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EGAO

Accountablllty * Integrity * Reliability

United States General Accounting Office

Washington, D.C. 20548

July 31, 2001

The Honorable Byron L. Dorgan
United States Senate

Dear Senator Dorgan:

This report responds to your request that we develop information on the
types of federal functions that lend themselves to being performed at
locations other than Washington, D.C., and federal regional cities.! You
were concerned that federal agencies may not have been considering
locating facilities in rural areas, as required by the Rural Development Act
of 1972 (RDA),? particularly in light of recent advances in
telecommunication technology. You specifically asked that we report on

(1) What executive branch civilian non-Department of Defense functions
have recently selected urban locations other than Washington, D.C., and
the federal cities, compared to rural locations, and what factors, benefits,
and problems were associated with such site selections?

(2) What federal laws and policies govern facility location and to what
extent have agencies implemented this guidance?

(3) What lessons can be learned from private sector site selections?

(4) What functions lend themselves to being located in rural areas?

Prior to 1995, the Office of Management and Budget (OMB) established in Circular A-105
the following 10 cities as the standard federal cities for federal regional headquarters:
Atlanta, Boston, Chicago, Dallas, Denver, Kansas City, New York, Philadelphia, San
Francisco, and Seattle. On June 8, 1995, OMB rescinded the Circular, stating that the way
the federal government manages resources, agency efforts to reduce duplicative levels of
oversight, and the expanded use of technology made a strict regional structure inefficient
and unnecessary.

*7U.S.C. § 2204b-1.
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To answer the first question, we used a questionnaire and follow-up
interviews to survey agency officials regarding 115 sites acquired during
fiscal years 1998 though 2000 by the General Services Administration
(GSA) or other agencies that exercised their independent statutory
authority to acquire sites. At your request, we excluded moves to
Washington, D.C., and the 10 federal cities. We chose space of 25,000
square feet or larger in order to review decisions with more significant
economic importance.? To determine what federal laws and policies
govern facility location, we interviewed GSA and other agency officials and
reviewed relevant laws and policies. We contracted with a consultant! who
surveyed 52 private sector companies and reviewed real estate-related
literature discussing private sector site selections to determine what
lessons the public sector could learn from private sector site selections. To
determine which functions lend themselves to locations in rural areas, we
used results from our questionnaire survey, interviews with real estate and
other officials at 13 cabinet agencies, and observations from the
consultant’s survey.

By using a threshold of 25,000 square feet, we started with 166 sites that were acquired by
federal agencies with the assistance of GSA in fiscal years 1998 through 2000. If we had
used a threshold of 10,000 square feet, we would have initially considered 430 sites. The
inclusion of sites under a smaller threshold size may have led to more rural sites being
included in our survey, but the acquisitions of smaller sites probably would have been less
important for considerations of economic impact.

“John D. Dorchester Jr., of The Dorchester Group, L.L.C., Scottsdale, AZ. The study was
entitled Office Location Considerations of Large U.S. Corporations: U.S. Government
Potentials, March 31, 2001. Mr. Dorchester has an M.A (Economics), Specialization in Urban
and Regional Planning and Land Economics. In 1990, Mr. Dorchester also did contract work
for us on private sector locations, which was included in our 1990 report that dealt with
location policies, Facilities Location Policy: GSA Should Propose a More Consistent and
Businesslike Approach (GAO/GGD-90-109, Sept. 28, 1990).
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For this survey, we defined rural area as an area having a population of
25,000 and under. We had to select a threshold because RDA is unclear as
to which population size to use for facility siting. The prior threshold,
which was eliminated in 1996, used a population threshold of 50,000 and
included a population density requirement. Population density data were
not readily available; therefore, it was not feasible for us to use this
definition.” We chose 25,000 or less because it was used to define rural
areas by several federal agencies for purposes other than federal siting
under RDA and private sector organizations that we identified. The 25,000
population threshold resulted in the identification of 32 of the 115 sites in
our survey as rural sites.’

We did our work from August 2000 to May 2001 in accordance with
generally accepted government auditing standards. Although we obtained
GSA’s and other agencies’ comments on factors they considered for site
selections, we did not attempt to determine the appropriateness of
agencies’ siting decisions. A more complete description of our scope and
methodology is included in appendix 1.

Results in Brief

Since our 1990 study on this issue, federal agencies continue to locate for
the most part in higher cost, urban areas. Eight of the 13 cabinet agencies
surveyed had no formal RDA siting policy, and there was little evidence
that agencies considered RDA’s requirements when siting new federal
facilities. Further, GSA has not developed for congressional consideration
a cost-conscious, governmentwide location policy, as we recommended in
1990.

Agencies chose urban areas for the majority (72 percent) of the 115
recently acquired federal sites in our survey. Agencies said they selected
urban areas primarily because of the need to be near agency clients and

The information on population density for areas outside of cities was not readily available
and is subject to change, pending the results of the 2000 census. Additionally, when the U.S.
Department of Agriculture needs to determine whether a city that has applied for a grant is
rural or not, and may have a population of close to 50,000, it has experts who survey the
population density of the city’s surrounding area to determine whether the density meets the
criteria for rural area. We did not use 50,000 as a population threshold because many of the
definitions of rural used by federal agencies for purposes other than federal siting under
RDA and private sector organizations we identified used thresholds of 25,000 or less.

See appendix III for a listing of the 32 rural sites.
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related government and private sector facilities to accomplish their
missions. Agencies that selected rural areas (areas with a population of
25,000 or less) said they did so primarily to be close to existing support
facilities and because of lower real estate costs. Agencies that relocated
operations tended to relocate within the same areas where they were
originally located, which were mainly in urban areas, while newly
established locations were almost equally divided among urban and rural
sites. The private sector companies our consultant surveyed reported that
they select urban areas over rural areas largely because of the need to be
near a skilled labor force.

The functions that were recently located predominately at urban sites were
loans/grants/benefits administration processing, inspection and auditing,
and health and medical services. The functions that were recently located
predominately in rural areas were research and development, supply and
storage, automatic data processing, and finance and accounting. Some
functions were placed in both urban and rural areas, such as law
enforcement, which was the most prevalent function located in both areas,
although it was located more often at urban sites.

