years. Nevertheless,
we realize that in an undertaking like this, there are going to be some weaknesses, a
need for continual self-assessment, and some need for improvement. Therefore, we




initiated our own assessment of what contract reform has done to date in order to
improve where needed. We have already identified performance based incentives as
one of the areas requiring further focus.

Our continuous improvement program has been built on a number of mechanisms and -
actions. The contractor at the time of the FY 1995 Richland Performance Based

_Incentive (PBI) Program was replaced at the end of FY 1996. A methodical and
structured approach to negotiating performance based incentives is reflected in the new
Fluor Daniel contract at Hanford. The performance based incentives section of that
contract has been recognized by the Office of Management and Budget as a major step
forward in performance based contracting at DOE.

The ongoing assessment process also includes a Departmental Self-Assessment of the
Contract Reform Initiative, which is expected to be completed early next year.
Training on the new performance based incentive program has been another important
element of the continuous improvement process.

Concerns about the implementation of performance based incentives have continued to
be a focus of BEM and Field senior management since 1995. These concerns spurred
the formation of FIAT (discussed in Recommendation #18) by senior management in
March 1996. The charge to the team was to identify and document best fee and
incentive practices to promote significantly improved contractor performance;
recommend guidelines for EM that may be adopted for local needs; and support
development and implementation -0f Department-wide contracting policies. The
philosophy of the FIAT "Draft Guidelines For EM Fee and Incentives Development
(Phase I), of June 19, 1996," is very consistent with Recommendation #18 of your draft
report of October 30, 1996. The final FIAT Guidelines are to include sections on
lessons learned and best practices, as well as incentive fee guidance. (Attachment 1
deals in more defail with the recommendations in your report and addresses the
specifics highlighted in Recommendation #18.) We have sent these draft Guidelines
to our Field Offices and other Departmental elements for review and comment.

Your report has underscored the need for continued aggressive action. I have
discussed ‘these matters with the Department's senior management, and we are
committed to taking the following high priority steps to improve our performance
based contracting. These steps will include prompt action: (1) by the Office of
Environmental Management to finalize the Guidelines of its Fee Analysis and
Incentive Team (incorporation of the recommendations from your report); (2) by the
Contract Reform Project Office to publish its Contract Reform Self-Assessment,
including lessons learned in performance based contracting; (3) by the Deputy

- Assistant Secretary for Procurement and Assistance Management to undertake an
assessment of the impact: of Contract Reform on Contract Administration which he




initiated on November 25, 1996 (see attachment); and (4) by the Department to
convene a focused workshop on performance based contracting, to supplement previous
training efforts.

In conclusion, preliminary evidence indicates that DOE's PBI program has helped to
encourage improved contractor performance. Several ongoing cross-cutting
mechanisms for continuous improvement and dissemination of lessons learned have
been established, and the Department is committed to intensifying its efforts in this
area.

If you or your staff have any questions regarding this response, please do not hesitate
to call me at (202) 586-7710, or Barry Clark of my staff at (202) 586-1665.

%Z%

Assistant Secretary for
Environmental Management

Attachments

1. Discussion paper on Recommendation #18, point by point

2. Memorandum, Alm to Distribution, dated August 25, 1996, with Draft
Guidelines for EM Fee and Incentives Development (Phase I), dated
June 19, 1996

3. Memorandum, Hopf to Distribution, dated November 25, 1996

cc: John Wagoner, Manager, RL
Richard Hopf, HR-5
John Vande Sand, 1G-47







ATTACHMENT 1

DISCUSSION PAPER ON RECOMMENDATION #18 OF
INITIAL DRAFT "REPORT ON THE INSPECTION OF THE PERFORMANCE
BASED INCENTIVE PROGRAM AT THE RICHLAND OPERATIONS OFFICE"
DATED OCTOBER 30, 1996

Recommendation 18:

“Assure that the fee and incentive policy and procedural guidance currently under
development by the FIAT Team addresses (1) the selection of tasks for inclusion under a
contract incentive; (2) the relationship between incentive fees and the difficulty and cost
of the work to be included under an incentive; (3) the impact of the work to be included
under an incentive on the operations of the site involved; (4) the risk to the contractor; (5)
the scoping of [specific] work and the [specific] identification of acceptance criteria; and
(6) verification of the work prior to payment of the incentive fee.”

The EM Corporate Forum, composed of senior EM Headquarters and Field Office personnel,
periodically convenes to deal with complex-wide issues requiring resolution. At its March 6,
1996 meeting, the Forum addressed the multiple contract reform initiatives underway within the
Department, GAO interest in this topic, and ongoing efforts to draft a Departmental Fee Policy
Rule. Noting that EM contractual practices varied across the complex and that site approaches
to implementing Performance-Based Incentive Contracting differed, the EM Corporate Forum

. chartered the Fee and Incentives Analysis Team (FIAT) with a mandate to prepare Guidelines for
fee and incentives development that could be used by EM field/line operating managers and
procurement officérs who establish performance expectations and are engaged in fee and
incentives determination. The Guidelines, still in draft form, will be completed following HR-5
(Procurement) finalization of the Department Fee Policy Rule.

The FIAT is composed of Headquarters Line Program Office personnel, EM Operations/Field
Office representatives, and selected members from a wide variety of Departmental offices. The
Draft Guidelines have been subjected to broad review both within EM and by representatives
from external offices including: Defense Programs; Environment, Safety and Health; Energy
Research; Field Management; and Human Resources and Administration. Copies of the Draft
Guidelines have been provided to the Office of the Inspector General. As a result of their broad
based, DOE-wide experience, the Guidelines authors have already drafted guidance which
satisfies most of the suggestions contained in IG Recommendation 18. The following examples,
taken from the Draft Guidelines, are representative of the approaches suggested to address the
topics identified in the Office of the Inspector General draft report.

(1) The selection of tasks for inclusion under a contract incentive.
The Guidelines address this suggestion in Chapter II1, “Fee Structure,” Paragraph B, “Fee Pool
Allocation,” Subparagraph 3, “Objective Performance Incentives,” in the following manner:

[ “Incentives should have traceability through the successive levels of strategic planning
(i.e., DOE, EM, Government Performance and Results Act (GPRA), and site specific).”
° “Ideally, they should focus on a manageable number of high priority, results-oriented

items that allow us to assess the contractor's accomplishments in key program goals and
objectives.”




Paragraph C, “Possible Emphasis Areas,” of Chapter III states that “distribution of fee dollars
should reflect site priorities,” and then lists seven work areas for consideration by contracting
officials. .

(2) The relationship between incentive fees and the difficulty and cost of the work to be
included under an incentive,” and (4) “the risk to the contractor.”
The Guidelines address these suggestions in Chapter I, “Overview,” Paragraph C, “Philosophy,”
Subparagraph 3, “Recognition of the Variation of Management and Technical Risk Assumed by
the Contractor,” in the following manner:

o “Fee structure and amounts should be developed after considering the level of difficulty
of contract work and the risks assumed by the contractor. Following are major risk
factors that should be considered:

. Contractor acceptance of liability for environmental fines, penalties, and damage.
. Utilization of contractor resources.

. Level of contractor indemnification.

. Complexity of technical scope.

. Acceptance of zero or reduced base ﬁxed-fee

. Potential for damage to human health.

. Potential for damage to the environment, workers and the public.”

(3) The impact of the work to be inchided under an incentive on the operations of the site

involved.”

The Guidelines address this suggestion in Chapter IV,“Subjectively Evaluated Award Fee and

Objective Fee Planning and Evaluation Strategies” Paragraph B, “Objective Performance

Incentives,” Subparagraph 1, “Charactenstlcs of Good Incentives. Included in the list of 12

specific incentives are:

° “Reflects highest priority items for the site suitable for specific incentives.”

