
. i- -

UNITED STATES
NUCLEAR REGULATORY COMMISSION

- ~WASHINGTON, D.C. 20555-0001

Foxx and Company
ATTN: Mr. Martin O'Neill, Partner
700 Goodall Complex
324 West Ninth Street
Cincinnati, OH 45202-1908

Dear Mr. O'Neill:

SUBJECT: WORK ORDER NO. 6 ENTITLED, "REVIEW OF PART 170 INSPECTION
BILLINGS FOR FY 2003," UNDER DELIVERY ORDER DR-09-03-127
UNDER GSA FSS CONTRACT NO. GS-23F-9832H

In accordance with the Terms and Conditions, DELIVER ORDER CLAUSES, of the subject
contract, this letter definitizes Work Order No. 6. This effort shall be performed in accordance
with the enclosed Statement of Work.

The period of performance for Work Order No. 6 shall be from date of contractor acceptance of
work order through September 30, 2004, at a fixed ceiling price of $74,431.

The work order obligates funds in the amount of $74,431. The accounting data for Work Order
No. 6 is as follows:

B&R-No.: 47N-15-532-358
Job Code; L1965
BOC No.: 252A
Appropriation No. 3 1X0200.47N

The following individuals are considered to be essential to the successful performance of the
work hereunder:

The Contractor agrees that such personnel shall not be removed from the effort under the work
order without compliance with contract clause, NRCAR 2052.215-70 entitled, "KEY
PERSONNEL."

Your contacts during the course of the work order are:

Technical Matters: Robert Rakowski, Project Officer
(301) 415-7340

Contractual Matters Rachel Glaros, Contract Specialist
(301) 415-0115
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The issuance of this work order does not amend any terms or conditions of the delivery order
under the GSA FSS contract.

Please indicate your acceptance of this work order by having an official, authorized to bind your
organization, execute three copies of this document in the space provided and return two (2)
copies to the U.S. Nuclear Regulatory Commission, ATTN: Rachel Glaros, ADMIDC/CMC2,
Mail Stop T-7-I-2, Washington, DC 20555. You should retain the third copy for your records.

Sincerely,

Robert B. Webber, Contracting Officer
Division of Contracts
Office of Administration

Enclosure:
As stated

ACCEPTED:
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STATEMENT OF WORK
WORK ORDER NO. 6 UNDER JOB CODE L1965

DELIVERY ORDER NO. DR-09-03-127

Title: Review of Part 170 Inspection Billings For FY 2003

Project Officer/Technical Monitor: Robert E. Rakowski - 301-415-7340
Technical Monitor Designated Alternates: Barbara Gusack - 301-415-6054

Anthony C. Rossi - 301-415-7379

A. Background

The Omnibus Budget Reconciliation Act (OBRA-90), Public Law 101-508, as amended,
requires that NRC recover through fees, most of its budget authority in each fiscal year,
less amounts appropriated from the Nuclear Waste Fund (NWF). In order to meet this
requirement, the NRC assesses two types of fees to recover its budget authority.
Annual fees are assessed under 10 CFR Part 171 for nuclear facilities and materials
licensees, commonly known as Part 171 fees. The other type of fees are license,
inspection and other services, established at 10 CFR Part 170 under the authority of the
Independent Offices Appropriation Act (0AA), 361 U.S.C. 9701, to recover the NRC's
costs of providing individually identifiable services to specific applicants and licensees.
These fees are commonly referred to as Part 170 fees.

During FY 2004, the License Fee Team (LFT) became aware that approximately
$2.5 million of reactor inspection fees were not billed to approximately 38 reactor
licensees. In December 2003, one bill was reissued and in April 2004, 74 bills were
reissued by LFT. According to the LFT an error in the billing system excluded all
headquarter inspection hours from the bills. The LFT has stated that this problem has
been resolved.

B. Obiective

The OIG financial statement audit team has requested that NRC perform a review of the
Part 170 billing system to verify that all billable Part 170 costs have been billed for
FY 2003. In addition, the audit team wants assurances that the system problems that
resulted in hours not being billed have been corrected for all Part 170 billing systems for
FY 2004. This work will support the OIG financial statement audit team's reevaluation of
the FY 2003 financial statements.

At the request of the U.S. Nuclear Regulatory Commission, Foxx & Company is to
perform a review of the Part 170 inspection hours and fees billed under the various
systems during FY 2003.

The review was requested to determine if internal controls and quality assurance
procedures were in place to ensure that all Part 170 inspection costs incurred in
FY 2003 that should have been billed to licensees were, in fact, billed. If all hours that
should have been billed were not billed, then the conditions that precipitated the under
billings should be identified and reported. In addition, the under billed amount should be
quantified through a projection of the sample tested.