Agencies said the benefits experienced by sites in urban areas were
efficiency in agency performance due to the ability to share existing
facilities, close proximity to other agency facilities and employees, and
accessibility to public transportation for both employees and clients.
Agencies that chose rural sites said that benefits included close proximity
to agency support facilities, improved building and data security, and better
access to major transportation arteries. Among the problems reported for
urban sites were lack of building security and expansion space. For rural
sites, problems included the lack of public transportation, location far from
other agency facilities, and insufficient infrastructure for high-speed
telecommunications.

RDA and the Competition in Contracting Act of 1984 (CICA),” a federal
procurement law, as well as executive orders, provide guidance on site
location decisions. When considering the areas in which to locate, RDA
requires all executive departments and agencies to establish policies and
procedures giving first priority to the location of new offices and other
facilities in rural areas. However, we also observed that the definition of
"rural" used in RDA for federal facilities siting is unclear because the

41 U.S.C. §253.

Page 6 GAO-01-805 Facilities Location



previous definition used by RDA for locating federal facilities was
eliminated by amendment in 1996. Furthermore, only 5 of the 13 cabinet
departments we contacted had a policy to implement RDA. Also, our
survey of federal facilities showed that for about 73 percent of 113
responding sites, respondents said either they did not use RDA in site
acquisitions or they did not know whether it was used. We recognize that
consideration of RDA may not have led agencies to make different location
decisions.

Once agencies have selected their respective geographic areas for possible
locations, CICA generally requires agencies to obtain full and open
competition for the facility acquisitions within the areas selected.
Moreover, when agency mission requirements lead agencies to urban areas,
other federal policies apply. These are (1) Executive Order 12072, which
requires that central business areas (CBA) be given first preference for the
location of federal facilities that need to be in urban areas and (2)
Executive Order 13006,° which requires the federal government to utilize
historic properties and districts to the extent possible, especially those
located in CBAs.

Lessons that the public sector can learn from the private sector in locating
facilities involve factors that contribute to minimizing acquisition costs.
These factors are (1) taking advantage, where possible, of certain
incentives offered by localities to attract new employers, such as free land,
and (2) the lower real estate and labor costs available in some areas. The
private sector cited these two factors as having influenced their decisions
more frequently than did the federal agencies in our survey. We recognize
that federal agencies’ missions and socioeconomic goals associated with
the government’s siting policy may sometimes preclude them from taking
advantage of the potential savings represented by these factors; however,
those agencies that have flexibility in determining the location of a function
may be able to take advantage of one or both of these factors so long as
they are not offset by other higher operations costs. Existing policy, as
stated in Executive Order 12072 or RDA, which emphasizes locating federal
facilities in either urban or rural areas to promote economic development,
does not recognize costs to the government as a factor to be considered in

%The National Historic Preservation Act Amendments of 2000 (P.L. 106-208, 114 Stat-318
(2000), amends section 110(a)(1) of the National Historic Preservation Act, 16 U.S.C.§ 470h-
2, to codify Executive Order 13006, issued May 21, 1996, which encourages federal agencies
to use historic properties prior to acquiring, constructing or leasing buildings for offices and
facilities.
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the selection of geographic areas for sites. In our survey of 115 sites
acquired by federal agencies, agencies reported that for only 15 sites did
any agency perform cost analyses of alternative geographical areas, to
compare costs of different areas in which a site could ultimately be
selected. In 1990, we recommended that GSA develop for congressional
consideration a more cost-conscious, governmentwide location policy. In
1991, GSA required agencies to consider real estate and labor costs as part
of a temporary regulation that subsequently expired; however, its 1997
replacement did not contain the requirement. In 2001, GSA officials could
not explain to us why the requirement was deleted.

According to our review and the study done by our consultant, certain
functions have potential for rural area locations. In fact, some are already
in rural areas, such as research and development, finance and accounting,
law enforcement, and data processing. Other potential functions for rural
areas include records archiving and teleservicing.” Locating offices in rural
areas depends primarily on the following factors: (1) whether the agency
has flexibility in determining the location of a function (i.e., the function’s
mission does not require close proximity to a specified population); (2)
whether the function can be efficiently and effectively performed in a
location remote from the agency’s main offices; and (3) whether the
function can be performed without a large, technical workforce often
associated with urban areas.

We are suggesting, as matters for consideration, that Congress (1) enact
legislation to require agencies to consider, along with their missions and
program requirements, real estate, labor, and other operational costs and
applicable local incentives when deciding whether to relocate or establish
anew site in a rural area or urban area and (2) amend RDA to clarify the
definition of “rural area” for facility siting purposes to facilitate its
implementation.

We are recommending that the Administrator of GSA, in GSA’s role as the
federal government’s central property management agency, revise its
guidance on federal facility siting to (1) advise customer agencies that they
should consider, along with their missions and program requirements, real
estate, labor, and other operational costs and applicable local incentives

As an example of teleservicing, the American Teleservices Association represents call
centers, trainers, and consultants that facilitate telephone, Internet, and E-mail service and
support.
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when deciding whether to relocate or establish a new site in a rural or
urban area; (2) require that each federal agency subject to GSA’'s authority
provide a written statement to GSA demonstrating that, in selecting a new
facility location, the agency, as required by RDA, had given first priority to
locating in a rural area, and if a rural area was not selected, the agency’s
justification for the decision; and (3) define the term “rural area” to provide
its customer agencies with a single definition for purposes of federal siting
under RDA until Congress amends RDA to define the term.

Seventeen of the 21 agencies commenting on a draft of this report
responded that they either had no comments, agreed with the information
in the report, or suggested technical changes, which we considered and
incorporated within this report where appropriate. GSA, the Department
of the Interior, the Internal Revenue Service, and the U.S. Customs Service
had more extensive comments.