® “Ensures the value of the individual performance-based incentive amount is reasonable
for the objective and relative to the proportional share of the budget performance-based
incentive pool, adjusted for risk or priority.” '

(5) “The scoping of the work and the identification of acceptance criteria.”
The Guidelines address this suggestion in Chapter IV,“Subjectively Evaluated Award Fee and
Objective Fee Planning and Evaluation Strategies,” Paragraph B, “Objective Performance
Incentives;” Subparagraph 1, “Characteristics of Good Incentives.” Included in the list of 12

" specific incentives are:

° “Contains a mutually understood baseline.”

. “Ensures clear identification of dates and deadlines.”

o “Contains incentives fee criteria that are objective, with the degrees of success easily
measured and verifiable.” '

° “Contains a clear definition of successful completion standards and DOE requirements of

performance including specific acceptance criteria, and with established fee
cominensurate with performance.”




(6) “The verification of the work prior to payment of the incentive fee.”
The Guidelines suggest in Chapter I, “Overview,” Paragraph C, “Philosophy,” Subparagraph 6.
“Roles and Responsibilities,” that primary responsibility for evaluation and fee determination
resides in the field and that the Fee Determination Official sets the final fee award. The
Guidelines imply that the FDO or the Evaluation/Fee Determination Board should ensure that all
work is accomplished as claimed before paying incentive fees. -
° . A specific statement assigning responsibility for verification of work completed before

" . award payment is made will be included in the next iteration of the Guidelines.

The FIAT Team believes that the Department will produce a Fee Policy Rule in the near term.
This will enable the FIAT to complete drafting a practical guide to calculating total maximum
fee policy which will constitute the final major chapter in the Guidelines.. Concurrently, the
FIAT will select lessons learned and best practices for appropriate sections of the Guidelines, and
will develop guidance both for dealing with incentives outside the fee pool and for complex-wide
consistency in the evaluation of contractor performance. The FIAT believes that the Guidelines
can be ready for final Departmental wide coordination within 60-90 days.

Subsequently, the FIAT will develop plans to facilitate implementation of the Guidelines. These
plans will include conducting workshops and training modules for both Headquarters and
Operations/Field Office personnel, and for arranging Field visits to address site-specific
questions at the sourceé.







| States GoVernment- Department of Energy

emorandum

Jate: , m zs mﬁ
2ply To
Atnof:  EM-70

supject:  Draft Guidelines for EM Fee and Incentives Development

To: Distribution

The EM Corporate Forum, during its recent deliberations in Chicago,
requested circulation of the “Draft Guidelines for EM Fee and Incentives
Development” (Guidelines) (Attachment 1) for review and comment. The
Guidelines are being developed primarily for field line operating managers
and procurement officers who establish performance expectations and are
engaged in fee and incentives determinations. The intent is to provide
the user practical advice and examples of effective ways to implement .
performance-based contracting. To assist in understanding the Guidelines,
a summary is also provided to highlight the major provisions of the
document (Attachment 2). We request your comments on the Guidelines by
September 13,1996.

The Guidelines were prepared by a team of EM Headquarters Program and
Operations/Field Office representatives. The team also included
participants from Procurement and Assistance Management, Field Management
and other Program Offices (DP and ER). While the Guidelines outline
specific federal/contractor expectations and suggest effective approaches
to performance-based incentivized contracting, they Tack essential
examples of “Lessons Learned” needed to make them a more useful tool.

We are working closely with the Contract Reform Project Office and )
Departmental procurement personnel to assess the best- way to promulgate
“Lessons Learned” for DOE-wide dissemination and approaches to keep the
information current. We continue to work with your representatives to .
identify appropriate “Lessons Learned” and are particularly interested in
examples dealing with the following areas: -

e Focusing on the end results rather ithan-interim milestones when
establishing incentives. o ~ : : .

e Provisional payment of both award fee for a given year and incentive
fee linked to multi-year performance objectives. .

e Establishing and identifying an effective baseline and using a
formal change control process. . - S -

e Development of -a site-wide, integrated total fee plan which.

" identifies all potential avaiTable contractor earnings. (Include
not only the established fee pool but also cost savings/cost
reduction programs outside.the fee pool and other potential sources
of contractor revenue.) - - - *

e Establishment of minimal performance expectations for the contractor
" (e.g., the point at which the contractor begins to earn fee) which
achieve established baseline requirements. ‘ '




e Adoption of achievable “stretch® goals which require significantly
improved contractor performance for fee but which do not discourage
the contractor from pursuing.stretch goals.

e Adoption of “breakthrough” goals which result in radical
acceleration of the established baseline and require extreme

“measures and innovative technologies for contractor fee.

These candidate “Lessons Learned" areas should be viewed as neither all
inclusive nor limiting. If your Office has other areas where examples of
“Best Practices” or “Lessons Learned' also are applicable to performance-
based contracting, they should be forwarded for possible inclusion in the
-Guidelines. In submitting your experiences, please provide as a minimum:

e a brief description of the initfative.

e a short narrative of the experience that develops both positive and
negative effects (what worked and what didn't).

e Your evaluation as to the extent that the best practice/"Lessons
Learned” is applicable to other sites and the potential for cost
reduction as a result of implementation.

e The name and telephone number of a point. of contact for the
submission.

We would 1ike to have your Office's “Lessons Learned” submitted in
conjunction with your comments on the Guidelines by September 13, 1996.
Your personal attention to this effort, and. the continued hard work. of
your representatives, is appreciated. Please provide both your comments
on.the Guidelines and your “Lessons Learned” to Carl Guidice, Office of
Site Operations (EM-70), (fax: 202-586-0463). If you have any questions
or comments, please call Mr. Guidice at 202-586-9056.

.-/ .

Alvin L. Alm
Assistant Secretary for
Environmental Management

~ Attachments (2) _ .
Draft Guidelines -for EM Fee and Incentives Development, June 19, 1996
Fee.Guidelines Project Progress Report, July 10, 1996
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INFORMAL NOTE

DRAFT GUIDELINES FOR EM FEE
AND INCENTIVES DEVELOPMENT

The EM Corporate Forum, on March 6, 1996, chartered the EM Fee and Incentive Analysis

Team (FIAT) to:

4 Identify and document best fee and incentives practices to promote significantly
improved contractor performance.

v/ Recommend guidelines for EM that may be adopted for local needs.

v/ Support development and implementation of Department-wide contract policy.

Guidelines are primarily intended for use by field/line operating managers/procurement officers
who establish performance expectations and are engaged in fee and incentives determination.

Guidelines: ,
v Are based on and drawn from existing Departmental policy.
v/ Will reflect EM’s expectations for site implementation of Departmental policy.

4 Should provide 4 flexible template for local site implementation.
v/ Do not develop new policy.
The FIAT is composed of:

v EM Headquarters Line Program Offices personnel.

v EM Operations/Field Offices personnel.

v Representatives from:

The Office of Field Management.

The Office of Procurement and Assistance Management.
The Office of Energy Research.

The Office of Defense Programs.

The Contract Reform Project Office.

L 2K 3% 3% %

Guidelines were developed systematically from field and headquarters input by:

v A broad questionnaire distributed complex-wide (April 6, 1996) to collect data on
contracting practices currently in use/under development, including best practices and
lessons learned.

v Successive iterations of drafting by FIAT writing teams and review by the full FIAT with
subsequent presentation and review by the EM Corporate Forum at its July 1996 Chicago
meeting.

v Complex-wide review initiated by Assistant Secretary Alm’s August 25th memorandum
and incorporation of comments into the existing draft.

The current annotated Draft Guidelines reflect Headquarters/Field recommendations based on

complex-wide review:

e A matrix summarizes all recommendations/comments and provides an overview of
disposition.




v
v
4
v

Recommendations/comments are presented in full on the left page. A shaded notation
indicates acceptance. -

The Guidelines text is presented on the right page. Accepted recommendations/
comments are reflected in the text by shading.

