
National Aeronautics and 
Space Administration 

Office of the Administrator 
Washington, DC 20546-0001 

August 15,2006 

The Honorable Frank R. Wolf 
Chairman 
Subcommittee on Science, Departments of State, Justice, 

Committee on Appropriations 
House of Representatives 
Washington, DC 20515 

and Commerce, and Related Agencies 

Dear Mr. Chairman: 

This letter is to keep you informed of progress NASA has made in dealing with the 
challenge of managing the Agency’s workforce of about 19,000 civil servants at ten NASA 
Centers and the next steps that are necessary to simplify accounting of the Agency’s overhead 
costs that will benefit our research Centers. NASA has a bold challenge before us as we carry 
out our missions of space exploration, scientific discovery, and aeronautics research, and we 
must be effective in the use of our time, money, energy, and people. The NASA management 
team is committed to restoring and maintaining the core capabilities within our Centers because 
NASA is only as strong as its people. I believe that ten healthy Centers, with each an active 
contributor, is the best approach to carrying out NASA’s missions. 

One year ago, NASA’s “uncovered capacity” workforce--that is, those employees not 
directly assigned to specific programs--was estimated at nearly 3,000 full-time equivalent (FTE) 
positions. Today, that problem has been reduced by 90 percent to approximately 300 uncovered 
FTEs. The Agency has accomplished this through a combination of buyouts, job fairs, hiring 
controls, decisions to retain work in-house to protect and strengthen core capabilities, and work 
transfers among the Centers. In addition, NASA management has assigned new Constellation 
work with lead and supporting roles for every Center. Through this proactive decision-making, 
every NASA Center is vested in the Agency’s Exploration mission. We have also provided 
funding for civil servants at our Centers to support aeronautics research projects. At the same 
time, NASA has reduced staffing levels at its Washington, D.C. Headquarters, housing all of our 
staff in one building so that more of our overhead budget can be spent on higher priority 
activities . 

With recent decisions about the assignment of project responsibilities at NASA Centers, 
we now estimate having approximately 300 uncovered FTEs going into FY 2007. While 
NASA’s uncovered capacity figures will ebb and flow depending on where certain projects are in 
their life-cycle as well as program changes due to management, budget, and appropriations 
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decisions, I believe that this level of uncovered capacity is manageable within projected Agency 
resources in the foreseeable future provided that those workers are transitioning to new projects. 
That is not to say additional steps will not be necessary to fiuther reduce this uncovered capacity. 
For example, workforce skill mismatches need to be addressed, and -NASA is assessing the need 
for additional, voluntary buyout authority with the Office of Personnel Management. Further, an 
engineer or scientist currently working on a certain project may not have the necessary expertise 
for that particular project, or it may be better for that employee to move to a NASA Center where 
projects better match his or her expertise. Regardless, my management team and I are 
committed to actively managing our uncovered workforce challenges and ensuring that all our 
employees are assigned meaningful work. While I cannot yet guarantee that a reduction-in-force 
will not be needed in the future, you have my assurance that such a step will be a tool of last 
resort, weighed against what is needed in the overall best interests of the Agency. 

We are not done. While we have reduced the Agency’s uncovered capacity this past year 
due to the NASA management team assiduously working on this problem, we can take further 
steps to improve the Agency. One of the problems identified was how NASA’s implementation 
of full cost accounting created problems for NASA’s research Centers (i.e., Ames, Dryden, 
Glenn, and Langley), where a complex allocation of overhead costs disproportionately inflated 
their costs compared to NASA’s space flight centers (i.e., Goddard, Johnson, Marshall, and 
Kennedy). These overhead rates varied between NASA’s Centers and created unintended 
consequences when Centers pursued new work. The result was under-utilized facilities and 
people at the research Centers based on disparities in overhead costs due to differences in 
workforce size, different square footage of facilities, different projects and programs at each 
Center, and other factors. Thus, NASA’s previous approach to full cost accounting, with 
disproportionate differences in overhead costs, exacerbated our uncovered capacity workforce 
problem as program managers sought to get work done at NASA’s space flight Centers for an 
artificially lower cost. This approach was also an unduly complex burden for NASA’s budget 
analysts, accountants, and program managers who would need to recalculate overhead rates at 
each Center based on an overly-complex allocation process. I believe that NASA Centers should 
compete for new work on projects based on their technical ability and management skills, not 
simply on the basis of their overhead rate costs. 

For these reasons, beginning in FY.2007, NASA plans to manage its Center overhead 
costs with a single rate for all nine Federal Centers. The overhead for NASA’s Jet Propulsion 
Laboratory (JPL) is included in its contract rates as a Federally-Funded Research and 
Development Center. Center overhead will be designated as Center Management and Operations 
(CMO) in FY 2007, and CMO costs will be allocated to each of the Agency’s non-JPL projects 
and programs based on each project’s direct budget. There are two major components to our 
budget - direct project activity and overhead costs. The sum total for these two components is 
unchanged. However, we will be changing the method for how overhead is spread to individual 
projects. This reallocation of Center overhead costs results in full-cost budget changes to all 
programs and projects and topline changes to all Mission Directorates. It is simply a reallocation 
of overhead, to allow the research Centers to pursue additional work on an even playing field. 
The amount of funding going to each research Center is unchanged, the amount of funding for 
direct program and project activity is unchanged, the total amount of funding for overhead is 
unchanged, and the total NASA budget is unchanged. 
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At first glance, this accounting change will appear to be a reduction in NASA’s 
Aeronautics Research budget. Let me assure you that there is zero change in Aeronautics 
Research content as a result of this change in accounting. Under the previous accounting 
method, the Aeronautics Research program had a significant amount of overhead costs assigned 
to it since those Aeronautics Research programs are managed primarily at NASA’s research 
Centers with a great deal of work being performed by NASA civil servants. NASA staff will 
provide detailed budget crosswalks for all FY 2007 Operating Plans using both old and new 
accounting methods for Center overhead. NASA’s Aeronautics Research will benefit from this 
simplified method for calculating Center overhead. 

It is vitally important to me for NASA to clearly communicate to you the rationale behind 
NASA’s budget. This simplification of NASA’s full-cost accounting of Center overhead will 
improve my ability to manage the Agency and our problems with uncovered capacity. You have 
my personal commitment to keep you and your staff fully informed as we implement these 
changes. If you need me to explain anything further, please feel free to call me directly. 

Sincerely, Mf#- 
Michael D. Griffin 
Administrator 
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