In response to our recommendation that GSA provide agencies with a
single definition of a rural area for the purpose of RDA until Congress, as
we suggested, defines the term, GSA agreed to develop a definition for
agencies subject to its authority. Also, while GSA agreed to issue a bulletin
to make other agencies aware of the definition of rural, it responded that it
had no authority to establish or require the use of a definition for all federal
agencies. The Internal Revenue Service (IRS) responded that the definition
should be based on terms other than population alone. We clarified our
report to reflect GSA’s authority to develop a definition only for its
customer agencies and noted that Congress may want to consider factors
in addition to population in defining a rural area.

Regarding our recommendation that GSA require agencies to submit a
written statement demonstrating the agency had given first priority to
locating in a rural area and if a rural area was not selected, to include a
justification, GSA agreed to require the written statement but said that
requiring a justification would put GSA in the position of second-guessing
the agencies. IRS also questioned the need for the justification. The
Department of the Interior commented that the requirement should be
limited to a minimum dollar threshold, exempt operations that are being
expanded in the same local area, and be required only if the agency does
not select a rural area. We emphasized in the report that we are not
recommending that GSA evaluate the justifications, but we remain
convinced that a justification is needed to help document that agencies
gave first priority to rural areas, but only when a rural area was not
selected. We also believe that expansions of existing operations should be
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subject to this requirement if they might involve a relocation. Although we
agree that a minimum dollar threshold may be reasonable conceptually, we
noted that RDA does not include a dollar threshold.

In response to our recommendation that agencies be required to consider
certain cost factors along with agency mission when determining whether
to locate a site in a rural or urban area, the Department of the Interior said
that the recommendation should be limited to the establishment of new
offices. The Internal Revenue Service commented that if Congress
supports a location policy that is economically based rather than socially
based, Congress should repeal and replace the RDA. We clarified our
recommendation to consider only relocations and new offices. Also, we
noted that we are not suggesting that Congress establish a location policy
based solely on economics but rather that cost should be one of the factors
considered in siting decisions.

The U.S. Customs Services responded that it generally agreed with the
information in the report and provided additional information on the
uniqueness of its facilities.

Background

GSA is the central management agency for acquiring real estate for federal
agencies. According to a GSA policy official, GSA is responsible for
managing the acquisition of about 40 percent of the federal government’s
office space and 10 percent of all government space. Other agencies, such
as DOD, have their own authority to acquire space. To acquire real estate,
an agency must either go through GSA using GSA’s statutory authority, use
its own statutory authority, or obtain delegated authority from GSA. Ifitis
using GSA, the agency must provide GSA with a "delineated area," the
geographic area where the agency wants to be located. GSA’s policy
requires its staff to review each delineated area to confirm its compliance
with all applicable laws and regulations. Once an agency has selected a
delineated area, GSA, under CICA, is to acquire the site within the selected
area through the use of full and open competitive procedures. If an agency
acquires property independently of GSA using its own statutory authority, it
is responsible for compliance with all relevant laws and regulations but is
not subject to GSA regulations.

In 1990, we were asked by Senator Kent Conrad to look at policies that
guide civilian agencies in selecting facility locations and determine whether
any changes in federal location policies were warranted. We reported that
GSA needed to develop a more consistent and cost-conscious
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governmentwide location policy that required agencies, in meeting their
needs, to maximize competition and select sites that offer the best overall
value, considering such factors as real estate and labor costs. Since 1990,
at least two matters raised in that report have remained unchanged. First,
GSA has not developed for congressional consideration the cost-conscious
and consistent governmentwide location policy that we recommended.
The second item that remains unchanged is that rents in the CBAs of
federal regional cities and Washington, D.C., are generally higher than the
rents in non-CBA sections of those same cities—an average of $4.03 per
square foot higher within calendar year 1999, as shown in table 1.

|
Table 1: Commercial Rental Rates for Washington, D.C., and the 10 Federal Cities,
Calendar Year 1999

Average commercial rents for class A buildings ($/sq.ft)?

Central business Noncentral business Difference (Non-CBA

City® area area  compared to CBA
Atlanta $22.36 $23.45 (1.09)
Boston 40.50 31.20 9.30
Chicago 33.23 26.00 7.23
Dallas 23.07 24.10 (1.03)
Denver 24.58° 23.98° .60
Kansas City 20.00 20.50 (0.50)
New York 47.90 39.05 8.85
Philadelphia 24.22 22.24 1.98
San Francisco 47.76 36.36 11.40
Seattle 33.27 27.74 5.53
Washington, D.C. 36.57¢ 34.51° 2.06
Average $32.13 $28.10 $4.03

#Class A buildings are in excellent locations and are either new buildings or old buildings that are
competitive with new buildings.

®Population for these cities ranged from 402,000 to 7,381,000.

°Data obtained from Trammell Crow Company, a commercial real estate firm. All other rental rates
were obtained from the Society of Industrial and Office Realtors.

Source: Society of Industrial and Office Realtors, the Bureau of the Census, and Trammell Crow
Company.

According to an April 2001 GSA congressional testimony, high rents for
class A commercial space in San Francisco, CA, caused three federal
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agencies to move from leased space in San Francisco to leased space in
Oakland, CA, where rates were 25 percent to 30 percent lower.

One change that occurred since our 1990 report that affected the
workplace is the surge in telecommunications services, including
widespread access to the Internet. One result of telecommunications
services is the practice of “telecommuting,” whereby employees can work
from home or remote offices for all or part of their work week.
Telecommuting increased significantly, rising from a level of 4 million U.S.
workers in 1992, according to the Department of Transportation, to 16.5
million in 2000, according to the International Telework Association and
Council.”

Despite the continuing relative higher cost of urban commercial rents,
federal employment generally remains focused in Metropolitan Statistical
Areas (MSA)," as shown in table 2.

|
Table 2: Federal Executive Branch Full-Time Employees in MSAs and Non-MSAs

Number and percent of federal full-time employees in fiscal
years 1990 and 2000

1990 2000
Location Number Percent Number Percent
MSA 1,686,959 85 1,371,381 85
Non-MSA 295,556 15 191,057 12
Total 1,982,515 100 1,619,914° 97°

Note: Numbers include DOD civilian employees, but not DOD uniformed personnel, Postal Service
employees, or intelligence agency employees.