C. Work Requirements

The contractor shall provide qualified personnel to complete the following tasks in
accordance with the attached review guide:

1. Obtain an understanding of the established controls and procedures at
the Division of Financial Management and perform an assessment to
determine if the established procedures are adequate to provide
reasonable assurance that costs related to the Part 170 fees are properly
captured and billed.

2. Interview NRC staff involved in the process to ascertain that the billing
anomalies that have come to the attention of management and resulted
in under billing in FY 2003 have been adequately resolved for the revised
FY 2003 billings and FY 2004 billings.

3. Verify that revised quality control procedures to correct under billing were
put in place and were operating.

4. Perform tests to ensure that the established procedures are operational
through the performance of a statistical sample of Part 170 Technical
Assistance Control (TACs) and inspection report numbers still open at the
end of FY 2002 and new Part 170 TACs and inspection report numbers
established in FY 2003. (Sample size to be determined by NRC
statistician)

5. Determine the total billable costs for Part 170 activities for FY 2003

6. Reconcile the total billable Part 170 costs determined above, with the
total Part 170 billed for FY 2003.

7. Prepare report to management

8. Provide work papers supporting Part 170 fee review to OIG financial
statement auditors.

D. Level of Effort

The level of effort is estimated at 265 hours for partner; 265 hours for manager; and 530
hours for senior.

E. Period of Performance

The period of performance is from date of contractor acceptance of work order through
September 30, 2004.

F. Deliverables

1. The contractor shall provide a draft report of their findings and recommendations
for the review on or before September 10, 2004.



2. It is anticipated that the NRC will provide comments on the draft report to the
contractor within 10 days of receipt. The contractor shall provide a final report
on or before September 30, 2004.

G. Meetings

The contractor shall attend approximately fifteen (15) status meetings at NRC's Two
White Flint North Building located at 11545 Rockville Pike, Rockville, Maryland. The
date and time of each meeting will be coordinated between the contractor and the NRC
Project Officer or designated alternates.

H. NRC Furnished Materials/Equipment

The NRC shall provide the contractor with the following items for use under this task
order:

* Computer reports, financial and accounting documents, and other
documentation relevant to this work order.

* Personal computers, calculators, telephones, copy and facsimile
machines will be provided to certain on-site contractor staff support of
this work order.



Attachment

Review Steps
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A. Gain Understanding of current procedures and an
assessment of adequacy of procedures Y

1. Obtain the current policies and procedures for the NRC
Part 170 billing systems.

2. Interview LFT personnel to gain an understanding of their
Part 170 billing procedures

3. Based on the procedures and interviews:

a. Identify the internal controls for each of the
billing systems for the accumulation of Part 170
costs, and

b. Create a list of the internal controls for testing in
Section C below.

c. List all controls or situations where the controls
were not properly operating for the sampled TAC
or inspection report numbers

4. Summarize the results from performing the steps in this
section in a memo

B. Interview NRC staff involved in the process to
ascertain that the billing anomalies that have come to
the attention of management and resulted in under
billing in FY 2003 have been adequately resolved for '.2

the revised FY 2003 billings.

1. Meet with the LFT personnel who corrected billing
errors to determine what actions were taken to rectify the
situation

2. List and identify the billing system or systems that were
affected by the anomalies.

3. List the new quality assurance procedures implemented
by LFT to prevent the under billing situations to occur in
the future and determine if the procedures are adequate.

4. Determine if the LFI personnel reviewed other Part 170
billing systems to ascertain if under billing occurred with
other types of Part 170 fees.
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5. Test 80% of the dollar value of the 75 reissued invoices to
determine if the invoices were prepared correctly.

a. Does documentation exist supporting the revised
invoice?

b. Amount calculated were supported by time and
labor reports.

c. Investigate any differences.

6. Summarize the results from performing the steps in this
section in a memo

C. Verify that revised internal control procedures were
applied to FY2004 billings
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1. J udgmentally select 0u bills irom .4 and i*- quarter t-Y
2004 billings to test that the new procedures are operating as
designed. Select at least one bill generated by each of the billing
systems. Apply the LFT new Q&A procedures discussed above
to review the selected bills.

D. Perform tests to ascertain that established procedures
were operational and adequate by performing a
statistical sample of billable Part 170 inspection report
numbers and TACs still open at the end of F Y 2002,
and new inspection report numbers and TACs
established in FY 2003. (Sample size to be determined
by NRC statistician)

1. Obtain a listing of all Part 170 inspection report numbers
and TACs open at September 30, 2002, and new Part 170
inspection report numbers and TACs opened in FY 2003
from NRC.

