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Good morning Chairman Barr, Ranking Member Moore, and distinguished members of the
subcommittee. Thank you for inviting me to testify before you today about transformative
initiatives underway at the Bureau of Engraving and Printing (BEP).

As you know, the mission of the BEP is to develop and produce United States currency notes
that are trusted worldwide. BEP’s vision is to maintain its position as a world-class securities
printer, providing our customers and the public superior products through excellence in
manufacturing and technological innovation.

Cash Demand

The demand for United States currency remains strong. There are now more than 42 billion
notes in circulation, with a value of more than $1.7 trillion — more than ever before, and cash in
circulation continues to grow almost 5% per year. Approximately 7 billion notes have been
ordered annually for the past decade. According to the Government Accountability Office, “the
volume of U.S. currency notes in circulation increased by 43 percent from 2008 to 2016.” Up to
two-thirds of the value of U.S. currency is held overseas, where United States’ currency remains
the world’s currency. It is the most trusted international store of value, and serves as a hedge
against uncertainties, natural disasters, and political turmoil. Any time there is political
instability, the rush is on for United States currency. Over the past several years, the frequency
of cash use remained unchanged; approximately 32% of all transactions, and more than 50% of
all transactions under $25 are done in cash, in spite of the availability of other forms of payment.

In the past five years, several small countries have set a goal of going cashless. However, more
recently, they have recognized that a cashless society presents a significant economic risk and
neglects to account for those who do not have access to smart phones, computers, banks and
credit. | believe that 21% century warfare has a significant cyber component, and these countries
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are now recognizing the risk — if your enemy is able to take down your electronic infrastructure,
or if a natural disaster hits, there will be no way to conduct commerce in a cashless environment,
and the economy will be crippled. With respect to access to financial institutions, seven percent
of U.S. households are unbanked, and almost twenty percent are underbanked. As a result, over
45 million U.S. households do not have access to the payment systems that are used in lieu of
cash. Like other nations, our duty to serve this portion of the population is a factor in slowing
any move to a cashless economy.

Overview

The BEP was established and began producing currency in 1862 through statutory authority
conferred upon the Secretary of the Treasury. 31 U.S.C. 8§88 321(a) (4) and 5114 authorize the
Secretary of the Treasury to engrave and print currency and security documents for the United
States Government, and this authority has been delegated to BEP. In addition to printing Federal
Reserve notes for the Federal Reserve System, the BEP also produces miscellaneous products
and security documents at the request of other federal agencies. As the security printer for the
United States Government, we also provide technical assistance and advice to other federal
agencies in the design and production of security documents, which because of their inherent
value or other characteristics, require counterfeit deterrence. The BEP reviews cash destruction
and unfit currency operations at Federal Reserve Banks. The BEP has authority to produce
currency, postage stamps, and other security documents for foreign governments as well, per the
Intelligence Reform and Terrorism Prevention Act of 2004, (Pub. L. No. 108-458, Title VI,
Subtitle D, § 6301(a); 118 Stat. 3638, 3748 (Dec. 17, 2004)). BEP is also seeking authority to
provide these secure documents for state and local governments. As a free service to the public,
the BEP also processes claims for the redemption of mutilated paper currency (31 CFR, 88 100.5
—100.9). In FY 2017, the BEP redeemed 20,602 mutilated currency cases valued at
$40,449,496.00. Other BEP activities include manufacturing inks and engraving plates and dies.

BEP operations are financed by means of a revolving fund, which was established in 1950 in
accordance with Public Law 81-656. This fund is reimbursed through product sales for direct
and indirect costs of operations, including administrative expenses. In 1977, Public Law 95-81
authorized the BEP to include an amount sufficient to fund capital investments and to meet
working capital requirements in the prices charged for products, which eliminated the need for
annual appropriations.

The BEP has a diverse workforce of approximately 2,000 employees and contractors and two
facilities, one operating in Washington, D.C. (DCF) and the other in Fort Worth, Texas (WCF).
Both facilities are capable of producing all banknote denominations. As this nation’s sole
currency manufacturer, the BEP produces Federal Reserve notes based on an annual currency
order received from the Board of Governors of the Federal Reserve System. On average, the
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BEP has produced seven billion notes per year for the past five years. The Fort Worth facility
typically produces about 60 percent of the annual production order, while the Washington
facility produces the other 40 percent and conducts the majority of research and development
associated with currency production and security features.

Currency Redesign Program

The primary reason Federal Reserve notes are redesigned is for security. As the world’s
currency, we face domestic and international threats, thereby focusing our redesign on
addressing and combatting current and emerging counterfeiting threats, not aesthetics. The
currency redesign timeline is driven by security feature development; and the redesign sequence
for the denominations is driven by the security threats.

Securing U.S. currency requires strong designs, aggressive law enforcement, and an educated
public. The BEP works collaboratively through the Advanced Counterfeit Deterrence Steering
(ACD) Committee with the Board of Governors of the Federal Reserve System, the United
States Secret Service (USSS), and the Department of the Treasury to improve the counterfeit
deterrent features in Federal Reserve notes.

When deliberating the various options for the next denomination to be redesigned, the ACD
Committee engages in a detailed analysis consisting of a counterfeit threat assessment, the state
of security feature development to counter such threats, production capabilities and complexities,
societal issues, relative use of various notes in transactional commerce, and impact on consumers
and banknote equipment manufacturers. The ACD Committee recommends new Federal
Reserve note designs to the Secretary of the Treasury, who then makes final design decisions.

Currency notes contain an array of counterfeit deterrent security features, some of which are
visible and easily recognizable to the public (micro-printing, raised printing, watermarks,
security thread and color shifting ink) and some of which are covert or machine-readable only.
Notes also include a digital counterfeit deterrent system that was developed under the auspices of
the Central Bank Counterfeit Deterrence Group (CBCDG) to thwart digital counterfeiting. The
CBCDG digital counterfeit deterrent system, which is being used in a number of countries, relies
on a hidden marker embedded in the note’s design that can be read or detected by software
deployed in digital printers. Due to these cutting-edge features, the overall level of
counterfeiting remains low; less than one one-hundredth of one percent of notes in circulation are
counterfeit.

To stay ahead of the threats to our currency from increasingly sophisticated reprographic
technology, the U.S. Government must continuously develop new currency designs with state-of-
the-art security features. While the level of counterfeiting is low, BEP must continually develop



new security features and currency designs to be ready to respond to current and emerging
counterfeiting threats.

The most recent redesign series or next generation (NXG) notes, were marked by the
reintroduction of color, and introduced into circulation beginning in 2003. On April 21, 2010,
the U.S. Government unveiled the last banknote in that series, the NXG $100 note, which
included innovative, new public security features, including the 3-D Security Ribbon which has
been very successful in deterring counterfeiting of that denomination.

Today, the BEP is developing security features for a new series to continue to deter
counterfeiting threats. In 2013, the ACD Steering Committee decided that the $10 note would be
the next note to be redesigned (expected completion in 2026), followed by the $5 (2028), $20
(2030), $50 (2032-2035), and $100 (2034-2038) notes pending any new developments in
counterfeiting threats or technology issues. The success of the redesigned NXG $100 in
thwarting counterfeiting, and the increased use of the $50 note in ATMs, has made the $50 note
a more frequent target of counterfeiters. As a result, the ACD Committee has recommended that
the $50 note be redesigned sooner than originally planned. The BEP and the Federal Reserve
Board are working together to accelerate its redesign, with a focus on security feature
development.

Once production is underway, the Board of Governors of the Federal Reserve System, as the
issuing authority, will determine the actual issue dates for the redesigned notes.

Innovations

BEP is officially registered to the ISO 9001:2015 standard for Quality Management Systems for
the development and production of US Currency and the 1SO 14001:2015 Environmental
Management System standard, which means that BEP’s processes and manufacturing operations
conform to and/or exceed international quality standards. BEP is consistently thinking outside
the box to develop more efficient, cost-effective, and environmentally sustainable solutions for
currency manufacturing.

In 2014, BEP successfully moved from printing 32-subject sheets to 50-subject sheets for $1
notes through the installation of custom Large Examining Printing Equipment (LEPE). There is
currently one LEPE press in Washington, D.C. and two at the Fort Worth Facility. The LEPE
presses significantly increased our efficiency by consolidating four production processes into a
single process. This, combined with being able to print a larger number of notes per currency
sheet, has resulted in considerable cost savings. The $5 note is currently undergoing validation
testing for 50-subject production. Ultimately, additional specialized equipment will be
incorporated into the process at BEP and every denomination will be printed on a larger sheet.



Currency production equipment is very unique and takes years to purchase, build, test, and
install. Recognizing this, we have increased efficiency by 13% at the DCF by refurbishing,
extending the life, and relocating a 30-year-old currency production press from the WCF. The
press is now the most productive press of its kind at DCF. Installation of Single Note Inspection
(SNI) equipment in 2015 allows BEP to reclaim good notes from defective sheets. This
reclamation process has reduced overall spoilage by two-thirds. These efficiencies have saved us
more than $100 million since their introduction. In addition, the reduced spoilage eliminated
more than 300 tons of non-hazardous waste.

New Facility

The BEP currently operates, without a security perimeter, out of two, six-story, multi-wing
buildings across the street from each other in downtown Washington, D.C. While ultramodern
100 years ago, the structure and age of the existing buildings does not allow for efficient
production of the technologically-sophisticated, secure currency notes of today. In order to stay
ahead of worldwide counterfeiting trends and threats amplified by ever-improving commercial
and non-commercial printing capabilities, the BEP must replace the production equipment in the
Washington, D.C. facility to support the next generation of currency scheduled for release over
the coming decade.

The President’s FY2019 Budget proposes statutory authority to use BEP’s revolving fund to
construct a smaller, more efficient, and more secure manufacturing plant, to replace our existing
Washington, D.C. facility. Without this authority, BEP would be required to renovate its current
facility, which is not well suited for modern manufacturing.

The next generation of currency will include additional overt and covert security features, which
will require additional production equipment that will not fit inside the current Washington, D.C.
facility as constructed. This will require extensive and expensive renovations if production is not
moved to a modern facility. In fact, the need for additional production equipment has forced the
BEP to initiate a 260,000 square-foot addition to our more modern production facility located in

Fort Worth, Texas.

The BEP has conducted multiple facility feasibility studies over the past 25 years to determine
the best approach to recapitalize the aging Washington, DC production facilities. As reviewed
and supported by a recent GAO engagement, the BEP’s recommended facility approach is to
reduce our federal footprint, and construct a smaller, more efficient, more secure, single-floor
manufacturing facility (akin to a warehouse). Construction of a modern facility would cost an
estimated $579 million less than the alternative option of a risky, large, whole-sale renovation of
BEP’s existing Washington, D.C. facilities that would not produce operational efficiencies.
Moreover, BEP would reduce its real estate portfolio by 28 percent and save $38 million dollars



annually due primarily to staff reductions from increased automation and more efficient
operations associated with a new, modern, single-floor production facility.

As noted in the GAO report, the antiquated Washington, D.C. buildings must contend with a
number of safety and physical security vulnerabilities currently exacerbated by their location in a
congested, urban city center and inflexible structures such as a lack of building setback, blast
resistance shortfalls, and minimal vehicle screening capabilities. While certain security
improvements, such as blast resistant windows or vehicle barriers, could be installed if the
facility is renovated, other standards could only be addressed with a new facility, such as an
adequate set-back security perimeter to provide a point of separation between the facility and
where an unscreened vehicle can travel or park. Moreover, the current facility’s historic nature
also limits BEP’s ability to make changes to meet the necessary level of protection a facility of
its security level should have. A new facility, by design, would modernize and enhance BEP’s
security profile and limit BEP’s vulnerability and high risk to threats and explosive devices.