#Total includes 57,476 employees for whom there were no MSA/Non-MSA data.

®For about 4 percent of federal employees, there were no MSA/Non-MSA data. Total does not add to
100 percent because of rounding.

Source: Office of Personnel Management.

“The International Telework Association and Council is a nonprofit organization
specializing in telework.

An MSA is an area having 1 or more counties containing a city of 50,000 or more or a

Census Bureau-defined urbanized area and a total population of at least 100,000 (or 75,000 in
New England).
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Recently Selected
Federal Sites Were
Mostly in Urban Areas

During fiscal years 1998 through 2000, agencies chose urban areas for
about 72 percent of the 115" acquired federal sites in our survey and
selected rural areas (those with a population of 25,000 or less)" for about
28 percent of the sites. Agencies reported that mission was the primary
factor used to determine the location for over one-half of the sites and that
the mission dictated the need to be in close proximity to clients, other
agency facilities, and related organizations. GSA conducted the
acquisitions for 79 of the sites using GSA authority, and agencies using their
own statutory authority conducted the acquisitions for the other 36 sites.

Agencies selecting urban sites reported that close proximity to other
agency facilities and organizations contributed to cost savings resulting
from less travel, more prompt on-site support, and ease in technology
sharing. Other benefits reported for urban sites included the availability of
a skilled labor pool and accessibility to public transportation for both
employees and agency clients. Agencies that chose rural sites reported
some similar benefits, stating that close proximity to related or support
agency facilities and proximity to industries with which the agency is
connected resulted in more efficient use of agency resources and less
travel. Other benefits reported for rural sites included better building and
data security and improved access to major transportation arteries.

Officials reporting for about 66 percent of the sites either said no problems
existed at the sites (45 percent), or they did not respond to the survey
question (21 percent). For the remaining sites, agencies selecting urban
areas reported problems such as lack of secure buildings, lack of
expandable space, and high rental rates. Agencies selecting rural areas
reported problems such as lack of infrastructure for high-speed
telecommunications and a lack of access to public transportation.

Functions performed at the sites varied, and some functions were
performed in both urban and rural areas.

2The 115 sites involved 32 different agencies (25 of which were either components of
cabinet departments or the cabinet departments themselves, and 7 were independent
agencies). See appendix II for a list of the agencies that selected the locations.

3As noted in the objectives, scope, and methodology section in appendix I, 26 of the rural

sites that fell within the 25,000 population threshold were located in MSAs in which large
cities were located. A list of the rural sites is in appendix III.
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Most of the Sites Were
Located in Urban Areas

Eighty-three (or 72 percent) of the sites in our survey were located in urban
communities (areas with a population above 25,000), and 32 (or 28 percent)
were located in rural areas (areas with a population of 25,000 or below).
Most of the 115 site selections involved relocations within existing
communities (56) or expansions of existing sites (14). As table 3 shows,
the number of newly established locations (locations for agency functions
for which the agency neither relocated nor expanded an existing site) was
almost evenly distributed between rural and urban areas. Functions at the
six rural sites selected for newly established locations included
storage/inventory (mainly Census Bureau material for the 2000 Census), air
traffic control, and law enforcement. The seven urban areas selected for
the newly established locations included functions such as document
archiving, passport production, law enforcement, and inspection of
diseased plants near plant quarantine areas.

|
Table 3: Established Locations for Sites in Survey: Urban or Rural

Sites in

Sites in urban Percent of
Type of move rural area area Total sites total sites
Relocated within same community 7 49 56 48.7
Relocated from one community to 14 18 32 27.8
another community
Newly established location 6 7 13 11.3
Expansion of same site 5 9 14 12.2
Total sites 32 83 115 100

Note: The 83 sites in urban areas were in areas with populations of over 25,000, and the 32 sites in
rural areas were in areas with populations of 25,000 or fewer.

Source: GAO analysis of survey data.

As table 3 shows, of the 32 sites that were relocated from one community
to another community, 18 were in urban areas and 14 were in rural areas.
Among these relocated sites, law enforcement and administrative program
management were the most prevalent functions; and the two functions
were about evenly divided between urban and rural sites. However, the
finance and accounting and research and development functions were
found only at rural sites. Functions at the urban relocated sites included
inspecting/auditing, tax administration, and aviation operations.
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An agency can use GSA to acquire property on its behalf or acquire the
property independently, using either statutory authority or authority
delegated by GSA. No major difference existed in the percentage of urban
sites selected, regardless of whether the site decisions were made by
agencies working with GSA or made independently of GSA. About 71
percent of the sites that GSA procured on behalf of agencies were in urban
areas, and about 75 percent of the sites agencies selected independently of
GSA were in urban areas.

Agencies Reported That
Agency Mission
Requirements Determined
Site Location

From a list of 12 factors (and an overall “others” category) in our survey,
agencies reported that they considered numerous factors to determine the
delineated area' for the sites in our survey. As shown in table 4, agencies
considered mission in making location decisions for 82 of the sites in our
survey. The next most-cited factors were transportation efficiencies, which
was considered for 46 sites; and particular space needs, such as specialized
floor layouts, which was considered for 45 sites.

1GSA defines the delineated area as the specific boundaries within which space will be
obtained to satisfy an agency’s space requirements.
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|
Table 4: Factors Agencies Used to Select the Delineated Area for Federal Facilities in the Survey

Number of sites where each factor was
considered during the location decision

Total

Number of Number of number of Percent of
Factors agencies used to determine where to locate federal facilities rural sites urban sites sites total sites
Agency mission requirements (e.g., need to be near customers) 19 63 82 71.3
Transportation efficiencies (proximity to interstate highways, airports, rail lines) 14 32 46 40.0
Particular space needs (size or nature of facility) 14 31 45 39.1
Public transportation (proximity to mass transit, such as subways and buses) 10 23 33 28.7
Low real estate costs 14 11 25 21.7
Use of existing infrastructure investment 13 9 22 19.1
Employees must be located near coworkers at another site 11 10 21 18.3
Needed sufficient competition to meet the Competition in Contracting Act 8 9 17 14.8
requirements
Recruitment and/or retention issues (e.g., quality of life, available applicant pool, 5 11 16 138.9
and local economic conditions)
Personnel cost considerations 6 9 15 13.0
Political considerations/congressionally directed 1 8 9 7.8
Low labor costs 1 2 3 2.6

Note: The number of sites we surveyed totaled 115. Eighty-three were in urban areas (areas with
population of over 25,000), and 32 were in rural areas (areas with population of 25,000 or less). The
number of sites will not total to these numbers because agencies cited more than one factor as the
reason for selecting the delineated area for some of the sites.

