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Contracting Out at HUD

Issue:  HUD estimates that it contracts out more than $1 billion per year and receives the equivalent of 4,200 FTE from these contracts.  Less than $100,000 of these contracts included a cost-benefit analysis.  The agency is under increased pressure from the Office of Management and budget (OMB) to subject future agency work to A-76 cost reviews, but is not requiring the agency to subject work currently done by contractors to A-76 cost reviews.  Furthermore, the agency lacks expertise to conduct A-76 studies – hiring contractors to conduct the process.  This can result in a conflict of interest (contractors with industry expertise writing statements of work for other contractors with industry expertise to bid upon).  

One notable A-76 review resulted in an in-house bid to administer Non-Section 8 Contracts and those properties with HUD Use Agreements.  The plan (the MEO) includes provisions to transfer almost all responsibility for oversight of more than 4,000 developments to GS-7 and GS-9 employees, working independently and without co-worker contact.  Although keeping the work in-house, the plan puts these HUD programs (Section 202/811, Section 236, Section 221 BMIR, etc.) at risk.  The status of this A-76 remains unclear.

Proposed Action:  Prevent OMB from mandating A-76 reviews.  Require that HUD subject current contracts, including the Section 8 Contract Administrators, to A-76 review.  Alternatively, require a pilot project to compare cost and quality of performing this work in-house versus continued use of contractors.  Prohibit HUD from expending any funds, including Section 8 funds, to implement the Non-Section 8 Contract Administration MEO or any proposal that contracts out Non-Section 8 Contract Administration.  Before any implementation of the MEO, Congress should further require a GAO study of the MEO to determine its feasibility and make recommendations for change.

Background:  In its draft Strategic Human Capital Management Plan for FY 2003-FY 2008, HUD estimated that its contracting equaled “4200 work years of effort annually” (at page 15).  Reviews of HUD contracts during the Clinton Administration revealed $1 billion in contracts.  Since then, the agency has increased contracting out.  Most notably, since 2000, the agency has outsourced Project-Based Section 8 Contract Administration (PBCAs).  For FY’08, HUD is seeking authority to expend $286.2 million for PBCAs from the Section 8 budget line item.  Less than $100,000 of HUD contracts were made subject to an A-76 cost-benefit analysis.


Although former OMB Director of the Office of Federal Procurement Policy Angela Styles testified before Congress that HUD was a good candidate for contracting-in studies, no such studies have ever been conducted.  Rather, OMB continues to pressure HUD to contract-out work.  The consolidated justification for HUD’s Salaries and Expenses includes a proposed $9.1 million dollar increase in Other Services.  This will be used to support outsourcing of “new statutory requirements for which HUD has insufficient staff” (no A-76 review is required for this sort of contracting) and “A-76 Competitive Sourcing activity” (at I-6).  Congress should prohibit OMB from mandating competitive sourcing activity.


Moreover, the Senate Appropriations Committee report on HUD’s FY’05 budget urged the Department to reconsider the PBCA Contractors and to conduct an appropriate cost-benefit analysis.  Internal agency cost-benefit analyses of the PBCA Contractors indicates that this work could be done for far less money if HUD staff were hired.  (See “After the Pact,” Government Executive, June 2003, page 65.)  HUD’s Inspector General has challenged the agency’s estimate as inflated.  (See #99-PH-163-0002 at page 16.)  But even these inflated estimates indicate that we could save more than 30% by not contracting out.



The Union proposed an alternative to a full-scale cost-benefit analysis of the PBCA contractors – a small pilot program of no more than 100 FTE to compare both the cost and quality of the services as provided by HUD employees and Section 8 Contract Administrators.  A full copy of our proposal is available on request.  We ask that Congress direct the agency to reconsider the PBCA contractors and to conduct appropriate cost-benefit analyses.


With regard to Non-Section 8 Contract Administration, the proposed plan (the MEO) is seriously flawed and puts the Non-Section 8 programs at risk.  Among other problems, the MEO proposes Management and Occupancy (M&O) Reviews be accomplished by GS-7 (79% of the staff) and GS-9 (21% of staff) employees.  These reviews are to ensure that housing providers comply with the Department’s regulations.  They are the only method by which the Department determines if the correct amount of subsidy is being paid.  The MEO proposes 84 staff for this function, or an average of one and a half persons for each of the previous 58 geographic areas.   These GS-7 and GS-9) are expected to work from home or on the road 100% of the time.  There is no provision for office space for this staff.  The plan poses a tremendous risk for the Department as the employees performing these functions are not considered independently knowledgeable in HUD’s programs and regulations as evidenced by the grades proposed for this staff.  Using the Office of Personnel Management’s classification standards, a GS-7 is to work under close supervision and have all work reviewed for accuracy, adequacy and compliance with HUD policies and regulations.  Employees at the GS-9 level are to work with higher-graded staff and receive advice from the supervisor.  The supervisor is also responsible for reviewing the work for compliance, completeness and technical adequacy.  It is unreasonable for these employees to work 100% from home and/or be the only employees of the Department responsible for the monitoring and oversight of 4,141 properties.  

The MEO has tried to overcome this problem by providing that all findings will be prewritten and every M&O Review will be reviewed by a higher graded employee.  This premise is fundamentally flawed as the file will contain only the information gathered independently by the GS-7 or GS-9.  There is no verification that the information gathered is accurate and complete (an OPM requirement for employees at the GS-7 and -9 levels).  The supervisor is left to assume that the information gathered is correct.  Furthermore, the supervisor has no regular contact with this staff (they work 100% from home) and the staff is selecting from prewritten findings (thus not revealing their own writing skills or lack thereof).  The supervisor has no way to judge the work habits, skills, or abilities of the employee, making it virtually impossible to know if the M&O Review submitted is worth the paper on which its printed.  It bears repeating: it is unreasonable for these employees to be the only employees of the Department responsible for the monitoring and oversight of 4,141 housing properties.

HUD’s staff is more efficient and cost effective than contractors, and the MEO could have put together a competitive and responsible bid.  For example, maintaining the journey-level GS-12 for the M&O Review staff would add approximately $17 million to the cost of the MEO projections over five years.  The total cost of the Agency Tender was determined to be $155,242,021 and the lowest competitive bid was $269,586,883.  This is a difference of $114 million (73.6%) – more than six times the cost of providing good jobs that can result in recruitment and retention of quality employees.  (See Attachment A.)

Congress should prohibit the use of agency resources, including Section 8 dollars, to implement the proposed MEO.  Before any implementation of the MEO, Congress should further require a GAO study of the MEO to determine its feasibility and make recommendations for change.

Summary:  


Upon request, we can provide more detailed information on the proposed pilot program for determining the comparative cost and quality of the use of HUD employees versus outside contractors for Section 8 Contract Administration.  If upon review it appears that HUD seeks to implement the Non-Section 8 MEO, we will provide a more thorough review of the proposed MEO.

For more information on these matters, please call Council President Carolyn Federoff at (617) 312-4278.
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