No action has been taken on the three facility studies done over the past 25 years, and doing
nothing is no longer an option without jeopardizing BEP’s mission and the U.S. Currency
Program. It is our hope this Committee will support legislation facilitating the construction of a
smaller, more efficient production facility.

Meaningful Access

In May 2011, then Secretary of the Treasury Timothy F. Geithner approved the pursuit of a
three-pronged strategy to provide meaningful access to U.S. Federal Reserve notes for the blind
and visually-impaired community in assisting them to denominate currency notes: 1) continued
use of large, high contrast numerals and different colors on each denomination it is permitted by
law to alter; 2) a raised tactile feature unique to each U.S. currency note it may lawfully alter;
and 3) a Currency Reader Program.

The BEP has been actively engaged in meaningful access solutions, while also giving
appropriate consideration to the interests of domestic and international users of currency, U.S.
businesses, and cash handling and cash-intensive industries.

Large numerals have appeared on the back of U.S. currency notes since 1997 to assist the
visually impaired. This feature provides meaningful access to the largest segment of the
visually-impaired community. Since the issuance of the NXG notes, the BEP has increased the
contrast and color on the large numerals based upon feedback from the visually-impaired
community, who have also indicated that it is a preferred method of denominating currency.
BEP intends to continue the practice of placing large, high-contrast numerals on future currency
notes.



Currency Reader Program

BEP continues to provide meaningful access to U.S. currency for a large proportion of blind and
visually-impaired persons through the U.S. Currency Reader distribution program operated in
conjunction with the National Library Service. The distribution program officially launched in
2015 and is the one method that provides virtually all blind and visually-impaired U.S. citizens
and legal residents with a means to identify different Federal Reserve notes. Furthermore, it
provides virtually 100% accuracy in identifying the denomination of currency. To leverage
existing expertise and a pre-existing national distribution system, the BEP contracted for
currency reader program support from the Library of Congress National Library Services for the
Blind and Physically Handicapped (LOC/NLS). NLS administers a Talking Book Program, a
free library program where Braille and audio materials are made available to U.S. residents and
citizens living abroad, whose low vision, blindness, or physical handicap makes it difficult to
read a standard printed page.

As of August 20, 2018, the BEP has distributed more than 64,000 electronic currency readers at
no cost to patrons through NLS and at conferences that cater to the blind and visually-impaired
community, such as the American Council of the Blind, the National Federation of the Blind and
the Blinded Veterans Association.

If patrons are unable to attend a live distribution event, the currency reader application form is
also available for download through BEP’s website in both English and Spanish; interested
persons may also request via email or by calling BEP’s dedicated call center that a currency
reader application be mailed to them.

As part of its ongoing efforts to promote the distribution of currency readers, the BEP also works
with third-party organizations that work with blind and visually-impaired persons, to distribute
currency readers directly to their patrons, such as the Association of Assistive Technology Act
Programs (ATAP) and the Lighthouse for the Blind.

Meaningful Access (Mobile Applications)

Technology has continued to advance dramatically in terms of mobile devices, Artificial
Intelligence, and accessibility. As such, BEP continues to provide meaningful access for a large
segment of the blind and visually-impaired community through free mobile device applications,
which allow smartphones and similar devices to function as currency readers. The number of
downloads of these applications continues to increase. The EyeNote® app for Apple devices,
which BEP developed in 2010, has been downloaded nearly 55,000 times. The IDEAL Currency
Identifier app, developed in collaboration with the Department of Education in 2012 for the
Android operating system, has been downloaded approximately 15,700 times. These
applications are providing an immediate accommodation for a segment of the blind and visually
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impaired population, and may ultimately result in lower demand for currency readers over time.
Furthermore, they denominate currency with near-perfect accuracy.

Tactile Feature Technology

BEP continues to pursue the creation of a durable, usable, and manufacturable tactile feature.
The BEP has now settled on a four-position rectangle shape for the feature as offering the best
possibility of success, but has not yet chosen between the two remaining potential methods of
application (Intaglio and Coated-embossed). Any tactile feature must satisfy several criteria,
each of which is required: it must enable blind and other visually impaired persons to
denominate currency effectively; it must be able to function in commerce without interfering
with security features; it must be sufficiently durable to remain usable through the extensive
handling of currency; and, BEP’s machinery must be able to produce the feature consistently in
the large volumes required. Finding a tactile feature that is both durable and allows for accurate
denomination remains a great challenge. BEP established a testing schedule to evaluate all of
these factors using the rectangle shape and the two remaining potential application methods.
Under that schedule, BEP began conducting durability testing early in the year.

As part of longstanding practices by BEP to ensure quality and acceptance of the nation’s
currency in commerce, all U.S. currency must survive a series of durability tests designed to
simulate the actual use of currency in circulation. These tests include a Crumble test which
crushes currency a number of times, a Laundering test which simulates accidental washing of
currency, and Chemical Resistance tests which saturate the bills with chemical substances, all to
verify that the Raised Tactile Feature (RTF) remains virtually intact and adheres to the bill. All
features of a bill, such as security features and an RTF, must be able to survive these same

tests. Additionally, the RTF will be subject to new durability tests to assess functionality,
namely a Scrape test simulating abrasion, and a Humidity test with long exposure to hot and
humid conditions, both to ensure that the RTF remains intact. It is currently unknown whether
any RTF will successfully pass all of these tests. After RTF down-selection and optimization, the
feature will also go through the process of integration with the security features into the currency
design, which may require additional testing as an integrated currency note. BEP must verify
that any potential RTF does not interfere with any security features that are selected for
incorporation into the next generation of notes.

BEP continues to conduct end-user, focus group testing to determine feature effectiveness and
the preferences of blind and visually-impaired persons. Banknote equipment testing has also
begun in order to determine whether the tactile feature will function in high-speed currency
processing and handling, and critical manufacturing testing is scheduled later this year to verify
manufacturability. Further large-scale testing with blind and visually-impaired persons is
scheduled for later this year, and final analysis of the resulting data is expected in late 2018. In
2019, BEP plans to begin a Technology Integration Phase during which it will determine how
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any potential tactile feature will interact with the rest of the note, including most critically, the
security features. By late 2019, BEP intends to make a final decision as to which, if any,
potential tactile feature option is able to meet all of the criteria described above.

At the same time the BEP is developing tactile features, it is working closely with the ACD to
identify counterfeiting threats and determine appropriate measures to respond to them. Due to
the interrelated nature of the various processes, the overall creation of any one Federal Reserve
note design is a lengthy and complex endeavor, requiring appropriate progress on several fronts,
including changes to the Washington, D.C. facility.

Strategic Human Capital Initiative

The BEP is only as strong as its unique and highly specialized workforce, and I am extremely
proud of the over 150year legacy we have established through craftsmanship, creativity, and
ingenuity. In recognizing BEP’s ongoing need to incorporate more sophisticated systems and
equipment to produce an increasingly technologically advanced product to combat security
threats such as counterfeiting; we established a well-defined, multi-year, strategic Human Capital
Plan consisting of five goals and related initiatives targeted to address challenges affecting
BEP’s workforce, as a whole, and to guide organizational activities as we work to continuously
improve in a number of critical, human capital areas such as hiring, training, engagement, and
leadership and skills development.

Workforce Planning helps the BEP make sure the right people are in the right positions at the
right time. We are using data to align staffing needs and strategic goals to fiscal resources,
which positions us to better create formidable banknotes well into the future.

BEP employees take pride in the fulfilment of BEP’s mission and show great loyalty — we are
proud that the average tenure of our employees is 20 years. Employees have indicated that they
enjoy job stability, a sense of tangible accomplishment, and work-life flexibilities in progress at
the agency. However, with very little turnover and most of our employees retiring through
attrition, this also means BEP has an increasingly aging workforce. Therefore, a Knowledge
Management Program was developed to stabilize succession planning and facilitate knowledge
sharing across the Bureau as we look to capture the unique skills and historical knowledge that
many of our long-time employees possess.

In maintaining and building a world-class workforce of the future, it was important to gain buy-
in and commitment from all levels of the workforce, from front-line employees to senior
leadership. The human capital goals and initiatives in this plan were designed as a proactive
measure to improve and foster a positive and engaging work environment that results in high
levels of job satisfaction and productivity as well as provide a strong foundation for the retention
and recruitment of future talent as we become more automated and science driven.



As we can all attest, the world is becoming increasingly technical. Whether building rockets
using 3D printers, finding cures for diseases, or developing mechanisms to meet everyday
activities like ordering groceries through mobile apps, there is an overwhelming need for people
with strong science, computer, and mathematics skills in almost every industry around the globe.
This can also be said of the Banknote industry as technology capable of capturing and
reproducing accurate currency images, such as printers and scanners, continue to advance
technologically, become more portable, and accessible, financially, to the would-be, everyday
counterfeiter. Recruiting in the Science, Technology, Engineering, and Mathematics (STEM)
fields is challenging. Competition from the private sector, long lead times to bring people
onboard, backlogs for background clearances, a complex hiring process, and a general
unawareness of the benefits of careers in public service, etc. all contribute to difficulties in
attracting and retaining viable candidates. To keep pace with rapid, technology changes, changes
in materials availability, and environmental requirements, the BEP is constantly looking for ways
to broaden its own Research and Development and production programs, and acquire appropriate
technology and qualified staff capable of taking the agency and its products well into the next
century. As part of this initiative, we have developed a separate (STEM) strategic program
(anticipated to launch in 2020) to address the specific development and training needs of/for
STEM positions at BEP.

In response to a recent call from the Office of Personnel Management, Treasury directly
supported BEP’s STEM recruitment efforts by requesting inclusion of Engineers and Physical
Scientists in a government-wide Direct Hire Authority for STEM occupations that is currently
under consideration. Significant investments have also been made in apprenticeships, trainee
programs, and career development to address skill/knowledge gaps, including the formalized
development of leadership at BEP.

All of these initiatives make an important impact as BEP continues to focus on being an
excellent place to work and deliver a world-class product to our customers.

Conclusion

Mr. Chairman, this concludes my remarks about initiatives at the BEP. 1 will be happy to
respond to any questions you or other members of the Committee may wish to ask. Thank you.
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The Bureau of Engraving and Printing’s (BEP) studies and research determined
that a new production facility would be less expensive and better address BEP’s
need for secure, efficient, and flexible currency production than a renovation of
its Washington, D.C. facility. According to 2017 cost estimates, BEP’s preferred
option—a new production facility in the Washington, D.C., area and some
renovated administrative space in its current D.C. facility—would cost
approximately $1.4 billion, while a renovation of its current facility for both
production and administrative functions would cost approximately $2.0 billion. A
new facility similar to BEP’s Texas facility could have a secure perimeter that
meets federal building security standards. Such a perimeter is not possible with
the current facility. A new facility could also house production on a single
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BEP generally followed leading capital-planning practices, and its 2017 cost
estimate of a new production facility partially met the characteristics of a reliable
cost estimate. BEP’s capital planning followed leading practices, for example, by
including a needs assessment, a link to BEP’s strategic plan, and a long-term
capital plan. BEP’s cost estimate partially followed leading practices, for
example, by including most life-cycle cost components and documentation of the
data used for the estimate. However, it did not include sufficient sensitivity
analyses, which identify a range of costs-based on varying assumptions. BEP
officials stated that they plan to follow the updated GSA guidance that includes
GAO'’s cost-estimating leading practices when updating this early stage estimate.