Source: GAO analysis of survey data.

In their discussion as to why agency mission was the primary factor for site
selections, agencies most often cited the need for the site to be in close
proximity either to the mission service area, other agency facilities, other
government agencies, or related private sector organizations. For example:

¢ The U.S. Customs Service (Customs) reported that it chose the
delineated area for its international mail inspection function in Carson,
CA, because the U.S. Postal Service (USPS) had relocated its
international mail operations to Carson, CA, and Customs needed its
inspection function to be near the international mail site. Customs also
reported that its cybersmuggling center needed to be located within the
concentration of private computer-based industries in Fairfax, VA.

¢ U.S. Attorney offices reported that their policy is to be within four
blocks of federal courthouses because, as the principal litigators for the
U.S. government, U.S. Attorneys need to be available for courtroom
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activities on a regular basis. U.S. Marshals Service (USMS) offices also
reported that USMS offices need to be colocated with the courts
because the agency’s primary concern is the safety and security of the
judiciary, the judicial process, and its participants.

¢ The Department of Agriculture’s Animal and Plant Health Inspection
Service (APHIS) reported that the delineated areas of its sites in our
survey were selected because they needed to be in close proximity to
diseased plant quarantine areas. The Federal Emergency Management
Agency also reported that its Pasadena, CA, site in our survey needed to
be in close proximity to a disaster area.

¢ The Immigration and Naturalization Service reported that its national
records center had to be located as close as possible to a National
Archives and Records Administration (NARA) center in Lees Summit,
MO, to reduce the costs associated with a high-volume records transfer
to NARA.

e Agencies providing services to the public, such as the Social Security
Administration (SSA), IRS, and the Department of Veterans Affairs,
reported that the delineated areas for their offices/clinics were selected
because the agencies needed to be as close as possible to the
client/patient population that the agencies service.

Agencies did not select rural areas for 83 of the 115 sites in our survey. For
about 75 percent of the 83 sites, agencies cited mission requirements as the
reason for not selecting rural areas. They again cited proximity
considerations and said that locating the sites in rural areas would have
placed them too far from their clients, other supporting agency facilities,
related research facilities, or the function they had to monitor. For
example, GSA’'s Federal Technology Service reported that it did not
consider a rural area for its site because the function needed to remain in
the Washington, D.C., area to have access to its major customers and
telecommunications providers.

Other reasons for not selecting rural areas included the need to be near
public transportation and rural areas’ lack of the necessary labor pool and
sufficient space. Some respondents also said that rural areas can have high
costs, such as for transportation to airports. The Bureau of Reclamation
stated that a water resources management operation was not located in a
rural area because of the unavailability of a building to meet space needs.
The IRS said it did not place a telephone-based customer service site in a
rural area because of the need for a large number of recruitment candidates
who were available only in a more heavily populated area. Similarly, the
SSA said that when one of its teleservicing centers needed additional
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space, it did not move the center to a rural area because of the difficulty of
locating sufficient space and personnel in rural areas.

In addition to agency mission, lower real estate cost was one of three main
factors that contributed to the selection of the 32 rural sites. Respondents
representing almost one-half of the rural sites identified (1) lower real
estate costs; (2) particular space needs (e.g., specialized space for security
reasons); and (3) transportation efficiencies, such as access to major
arteries, as factors considered in the site selection decisions.

Agencies Reported Benefits
and Problems With Selected
Sites

In response to our survey’s request to list three chief benefits and
problems, if any, associated with the selected location for sites in our
survey, agencies reported numerous benefits and few problems for both
urban and rural locations. The benefits of urban areas included close
proximity to other agency resources, such as support facilities and related
government agencies, and related private sector organizations. Agencies
said proximity was a benefit because it contributed to more prompt on-site
support and cost savings resulting from less travel and transportation of
material over distances and eased technology sharing and daily interaction
among related organizations. For example, both the Forest Service and
APHIS reported that their sites’ close accessibility to universities allowed
for sharing of advanced technologies and improved collaboration between
the agency and university researchers. Also, the Department of Veterans
Affairs reported that the urban location of one of its clinics was a benefit
because it was in close proximity to the city’s medical center complex.
Other benefits cited for sites in urban areas included the availability of a
skilled labor force, the ability to use existing infrastructure, and the
accessibility of public transportation for both employees and clients.

Agencies that located sites in rural areas reported some similar benefits,
such as close proximity to related or support facilities, other program
employees, and the industry to which the agency was connected. They said
proximity resulted in more efficient use of agency resources and less
travel. Other benefits reported for rural sites included improved building
and data security and accessibility to major transportation arteries.

Agencies reported they had no problems with about 45 percent of the sites,
either urban or rural. They provided no response to this survey question
for another 21 percent of the sites. For the remaining sites, agencies
selecting urban areas reported problems such as lack of secure buildings
and expandable space, traffic problems, high rental rates, and specific
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problems with buildings needing repairs. Agencies selecting rural areas
reported problems such as a lack of proximity to other agency facilities and
public transportation, great distance from major airports, and a lack of
necessary infrastructure for telecommunications and city waste
management services.