A separate section provides broad comments not geared to a spemﬁc textual reference.
A separate section provides candidate Best Practices/Lessons Learned.

The FIAT membership has developed the following Next Steps:

NSNS

Selectng Lessons Learned and Best Practices for development and publication.
Drafting a practical guide to calculating total maximum fee.*

Developing guidelines for dealing with incentives outside the fee pool.
Ascertaining requirements for complex-wide consistency in evaluation of contractor
performance. -

* Awaiting HR 5 Development/Publication of Fee Policy Rule.

Subsequent Follow-On Actions include:

v

Development of mechanisms to implement the Guidelines.

-> Workshops.

-> Training modules.

-> Field visits.

Integration of improvements into the DOE/EM culture through development of
performance-based contracting centers of Excellence in the Field.

Establishment of a repository of performance measures and Lessons Learned which
would be available to all program/project managers.

—— - e e v e,
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Department of Energy
Washington,-DC 20585

oy 25 1008

MEMORANDUM TO: Distribution
. <_-
FROM: Richard H. Hopf
' .Deputy Assistant Secretary for .
Procurement and Assistanice Management

SUBJECT: Impact of Contract Refor on Contract Administration

Over thie last several years, the Department of Energy has taken significant steps to change its

approach to contra’ctidg for the management and operation (M&O) of its weapons production,

scientific;-and engineering facilities. These same concepts are being applied to our environmental

. remediation‘and waste management activities at former M&O sites and facilities. Much of our
activity.to date has focused on developing cohesive pohcres that lrnplement basic changes in.our

' procurement system or on negottatmg and awarding new performance-based management
contracts.

Our efforts have produced some excellent results: However, these “front-end” efforts represent
only the proverbial tip of the iceberg. We face an equal, if not more daunting, challenge in-our
efforts to administer these new instruments. At various times, I have discussed with the -
Department’s contracting community the impact of these changes on our contract administration
activities. These discussions, along with anecdotes you have shared with me; indicate that our
traditional approach to administering these new contract types needs to be examined to assess
how well it serves us and where we may ‘need improvements and new approaches. )

I have asked Ed Slmpson of my staﬂ’ to chair a small team to.examine the current state of contract
administration activities by field procurement organizations to determine the extent to which such
activities efficiently and effectively satisfy our currént and future-needs. In particular, I want the’
team to identify what more needs to be done both from a policy and pract1ca1 perspective and
from an organizational relatlonshlp perspective to ensure our success in adnumstenng these new
contract. vehcles

Your personal support in this endeavor is 1mportant to 1ts success. I ask that you work dlrectly
with Ed and share your experiences, knowledge; and insights into the particular issues
surrounding the administration of M&O contracts and by nominating a knowledgeable senior staff
member to serve as 4 potent1a1 teamn (or subteam) member. Attached is a copy of the  project plan.
Ed will be contacting you in the near future to confirm your commitment to this effort, and to
obtain any comments you may have on the pI‘Q]CCt plan and the name of your nominee. Ed can be
reached via telephone at 202-586-3168 or via e-mail at edward. simpson@hgq.doe. gov 1 greatly
appreciate your support of this project.

Attachmerit

@ Printed with soy ink on recycled paper
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Preliminary Project Plan: The Impact of Contract Reform on

the Administration of Contracts for the Management and
Operation of Department of Energy Sites and Facilities

Issue: The Department of Energy has implemented new contracting policies that have
significantly and fundamentally changed the nature of the Department’s contracts for (1) the
management and operation of its weapons production and scientific and engineering sites and
facilities (“M&O contracts”), and (2) environmental restoration and waste management activities
at former M&O facilities and sites. These new policies necessarily have changed the
Department’s culture, orientation, and practices pertaining to the adnnmstratxon of these
contracts.

As a result of these changes to the Department’s system of admihistering M&O contracts--

o existing acquxsmon policies and contract administration practices may need to be
modified and new policies and practices developed

o organizational structures.and lines of authority and responsibilities between field
procurement organizations and other field components with contract
administration résponsibilities-may have to be re-examinedito improve operational
efficiency and communication, and

o current functional responsibilities, personnel skills and training, and staffing levels
within field procurement organizations may need to be modified.

There is a need to examine the current state of contract administration activities by field
procurement organizations to détermine the extent to which such activities efficiently and
effectively satisfy current and future needs.

QObjectives: The 'objectives of this project are to::

o identify the pohcy and practical changes that have occurred due to the shift-in
contracting approaches for management and operating contracts.

0 identify additional opportunities for i improving the efficiency and effectiveness of .
contract administration in areas such as acquisition policies and processes,
personnel skills, and organizational relationships.

Background:. The Department of Energy has fundamentally changed the nature of its
contracts for the management and operation of its weapons deSIgn and production facilities and
scientific and engmeermg laboratories. While the basic premise of the management and operating
contract generally remains the same - that is, to bring the management expertise of the best
private sector organizations to bear in-the management of the Department”’s sites and facilities -
key assumptions and features of the contractual relationships have changed. Government-wide
and Departmental procurement and management reform initiatives, the changing mission of the




Department in a post-Cold. War world, and increasing fiscal austerity in Government programs
have played together to have a profound affect on the contracting culture of the Department of
Energy.

The manifestation of the convergence of these factors is the adoption, as a matter of both policy
-and practlce of performance-hased contracting methodologles with its focus on results-oriented
performance, measurable performance metrics, and performance incentive mechanisms in M&O
contracts. In addition, the Depaxtment has changed other key features of its traditional M&O
contract, such as: (1) increasing the contractor’s cost and performance risk by changing its
policies governing the allowability of certain costs; (2) imposing new legal standards for
determining a contractor’s liability for fines, penalties, and third party liabilities; (3) mcreasing its
emphasis on outsourcing of functions traditionally reserved for performance by the M&O prime’
contractor; (4) shifting the profit/fee system from an award fee approach to incentives; (5)

. changing the oversight system from a traditional “comphance-based” approach to a value-based
self-assessment approach; (6) revising significantly the methodologies used to impose. contractual
requirements from the Department’s Directives System; and (7) experimenting with new.contract
forms that combiné features of both the DEAR 970-based management and operating contract
and more traditional contract forms available under the Federal Acqu1s1t10n Regulatlon (FAR)

The Department s approach to contract admmlstratlon is characterized by 1rnportant conceptual
and practical considerations associated with the unique M&OQ contracting system and is
necessarily distinct from contract administration activities under more traditional FAR-based
contracts. Although the contracting officer remains the ultimate authority on contractual matters,
broad responsibility for administering M&O contracts is shared between and among
organizational elements within a field organization and between field organizations and their
counterpart Headquarters organizations. In essence, the administration of M&O contracts is
accomplished by what could be considéred a “matrix” approach. “Big tickef” administration
activities, such as audit responsibilities, line of credit administration, personnel appendices issues,
directives application, and award fee determinations, traditionally have not been, pef se, the focus
of the field procurement organization, but have been carried out by line organizations within the
field structure under the cognizance of the Head of the Contracting Activity. The procurement
organization generally is responsible for ensuring that contract terms and conditions are met and
serving as a conduit between the major functjonal aréas and the contractor.

Scope: This Project will include: an examination of the historical basis for contract
administration practices relating to management and operating contracts; an examination of
current contract administration practices; and an assessment of past and current policies. In
conducting the project, particular attention will be given to distinctions ‘between, and changes in,
contract administration practices of performance-based management contracts (replacements for
“traditional” M&O contracts) and so-called management and inteégration contracts which combine
contractual features of a traditional M&O contract, a FAR-based service contract, and
performance-based contracting methodologies.




Approaclh:
L Gather and analyze data and information on roles and responsibilities

A. Identify key organizational elements/roles that support the field procurement
organization’s contract administration responsibilities.