The ability to sell or repurpose any part of the current D.C. facility could affect the
total federal costs of BEP’s actions. According to officials from the Department of
the Treasury (Treasury) and the General Services Administration (GSA), there
could be savings if Treasury could consolidate staff or operations into the
vacated facility. There could also be savings if the unneeded facility could be
sold to a private buyer. However there would be costs to prepare the facility for
use by other entities or if the unneeded facility does not sell. Agency officials said
that it is too early to determine specific costs and savings.
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GA@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

April 5, 2018

The Honorable Bill Huizenga

Chairman

Subcommittee on Capital Markets, Securities, and Investment
Committee on Financial Services

House of Representatives

Dear Mr. Chairman:

For over 150 years, the Bureau of Engraving and Printing (BEP) within
the U.S. Department of the Treasury (Treasury) has been responsible for
designing and producing U.S. currency notes. BEP prints the notes for
the Federal Reserve System (Federal Reserve), which is BEP’s primary
client.” BEP reported that in fiscal year 2018, it plans to produce 7.4
billion notes worth about $233 billion at its facilities in Washington, D.C.,
and Fort Worth, Texas. The D.C. facility is over 100 years old, and
currency production primarily takes place on different floors in one of its
two multi-wing, multi-level buildings. The Fort Worth facility is less than 30
years old and includes a large, one-level open space for producing
currency.

BEP has explored renovating the D.C. facility or replacing it with a new
facility in the D.C. area to bring its currency production up to 21st -century
production standards. BEP has proposed building a new currency
production facility in the D.C. area and repurposing one of its current D.C.
buildings for administrative functions. According to Treasury officials,
while BEP has the legal authority to use its revolving fund to renovate an
existing facility, it does not have legal authority to purchase land and
construct a new facility, nor the authority to use the revolving fund to pay
for such a project. As a result, BEP is seeking the necessary legal
authority to purchase land and construct a new building in the D.C. area,
as part of the fiscal year 2018 President’s budget proposal. BEP officials
have stated that if BEP does not receive this legal authority and funding, it
will begin a renovation of the current D.C. facility. According to BEP, it
would be designed to address the facility’s deficiencies and to
accommodate new, larger printing equipment that BEP anticipates

1According to BEP officials, almost 100 percent of BEP’s production consists of producing
bank notes for the Federal Reserve. On occasion, BEP receives orders from other
agencies to print certificates and other documents.
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needing over the next few years for security features being developed for
new currency notes.

You asked us to review BEP’s proposal to build a new production facility
in the Washington, D.C., area. This report:

« describes the results of the facility studies that BEP has funded and
factors that led BEP to propose a new production building;

« examines the extent to which BEP’s actions align with leading capital-
planning and cost-estimating practices; and

+ describes other factors that could affect total federal costs if BEP were
to construct a new production facility or renovate its existing D.C.
facility.

To describe the results of the facility studies that BEP has funded and the
factors BEP considered in proposing a new currency production facility,
we reviewed studies and cost estimates BEP undertook between 2010
and 2017, its strategic plans, and pertinent BEP operations and
production data. Specifically, we reviewed workers’ compensation claims
and manufacturing costs from fiscal years 2013 through 2016. We also
reviewed employee staffing levels as of September 2017. While we did
not independently assess the validity of these data, we reviewed the data
for outliers and obvious errors. We found the data to be sufficiently
reliable for our purposes. We conducted a literature review of research on
currency demand. We reviewed the President’s 2017 and 2018 budget
proposals as well as relevant statutes and regulations. We visited BEP’s
facilities in Washington, D.C., and Fort Worth, Texas, to examine the
production process at both facilities. We interviewed officials from BEP,
the Federal Reserve, and Treasury. We also interviewed officials from the
General Services Administration (GSA), which is responsible for helping
federal agencies acquire and dispose of office space, among other things.

To determine the extent to which BEP’s actions aligned with leading
capital-planning and cost-estimating practices, we first identified leading
capital-planning and cost-estimating practices from a variety of federal
sources. In particular, we reviewed the leading capital investment
decision-making practices identified by GAO and OMB in their respective
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guides,? as well as leading cost-estimating practices identified in GAO’s
Cost Estimating and Assessment Guide.® We focused on the capital-
planning processes that would be most applicable to BEP, which has
limited real property. The applicable processes include:

« conducting an assessment of current and future needs;

« evaluating alternatives to determine how to best bridge performance
gaps;

« strategically linking capital investments to a strategic-planning
process; and

« documenting the agency’s goals and objectives, among other things,
in a long-term capital plan.*

We compared these leading practices against actions BEP took since
2010 that led BEP to conclude that the agency would be best served by a
new production facility. Specifically, we reviewed BEP’s 2010 and 2013
feasibility studies, BEP and Treasury strategic and long-term capital
plans, and other relevant documents. Regarding cost estimating, we
focused on four broad characteristics of high quality, reliable cost
estimates identified in the Cost Estimating and Assessment Guide. These
characteristics include that the estimates are comprehensive, well-
documented, accurate, and credible. We compared BEP’s 2017 estimate
for the cost of BEP’s proposal for a new facility to these practices
because it was BEP’s most recent cost estimate for constructing a new
facility. As part of our work, we reviewed the cost information that BEP
used to develop its 2017 cost estimate and interviewed senior BEP
officials on the estimates.

To describe other factors that could affect the overall cost to the federal
government if BEP were to construct a new production facility or renovate

2GAO, Executive Guide: Leading Practices in Capital Decision-Making. GAO/AIMD-99-32
(Washington, D.C.: December 1998); and OMB, Capital Programming Guide, Supplement
to Office of Management and Budget Circular A-11: Planning, Budgeting, and Acquisition

of Capital Assets (2017).

3GAO, GAO Cost Estimating and Assessment Guide: Best Practices for Developing and
Managing Capital Program Costs. GAO-09-2SP (Washington, D.C.: March 2009).

“We found that not all leading capital-planning practices were applicable to BEP, such as
a review and approval of a framework with established criteria for selecting capital
investments and project prioritization. BEP’s proposal for a new D.C. facility is not
contingent on capital decisions made for its Fort Worth facility.

Page 3 GAO-18-338 Currency Production Facility


https://www.gao.gov/products/GAO/AIMD-99-32
https://www.gao.gov/products/GAO/AIMD-99-32
https://www.gao.gov/products/GAO-09-2SP

Background

its existing D.C. facility, we reviewed BEP studies and discussed potential
uses of BEP’s current buildings with BEP, Treasury, and GSA officials.
We reviewed GSA documentation and previous GAO work on the building
disposal process, and interviewed officials at BEP, Treasury, and GSA on
their plans for the use of each BEP building depending on the selected
alternative.

We conducted this performance audit from April 2017 to April 2018 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

BEP produces notes at the request of the Federal Reserve. Each year,
the Federal Reserve determines how many currency notes are needed to
meet the demand for currency. Federal Reserve and BEP officials then
agree on a payment amount for note production, including costs
associated with maintaining BEP’s facilities. The Federal Reserve’s
payments are deposited into BEP’s revolving fund; the revolving fund is
used for BEP’s operational expenses, including note production.®
According to Treasury officials, the revolving fund can pay for renovations
and retrofitting of a production facility, but not for land purchase or new
building construction.® In 2016, the Federal Reserve paid around $660
million for note production.

In order to cover all expenses associated with the Federal Reserve’s
needs, including currency production, the Federal Reserve generates
income primarily from the interest on their holdings of U.S. government
securities, agency mortgage-backed securities, and agency debt acquired
through open market operations. The Federal Reserve is required to
transfer any surplus funds over $7.5 billion to the General Fund of the

5See 12 U.S.C. § 420; 31 U.S.C. § 5142.

5Treasury officials based this interpretation, in part, on a 1951 Comptroller General
decision, which determined that BEP’s revolving fund could be used for the cost of
replacements and additions of such equipment and installations as elevators, air
conditioning, water cooling, electrical, plumbing and heating equipment, permanent and
semi-permanent partitions, and flooring. See B-104492, Oct. 4, 1951.
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U.S. Treasury.” Increases or decreases in operating costs or BEP'’s
currency production could affect these surpluses and subsequent
transfers to the General Fund. Historically, the Federal Reserve has had
significant surpluses. In 2016, the Federal Reserve transferred $92 billion
to the General Fund.

BEP’s Washington, D.C., facility consists of a 104-year old, multi-story,
multi-wing Main Building and an 80-year old multi-story, multi-wing Annex
Building (see fig. 1). The Main Building is the primary production building,
and the Annex Building is used primarily for administrative functions. Both
buildings qualify for historic designation and thus any alterations would be
subject to certain requirements under the National Historic Preservation
Act of 1966, as amended.® In addition to these buildings, BEP leases a
warehouse in Landover, Maryland, to store production supplies in part
because the two Washington, D.C., buildings do not have the necessary
infrastructure to accommodate shipments carried by large commercial
trucks.®

712 U.S.C. § 289 (a)(3).

8See Pub. L. No. 89-665, 80 Stat. 915 (Oct 15, 1966) (codified as amended at 54 U.S.C.
§§ 300101-307108).

%In March 2012, BEP renewed a 10-year lease with GSA to continue use of the
warehouse. BEP rents the building through GSA from a private owner, and makes part of
the building available for use by other Treasury components through interagency
agreements. According to GSA officials, the cost to BEP is approximately $2.9 million per
year after payments from other Treasury components.
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Figure 1: Aerial Views of the Bureau of Engraving and Printing’s Washington, D.C., and Fort Worth, Texas, Facilities
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Note: The figure does not include the warehouse in Landover, Maryland

BEP’s Fort Worth facility was built in order to ensure reliable currency
production in the event of any disruption of operations at the D.C. facility.
BEP was able to obtain donated land and a building in Fort Worth and
therefore did not need to purchase land or construct a new facility. °
Specifically, in 1986, BEP accepted a proposal from the City of Fort
Worth that included 100 acres of donated land and a donated building
shell to be built to BEP’s specifications. BEP then used its revolving fund
to pay for the building’s interior retrofitting, including a central energy
plant and installation of currency presses. The Fort Worth facility began

9The Department of the Treasury has the authority to accept gifts of real and personal
property for the purpose of aiding or facilitating the work of the Department of the
Treasury. 31 U.S.C. § 321(d)(1).
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producing notes in December 1990 and was intended to produce around
25 percent of U.S. notes. According to BEP officials, as a result of
increased demand for U.S. notes and production limitations associated
with the D.C. facility, the Fort Worth facility has produced an increasingly
large share of notes. In fiscal year 2016 the Fort Worth facility produced
nearly 60 percent of notes, while the D.C. facility produced the remaining
40 percent.

BEP’s Proposal for a
New Production
Facility Considered
Project Costs and
Feasibility, Security,
Efficiency, Safety, and
Future Flexibility

BEP Studies from 2010 to  From 2010 through 2017, BEP contracted for various studies to

2017 Determined the Cost investigate alternatives, costs, potential sites, and program requirements
Shils : to ensure future currency production in the D.C. area (see table 1 for

and FeaSIblllty of MUItlple details of the studies)."" In BEP’s 2013 study and since then, the agency

Alternatives has focused on three alternatives:

« “Renovation”—a major renovation of the current facility

e “New build’—a new building in a different location that would house
currency production and all administrative functions

o “Hybrid"—a new building in a different location that would house
currency production, but having administrative functions in one of its
current buildings

According to BEP officials, the cost estimates in the 2013 study were an
important factor in their preference for a new facility instead of a
renovation.