Functions Located at As table 5 shows, agencies reported that the three most common functions
Established Sites Varied located in rural areas included law enforcement, research and
Wid ely development, and supply storage and inventory control. Three functions,

automated data processing, finance and accounting, and social services,
were located only in rural areas.
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Table 5: List of Primary Functions Performed at the Sites in the Survey

Sites in

Sites in urban Total Percent of
Primary functions rural area area sites total sites
Law enforcement, security, border patrol 7 24 31 27.2
Loans/grants/benefits administration/application and claims processing 1 11 12 10.5
Administration/program management 2 8 10 8.8
Supply storage and/or inventory control 5 3 8 7.0
Research and development 5 3 8 7.0
Health and medical services 1 5 6 5.3
General support services 2 2 4 3.5
Document archiving and storage/records management 1 3 4 3.5
Plant health inspection/quarantine areas/disaster operations 0 4 4 3.5
Aviation and space operations 2 2 4 3.5
Parks, natural resources, environment management/water resources management 0 3 3 2.6
Telephone-based customer service (teleservicing) 1 2 3 2.6
Inspecting/auditing/examining/monitoring 0 4 4 3.5
Automated data processing and/or electronic storage 2 0 2 1.8
Finance and accounting 2 0 2 1.8
Equally combined functions (enforcement/benefits/medical services) 0 2 2 1.8
Passport operations 0 2 2 1.8
Tax administration 0 1 1 0.9
Social Services 1 0 1 0.9
Communications 0 1 1 0.9
Insurance operations 0 1 1 0.9
Morale, well-being, and recreation 0 1 1 0.9
Total sites 32 82 114 100.2

Note: The number of sites we surveyed totaled 115. Eighty-three were in urban areas (areas with
population of over 25,000), and 32 were in rural areas (areas with population of 25,000 or less). The
total number of sites in this table is 114, because 1 agency reported that although it obtained the
space, none of the agency’s functions were performed at the site; other agencies use the site. The

total percentage does not add to 100 due to rounding.

Source: GAO analysis of survey data.

The three most common functions located in urban areas were law
enforcement, administration of loans/grants/benefits and processing of
applications and claims, and administration/program management. Law
enforcement was the most prevalent function in both urban and rural
areas, although it was more prevalent in urban areas. Also, although
research and development and supply storage and inventory functions
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The Rural
Development Act and
Other Federal Policies
on Location

were more prevalent in rural areas, sometimes they were also located in
urban areas.

Several laws and executive orders affect the location of federal facilities.
The laws, which take priority over the executive orders, include RDA, the
primary law on rural siting; and CICA, a law governing federal acquisition
generally. When considering areas in which to locate, RDA "directs the
heads of all executive departments and agencies of the Government to
establish and maintain departmental policies and procedures giving first
priority to the location of new offices and other facilities in rural areas.”
Any move by an agency to new office space in another location would be
considered a new office or facility covered by RDA. Once agencies have
selected their respective areas for possible locations, CICA generally
requires that agencies obtain full and open competition for facilities
acquisitions within the areas selected.

The two primary executive orders on federal facility location decisions are
Executive Order 12072 of August 16, 1978; and Executive Order 13006 of
May 21, 1996. Executive Order 12072 specifies that when the agency
mission and program requirements call for facilities to be located in urban
areas, federal agencies must give first consideration to locating in a CBA
and adjacent areas of similar character. Executive Order 13006 requires
the federal government to utilize and maintain, wherever operationally
appropriate and economically prudent, historic properties and districts,
especially those located in the CBA.
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Agencies acquiring real estate are responsible for complying with federal
laws and executive orders. If GSA is acquiring the real estate for an agency,
then GSA regulations state'” that GSA is responsible for ensuring
compliance with “all applicable laws, regulations, and Executive orders."
However, if the agency is making the acquisition under its independent
statutory authority, or through a delegation from GSA, the agency is
responsible for compliance with relevant laws and regulations. Some
agencies also have been provided statutory authority to acquire real estate
for different purposes. Some agencies such as the Tennessee Valley
Authority (TVA) have been provided broad authority. TVA is authorized to
purchase or lease real property that it deems necessary or convenient in
transacting its business.'® Other agencies’ statutory authority is for more
limited purposes. For example, the Secretary of the Interior is authorized
to lease buildings and associated property for use as part of the National
Park System'” and the Secretary of the Treasury is authorized to lease
space for the storage of unclaimed or other imported merchandise that the
government is required to store.'®

Limited Consideration of
RDA

RDA states that executive departments and agencies must establish
policies and procedures to give first priority to the location of new offices
and other facilities in rural areas. However, among the 13 cabinet
departments, only the departments of Agriculture (USDA), Commerce,
Labor, Transportation, and the Treasury had written policies specifically
addressing RDA. The other departments (Justice, Health and Human
Services, the Interior, Housing and Urban Development, State, and
Education) said they did not have policies on RDA; and two (Energy and
Veterans Affairs) said they expect all employees to abide by all policies on
facility acquisitions, but they also had no written policies regarding RDA.

In addition, many agency real estate specialists in field offices also said
either their agencies did not have RDA policies or they did not know if their
agencies had such policies. Among the 113 sites for which we received
responses, 61 sites involved agencies that did not have RDA policies, and 24

YInterim Rule D-1, 41 C.F.R. 101-21, appendix to subchapter D § 101-17.205(h).
1616 U.S.C. § 831c.
116 U.S.C. § 1a-2.

819 U.S.C. § 1560.
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involved agencies that had policies. Respondents for 28 sites also said that
they did not know if their agencies had RDA policies.

Our survey also requested respondents to report which of the four
applicable laws and executive orders were considered in the acquisition of
the surveyed sites. Agencies reported that

¢ (CICA was considered for 73 percent of the 113 sites for which a
response was received,

e Executive Order 12072 (on locating in CBAs) was considered for 50
percent of the 113 sites for which a response was received,

¢ Executive Order 13006 (on historic districts) was considered for 43
percent of the 112 sites for which a response was received, and

¢ RDA was considered for about 27 percent of the 113 sites for which a
response was received.