2. Meet with the NRC statistician to devise a sampling plan.
Once plan is devised, meet with auditors (Navarro) to
obtain their input on the sampling plan.

a. Provide statistician with the universe of TACs
and inspection report numbers (estimate of 5,549)

b. Compute an attribute sample using a 95%
confidence level with an estimated error rate in
the population of 5 percent or less, and a tolerable
error margin in underestimation of 3 percent.
(Sample size of approximately 150)

c. Select samples systematically with a random start
as determined by the NRC statistician.
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d. Prepare a sampling memorandum discussing the
sampling method and provide to OIG financial
statement audit team for comments.

3. Select inspection report numbers and TACs to be
reviewed based on sampling plan and record the
following information on a spread sheet: dollar amount of
selected TAC or Inspection Report Number.

a. TAC or Inspection Report Number, Docket No.,
if applicable.

b. Title of TAC or Inspection Report

c. Start dates and completion dates, report dates, etc.

d. Dollar amount of TAC or Inspection.

4. Obtain certified RITS and TAPSS reports of hours and
contract costs posted for each inspection report number
and TAC covering the FY 2003 period for each sample
selection.

5. For all sample Part 170 inspection report numbers and
TACs selected, the contractor will:

a. Determine the status of the inspection report
number or TAC, open or closed, billable or non-
billable.

b. For inspection report numbers, verify that the
status is correct through consultation with the
Inspection Report Tracking System ( IRTS).

c. Reconcile the hours and contract costs on the
sample selection to the certified RITS and TAPSS
report

d. Trace the hours on the selected sample back to
the HRMS time and labor sheets for one pay
period for the two individuals with the highest
number of hours charged to the sampled TAC or
inspection report. Ensure that a representative
number of Headquarters individuals are selected.

e. Investigate any differences and list all
unexplained differences
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6. Based upon obtaining an understanding of
billable/non-billable criteria, compare our determination of
whether services under the selected inspection report number or
TAC should be billable or not. Compare this determination to the
fee code status within the RITS database. Explain any
differences.

7. For billable inspection report numbers (those with sent
inspection report dates) and TACs with completion dates we will
review the invoice to determine if the billing was correct and that
the internal controls identified in A3 above, for billable TACs and
inspections were followed: the contractor will:

a. Test the controls identified in A3 above, to ensure that the
controls are working as designed for the FY2003 billings

(1) Receipts of quarterly program office certifications

(2) Verification of Resident Inspector affiliation

(3) Verification of hours and costs entered into
billing system data base from RITS and TAPSS.

(4) Verification of completion dates or final
inspection dates (IRTS report for inspections and
completion dates for the TACs for other Part 170
billings.)

(5) Any other activities identified during the review

(6) Agree billed rates to the appropriate fee rate for
FY 2003.

(7) Test the mathematical accuracy of the invoices

(8) Determine the paid status of the invoice to
identify potential disputed items requiring
additional testing.

(9) Investigate any differences

b. In the event that the samples reviewed indicate controls
are not operating as designed, management will be
informed and additional testing may be necessary.

8. Summarize the results of testing in this area in a memo
listing all issues identified
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E. Determine the total billable costs for Part 170
activities for 2OY 2003

1. Obtain the Billable LFARB#lTransaction report, the
LFARB #2,3,4 reports, and the Casework Fee Memo for
each quarter for each Part 170 billing system.

2. Reconcile the total hours and dollars from the quarterly
RITS and TAPSS reports to the quarterly Part 170 reports
listed in El above.

3. Investigate any differences.

4. Discuss any differences with LFT.

5. Utilizing the verified reports from step E 2, calculate the
total billable Part 170 amount from each billing system
for each quarter and then for the year.

6. Summarize the results from performing the steps in this
section in a memo

F. Reconcile total billable Part 170 costs determined in E ,
above with amount actually billed in FY 2003

1. Obtain the total Part 170 billings for FY 2003 from the
Chief of the LFT or the CGL26.

2. Reconcile the total billed with the amount computed in E
above.

3. Investigate any differences over 3 percent of total.

4. Summarize the results from performing the steps in this
section in a memo

G. Prepare report to management

1. Discuss any issues resulting from review with appropriate
NRC officials. ( LFT, program office, etc.)

2. Summarize procedures performed in memorandum report

3. Summarize issues resulting from testing and include in
report any recommended corrective actions.

4. Prepare draft written memorandum report with
recommendations for corrective action and provide the
draft report to affected offices for comments through the
NRC Project Officer.
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5. Evaluate and incorporate comments received and issue
final memorandum report to the NRC Project Officer.

H. Provide work papers supporting Part 170 fee review
to OIG financial statement audit team

1. Foxx will provide work papers supporting the Part
170 fee review through the NRC Project Officer to
the financial statement audit team

2. Foxx will provide clarification and/or additional work
as directed by the NRC Project Officer.