""Bureau of Engraving and Printing, Feasibility Study for Renovation and/or Relocation of
the Washington, DC Facility (Dec. 15, 2010); Bureau of Engraving and Printing, Facility
Strategic Alternatives Study (Jan. 23, 2013); Federal Agency Initial Site Investigation and
Screening (Sept. 30, 2015); Bureau of Engraving and Printing, Future Workplace
Recommendations Report (Aug. 17, 2017)
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Table 1: Studies Related to a New Production Facility Commissioned by the Bureau of Engraving and Printing (BEP) Since

2010
Date Completed December 2010 January 2013 September 2015 August 2017
Purpose Identify and rank nine Review and rank Identify and rate potential  Identify program requirements and
alternative solutions for  three alternatives sites for a new BEP cost estimates for (1) the hybrid and
future BEP operations (new build, production facility within 30  (2) renovation alternatives.
renovation, and miles of the Washington

hybrid) to continue ~ Monument
production in the
Washington, D.C.

area
Conclusion Ranked the new build Ranked the new Identified 31 federal and Estimated the cost for (1) the hybrid
option highest build option highest non-federal sites option at $1.389 billion and (2)

renovation at $1.957 billion®

Source: GAO analysis of BEP data. | GAO-18-338

®The cost estimate includes additional project costs determined by BEP.

The 2013 study concluded that BEP should pursue the new build
alternative because it was estimated to be the least costly option, could
be completed in the shortest time frame, and promised the greatest
efficiencies. The study found that the renovation alternative would be the
most costly option and take the longest time to complete because it would
require BEP to produce currency at its current location while it was being
renovated. BEP officials told us this would require moving production
equipment from the Main Building to the Annex during the renovation and
back to the Main Building once it was renovated.'? According to GSA
officials, renovations are often more costly than new construction.
According to Federal Reserve officials, moving large, complex printing
presses and machines from one building to another and then back again
significantly expands the renovation’s timeframe, as time would be
needed to test the machines to get them back into specification. The
Federal Reserve further noted that some modern presses will not fit into
the Main Building without significant structural alterations, which would
add cost and time to a renovation.

Following the release of the 2013 study, BEP proposed to the Secretary
of Treasury, with the support of Treasury officials, that Treasury and BEP
pursue the hybrid alternative as their first choice (see table 2 for details
on BEP’s proposal). BEP officials told us that they, along with Treasury,

12Federal Reserve officials noted that equipment past its useful life would most likely be
replaced with new equipment and thus not be moved back into the Main Building.
However, some equipment could be moved back into renovated space.
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selected the hybrid alternative even though the hybrid was more
expensive than the new build alternative. According to BEP officials, the
cost difference between the hybrid and new build was outweighed by the
value of maintaining administrative functions in Washington, D.C., to
facilitate the day-to-day decision-making process among BEP, Treasury,
and Federal Reserve officials. According to Treasury officials, the ability
for other Treasury employees to co-locate in the Main Building after the
repurposing is completed would also provide long-term cost benefits to
Treasury because Treasury could save on expensive lease agreements
in downtown Washington, D.C. Further, Treasury officials noted that it is
important that the Treasury Department maintain the Main Building as an
asset because of its location and history, and Treasury officials prefer that
BEP maintain some functions in the building. The 2017 study provided
cost estimates of BEP’s and Treasury’s preferred hybrid option, as well as
the renovation option that BEP officials said they would pursue if BEP
does not receive the necessary legal authority to construct a new facility.
The study estimated that the hybrid option would cost approximately
$1.389 billion and that the renovation option would cost approximately
$1.957 billion.™

|
Table 2: Current and Proposed Use of Bureau of Engraving and Printing’s (BEP) Buildings in the D.C. Area under the Hybrid

Alternative

Building Use
Current Proposed

Main Building Houses most production functions, some Would house primary BEP administrative functions and visitor
administrative functions, and public tour center; remaining two-thirds of space could house other

Treasury bureaus and offices

Annex Building Houses most administrative functions and Would be declared excess and enter GSA’s disposal process
some production functions

Warehouse Stores production materials GSA lease would not be renewed once new facility is complete

New construction Not applicable Would house all production functions, some administrative

functions, a gift shop, and space for a public tour

Source: GAO analysis of BEP data. | GAO-18-338

Federal Reserve officials told us they concur with the 2013 study that a
new facility is warranted, that a renovation of the existing facility would be
more costly than a new facility, and a renovation would not provide the
same degree of efficiency. Federal Reserve officials said that they prefer
the new build alternative because the 2013 study identified this alternative

3The cost estimates include additional project costs determined by BEP.
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as the least expensive option, and would provide a modern, efficient
manufacturing process. These officials also told us that, whatever
alternative BEP pursues, the Federal Reserve will be financially
responsible —whether it is for a new building,' a renovated building, or
the continuation of the currency production process in the D.C. facility.

BEP officials stated that they support a new building over a renovation
because the new build would both be less expensive and have greater
benefits than a renovation. Furthermore, BEP officials told us that while
they prefer to remain in the D.C. area, they would approve of the
construction of a new facility in a different location if necessary. However,
BEP officials also told us that if BEP does not get the legal authority
necessary to use its revolving fund to purchase land and build a new
facility in 2018, BEP will pursue a renovation of the existing D.C. facility
beginning at the end of 2018.

BEP Considered Other
Factors in Deciding to
Propose a New Production
Facility

Security

As a federal facility, BEP must meet physical security standards
established by the Interagency Security Committee (ISC)." According to
an assessment conducted by BEP’s Office of Security®, the D.C. facility
does not meet many of the necessary requirements for a facility of its
security level. While certain security improvements, such as blast
resistant windows or vehicle barriers, could be installed if the facility is
renovated, other standards could only be addressed with a new facility.
Specifically, the current buildings are located in an urban center

14According to Federal Reserve officials, it is not clear if the Board currently has the
authority to acquire land and pay for the construction of the building “shell” for a new BEP
facility.

5The ISC, housed within the Department of Homeland Security, defines the criteria and
process used to determine a facility’s risk level and the applicable physical security
standards for each risk level. Exec. Order No. 12977, 60 Fed. Reg. 54411 (Oct. 24, 1995).
Each executive agency and department must cooperate and comply with the policies and
recommendations of the ISC except where the Director of Central Intelligence determines
that compliance would jeopardize intelligence sources and methods.

'®Bureau of Engraving and Printing, Facility Risk Assessment (July 25, 2015).
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Efficiency

surrounded by buildings (see fig. 1 above). As a result, according to the
assessment, the facility does not have a secure perimeter because it
lacks the required setback between the building and any point where an
unscreened vehicle can travel or park. BEP officials said that even after a
renovation, the facility would continue to have inadequate setback
distance. According to the assessment, the facility’s designation as a
historic building also limits BEP’s ability to make changes to the current
facility to meet the necessary level of protection. For example, the
facility’s placement on the historic registry limits BEP’s ability to make
certain structural changes that could mitigate the building’s chances of
progressively collapsing in the event of certain types of destructive
attacks or actions. BEP’s Office of Security attributed certain security
deficiencies to the facility’s limited setback distance and the buildings’
structure, and determined that the D.C. facility is at relatively high risk to
threats such as an externally-placed portable explosive device.

BEP aims to provide quality banknotes in an efficient, cost effective
manner.'” However, BEP officials concluded that the layout of the D.C.
facility makes production less efficient than the Fort Worth facility.
According to BEP production data, from 2013 to 2016, manufacturing
costs were higher at the D.C. facility for all comparable denominations.
For example, in 2016, production costs of $1 and $20 notes were 23
percent and 7 percent higher, respectively, at the D.C. facility compared
to the Fort Worth facility.'® Additionally, the D.C. facility employs more
manufacturing personnel than Fort Worth, even though it produces fewer
notes (see table 3). BEP officials attributed the difference in the costs to
the D.C. facility’s multi-floor, multi-wing production layout. Specifically, in
D.C., after notes are printed on one side, they are moved to another floor
to dry for at least 72 hours, brought back to the original floor to be printed
on the opposite side, and again moved to the other floor to dry. In Fort
Worth, because the production occurs in one large room on one floor,
these processes occur in adjacent spaces on the same floor. As a result,
according to BEP, notes travel more than twice as far during production in
the D.C. facility.

""Bureau of Engraving and Printing, 2014-2018 Strategic Plan.

8Manufacturing cost includes depreciation costs. Each note costs a different amount
because of variations in processes and materials used. Note production is divided
between the two facilities, but each facility does not produce every denomination.
Therefore, only the $1 and $20 programs are comparable between the two facilities.
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Table 3: Fiscal Year 2016 Production Reported by the Bureau of Engraving and
Printing (BEP) at Washington, D.C., and Fort Worth, Texas, Facilities

D.C. facility Fort Worth

facility

Percentage of notes produced 42% 58%
Distance travelled by currency paper 5,615 feet 2,230 feet
Manufacturing cost per 1,000 $1 notes® $29.62 $24.07
Manufacturing cost per 1,000 $20 notes® $47.59 $44.61
Number of manufacturing employees® 464 422

Source: GAO analysis of BEP data. | GAO-18-338
Note: We did not independently validate the accuracy of these figures.
®Manufacturing cost includes depreciation costs.

PEach note costs a different amount because of variations in processes and materials used. Note
production is divided between the two facilities, but each facility does not produce every
denomination. Therefore, only the $1 and $20 programs are comparable between the two facilities.

°Number of employees is as of September 2017

According to BEP, Treasury, and Federal Reserve officials, a new
production facility would offer greater efficiency gains than a renovated
facility. According to BEP officials, maintaining production on one floor in
an open space improves production efficiency. They added that a
renovation of the D.C. facility could include tearing down some walls and
raising ceilings, steps that could improve some production processes.
However, they also noted that because the D.C. facility qualifies for a
historic designation, according to BEP officials, a renovation could not
alter the building’s shape. As a result, production would still occur on
multiple levels and in separate wings if the facility were renovated. We
have reported in the past that agencies faced challenges in rehabilitating
and modernizing historic buildings for contemporary use because of their
age, specific design characteristics, and their particular historical
features.™

Safety According to its Strategic Plan, BEP is committed to providing a safe and
positive work environment for its employees. However, BEP officials said
that manufacturing employees at the D.C. facility face greater injury risk
than at the Fort Worth facility. According to BEP workers’ compensation
claim data, approved workers’ compensation claims at the D.C. facility
accounted for approximately 67 percent of BEP’s approved claims from

SGAO, Federal Real Property: Improved Data Needed to Strategically Manage Historic
Buildings, Address Multiple Challenges, GAO-13-35 (Washington, D.C.: Dec. 11, 2012).
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Flexibility

fiscal year 2013 through fiscal year 2016, or 200 of 297 approved claims.
BEP officials attributed the higher number of workers’ compensation
claims in the D.C. facility to the relatively high number of employees
needed to produce fewer notes (see table 3) and the increased
opportunity for employee injury because production material must be
transported farther and between floors. BEP officials estimated that
approximately 65 to 70 percent of all worker injuries are related to
materials handling.