B. Identify how roles/responsibilities may have changed as a direct result of changes
in acquisition policies and contract type (move to performance-based contracting).

C. Identify key personnel issues

L. Types of personnel used
2. Identification of “skill gaps”
3. Type of personnel skills and training needed

I Gather and analyze data and information pertaining to contracting policies and
procedural drivers of contract administration activities

A Define the nature and scope of contract administration responsibilities of field
procurement organizations.

B. Drivers (Policies, Directives, Contract Terms and Conditions).

Work authorizatiou

Fee administration

Property administration

Human resources administration

Financial management

a. Funding

b. Cost Allowability/Reasonableness

c. Subcontract Administration/Sociceconomic Programs

nhwbh =

6. Contract type
7. Audit cognizance
8 Other

C. Identify and compare/contrast key featwes of performance-based management
contract to:

1. “Traditional” (Pre-Contract Reform) M&O Contract; and
2. Environmental Restoration and Waste Management Contracts at Former
M&O Sites and Facilities.




IOL  Prepare Final Report

A Identify key acquisition policies and regulations controlling current contract
administration activities.

B. Identify changes in contract administration resulting from contract reform and
other reform initiatives.

C. . Identify organizatibnal structures, lines of authority, and responsibilities for key
contract administration activities and the relationship to field procurement
organizations.

D. Identify potential areas to improve the effectiveness and efticiency of contract

administration activities in the context of:

1. Changes/additions to existing acquisition policies and practices;

2. New acquisition policies that may be needed

3. Contracting approaches/contract types

4. Organizational relationships

5. Communications 1

6. Personnel skills/training for acquisition workforce-
Participants: Direct and indirect participation by representatives of the following
organizations is apticipated:

o Headquarters Elements
1. Office of Procurement and Assistance Management

A Office of Policy

B. Office of Clearance and Support ‘

C. Office of Contractor Administration and Management
D. .  Office of Contractor Human Resources Management

2. Office of the Assistant General Counsel for Procurement and Financial
Assistance

3. Other Headquarters Offices
Environmental Management
Defense Programs
- Energy Research
- Contract Reform Project Office
Office of Field Management
Office of the Chief Financial Officer

A.
B.
C.
D.
E.
F.

2¢.
>
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Field Elements-(Procurement Organizations)

Albuquerque Operations Office
Chicago Operations Office
Idaho Operations Office
Nevada Operations Office

Oak Ridge Operations Office
Oakland Operations Office
Nevada Operations Office
Richland Operations Office
Savannah River Operations Office
Rocky Flats Field Office:

Ohio Field Office

NonhwN e~

—— \O 00
r‘.o.l

Milestone

Approval of Project Plan

Identify and Coritact Potential Team
Members

Project Initiation Meeting

- Assess Project Plan/Scope

- Determine Best Approaches

- Assign Responsibilities
Information Gathering and Analysis
Preliminary Findings and Conclusions
Prepare Draft Report

Final Report

Projected Completion Date
(Days after approval)

+0 days

+2 days

+4 days

+30 days
+41 days
+53 days

+60 days
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United States Government Department of Energy

Richland Operations Office

memorandum

pate: December 23, 1996
REPLY TO
atth of:  PRO:LE 96-PR0-1035

sussect: RESPONSE TO DRAFT "REPORT ON THE INSPECTION OF THE PERFORMANCE-BASED
INCENTIVE PROGRAM AT THE RICHLAND OPERATIONS OFFICE"

10: John C. Vande Sand, Assistant
Inspector General for Inquiries
Office of Inspections

Thank you for the opportunity to review and comment on the subject draft
report. Your report has provided valuable additional information that we
can use to better improve our incentive fee programs.

We were aware of deficiencies in our FY 1995 Performance-based Incentive
(PBI) program, and had begun to take preliminary steps to address
deficiencies prior to the receipt of your report. Your report has clearly
confirmed some of the same problems we found in earlier reviews of the Tank
Waste Remediation System safety initiatives.

Based on our review of your draft report, the cumulative amount of
incentive fees that have been questioned is seven percent of the total fee
available to the contractor. We plan to review FY 1995 and FY 1996
incentives and work aggressively to recover incentive fees that were
inappropriately paid.

BACKGROUND

Changing old ways of doing business at Hanford has been a difficult process
that required a continuous improvement approach. DOE recognized that a
negotiated contract extension in 1995 with the Westinghouse Hanford Company
was an interim step; full competition of the management contract and
privatization of the Tank Waste Remediation System are examples of the
steps we have taken to improve contractor accountability and performance.
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Performance-based incentives were an essential part of the negotiated
contract extension with the Westinghouse Hanford Company. A fundamental
change in contracting methodology was initiated to correct:

J poor performance on environment, safety, and health (ES&H) activities;

. unacceptable performance in meeting regulatory and project
commitments;

. pervasive business-as-usual thinking; and

. lack of effectiveness in using an award fee to motivate improved
contractor performance. ‘

Our basic approach for the performance-based incentives was to define
specific, measurable objectives; place performance risk on the contractor
and apply upward and downward adjustments to the fee based on actual
performance. A new fee structure was established in the contract
extension, reducing base fees by one-half, reducing available award fees,
and placing all fees (except reduced base fee) at risk for unacceptable
performance.

Even though problems were experienced with some of the FY 1995 Performance-
based incentives, significant contractor performance improvements were
realized during FY 1995, including:

. improved performance on ES&H éctivities; demonstrated by the downward
trend in accident severity rates, a key measure of improved safety;

. improved performance and productivity in meetiné regulatory and
project commitments, evidenced by our ability to exceed original scope
objectives during a period of major budget shortfalls;

. re-engineered processes, with a cost reduction initiative resulting in
more than $300M of savings (validated by Arthur Andersen); and

o improved overall contractor performance.
RESPONSE TO DRAFT REPORT

Prior to receipt of your report, we were aware of deficiencies in our .-
FY 1995 PBI program. Our efforts at establishing and administering PBIs
were hampered by Timited guidance and lessons-learned. We have applied
lessons-learned in the development of current incentive fee programs, plan
to review FY 1995 and FY 1996 Performance-based incentives, identify
problems, perform root cause analysis, develop procedures and provide
necessary training for future incentive fee programs.

TR LTSRN o v e
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Specific comments on the draft report are included as an enclosure to this
memorandum. The following are our responses to the report's
recommendations:

Recommendations 1,4,5,10,11,14,15,17,19: RL will develop procedures,
guidelines, and additional training for the initiation, administration, and
payment of new and current performance incentives. The procedures,
guidelines, and training will incorporate the views and recommendations
expressed in this report and incorporate lessons-learned from the previous
incentive fee programs, other RL reviews, and the upcoming recommendations
of the Fee Incentives and Analysis Team. Prior to development of
Performance Agreements for the FY 1997 fee incentives in the Project
Hanford Management Contract (PHMC), training was delivered on incentive fee
development. Procedures, guidelines and necessary training will be
completed to support negotiation of the PHMC FY 1998 performance
expectations.

Recommendation 2: The Contracting Officer has been directed to review PBIs
95-011(c), 95-026, and 95-027 to determine the extent to which fee recovery
is warranted and the contractual basis to accomplish recovery. DOE has
taken action, and the contractor has agreed, to-the return of previously
paid fees on PBI 95-011(d).

Recommendation 3: The Contracting Officer has been directed to review PBIs
95-028 and 95-029 to determine the extent to which fee recovery is
warranted and the contractual basis to accomplish recovery.

Recommendation 6: The Contracting Officer has been directed to take
actions to review and recover, if appropriate, the previously paid fees for
PBIs 95-011(c), 95-011(d), and 95-018. DOE has taken action, and the
contractor has agreed, to the return of previously paid fees on PBI 95-
011(d).