Agencies reported that they considered RDA for 8 of the 36 sites that were
acquired independently of GSA. Agencies also reported that RDA was
considered for 21 of the 79 sites acquired by GSA. Conversely, for about 73
percent of 113 sites for which a response was received, respondents said
they either did not use RDA in site acquisitions or did not know whether it
was used.

To determine if GSA was requiring agencies to apply RDA, we looked at
GSA regulations and examined 33 GSA lease files. GSA regulations state
that federal agencies using GSA are responsible for identifying their
delineated areas,' consistent with their missions and program
requirements in accordance with applicable regulations and statutes,
including RDA. The agencies must also submit to GSA a written statement
explaining the basis for their delineated areas, and GSA is responsible for
reviewing these delineated areas to confirm their compliance with laws and
regulations. We looked at 33 files involving GSA leases made from 1989
through 2000 in 3 GSA regions, including the Rocky Mountain Region,
based in Denver; the Greater Southwest Region, based in Ft. Worth, TX;
and the Mid-Atlantic Region, based in Philadelphia. We found no mention
of RDA in any of the 33 acquisition files. In the files we examined, we did
find cases where GSA requested modification of the delineated area in

YInterim Rule D-1, 41 C.F.R 101-21, appendix to subchapter D (101-17.205(a). GSA defines
the delineated area as the specific boundaries within which space will be obtained to satisfy
an agency'’s space requirements (101-17.205(p).
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response to other criteria, such as CICA. Additionally, a GSA official in the
National Capital Region (NCR) provided us with a checklist of documents
that are expected to be in each NCR lease file. Neither the 1999 checklist
nor the 2000 update of that list mentioned RDA, although both mentioned
Executive Orders 12072 and 13006.

What Constitutes Rural or
Rural Area Is Unclear

In addition to agencies’ limited consideration of RDA, the act’s definition of
"rural" is unclear. RDA provides that rural areas, for the purpose of federal
facilities location decisions, are defined in the private business enterprise
exception in section 1926(a)(7) of title 7 of the U.S. Code. Prior to 1996,
this exception in 7 U.S.C. § 1926(a)(7) defined rural as “all territory of a
State that is not within the outer boundary of any city having a population
of fifty thousand or more and its immediately adjacent urbanized and
urbanizing areas with a population density of more than one hundred
persons per square mile, as determined by the Secretary of Agriculture
according to the latest decennial census of the United States: Provided, that
special consideration for such loans and grants shall be given to areas other
than cities having a population of more than twenty five thousand.”

However, in 1996, 7 U.S.C. § 1926(a)(7) was repealed and replaced with a
new section 1926(a)(7) that defines “rural” and “rural areas” but no longer
contains a provision or even a reference relating to the private business
enterprise exception.* The new section 7 U.S.C. § 1926(a)(7) defines
rural—but only for water and waste disposal grants and direct and
guaranteed loans—as "a city, town, or unincorporated area that has a
population of no more than 10,000 inhabitants."

Different Agencies Use
Different Rural Definitions

Government agencies have different definitions of what constitutes a rural
area. For example, GSA uses two different population thresholds to define
rural area for purposes of RDA. According to GSA Interim Rule D-1, a rural
area is any area "that (i) is within a city or town if the city or town has a
population of less than 10,000 or (ii) is not within the outer boundaries of a
city or town if the city or town has a population of 50,000 or more and if the
adjacent urbanized and urbanizing areas have a population density of more
than 100 per square mile."

“Public Law No. 104-127, 110 Stat. 888, 1123 (1996).
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Meanwhile, as table 6 shows, other federal agencies use other definitions of
rural to implement various federal programs; and private organizations use
other definitions as well.

L __________________________________________________________________________________________________________|
Table 6: Definitions of Rural Used by Federal Agencies and Selected Private Sector Organizations

Agency/organization

Population thresholds and definitions for rural area

Census Bureau

Under 2,500 or open country

Department of Agriculture’s Economic
Research Service

Under 2,500
(Metro or nonmetro area)

Department of Agriculture’s Rural Business
Opportunity Grant Program

Under 10,000
(Open country not associated with urban area) USDA defines open country as open
space separated from any adjacent densely populated urban area.

Department of Agriculture’s Rural Housing
Programs

10,000 and under

Department of Housing and Urban
Development’s Rural Housing and Economic
Development Program

One of five ways:

(1) Under 2,500 population (metro or nonmetro area).

(2) Counties with no urban population of 20,000 or more.

(8) Rural portions of "extended cities,” as defined by the Census Bureau.
(4) Open country that is not part of or associated with an urban area.

(5) Not over 20,000 and not in MSA.

Plants, Sites and Parks Magazine®

20,000 and under
(50 miles or more from major city or MSA)

Department of Agriculture’s Intermediary Under 25,000
Relending Program
National Middle School Association® Under 25,000

Housing Assistance Council®

25,000 or fewer

General Services Administration (Rural
Development Act implementation)

Under 10,000 or under 50,000

Department of Agriculture’s Rural Business Under 50,000
Enterprise Grants
Department of Agriculture’s Rural Business Under 50,000

Cooperative Service

OomMB

Nonmetropolitan areas (areas other than "core counties” containing one or more central
cities with at least 50,000 residents or an urbanized area and a total population of at
least 100,000 (75,000 in New England) and adjacent communities that have a high
degree of social and economic integration with the core counties).
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#A nongovernmental organization.

Source: Department of Agriculture, the Bureau of the Census, Department of Housing and Urban
Development, OMB and private sector organizations.
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Lessons From Private
Sector Relocations
That Relate to the
Federal Government

According to our study and our consultant’s review, location factors
considered important by the private sector for minimizing costs might
benefit the public sector. These factors are (1) incentives offered by
localities to attract new employers, such as free land; and (2) the lower real
estate, labor, and operational costs available in some areas. The private
sector cited these two factors as having influenced their location decisions
more frequently than did the federal agencies in our survey. We recognize
that federal agencies’ missions may sometimes preclude them from taking
advantage of the savings represented by these factors. However, in
instances where an agency has flexibility in locating a function, the agency
may be able to take advantage of one or both of these factors, so long as
they are not offset by other higher operational costs.