BEP officials noted that there is an estimated $196-million deferred-
maintenance backlog at the D.C. facility. This backlog includes
maintenance to the facility’s electrical and architectural systems. Even if
BEP had taken care of these maintenance issues in the past, it would not
negate the need for a renovation or a new facility. BEP officials noted that
a renovation would reduce some safety concerns, such as upgrading the
facility’s electrical systems and adding more fire-rated exits as required by
Occupational Safety and Health Administration regulations;2° however, a
renovation would not be able to address the multi-floor production
process that BEP officials attributed to employee injuries.

According to BEP officials, it is important for BEP to maintain flexible
currency production to respond to production needs that may change
over time. Specifically, BEP officials said that a production facility should
have the ability to adapt to changes in production equipment. Both BEP
and Federal Reserve officials told us that the new equipment likely will be
larger than current machinery. According to a representative from a
leading currency printing equipment manufacturer from which BEP buys
its printing equipment, future equipment is unlikely to decrease in size.
BEP officials said that, while the D.C. facility could be renovated to
accommodate larger equipment, it would not be possible to replicate the
large, open production floor of the Fort Worth facility, which allows for
simple installation of equipment. BEP officials told us that, unlike the
current D.C. facility, a new production facility would be able to easily

2029 C.F.R. § 1910.36. The Occupational Safety and Health Administration (OSHA) within
the Department of Labor sets and enforces workplace standards to assure safe and
healthful working conditions.
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accommodate the printing equipment necessary for security features that
BEP is currently developing for the next currency redesign.?'

Flexibility is also an important factor when considering the future demand
for currency. The demand for currency fluctuates, and recent changes in
how the public makes purchases could affect the demand for currency.
Some observers have noted that the increased use of new payment
technologies—such as online banking and phone applications—as well
as the rise in online purchases may lead to a substantially reduced
demand for currency. In a few countries, such as Sweden, noncash
transactions have become common and the demand for currency has
fallen substantially.

In the United States, there are several indications that currency demand
will not substantially decline within the next decade. For example, the
yearly number of U.S. currency notes in circulation increased by 43
percent from 2008 to 2016. In addition, the number of ATMs in the United
States continues to grow, and a 2016 Federal Reserve study of consumer
payment choice found that cash still accounted for 32 percent of all
transactions, and more than 50 percent of transactions under $25.2? This
continued strength in the demand of cash has several sources.?® Cash
can be seen as a hedge against uncertainties, such as natural disasters
or political or economic turmoil, and also has advantages related to
privacy, anonymity, and personal data security. Moreover, according to
the Federal Deposit Insurance Corporation, approximately 25 percent of
U.S. households have limited access to the products and services of the
banking industry, and therefore, these “unbanked” and “underbanked”

21Additionally, a court order requires Treasury to “take such steps as may be required to
provide meaningful access to United States currency for blind and other visually impaired
persons...not later than the date when a redesign of that denomination is next approved
by the Secretary of the Treasury.” Am. Council of the Blind v. Paulson, 581 F. Supp. 2d 1
(D.D.C. 2008). BEP recommended pursuing a tactile feature as a potential means of
identifying each denomination by way of touch. See 75 Fed. Reg. 28331 (May 20, 2010).
As we previously reported, the Secretary of the Treasury approved BEP’s approach on
May 31, 2011. See GAO, U.S. Currency: Reader Program Should Be Evaluated While
Other Accessibility Features for Visually Impaired Persons Are Developed, GAO-14-823
(Washington, D.C.: Sept. 26, 2014).

22The State of Cash, Cash Produce Office Federal Reserve System, November 2016.

230ne source of U.S. currency demand is from people in other countries. About half of the
outstanding value of U.S. currency is held outside the United States, largely in the form of
$100 denominated notes. Foreign demand for U.S. currency derives from its role as a
global reserve currency and reliable store of value.
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BEP Generally
Followed Leading
Capital-Planning
Practices, and Its
2017 Cost Estimate
Partially Met the
Characteristics of a
Reliable Cost
Estimate

populations, who may not have many alternative means of payment, rely
largely on cash.

Federal Reserve and Treasury officials we spoke with do not believe that
the use of cash in the U.S. will decline in any significant way over the next
decade. In particular, the Federal Reserve predicts a continued rise in
demand for cash over the next 10 years, despite the increased availability
of noncash payment options, indicating that a new or renovated facility
will still be required for currency production. According to BEP officials, a
new production facility would better manage the ebbs and flows in the
future demand for currency than a renovation of the current facility.
Specifically, should production demand increase, a new production facility
could be designed to easily scale to meet new production requirements.
Conversely, should the demand for currency decline in the coming years
or substantially decline in the future, unused space in a new facility could
be partitioned off and be used for other purposes or by another Treasury
agency.

BEP Generally Followed
Applicable Leading
Capital-Planning Practices

Capital investments in infrastructure can require significant resources to
construct, operate, and maintain over the course of their life-cycle.
Leading capital-planning practices can help agencies determine the
resources needed to meet their mission, goals, and objectives and how to
efficiently and effectively satisfy those needs throughout the capital
decision-making process. As shown in table 4, we found that BEP’s
capital investment decision-making process that resulted in its decision to
pursue a new currency-production facility (as part of the previously
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described hybrid option) followed three applicable capital-planning
leading practices and substantially followed the fourth.?*

|
Table 4: GAO’s Assessment of the Bureau of Engraving and Printing’s Adherence to Leading Capital-Planning Practices for
Its Proposed New Currency Production Facility

Leading practice

Key Activities Assessment

Needs assessment

Considers the capability of existing resources as well as current information on asset  Followed?
condition. Using this information, an organization can make decisions about where to
invest in facilities.

Identifies the resources needed to fulfill both immediate requirements and anticipated
future needs.

Alternatives
evaluation

Determine how best to bridge performance gaps by identifying and evaluating Substantially
alternative approaches. followed”

Before choosing to purchase or construct a capital asset or facility, leading
organizations carefully consider a wide range of alternatives and funding options, such
as using existing assets, leasing, or privatizing the activity

Strategic linkage

Provide a long-range plan for the capital asset portfolio in order to meet the goals and  Followed?
objectives in the agency’s strategic plans.

Agency strategic plans should identify capital assets and define how they will help the
agency achieve its goals and objectives.

Long-term capital
plan

The long-term capital plan should be the final and principal product resulting from the  Followed?
agency'’s capital-planning process. The capital plan should cover 5 years or more,

updated annually or biennially, and should reflect decision makers’ priorities for the

future.

Capital plans should include a statement of the agency mission, strategic goals and
objectives; and a description of the agency’s planning process.

Source: GAO analysis of Bureau of Engraving and Printing’s capital planning process.| GAO-18-338

®Followed: BEP provided evidence that it fully followed the activities associated with the practice.

bSubstantially followed: BEP provided evidence that it followed most of the activities associated with
the practice.

Needs assessment: BEP followed this leading practice, which calls for
comprehensively assessing the resources needed as a basis for
investment decisions. BEP conducted a facility condition assessment in
2004 that contributed to BEP’s effort to seek a new production facility,
resulting in the studies from 2010-2017 discussed above. The
assessment identified the current condition of the facility and the facility’s
capabilities, including production inefficiencies that led BEP to begin a
multi-year effort to determine its immediate and future infrastructure

2GAO, Executive Guide: Leading Practices in Capital Decision-Making. GAO/AIMD-99-32
(Washington, D.C.: December 1998); and OMB, Capital Programming Guide, Supplement
to Office of Management and Budget Circular A-11: Planning, Budgeting, and Acquisition
of Capital Assets (2017).
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needs. BEP also determined in 2004 that the agency had almost $200
million in deferred maintenance needs. BEP officials told us that they
consulted with Federal Reserve officials?® and concluded that it would not
be prudent to spend substantial funds to address this deferred
maintenance. For example, officials determined that it would not be
prudent to replace the heating and plumbing systems while pursuing a
new production facility. As a result, BEP deferred some maintenance
items, such as replacing heating systems, which would not compromise
safety and production. However, BEP officials said that they prioritized
and maintained critical items, such as its cleaning and recycling systems,
and implemented energy conservation initiatives to help reduce costs. As
of October 2017, BEP’s deferred maintenance backlog was about $196
million.

Alternatives evaluation: BEP substantially followed this leading practice,
which calls for a determination of how best to bridge performance gaps by
identifying and evaluating alternative approaches. As noted above, BEP
first considered multiple alternatives on how to achieve its mission to
efficiently produce banknotes. Further, BEP considered different methods
to fund and obtain land and a shell for a new production facility (see table
5). To evaluate alternatives for the location of a new facility, a contractor
identified, in 2015, potential construction sites in the D.C. area and
compared each site to a set of criteria. However, BEP officials told us that
they discounted locations outside the metropolitan D.C. area because
they believed it would be costly to relocate employees or hire and train
new manufacturing personnel to replace employees who do not relocate.
BEP officials said that the few employees who relocated from the D.C.
facility to the Fort Worth facility when it first opened were paid $50,000
each for their move. Based on these factors, BEP focused on a D.C-area
location and did not conduct an analysis of the financial implications of
building a new facility outside the D.C. area, where construction or other
costs could be less expensive.

25The Federal Reserve is required to pay all costs incurred by BEP for the production of
currency notes. 12 U.S.C. § 420. According to Federal Reserve officials, for expenses
greater than $1 million, BEP notifies the Federal Reserve in accordance with an
agreement codified in a Memorandum of Understanding between Treasury and the
Federal Reserve. Federal Reserve officials told us this is not approval authority, but it
gives the Federal Reserve the ability to ask questions before such large purchases are
made. Federal Reserve officials told us that they have no document related to the
maintenance needs and deferral of key maintenance activities; however, BEP may have
informed Federal Reserve staff of its decision to defer such costs in light of Treasury’s
pursuit of a new facility.
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Table 5: Alternative Methods BEP Considered to Fund and Obtain Land and a Building for a New Production Facility

Method considered Justification given for not selecting an alternative

Donated land and According to BEP officials, given the high value of land in the D.C. area, it is unlikely that a private entity or
building shell municipal government would donate land and a building shell.

Swap-construct BEP officials explored the idea of entering into a “swap-construct” exchange in which a private developer
exchange would build a new facility for BEP in exchange for title to BEP’s current building(s). However, GSA

determined that a “swap-construct” exchange would not be feasible in this case because of the long timeline
required to migrate the existing production equipment to a new production facility. In addition, GSA has
limited experiences with swap-construct projects and recent attempts have been cancelled.?

Congressional BEP officials inquired about receiving congressional appropriations to fund the land purchase and
appropriations construction, but Treasury, OMB, and GSA officials said that since the purpose of a new production facility
would be to produce currency notes, the funds should originate from the Federal Reserve.

Federal Buildings Fund BEP and GSA officials discussed using funds appropriated from the Federal Buildings Fund to purchase
land and construct a building; however officials believed that Congress would be unlikely to appropriate such
funds since BEP does not pay rent into the Federal Buildings Fund.

Source: GAO analysis | GAO-18-338

®GAO, Federal Real Property: Observations on GSA’s Canceled Swap Exchange Involving Buildings
in the Federal Triangle South Area, GAO-16-571R (Washington, D.C.: June 16, 2016)

Strategic linkage: BEP followed this leading practice, which stresses the
importance of linking plans for capital asset investments both to an
organization’s overall mission and to its strategic goals. In the 2014-2018
Strategic Plan, BEP noted that it would seek approval to proceed with the
2013 study’s recommendation to construct a new production facility.
According to the strategic plan, a new production facility would help
achieve BEP’s long-articulated strategic goal of being a printer of world-
class currency notes, providing its customers and the public with superior
products through excellence in manufacturing and technological
innovation. Furthermore, Treasury concurred with BEP’s assessment and
added its request for legal authority to purchase land and build a new
facility in the fiscal year 2018 President’s Budget proposal.