Recommendation 7: The Contracting Officer has been directed to take

actions to review and assess, if appropriate, the penalty provisions of
PBIs 95-011(c), 95-011(d), and 95-018. DOE has assessed, and the
contractor has agreed, to the $225,000 penalty associated with PBI 95-
011(d).

Recommendation 8: The RL Chief Financial Officer (CFO) will evaluate the
options for collecting interest from the contractor on the PBI fees that
were inappropriately paid for incomplete wark.

Recommendation 9: RL will initiate actions to review the FY 1995 and
FY 1996 PBIs and perform a root cause analysis.

Recommendation 12: The Contracting Officer has been directed to thoroughly

‘review the circumstances surrounding the modification to PBI 95-017-M1 to

determine if the incentive fee payment of $843,000 was appropriate.
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Recommendation 13: RL will complete a safety review of other compressor
upgrades performed under PBI 95-011(d) to determine if quality and safety
problems exist which are similar to those identified for the 241-A-701 Air
Compressor Upgrade.

Recommendation 16: RL will take actions during its review of the FY 1995
and FY 1996 PBIs to ensure that future incentive fee documentation contains
an audit trail detailing the level of management review and the
authorization of incentive fee amounts.

Recommendation 18: The Assistant Secretary for Environmental Management
will provide a response to Recommendation 18.

As previously mentioned, the attached enclosure contains specific comments
regarding the contents and conclusions in your report. If you have any
questions regarding this response, please contact me or Leif Erickson,
Director, Procurement Services Division, on (509) 376-7272.

ohn D. Wagoner
Manager

...




ENCLOSURE

RL Comments on Initial Draft Report on the Inspection of the Performance-
based Program at the Richland Operations Office

We feel the report identifies serious deficiencies in part of our FY 1995
Performance-based incentive program that warrant management action. Your
report is informative, confirms many problem areas we had previously
identified, and provides additional emphasis to improve our incentive fee
programs. _

However, we did note some needed changes. We feel that your report needs
additional clarification in some areas and request you consider including
the following general and page specific suggestions and comments in your
draft final report.

Suggested Additions for Clarification

. A description of the scope of your review so we could have a better
understanding of your findings in the context of the entire PBI
program. '

n An overall description of the entire FY 1995 fee structure and the
reductions in the base fee that were made to implement the new
performance-based contract. In that regard, the total questioned
costs in your report were 7 percent of the total available fees.

= The draft report's comparison of the prior years award fee payments
with the FY 1995 PBI payments does not include an assessment of the
contractor's overall performance during the period covered by the
PBIs. During that period the contractor initiated numerous management
changes and re-engineering initiatives and was able to improve both
safety and efficiency as a result of RL direction and the fee
incentives. This improved performance would have substantially
increased the contractor's award fees had we retained the prior years
award fee structure.

. Recognition that the contractor's agreement to the Milestone
Description Dates (MDS) were not met in all cases with successful
product delivery by the milestone dates. In fact, the contractor's
ability to meet critical dates in the past had been less than
satisfactory and their inability to deliver quality and timely
products as agreed in the MYPP was one of the primary reasons for
converting from a subjective to a performance-based contract. In
addition, since the PBI fee pool amounts were offsets from the base
and award fee pools, PBI payments were not in addition to award fees
th$ contractor may have earned for successful completion of MYPP
milestones.

" An acknowledgment that prior to your report, RL's Tank Waste
Remediation System (TWRS) Tank Operations Division initiated a June

i




Page

1996 review of the TWRS PBIs at the RL Manager’s direction as a part
of their 701-A assessment. That review evaluated all the safety
initiatives assigned to TWRS and additional findings were discovered.
As a'result, TWRS requested the responsible RL division review the
overall management processes that needed to be developed for effective
PBI administration and provided the results of the review to your
inspection team with an overall' assessment of the root cause analysis.

Specific Comments.

The Page 2 summary does not acknowledge that DOE officials in the THRS
program initiated a review of the FY 1995 safety performance
objectives in June 1996 at the RL Manager's direction as a result of
an off normal event that could have resulted in a serious injury or a
fatality. Of the nine TWRS performance objectives covered in your
report, five were previously reviewed by TWRS. TWRS had completed
three separate assessments, e.g., 701-A Assessment (PBI 95-011(d)),
Safety Initiative Assessment (PBIs 95-011 (a-h)), and assessment of
PBIs 95-011(c), 95-015, 95-018, 95-032-R2.. The THWRS review was
compieted on September 24, 1996, and TWRS recommended to RL
Procurement on September 26, 1996, that WHC reimburse $910,870 in fees
and $950,000 in penalties. Your report appears to include many of the
TWRS's reports finding, conclusions, and recommendations and the
source of those findings should be acknowledged in your report.

The page 3, second paragraph, phrase "six of the seven alarm panels
were completed prior to the PBI being established" should be "two of
the seven alarm panels were completed prior to the PBI being
established." This is documented in the TWRS's September 24, 1996,
Report and the revision needs to be made throughout your report. We
concur that some of the actions in the PBI safety initiatives had
already been completed when the PBI was developed, however, the
contractor did not receive any additional fees for the already
completed work. The PBIs were written to include completed work so
that the PBI Tanguage would be consistent with the Secretarial Safety
Initiatives.

The page 13, first paragraph, states that there is no evidence that
factors such as the significance of the work, the impacts that the
work has on other operations, the level of difficulty in accomplishing
the work, or the risk to the contractor, were considered when the PBI
amount was established for PBI 95-011(g).

However, PBI 95-011(g) was one of eight PBI 95-011 performance
objectives selected to complete TWRS Secretarial Safety Initiatives.
It had been determined that when tank 101-SY, and to a lesser extent
103-SY, periodically vented flammable concentrations of gases, the
exhauster presented a serious safety risk. The carbon-steel fan,
could, under a variety of failure modes (e.g., blade separation,
bearing failure, etc.), strike the housing and create sparks. This
sparking could serve as the initiator of a deflagration or explosion
if it took place during a gas venting event. The deflagration could
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propagate backwards into the tank with extremely serious consequences.
As a result, the replacement of this fan with one which would control
this potential spark source was identified, early in the flammable gas
efforts, as a key improvement to the Hanford Safety posture.

The FY 1995 total cost to complete replacement of the ventilation fan
was $24,811. The replacement of the ventilation fan was part of a
three-year workscope which was originally estimated to cost $654,000.
This initiative was selected for an incentive fee because of the
overall importance of the entire scope of work. An objective cost
basis methodology to determine the incentive fee was not available and
the fee of $225,000 was calculated by dividing the $1,800,000 fee
available for PBI 95-011 by the eight selected performance objectives.

The page 15, first paragraph and other occurrences, the acronym for
Tank Waste Remediation System should be "TWRS" rather than "TRWS."

The page 16 title, "Shutdown of Fast Flux Test Facility (FFIF),"
should be "Shutdown of Fast Flux Test Facility Group 1 Systems." The
following comments apply to this section;

The designation of systems as Groups was established early in calendar
year 1994 when the FFTF Shutdown Project Plan was initially developed.
The individual systems were grouped into 12 distinct Groups based upon
their need to be operational as major shutdown activities were
completed. RL staff knew that a few of the Group 1 systems had
already been shut down prior to establishing the PBI; however, the
Group 1 designation was used for convenience in developing the PBI, as
opposed to specifically listing each of the 18 individual systems.

The objective of the PBI was to deliver an integrated system. While
three of twenty-one of the individual systems were known to be
complete at the time the PBI was developed, delivery of the complete
integrated system was the incentivized outcome.

Another area of report clarification is that the work scope involved
in the “"Complete the shutdown of Group 1 systems" PBI had been
identified and agreed upon between WHC/FFTF and RL staff as
significant work scope and a candidate for a PBI prior to

October 1, 1994. However, there were extensive negotiations between
RL and WHC until the January 27, 1995, version of the PBI that was
approved.