Long-term capital plan: BEP followed this leading practice, which calls for
a capital plan that documents an agency’s decisions and describes its
mission, planning process, and risk management, among other things.
BEP completed all of the key activities associated with this practice. For
example, in its fiscal year 2018 capital investment plan, BEP lays out the
purpose, goals, and benefits of a new currency production facility. It also
notes the implications of exposing currency production to vulnerabilities
relating to potential facility systems failures and inefficiencies.
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BEP’s 2017 Cost Estimate A reliable cost estimate—a summation of individual cost elements—is

Partially Met the Four critical to support the capital planning process by providing the basis for

Characteristics of a High- informed investment decision-making, realistic budget formulation and

. . . program resourcing, and accountability for results. BEP’s 2017 cost

Qua“ty’ Reliable Estimate estimate includes a contractor-developed estimate of the cost for the
construction of a new production plant and the repurposing of the Main
Building for BEP’s administrative offices (the hybrid alternative) and a
BEP-developed estimate of additional project costs, such as additional
production equipment and real estate acquisition. We found this estimate
partially met the four characteristics of a high-quality, reliable cost
estimate (see table 6). In developing this estimate, BEP relied on GSA
guidance that was available at the time.?® That guidance did not refer to
leading practices for cost estimates that are identified in GAO’s Cost
Guide. GSA has recently updated its guidance to refer to the leading
practices in GAQO’s Cost Guide, and BEP officials told us that they will
follow this updated GSA guidance when developing any future cost
estimates.

Table 6: GAO’S Assessment of the Extent to Which the Bureau of Engraving and Printing’s (BEP) 2017 Cost Estimate Meets
the Characteristics of a High-Quality, Reliable Cost Estimate.

Characteristic Leading practice Overall
assessment
Comprehensive «  The cost estimate includes all life-cycle costs. Substantially

« The cost estimate completely defines the program, reflects the current schedule, and is met’
technically reasonable.

« The cost estimate work breakdown structure is product-oriented, traceable to the
statement of work/objective, and at an appropriate level of detail to ensure that cost
elements are neither omitted nor double-counted.

o The cost estimate documents all cost-influencing ground rules and assumptions.

26The guidance is GSA, P-120: Project Estimating Requirements for the Public Buildings
Service. GSA Office of the Chief Architect (Washington, D.C.: January 2007). According to
GSA officials, GSA updated its guidance to include GAO’s best practices in August 2016,
after BEP had begun the cost estimating process.
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Characteristic Leading practice Overall
assessment

Well-documented «  The documentation should capture the source data used, the reliability of the data, and  Partially met”
how the data were normalized.

« The documentation describes in sufficient detail the calculations performed and the
estimating methodology used to derive each element’s cost.

o The documentation describes step-by-step how the estimate was developed so that a
cost analyst unfamiliar with the program could understand what was done and replicate
it.

« The documentation discusses the technical baseline description and the data in the
baseline is consistent with the estimate.

«  The documentation provides evidence that the cost estimate was reviewed and accepted
by management.

Accurate « The cost estimate results are unbiased, not overly conservative or optimistic, and based  Partially met®
on an assessment of most likely costs.

o The estimate has been adjusted properly for inflation.
o The estimate contains few, if any, minor mistakes.

« The cost estimate is regularly updated to reflect significant changes in the program so
that it is always reflecting current status.

« Variances between planned and actual costs are documented, explained, and reviewed.

« The estimate is based on a historical record of cost estimating and actual experiences
from other comparable programs.

« The estimating technique for each cost element was used appropriately.

Credible « The cost estimate includes a sensitivity analysis that identifies a range of possible costs  Partially met®
based on varying major assumptions, parameters, and data input.

« Arrisk and uncertainty analysis was conducted that quantified the imperfectly understood
risks and identified the effects of changing key cost driver assumptions and factors.

« Major cost elements were cross-checked to see whether results were similar.

« Anindependent cost estimate was conducted by a group outside the acquiring
organization to determine whether other estimating methods produce similar results.

Source: GAO analysis of Bureau of Engraving and Printing’s cost estimates. | GAO-18-338

®Substantially met: BEP provided evidence that it followed most of the practices associated with the
characteristic.

®Partially met: BEP provided evidence that it followed about half of the practices associated with the
characteristic.

Comprehensive: BEP’s 2017 cost estimate substantially met the
comprehensive characteristic. For example, the estimate included most
life-cycle cost components, defined the program and its current schedule
and included a consistent work breakdown structure. However, the
estimate did not include operating and sustainment costs or information
regarding the ground rules and assumptions used to develop the costs.

Well documented: BEP’s 2017 cost estimate partially met the well-

documented characteristic. For example, the estimate documented the
source data and the technical assumptions used for the construction
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costs, which were reviewed by GSA and BEP personnel. However,
documentation for the contractor’s estimate and its sources for the factors
used in the estimate did not include details to enable an outside cost
analyst to replicate the work. According to BEP officials, the cost data are
the contractor’s proprietary data. BEP officials also told us that sources
for the factors used were based on subject matter expert opinion.

Accurate: BEP’s cost estimate partially met the accurate characteristic.
While we found minor rounding errors and no errors in the model build-up
calculations and did not find any calculation or adjustment errors in the
estimate, the estimate nonetheless did not provide information regarding
the bias of the costs and the appropriateness of the estimating technique
used. However, BEP did follow industry standards to develop contingency
costs for a pre-design estimate for a program that has not yet been
authorized. We also found that $515 million of the internal estimate (37
percent of the program’s total cost estimate) was based on
undocumented subject matter opinion or escalated incorrectly from the
2013 study estimate. Further, BEP’s estimate did not use the same
construction year mid-point as its contractor for the inflation assumptions.
According to BEP officials, that lack is because BEP’s costs were
projected based upon the contractor’s estimate of fiscal year 2022, while
the production equipment was escalated to fiscal year 2021 because this
is the projected year for purchasing equipment. The officials also
acknowledged that this rationale, however, was not documented in the
cost estimate. BEP clarified that the estimates did not explicitly state a
confidence level because the estimate is in the pre-planning stage. They
added that it is common in the design and construction industry that
contingencies are applied to the estimate based on the completeness of
design, and as the design progresses, these contingencies are reduced
as more becomes known about the project. As there have not been actual
costs yet, variances between planned and actual costs have not been
documented, explained, and reviewed.

Credible: BEP’s 2017 cost estimate partially met the credible
characteristic. For example, BEP provided documentation showing that
both BEP and GSA reviewed the contractor’s construction estimate and
its technical assumptions. However, the estimate did not include a
sensitivity analysis for the construction costs, a risk and uncertainty
analysis, or cross-checks to see whether similar results could be
obtained. A cross-check could include an independent cost estimate
conducted by an outside group to determine whether other estimating
methods would produce similar results, but BEP officials told us that no
independent cost estimate was developed because this was too early in
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Ability to Sell or
Repurpose Potentially
Vacant Space Could
Affect the Total Cost
to the Federal
Government

the project to do such a comparison and that the construction estimate
was developed in response to a government contract statement of work
to prepare a preliminary budget forecast for BEP. Rather, BEP relied on
what it characterized as an extensive review by BEP management and
GSA officials.

The alternative that BEP pursues could have a financial effect on the
federal government and ultimately taxpayers. Below, we discuss potential
costs and potential savings associated with the disposition of the three
buildings under the different scenarios based on our review of BEP
documents and interviews with Treasury and GSA officials (see fig. 2).
For example, Treasury, which has custody and control over the Main
Building and the Annex, could experience costs if it needs to spend
money to upgrade these buildings, but could also experience savings if it
can repurpose the buildings or consolidate its employees into fewer
buildings. GSA, which serves as the federal government’s primary real
property and disposal agent, could incur costs for the marketing and
disposal process, but could create savings for the government if it could
repurpose or sell any vacated buildings. Proceeds from sales of Treasury-
controlled facilities would benefit the federal government.
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Figure 2: Potential Disposition and Funding of BEP’s Washington, D.C., Facility and Related Potential Costs or Savings

Building Potential action

Additional costs or savings, if any

* The Bureau of Engraving and Printing (BEP) renovates
entire building using payments deposited by Federal
Reserve into BEP’s revolving fund

« BEP occupies renovated Main Building

g
L Renovation

No additional costs or savings to
the federal government

=

* BEP renovates 1/3 of the Main Building for its use for
administrative purposes and partially repurposes the
remaining space to a warm-lit shell® using payments
deposited by Federal Reserve into BEP’s revolving fund

* The Department of the Treasury (Treasury) pays to
repurpose the remaining 2/3 of the Main Building for
occupancy by another Treasury agency

Main

Building A

N

« Cost to Treasury to repurpose 2/3 of the Main
Building for its use

« Savings to Treasury from consolidating
leased space

-

r

r New build
\ -

« Treasury pays to repurpose the entire Main Building for use
by a Treasury agency

« BEP no longer occupies the Main Building

}
F
}

« Cost to Treasury to repurpose the entire Main
Building for its use

« Savings to Treasury from consolidating leased
space

=

* BEP renovates 1/2 of the Annex for its use and partially
repurposes the remaining space to a warm-lit shell using
. payments deposited by Federal Reserve into BEP'’s
L » revolving fund
« Treasury pays to repurpose the remaining half of the Annex
for its use
\_
BEP is responsible
Annex for any needed If the Annex sells
Building environmental
cleanup of the
Annex before
Hybrid or » transferring the
new build building to the
General Services If the Annex does not sell
Administration
(GSA) to carry out
the disposal or If the Annex is transferred to a local
sales process government for public services,
) such as sheltering the homeless
BEP continues to lease the warehouse and allow other
Renovation Treasury components to use a portion of the building as
outlined in interagency agreements
Warehouse BEP does GSA finds new tenants for the term of
Hvbrid or not renew its the lease with the private entity that
Y . lease for the owns the warehouse. At the end of the
new build warehouse lease, GSA could terminate the lease
with GSA with the private owner

« Cost to Treasury to repurpose 1/2 of the
Annex for its use

* Savings to Treasury from consolidating
leased space

« Cost to GSA to conduct
the sale of the Annex

* Proceeds from sale of the
Annex would benefit the
federal government

« Cost to BEP for
environmental
cleanup, if
necessary,
before
transferring the
Annex to GSA
for the disposal
process

» Cost to GSA to
market the
Annex

to annually maintain the

Cost to BEP and Treasury
Annex (in general)

Cost to BEP to lease the warehouse

« Savings to BEP from ending the lease of
the warehouse

» Cost to GSA if it is not able to find another
federal tenant

Source: GAO analysis of BEP, Treasury, and GSA data. | GAO-18-338

A “warm lit shell” is a commercial or residential building with a minimally finished interior, usually with
ceilings, lighting, plumbing, heating and cooling (HVAC), interior walls (painted or unpainted),
electrical outlets, elevators, rest rooms, and a concrete floor. A warm lit shell is considered ready to
lease and ready for tenant improvements.
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Note: The Federal Reserve deposits payments for currency production, including BEP’s operational
expenses, into BEP’s revolving fund. BEP uses its revolving fund to pay for all of its operational costs.

While it is possible to identify some potential costs and benefits, it is too
early to determine which costs or benefits may be realized or to attempt
to quantify them. GSA and Treasury officials told us that the actions of
other agencies or interested third parties (e.g., those potentially interested
in purchasing the Annex) would affect the costs and cost-savings of any
alternative. In addition, there are factors outside of the government’s
control, such as timing and market conditions, that could affect costs and
cost-savings. For example, changes in the Washington, D.C., real estate
market could affect the opportunity to sell the Annex. Based on interviews
with officials at GSA, Treasury, the Federal Reserve, and BEP, we have
identified the following potential costs and savings for each building.

Potential costs and savings associated with the Main Building: Both BEP
and Treasury officials told us that the Main Building will remain under
Treasury’s custody and control, regardless of which alternative BEP
undertakes.

« Renovation: BEP would use its revolving fund to replace existing
heating/cooling systems and windows in the Main Building with higher
efficiency ones. Ideally, there would be some long-term cost savings
because the new systems would be less costly to operate. However,
BEP officials told us that a renovation may be more expensive than
currently estimated because the Main Building is over 100 years old
and there could be unforeseen expenses depending on what is found
once walls and ceilings are removed.

e New build: Treasury would likely pay to renovate the Main Building
once BEP vacates it because the Main building would remain under
Treasury’s custody and control. The cost of this renovation could be
partially offset by savings associated with co-locating other Treasury
offices in the Main Building after the renovation is complete. For
example, Treasury bureaus currently have 15 leased facilities with
about 1.9-million square feet in the downtown D.C. area. The annual
cost of these facilities is $91.7 million. While, not all of the employees
currently in leased space could move into a renovated Main Building,
the Main Building’s 530,000 square feet could provide opportunities to
reduce leasing costs. However, because these potential renovations
and staff moves are not likely to occur for several years, Treasury
officials told us that they are not able to determine either the costs or
benefits of moving Treasury staff to the Main Building.
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Hybrid: BEP’s revolving fund would pay for the renovation of one-
third of the Main Building that would serve as BEP’s administrative
office and a future visitors’ center. This step would leave the
remaining two-thirds to be renovated to a “warm lit shell”?’ to allow
others to occupy the building. At this time, Treasury does not know
what entity or account would pay for the renovation of the remaining
two-thirds because, according to Treasury officials, they have not
determined what the use of the balance of the Main Building would
be, including what entity would fund any modifications needed for new
occupants. If Treasury decided to use the Main Building for its own
staff, then Treasury could fund the cost to convert to offices for other
Treasury agencies. Under this scenario, there is both a cost to
Treasury to renovate the space it plans to use as well as a savings in
having Treasury staff vacate other leased space and move to a
Treasury-controlled building.

Potential costs and savings associated with Treasury’s Annex: The Annex
could either remain for BEP’s administrative offices or could be declared
excess and transferred to GSA for disposal.

Renovation: BEP’s revolving fund would cover the cost of renovating
the entire Annex as a “warm lit shell” and a more extensive renovation
of the portion of the Annex that BEP would use first as temporary
space for its currency printing equipment and then permanently for its
administrative office. According to BEP officials, the Annex would be
renovated to accommodate currency-printing lines that would be
relocated from the Main Building in order for the Main Building to be
renovated. Once the Main Building is renovated, the Annex would
then be renovated to become administrative space for BEP. This
process could be quite costly and take more time as the Annex would
be renovated twice for different purposes. However, if the unused part
of the Annex could be used by Treasury for other Treasury offices,
there could be some cost savings to Treasury. According to BEP
officials, while BEP would use its revolving fund to renovate the Annex
to a “warm lit shell,” the agency that ultimately occupies the unused
space would be responsible for the costs associated with repurposing
that space for its own purposes.

27A “warm lit shell” is a commercial or residential building with a minimally finished interior,
usually with ceilings, lighting, plumbing, heating and cooling (HVAC), interior walls
(painted or unpainted), electrical outlets, elevators, rest rooms, and a concrete floor. A
warm lit shell is considered ready to lease and ready for tenant improvements.
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« New build and Hybrid: BEP’s revolving fund would pay for any
necessary environmental clean-up needed in order for the Annex to
be declared as excess and transferred to GSA for disposal. GSA, as
part of its mission, would incur costs such as marketing, conducting
the disposition process, and concluding the property transfer. GSA’s
disposal process can result in the building being transferred for use by
another Federal agency, being sold to a local or state government via
a negotiated sale, being conveyed to a public entity or eligible non-
profit for public uses (e.g. homeless use), or being sold to a private
party via a public sale. As the Annex is centrally located in
Washington, D.C., the building could be attractive to potential
developers.?® GSA recently sold another federal building near the
Annex for over $30 million. GSA officials believe that there would be
significant market interest in the Annex due to the Annex’s location
and recent private development in the area. Treasury and GSA
officials stated that proceeds from the sale of the Annex would be
deposited into the Land and Water Conservation Fund to benefit the
federal government.?®

On the other hand, there is no guarantee that GSA would be able to
sell the Annex: our previous work found that the most frequent
method of disposal for federal buildings from fiscal years 2011
through 2015 was demolition (57 percent) rather than sale (14
percent). Federal buildings identified for disposal may not be suitable
for sale for reasons such as their age, location, and condition, factors
that often make demolition the preferred disposal method. The unique
configuration of the Annex with its five wings, its age and condition,
and historic-designation eligibility could deter some potential buyers.
The future demand for the building, interest from private-sector
buyers, and the general economic and real estate market are

2part of the Annex is a small building known as the “Railroad Siding Building.” The
building sits on a larger tract of land owned by a private developer. According to BEP
officials, the land was transferred by the District of Columbia Redevelopment Land Agency
to the developer subject to an easement that preserves BEP’s property interest in the
building. BEP officials are uncertain as to what would happen to this property interest if
Treasury declares the Annex as excess.

2%According to Treasury officials, Treasury does not have the authority to retain proceeds
from sales of its buildings. According to Treasury and GSA officials, the proceeds from the
sale of the Annex would be deposited into the Land and Water Conservation Fund. See
54 U.S.C. § 200302. Amounts in the fund must be appropriated before they can be used.
Once appropriated, amounts in the fund are generally available for purposes related to
land and water acquisitions for national parks, national forests, and national wildlife
refuges, or as otherwise permitted in the appropriation act making them available.
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Agency Comments

uncertain and can change quickly. If the Annex is not sold and
remains on the government’s real property inventory, generally BEP
or Treasury would be responsible for any annual maintenance costs
for the building.*° Alternatively, the unsold Annex could be donated to
a state or local government that would then be responsible for
maintenance costs.

Potential costs and savings associated with the leased warehouse: The
warehouse is a GSA-leased property.

« Renovation: BEP would continue its annual leasing of the
warehouse, which would still be needed to accommodate large trucks
that cannot access the D.C. facility. The current lease costs
approximately $3.4 million each year, and BEP recovers about
$500,000 per year of these costs by permitting other Treasury
components to use the building through interagency agreements.

« New build and Hybrid: If BEP discontinued its lease after a new
facility is completed, it would save approximately $2.9 million per year.
If BEP ended its lease prior to the end of the lease term, GSA would
need to find another entity to occupy the warehouse for the remainder
of the lease term.

We provided copies of the draft report to the BEP, GSA, the Federal
Reserve, and Treasury for review and comment. BEP coordinated with
Treasury in providing comments. In these comments, reproduced in
Appendix |, BEP emphasized the factors that led BEP to determine that a
new facility is the preferred alternative for its currency production process
and acknowledged our findings on those factors. BEP and the Federal
Reserve also provided technical comments, which we incorporated as
appropriate. GSA did not provide comments.

As agreed with your office, unless you publicly announce the contents of
this report earlier, we plan no further distribution until 30 days from the
report date. At that time, we will send copies to the Director of the Bureau
of Engraving and Printing, the Secretary of the Treasury, the Chair of the
Federal Reserve Board, and the Administrator of the General Services

30Generally, the landholding agency is responsible for the cost of protection and
maintenance of excess or surplus property until the property is transferred or disposed,
but generally not for more than 15 months. 41 C.F.R. § 102-75.970.
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Administration. In addition, the report will be available at no charge on the
GAO website at http://www.gao.gov.

If you or your staff have any questions about this report, please contact
me at (202) 512-2834 or RectanusL@gao.gov. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on
the last page of this report. GAO staff who made major contributions to
this report are listed in appendix .

Sincerely yours,

a@“ (ke unscs
Lori Rectanus
Director, Physical Infrastructure Issues
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Appendix |: Comments from the Department
of the Treasury

DEPARTMENT OF THE TREASURY
BUREAU OF ENGRAVING AND PRINTING
WASHINGTON, D.C. 20228

DIRECTOR

March 9, 2018

MEMORANDUM FOR:  Lori Rectanus, Director ~— Physical Infrastructure Team
U.S. Government Accountability Office

FROM: Leonar .&ijar, Diréctor
Bureau of Engraving and Printing
Department of the Treasury

SUBJECT: Bureau of Engraving and Printing Facility Planning
Draft Report Agency Comments
GAO Engagement Code: 101990/GAO-18-338

The Bureau of Engraving and Printing (BEP) thanks the members of the U.S. Government Accountability
Office (GAO) review team for their professionalism while reviewing the options for and federal costs of a
future production facility to manufacture United States Federal Reserve notes (FRNs). The BEP preferred
option ~ to build a new production facility in the Washington, D.C. area and renovate some administrative
space in its current DC facility — would: (1) save federal costs; (2) allow for a secure perimeter that meets
federal building security standards; and (3), improve production efficiencies by enabling the BEP to
manufacture FRNs on a single production floor utilizing modern processes and equipment.

The GAO found the BEP generally followed leading capital planning practices relevant at the time, and its
2017 cost estimate of a new production facility partially met the characteristics of a reliable cost estimate.
As acknowledged in the GAO report, the BEP relied on the General Service Administration guidance that
was available at the time, which did not refer to the leading practices for cost estimates identified by GAO
inits cost guide. In addition, GAO verified the reliability of the BEP data gathered from multiple facility
studies conducted over the past three decades that all concluded the agency would be best served by
construction of a new production facility.

In order to stay ahead of worldwide counterfeiting trends and threats amplified by ever-improving
commercial and non-commercial printing capabilities, the BEP must recapitalize its production equipment
and Washington, DC facility. The current production environment in the facility is inadequate to meet the
challenges of counterfeit deterrence and complete the robust annual currency order from the Board of
Governors of the Federal Reserve System (Board), all while maintaining or surpassing world-class quality
currency note standards. For this reason, the Department of the Treasury, the Office of Management and
Budget, and the White House included a legislative proposal in both the Fiscal Year (FY) 2018 and 2019
Presidential Budget Submissions to Congress that would enable the BEP to lower federal costs by building
a new facility in the Washington, DC area.
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The BEP agrees with GAO’s analysis that a new production facility and some renovated administrative
space in its current Washington, DC facility would accommodate modern, more efficient equipment, and
based upon the FY 2019 Presidential Budget Submission to Congress would save the federal government
$579 million dollars in comparison to the alternative of renovating the BEP’s 100-year-old, multi-story
buildings in downtown Washington, D.C. As a result of this notable savings, the Congressional Budget
Office scored the legislation requested by the BEP to authorize construction of a new production facility as
a cost-neutral proposal. Of course, all construction program estimates are a snapshot in time and are
subject to change with the passage of time due to inflationary pressures.