(a) We recommend replacing paragraph 1 as follows: Completing the
shutdown of the Fast Flux Test Facility (FFTF) Group 1 systems were a

planned activity in the RL approved FY 1995 Advanced Reactors
Transition Multi-year Program Plan. In October 1994, the planned
activity for completing the shutdown of Group 1 systems was submitted
to RL by Westinghouse Hanford Company (WHC) as a potential candidate
for FY 1995 Performance-based Initiatives (PBI). Over the next three
months, negotiations on the PBI took place at various levels in both
WHC and RL. -Finally, on January 27, 1995, the PBI (95-026) was
formally approved.
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The PBI stated that the contractor would receive up to $300,000 for
achieving the goals of "greater than 50 percent of the Group 1 systems
are shut down prior to April 1, 1995, and all the Group 1 systems are
shut down prior to August 10, 1995." This-had the effect of
establishing two performance objectives for the FFTF shutdown, with
the former being directly tied to the latter."

(b) We recommend replacing paragraph 2 as follows: "A review of WHC
FFTF shutdown related documentation indicated that many of these

system shutdown actions were complete between the time the PBI was
introduced to RL and the time it was formally approved. We found that
seven of the eleven tasks required to be completed to qualify WHC for
payment of the PBI fee by meeting the first performance objective were
completed prior to the PBI being formally approved. The other four
tasks were completed on February 22, 1995, within 26 -days of the PBI
being approved."

(c) We recommend replacing paragraph 5, first sentence, as follows:
Attached to the May 23, 1995, WHC letter was a "validation statement’

provided by the RL facility representative assigned to the FFTF
showing the 21 Group 1 systems and the dates when these systems were
shut down in accordance with appropriate work documents.

(d) We recommend deleting paragraph 6, since this paragraph is
redundant.

The report states on page 19 that work on PBI 95-027 was initiated
prior to the formal implementation of the PBI program at Richland on
January 27, 1995. However, the purpose of this PBI was to sustain the
capability to meet/beat the 45-day turnaround times for safety
screening analyses consistently over the entire FY 1995 period. The
45-day turnaround was essential to establish the basis for safe
storage of Hanford tank waste. The contractor did achieve a
turnaround time of less than 45 days for four separate safety
screening analyses by December 1994, however, the PBI was not
completed and the incentive fee was not approved until the end of

FY 1995 to ensure that the turnaround time was maintained throughout
the entire fiscal year.

The importance of this PBI was the need for the 222-S analytical
Taboratory to deal with an increasing TWRS analytical workload, while
maintaining quick turnaround times on the data being utilized to
-determine the safety status of individual tanks.

The report states on page 20 that contract negotiations were concluded
and the PBI program was officially approved on January 27, 1995, and
the PBI 95-029 was declared complete on January 31, 1995. However,
the importance of the LABCORE LIMS Release 2.0 to the success of the
Analytical Services Program (ASP) was recognized well before that
date. Identification of the LIMS as an important milestone began in
August 1994 with the early planning for the FY 1995 Multi-Year Program
Plan (MYPP). This activity was considered high priority and work
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11.
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began on October 1, 1994. Without the FY 1995 LABCORE LIMS upgrades,
the 222-S could not have doubled its production from FY 1994 to FY
1995 and again doubled production in FY 1996.

The page 25, first paragraph acronym from Milestone Description Sheet
should be changed from "MSDS" to "MDS." This revision should be made
throughout the report.

The page 26, second paragraph, statement "upgrade was not functionally
tested or accepted by operation until 11/22/95," should be changed to
"upgrade was not functionally tested or accepted by operation until
7/14/95, and continues to have functional problems."

There js an error on Page 27, fourth paragraph, regarding an
unannounced inspection at 2:30 a.m. The inspection was not at the
701-A facility but at C-106 to monitor the Contractor's activities on
the W-320 project to determine whether they were aggressively working
to meet the PBI date.

The rationale to incentivize the High Level Waste Melter Assessment
described on page 34 was to ensure delivery of a critical report that
would be used as the information basis to make critical, multi-billion
dollar decisions for the tank waste disposal program. This assessment
report was an appropriate candidate for a PBI because it was extremely
important to the TWRS program to provide documentation on the melter
assessment process; a recommendation and basis; definition of a path
forward for high-level waste melter development and testing; and cost,
schedule and technical requirements. Due to the critical nature of
the report, RL determined that a delivery date of February 15, 1995,
was desired, and an incentive fee of $200,000 was appropriate. The
delivery date was in advance of the milestone description sheet
completion date of February 28, 1995.

The difference between the desired February 15, 1995, delivery date
and the satisfactory performance (no incentive fee) delivery date of
March 24, 1995, was a result of standardizing the FY 1995 PBI format
and establishing a midpoint date with incentives and disincentives
based on a 38-day range around the midpoint. The contractor submitted
the product on February 9, 1995. RL independently determined that the
product fully met the acceptance criteria in the PBI, and met delivery
requirements for the full incentive fee.

The Page 35 section following "Contractor Received $250,000 in PBI
Fees for Work that was Completed within Two Days," should be revised
to properly characterize the relationship between the PBI work scope
determination, final PBI approval, and completion of work.

New PBIs were drafted in August 1995 to replace other PBIs that had
been canceled. However, those new PBIs were drafted by RL and agreed
to by the contractor in early August even though the renegotiations
were not formally completed until August 28, 1995. It should be noted
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that the overall fee was also reduced from $500,000 for the canceled
PBIs to a total of $250,000 for the three new items.

We feel your page 39 conclusion that PBI 95-017-M1 was inappropriately
modified to make it easier for the contractor to achieve the fee is
based on incomplete information. The rationale to incentivize the
characterization reports was to provide critical information to
establish a basis for safe storage, retrieval, treatment, and disposal
of Hanford Tank Waste. The contractor approached RL for a more
rigorous definition of what constitutes an “acceptable" (with respect
to this PBI) tank characterization report (TCR) in the June 1995 time
frame.

By mid-July 1995, the contractor and RL had verbal agreement on the
general form of the modified PBI. Due to review cycle time, the PBI
was submitted to the contractor on September 1, 1995 and was signed
by September 15, 1995.

The modification did not reduce the requirements of the original PBI,
it rigorously defined and quantified the original. The original PBI
stated "each report will integrate historical and new samples
information for each tank." To rigorously define "new samples
information," RL TWRS staff noted that the characterization cycle
(from sampling to reporting) requires six to twelve months, depending
on sample type; that samples are required after May of 1989 to meet
TPA requirements; and that most of the expected TCRs were based on at
least one sample that was less than two years old. It was therefore
decided that any post 5/89 samples would meet the intent of the PBI.
The report's statement "10 of the 30 TCRs may be based on tank waste
samples collected on or after May 1, 1989" is misleading as it omits
the last phrase of this sentence, "on Watch List Tanks." The
criterion did NOT allow inclusion of old samples, but incentivized the
contractor to base at Teast 33% of the TCRs on Watch List Tanks.

The original PBI required the contractor to "complete characterization
of 30 tanks consistent with DNFSB 93-5 by providing 30 acceptable
TCRs." To rigorously define "consistent with DNFSB," RL TWRS staff
noted that DNFSB 93-5 placed emphasis on applying safety-related data
quality objectives (DQO) to Watch List Tanks. It was therefore
decided that at least one-third of the TCRs should be on Watch List
Tanks (at that time, 31% of the tanks were on watch lists). It was
also decided that the safety screening DQO should be applied to each
tank on which a TCR was based in order to collect the full fee.