During its review, GAO also heard from Board officials who concur a new facility is warranted, because
multiple studies have indicated renovation of the existing facility would be more costly and would not
provide the same degree of production efficiency. Board officials indicated they prefer the new building
alternative because it is the least expensive option. These officials also told GAO the Board will be
financially responsible for funding a new facility.

The BEP would be able to continue its manufacturing operations, but will not gain any significant
production efficiencies by renovating its antiquated, multi-floor facilities in Washington, DC. In addition,
high operating costs that would be eliminated in a modern, warehouse-like production facility would
continue, as would the exorbitant maintenance costs that result from force-fitting manufacturing operations
in a downtown office building. While U.S. currency dates back to the 1800s, it must be considered a
contemporary product requiring a twenty-first century production facility. If not, the Government of the
United States will continue to bear unnecessary costs, as well as unnecessary risks associated with process
inefficiencies.

To satisfy the manufacturing needs of the next generation of state-of-the-art currency note design, as well
as the BEP’s commitment to quality, the agency will need to initiate large-scale renovations of its existing
facilities if it does not obtain the requisite statutory authority to construct a new production facility in the
Washington, DC area in a timely manner. Renovating existing facilities, which can be done without
congressional action, would forgo the manufacturing efficiencies that would be realized by creating a new,
streamlined facility. It also would eliminate the anticipated reduction of approximately 25 percent of the
BEP’s real estate portfolio, and the estimated $579 million in cost savings that would result from
constructing a new facility.

The BEP is not an ordinary government agency requiring an ordinary government building. The BEP is a
manufacturing facility — a printing plant - which produces an iconic commodity trusted worldwide. GAO
is aware the BEP has studied the issue of recapitalizing its DC-based equipment and facilities for decades.
The studies show clear and justified reasoning for a new production facility.

The BEP’s mission requires a near-term decision: to proceed with a new facility; or embark on costly
renovations of the existing Washington, DC facility. It is the BEP’s hope that GAQ’s thorough review of
the BEP facility recapitalization program will provide Congress the necessary data to consider and approve
the legislation the BEP needs to construct a new facility.
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EXECUTIVE OFFICE OF THE PRESIDENT ATTACHMENT B
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

July 9, 2018

The Honorable Richard Shelby
Chairman

Committee on Appropriations
United States Senate
Washington, DC 20510

Dear Mr. Chairman:

On June 21, 2018, the Appropriations Committee considered the fiscal year (FY) 2019
Financial Services and General Government Appropriations bill. Overall, according to
preliminary OMB estimates, the bill appears to increase funding by about $0.2 billion, or nearly
1 percent above the FY 2019 Budget request. The Administration appreciates the opportunity to
weigh in on this bill.

The President’s FY 2019 Budget request, as amended, accounts for the Bipartisan Budget
Act of 2018 (BBA’s) new Defense and non-Defense discretionary spending caps for
FY 2019. As we have noted in previous letters as well as the FY 2019 Budget, the
Administration strongly supports the overall defense levels included in the BBA. However,
given the Nation’s long-term fiscal constraints and the need to right-size the Federal
Government, the Administration does not support spending at the BBA’s non-Defense caps.

The Administration appreciates that the Committee bill includes funding for critical
priorities, including:

e Internal Revenue Service (IRS). The bill provides the IRS a total of $11.3 billion,
$128 million above the FY 2019 Budget request. This amount includes $77 million
in dedicated funding for tax reform implementation. The Administration appreciates
the Committee’s support for tax reform and the amounts provided in the bill fully
fund the Administration’s two-year proposal requested in FY 2018.

e Office of Terrorism and Financial Intelligence (TFI). The bill provides $159 million
for the Department of the Treasury’s TFI, equal to the FY 2019 Budget request. The
Administration appreciates the Committee’s support for TFI to continue its critical
work safeguarding the financial system from abuse and combatting other national
security threats using non-kinetic economic tools.

e Bureau of Engraving and Printing (BEP). The bill includes a provision that would
allow BEP to acquire land and construct a replacement for its currency production
facility in the National Capital Region using its existing resources. The
Administration appreciates the Committee’s support for this proposal which would
allow BEP to avoid a costly renovation of its current facility and ultimately lower the
operating costs of producing the Nation’s paper currency.



Treasury Departmental Offices. The bill provides $209 million for the Department of
the Treasury’s Departmental Offices, which is $7 million above the FY 2019 Budget
request. These additional funds could be used to strengthen review of foreign
investment in the United States and address other emerging priorities. The
Administration looks forward to working with the Congress to provide adequate
resources to support anticipated increases in the caseload for review by the
Committee on Foreign Investment in the United States.

Commodity Futures Trading Commission (CFTC). The bill provides CFTC with
$282 million, in line with the resources requested in the FY 2019 Budget, to expand
examination and analysis capabilities and address financial technology innovation.
The Administration urges the Congress to support legislation authorizing user fees to
fund certain CFTC activities, as proposed in the FY 2019 Budget.

Environmental Review Improvement Fund. The Administration appreciates that the
Committee has fully funded the requested levels for the Federal Permitting
Improvement Steering Council, which is administratively supported by the General
Services Administration (GSA). The Federal infrastructure permitting process is
fragmented, unpredictable, and inefficient, causing delays in approvals needed to start
project construction. Fully funding the Environmental Review Improvement Fund
will allow the Council to create a more standardized, coordinated, and predictable
permitting process that protects public health, safety, and the environment.

However, the bill underfunds key investments in critical areas supported in the FY 2019
Budget request and/or includes funding that the Administration believes is not in line with the
overall restraint in non-Defense spending reflected in the FY 2019 Budget request, including:

Executive Office of the President. While the Administration appreciates the
Committee’s support for the Executive Office of the President, including an increase
for the Office of Management and Budget, the bill does not fully fund the Information
Technology Oversight and Reform (ITOR) account. Inadequate funding for ITOR
would necessitate significant staff reductions and severely hinder OMB’s ability to
perform statutorily required IT oversight functions. Furthermore, the U.S. Digital
Service would be less able to respond to significant security breaches or recover
failed systems, placing the Nation’s critical systems at undue risk. The
Administration urges the Congress to fund ITOR and the GSA Office of Government-
wide Policy at the levels requested in the FY 2019 Budget, which would facilitate the
transition of certain ITOR activities to GSA. The Administration is also concerned
that $2 million of OMB’s appropriation is directed to the Office of Information and
Regulatory Affairs (OIRA). OIRA plays a key role in the Administration’s
deregulatory agenda and will continue to receive the resources it needs to execute its
critical mission within OMB’s budget. Directing a specific funding level impinges on
the President’s flexibility to adjust staff resources as mission needs change.



Community Development Financial Institutions (CDFI) Fund. The bill provides
$250 million, $236 million above the FY 2019 Budget request, for the CDFI Fund
within the Department of the Treasury. The $14 million requested for administrative
expenses in the FY 2019 Budget is sufficient to support all ongoing CDFI Fund
activities, including the New Markets Tax Credit and the zero-subsidy Bond
Guarantee Program.

Federal Buildings Fund. While the Administration appreciates that the bill provides
nearly $2 billion in capital funding, including the necessary funds to purchase the
Department of Transportation headquarters building, the Administration is
disappointed that the bill diverts nearly $500 million in GSA rent receipts intended to
fund GSA capital projects to other non-GSA congressional priorities. The diversion
of receipts fails to provide Federal agencies with the commercial equivalent space and
services that agencies pay for in rent payments. In addition, the bill only partially
funds the construction of the Land Port of Entry in Calexico, CA and the next phase
of the consolidated headquarters for the Department of Homeland Security; neither
project can be initiated until full funding is secured.

Workforce Fund. The Administration looks forward to working with the Congress to
enact authorizing legislation to establish the President's Management Council
Workforce Fund housed within GSA and urges the Congress to provide
appropriations upon its enactment. The Congressional Budget Office has reported
that many types of Federal workers are significantly underpaid or overpaid relative to
labor market wages and across-the-board increases applied to the existing pay
structure exacerbate this situation. The Administration believes it is essential to
develop and fund innovative solutions aimed at recruiting, retaining, and rewarding
high-performing Federal employees and those with critical skills sets.

Technology Modernization Fund (TMF). The Administration appreciates the
Congress’s prior attention to modernizing vulnerable and inefficient legacy IT
systems with initial funding provided to the TMF in FY 2018, and urges continued
support for the TMF in FY 2019 as a means to address these pressing challenges.
The bill provides no funding for the TMF, which would halt the Technology
Modernization Board’s ongoing work to tackle impactful, Government-wide IT
modernization efforts. The Administration believes that any additional funding
would be well utilized and will continue working with the Congress to demonstrate
the taxpayer value generated by the TMF.

Small Business Administration (SBA) Disaster Loans Program Account. The
Administration is concerned that the bill does not provide funding for SBA disaster
loan administrative expenses, despite the $186 million included in the FY 2019
Budget request. The bill assumes that SBA would rely on balances from
appropriations enacted in the Further Additional Supplemental Appropriations for
Disaster Relief Requirements Act, 2018 (Public Law 115-123, division B, subdivision
1), which would not adequately support typical annual disaster lending levels.
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e SBA Entrepreneurial Development Programs. The bill provides $242 million for
SBA’s Entrepreneurial Development Programs, $50 million above the FY 2019
Budget request. The Administration is concerned that the bill does not include
proposed reforms to the Small Business Development Centers program to create a
competitive set-aside and allow for data sharing, which would enable the program to
better measure and evaluate effectiveness.

The Administration is concerned that the bill does not include language necessary to
enable SBA to establish and operate a Working Capital Fund for IT-related expenses, pursuant to
the authorities granted in the Modernizing Government Technology Act. The Administration is
also concerned that certain language in the bill seeks to infringe on the President’s prerogative to
make budgetary recommendations concerning the Army Corps of Engineers, which helps ensure
careful stewardship of taxpayer funds.

In addition, while a fully-funded GSA Federal Buildings Fund is critical to making smart
real property decisions, the Administration also recognizes that larger, more complex capital
transactions would still be difficult to achieve, given competing priorities, particularly for annual
operating needs. That is why the Administration has proposed a new budgetary mechanism for
large civilian real property projects, the Federal Capital Revolving Fund (FCRF), which would
allow the appropriations committees to receive upfront full mandatory funding from the FCRF,
in return for committing to repaying those amounts with discretionary budget authority over
15 years. The Administration transmitted legislative language on June 12, 2018 and looks
forward to working with the Congress to enact the FCRF proposal.

In addition, the FY 2019 Budget request reflects the Administration’s desire to bring
more Federal spending under the caps reached in the 2018 BBA by limiting the use of changes in
mandatory programs, or CHIMPs, that generate no net outlay savings to offset real increases in
discretionary spending. While there are programmatic reasons for some CHIMPs, most of them
simply push the availability of funding from one year to the next, or rescind money from a
program that no one actually expected would be spent. The Administration encourages the
Committee to achieve its discretionary topline while minimizing the use of CHIMPs.

As the Senate takes up the Financial Services and General Government Appropriations
bill, the Administration looks forward to working with you to address these concerns.

Sincerely,

s

Mick Mulvaney
Director

cc: The Honorable James Lankford
The Honorable Christopher Coons

Identical Letter Sent to The Honorable Patrick Leahy
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