The modified PBI also increased in scope. The modified PBI clearly
defines acceptable deliverables, whereas the original did not. The
modified PBI also clearly defines how partial credit was assigned for
TCRs that only partially met performance criteria. The original PBI
only required the contractor to submit TCRs by August 9, 1995; the
modified PBI also required that the safety screening DQO be applied to
all TCRs, and required that at Teast one-third of the TCRs be based on
Watch List Tanks.
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EFG (07-90)

United States Government Department of Energy

memorandum

DATE:  February 19, 1997

REPLY TO
ATTN OF:

EM-16
SUBJECT: < s :
Official Draft Report on the Inspection of the Performance
Based Incentive Program at the Richland Operations Office

7o Deputy Inspector General for Inspections, 1G-40

Thank you for the opportunity to review the Draft Report on
Inspection of the Performance Based Incentive Program at the
Richland Operations Office.

In my response to the Initial Draft Report, I restricted my
comments to the specific recommendation for the Office of
Environmental Management concerning the Fee Incentive and
Analysis Team (FIAT) Guidelines. After further review,
however, I am concerned that other areas of the Report may be
subject to misinterpretation without further clarification. I
have highlighted these areas of concern in an attachment to
this memorandum.

As indicated in my response to the Initial Draft Report, I
remain committed to prompt implementation of Recommendation 18
and an aggressive schedule for issuance of the “Draft
Guidelines for EM Fee and Incentives Development.” I believe
that the comprehensive review of the Guidelines performed by
the Office of the Inspector General will materially improve
the effectiveness of the document. I will provide you with a
copy of the revised draft Guidelines, after they have been
circulated for review and comments.

Office of Environmental Management Headquarters staff have
been extensively involved in the Richland Contract Incentive
Review Team. Lessons learned from the Richland review that
have broad-based application will be used to improve
performance-based contracting Department-wide.

If you or your staff have questions regarding this response,
please contact me at (202) 586-7710 or Barry Clark, of my

staff, at (202) 586-1665.

Alvin L. Alm
Assistant Secretary for
Environmental Management

Attachment

“(),S,GOVERNHENT PRINTING OFFICE:1990-278-541




Attachment

Office of Environmental Management Comments
on the Official Draft Report
on the
Inspection of the Performance Based Incentive Program
at the Richland Operations Office

This attachment contains excerpts from the draft report, which
are underscored, followed by DOE's response.

1. Page 7

According to the Westinghouse Hanford Company Acting -

Manager for Contracts Administration, WHC assisted in

establishing the PBI process at Richland Operations
Office due to dissatisfaction with flaws in the award fee

process. Specifically, the WHC Acting Manager for

Contracts Administration said the past award fee process
was very subjective, and had unfairly denied WHC award

fees they had earned, due, in part, to DOE Headquarters
intervention in downgrading scores so that reduced award
fees were earned by WHC.

DOE’s position is that WHC was not unfairly denied award fee
they had earned. Award fee earnings are determined by the
Government based on a comprehensive evaluation of the
contractor’s accomplishments and deficiencies in specified
performance areas. Fifty-one percent of the potential fee was
historically allocated to environment, safety and health.
Systemic safety problems leading to fatalities at the site in
1992 and 1993 significantly affected the award fee earned.

All fee determinations were made in accordance with
established procedures and contractual provisions.

A record note containing the information provided above or a
statement clearly indicating that the WHC Acting Manager for
Contracts is expressing an opinion that is not necessarily
supported by the facts should be inserted into the Report.

2. Page 9

In an interview, the Richland Operations Office Deputy

Manager said that the Richland Operations Office PBI
program was developed to support the Department of
Enerqy’s contract reform initiatives. He said that DOE
Headquarters officials asked for input from Richland in
the form of a proposal with measurable parameters for
work accomplishment as part of the M&0O contract. He said

that each (emphasis added) of the PBI's submitted to DOE

Headquarters was reviewed by the Office of the Assistant
Secretary for Environmental Management.




Page 63

... However, the DOE Headquarter's review of individual

FY 1995 PBI's was of a general nature. The information

received by DOE Headquarters on individual FY 1995 PBI’'s
did not include data that would have allowed DOE

Headquarters to identify the types of weaknesses
discussed.in this report, such as documentation on the
cost of PBI projects compared with proposed incentive
fees or .documentation showing that proposed PBI work was
already complete.

The oplnlon of the Deputy Manager summarized above is
inconsistent with the Inspector General’'s conclusion on page
63, which states that the DOE Headquarter's review of
individual FY 1995 PBI's was of a general nature.

We request that the inconsistency be corrected by eliminating
the last sentence in the statement on page 9 above or by
eliminating the word “each” to convey a general review of the
incentives by Headquarters.

3. Page 10

The Deputy Manager said that beginning in the summer of
1994, Richland established a team to implement the PBI
program at Richland, with a goal of having the program in
place by October 1, 1994. The Deputy Manager said it was
recognized by September 1994 that the team had reached an
impasse, and that DOE Headgquarters had returned the first
round of 13 draft PBI's from Richland as being
insufficient for a contract incentive program effort.

The Deputy Manager also said that Headquarters officials
indicated to Richland management that the PBI pool should
be increased along with the number of PBI's, and required
that the PBI program be in place at Richland by December
1994. ,

. Page 63

As indicated in the BACKGROUND section of this report,

DOE Headquarters directed Richland to incorporate

performance-based incentives into the WHC contract
extension, and we were told that DOE Headguarters was

sent drafts of 13 FY 1995 PBI's prior to establishment of

the PBI program at Richland. DOE Headquarters directed
changes to the Richland PBI program, requiring that the

dollar size of the Richland performance-based incentive
program be raised and that the number of individual
performance-based incentives be increased.

This language should be clarified to indicate that the
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guidance to Richland was to allocate more of the available
fee pool dollars to objectively measured performance-based
incentives, and to reduce the amount in the subjective award
fee portion of the fee pool. The direction was to
redistribute the fee pool, not to increase the total dollar
amount available. This guidance is consistent with
performance-based management contracting principles which
dictate “pay-for-performance” and transfer of performance risk
to the contractor through allocation of a higher proportion of
the fee pool to objective, results oriented performance
incentives.

4, Page 10
The Deputy Manager said that, after receiving DOE

Headquarters input regarding modifving the existing M&O
contract with the Westinghouse Hanford Companv, WHC

balked at the proposed contractual terms which included
PBI provisions. The Post Negotiation Summary for the
contract modification indicates that WHC was concerned
about, among other things, the ratio of performance
incentives to the award fee pool included in the proposed
cdontract. In January 1995, following a meeting between

DOE Headquarters officials, Richland officials, and

Westinghouse Corporate officials, a DOE official gave a
deadline of 5:00 P.M. on January 25, 1995, as the time

and date that the contract modification would be signed
or the process of competing for the site Management and
Operating contract would begin.

Given the Secretary's July 5, 1994, Decision Memorandum
announcing an extension of the WHC contract conditioned on
“the full range of applicable contract reform provisions"
being incorporated into the contract by October 1994, a
negotiating deadline was necessary to determine whether an
immediate competition would be required.

5. Page 56

... [Tlhe Richland Operations Office Deputy Manager said
... the Richland PBI's were developed to support the
Contract Reform Initiatives, and that most of the
quidance he received from DOE Headquarters was in the
form of verbal philosophy. The former Richland
Operations Officer said that DOE Richland had never
received any written quidance with regard to how the

pexformance-based incentive program should be

administered. He also said that the Richland PBI Program
began in the Summer of 1994 as part of the Contract
Reform Initiatives, and that the motivation to establish
the PBI Program at Richland was initiated at DOE
Headgquarters to implement the Contract Reform
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Acquisition Letter, or other written instruction provided by

DOE Headquarters that served as gquidance for establishing
the performance-based incentive program at Richland.

Page 64

The Richland PBI program was implemented in a three month
period and operated without any written policy or procedural
guidance issued by the Department’'s Headquarters oxr the

Richland Operations Office.

The guidance on performance-based contracting cannot accurately
be described as “verbal philosophy.” 1In addition to oral
discussions and verbal guidance, many written documents were
developed and made readily available, including the following:

A government-wide polic? letter on performance-based service
contracting (Office of Federal Procurement Policy Letter 91-2)
had been on the books since 1991.

The Contract Reform Team Report, published in February 1994,
outlined the Department’s change from the traditional management
and operating contract construct to performance-based management
contracting. Appendices I, J, K all contained performance
criteria that were relevant to development of performance
incentives at Richland.

In addition, the Office of Environmental Management on May 26,
May 27, and June 22, 1994, circulated documents including
examples of performance measures and criteria and “General
Guidelines for Developing Contract Performance Criteria.”

We request that a record note be added to reflect that
Headquarters provided written guidance to all field sites in FY
1994 that were designed to aid in the development of performance-
based incentives.

P
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Thank you for the opportunity to review and comment on the revised draft
report. Since our December 23, 1996, response to the initial draft report,
we have initiated actions to implement your recommendations and resolve
concerns about DOE Richland Operations Office's (RL) performance based
incentives (PBIs). Westinghouse Hanford Company (WHC) was directed on
January 17, 1997, to reimburse $410,870 for the fee paid to WHC in error
and the penalty due to RL for PBI 95-011(d). In addition, a Contract
Incentive Review Team, co-chaired by the Directors of the Procurement and
Contract Finance and Review Divisions, was established to review each of
WHC's FY 1995 and FY 1996 PBIs.

The purpose of the Contract Incentive Review is to: 1) ensure that each
contract incentive was adequately and appropriately validated and
documented, 2) assemble the information necessary to close out the WHC
contract, and 3) apply lessons learned from the experience with WHC
contract incentives to the RL fee administration process. This review
is scheduled to be completed by February 28, 1997.

RL Comments on Draft Report

The revised draft generally incorporates the comments from our

December 23, 1996, response. However, the report's presentation of

most of our comments is disappointing. Our comments, as stated on pages
17, 29, 48, 49, and 50 are so difficult to read and follow that it weakens
the reader's ability to understand management's rationale for the actions
that were taken. Please present all of our comments in the same manner as
that used on page 13.

Our comments regarding the report's recommendations have not changed since
our previous response. However, we currently are not in full agreement
with all of the findings and conclusions regarding the specific PBIs cited
in the draft report and will be better able to respond to those findings
and conclusions after the Contract Incentive Review is completed. We have
the following additional comments to the revised report:

Richland Operations Office
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1. Page 6 of the report now includes an overall description of the entire
FY 1995 fee structure and the reductions in the base fee that were made
to implement the new performance based contract. However, it still
does not acknowledge that the questioned FY 1995 PBI amounts are only
half of the $6.0 million reduction in base fee and only 7 percent of
the total available fee. We feel the reduction in base fee is an
important issue when evaluating the inefficiencies and lessons learned
from the initial year of the PBI program, and that the contractor’s
total base plus earned PBI fees were probably comparable to what they
would have earned under the previous base plus award fee arrangement.

2. The Manager’s comments on page 13 should be expanded to include some
of the significant contractor performance improvements that were
accomplished during FY 1995. This included a 67 percent reduction
in accident severity rates and completion of 94 percent of the
enforceable regulatory milestones on or ahead of schedule. We also
realized $300 million of savings from cost reduction initiatives and
re-engineered processes and were able to exceed original workscope
objectives by $120 million while having a budget shortfall of $170
million.

3. The'report’s comparison of prior years’ award fee payments with the
FY 1995 PBI payments on page 14 appears to be a misleading comparison
of the costs for the work covered by PBIs to the total contract cost.
The $162 million cost for the PBIs does not include any costs for six
safety PBIs that are crosscutting across the entire contract scope, and
the report does not acknowledge that RL continued to have an award fee
program concurrent with the PBI program. It should also be noted that
the award fees were not evenly applied to the total contract in FY 1995
and prior years and a majority of the award fees were often applied to
only a portion of the total contract scope. The use of PBIs did not
significantly decrease the scope of work that would have to be
performed in order for the contractor to earn fee.

4. The RL response on the last paragraph of page 17 should include the
statement from our previous response that the replacement of the
ventilation fan was part of a three-year workscope which was
originally estimated to cost $654,000.

5. The comments on page 18 regarding the FY 1995 cost to complete PBI
95-024, "PUREX - Transfer of D5/E6 Solution" are generally accurate.
However, the report should also acknowledge the cost benefit of
completing this activity and that the activity was a significant
contributing factor to accelerating the overall project schedule.
PUREX had been costing between $100,000 and $200,000 a day in
surveillance and maintenance costs. We were able to accelerate the
project by 10 months and save over $37 million by incentivizing the
critical path activities. ’
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6. On page 19, second paragraph, second sentence, the phrase "six
of the seven alarm panels were completed prior to the PBI being
established" should be changed to "the upgrade requirements for
six of the seven alarm panels were completed prior to the PBI being
established" in order to clarify the status of the alarm panels when
the PBI was established. The Tank Waste Remediation System's (TWRS)
September 24, 1996, report documents that only two alarm panel upgrades
had actually been initiated and field verified at the time the PBI was
established. Two alarm panel upgrades were "field work complete" but
not verified and upgrades had not been initiated on two other alarm
panels because they did not have specific deficiencies. This
clarification should be made throughout the report.

7. The first paragraph on page 28 states that the effective date of
Contract Modification M-111 was January 25, 1995, and there was no
provision for retroactivity. These statements are incorrect. The
effective date for M-111 was actually October 1, 1994, as set forth
in Box 3 of the Standard Form 30 amendment sheet.

8. The report currently does not acknowledge that despite the challenges
in achieving the TPA milestone, TPA M-44-08 was accomplished. We
suggest the Manager's comments starting on the third paragraph of
page 49 should include the statement "As a result of TWRS' effort,
TPA milestone M-44-08, Issue 30 TCRs by September 30, 1995, was
successfully completed."

Overall, the report provides valuable additional information that we can
use to better improve our future incentive fee programs. We should be

able to provide more specific comments regarding the specific PBIs and the
report's recommendations-after we have completed our Contract Incentives
Review. We currently are provisionally retaining $2.1 million of the
contractor's unresolved earned incentives for FY 1996 and will aggressively
pursue the recovery of FY 1995 and FY 1996 fees where it is appropriate.

If you have any questions regarding this response, please contact me or
your staff may contact Leif Erickson, Director, Procurement Services

Division, on (509) 376-7271.
%ﬁ /(%W‘/

John D. Wagone
Manager

A
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CUSTOMER RESPONSE FORM

The Office of Inspector General has a continuing interest in improving the usefulness of its
products. We wish to make our reports as responsive as possible to our customers
requirements, and therefore ask that you consider sharing your thoughts with us. On the
back of this form, you may suggest improvements to enhance the effectiveness of future
reports. Please include answers to the following questions if they are applicable to you:

. What additional background information about the selection. scheduling, scope, or
procedures of the audit or inspection would have been helpful to the reader in
understanding this report?

2. What additional information related to findings and recommendations could have
been included in this report to assist management in implementing corrective
actions?

3. What format, stylistic, or organizational changes might have made this report’s
overall message more clear to the reader?

4.  What additional actions could the Office of Inspector General have taken on the
issues discussed in this report which would have been helpful?

Please include your name and telephone number so that we may contact you should we
have any questions about your comments.

Name Date

Telephone Organization

When you have completed this form, you may telefax it to the Office of Inspector General
at (202) 586-0948, or you.may mail it to:

Office of Inspector General (IG-1)
Department of Energy
Washington, DC 20585

Attn: Customer Relations

If you wish to discuss this report or your comments with a staff member of the Office of
Inspector General, please contact Wilma Slaughter on (202) 586-1924.