Location Factors Important
to the Private Sector

According to our consultant, there are two broad steps involved in office
location decisions made by the private sector. The first step is to determine
whether a given location is functionally suited to achieve the purposes of
the office that is to be located. The second step is to test the location for its
ability to meet a range of factors that have been shown to be important in
meeting required goals. Our consultant found that corporations strongly
preferred urban locations over rural ones. The determining location factor
for most companies, he said, derives from a specific location’s
characteristics.** The private sector considers numerous factors in making
location decisions, and the relative importance of the factors appears to be
company specific.”? However, our consultant’s literature search and survey
of 52 private sector companies identified several factors as the main areas
of consideration in the private sector location decisionmaking process.
They were (1) transportation and logistics, (2) labor availability and cost,
(3) real estate costs, and (4) business climate and business incentives. Of
these factors, some were location factors considered by the federal sites
we surveyed and some were not.

2 According to our consultant, the inclusion of manufacturing firms in his study did not
skew the results because the study focused only on office locations and not on the location
of manufacturing facilities.

%Gee appendix IV for location factors the private sector considered.
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Transportation: Access to
Highways, Trains, and Airports

Availability and Cost of Labor

Access to highways and major thoroughfares is important for employees
who commute and essential to maintaining connections to companies’
suppliers and customers. When asked to rate the importance of
transportation and logistics, 17 of the 52 respondents in our consultant’s
survey gave it the highest rating for headquarters offices, and over one-half
gave it the highest rating for satellite (field) offices.”® With the increasing
globalization of markets, easy access to airports is also very important in
corporate location decisions. Professional services, such as those of
accountants and lawyers, also increasingly require access to airports, our
consultant said.

Transportation factors were also important to the public sector. In our
survey of federal agency sites, officials for 40 percent of the sites said
access to transportation, such as airports, trains, and highways, was an
important factor in their location decisions. Examples cited by the agencies
included easy access to airports for trainees from around the nation and
access to highways for service centers.

According to our consultant, the availability and cost of labor are among
the most important location factors for the private sector. Most of the
corporations responding to our consultant’s survey rated these among the
top location factors considered when locating either their headquarters or
field offices. Asked to rate the importance of "availability and cost of labor
supply,” of the 52 survey respondents 30 gave it the highest rating for
headquarters offices and 32 gave it the highest rating for satellite (field)
offices. Our consultant emphasized that the availability of sufficient and
qualified labor is crucial to any business location decision because, even in
a low-wage area, the need to train a qualified workforce can wipe out
savings from lower labor costs. Our consultant also stated that while many
small towns on the fringes of metropolitan areas have experienced rapid
growth, their small populations suggest that they will remain small, which
can be a liability to attracting companies.

Labor costs include not only wage rates but also benefits, unemployment
insurance, and workmen’s compensation requirements. Labor costs also
include costs associated with recruitment and training and the competition
for labor within the same area. Some companies try to avoid areas where

#Our consultant’s report indicated that satellite (field) offices are similar to federal regional
offices in that they are located apart from the principal office, are smaller, and serve a
particular function.
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Lower Real Estate and Operating
Costs

Business Climate and Business
Incentives

they have to compete with major competitors for the same labor pool
because of the possibility that skilled labor would be unavailable or that
competitors would drive up the wage rate. According to our consultant,
these factors are particularly important when considering rural areas
where educational qualifications, in some cases, are not so readily
available.

Availability and cost of labor were not location factors considered by
federal agencies for most of the sites in our survey. Respondents reported
that they considered personnel costs, including lower labor costs and
recruitment and retention costs, in location decisions for no more than 23
of the 115 sites in our survey. Whether the federal government can adopt
the private sector’s practice in this area is open to question because, as
previously mentioned, the primary location factor cited by federal agencies
for the sites in our survey was agency mission. If agency mission dictates
where most of the federal facilities have to be located, specifically in close
proximity to clients, then the agency may have little flexibility to realize
costs savings from low-wage areas.

Since at least 1990, real estate costs have consistently ranked among the
top 10 factors influencing private sector location decisions. Real estate
costs include direct costs (i.e., land, building, and occupancy costs such as
rent and utilities), and indirect costs (costs such as shipping,
transportation, and storage). When direct costs are higher in one
community than another, the addition of lower indirect costs may result in
a lower overall real estate cost in the community with higher direct costs.
When asked to rate the importance of real estate costs, 31 percent of the
corporate survey respondents gave this factor the highest rating for
corporate headquarters offices, and 63 percent did the same for corporate
field offices.

Real estate cost was cited less frequently by federal agencies in our survey
than by the private sector in making site location decisions. Agencies
reported that for about 22 percent of the sites in our survey, lower real
estate cost was a factor in the decision. If the public sector adopted this
private sector practice, specifically for functions where agencies have
flexibility as to where they may be located, potential savings could be
offered by lower real estate costs, so long as the savings are not offset by
other higher operating costs.

The business climate of an area, including its business incentives, is a cost
factor highly important to the private sector. When asked to rate the
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importance of an area’s business climate, 54 percent of respondents in our
consultant’s survey gave it the highest rating. Business climate factors
include the general business potential and receptivity of a community to
the corporate purpose. This includes the community’s economic health, its
organization and preparedness for growth, and the capacity of the
community to support future growth of the locating company. For
example, zoning issues are critical. Similarly, business incentives, such as
tax abatements, free land, or infrastructure improvements offered by a
community, are indicative of the business climate and are highly important
location decision factors. According to our consultant, while incentives do
not replace the need for a company’s location to make good business sense,
incentives become a means of distinguishing among otherwise acceptable
alternatives.

Business incentives were mentioned by only 2 agencies in our survey of 115
sites. USDA said it chose a site at a local university for wildlife research
because Colorado State University made land available at no cost. In
return, USDA agreed to work in cooperation with university students on
wildlife research. The Environmental Protection Agency (EPA) said when
the lease expired for its regional office in Kansas City, KS, it relocated to
another location within the city because the city provided free land. EPA
reported that this was a “win-win” situation for both the agency and the city
because the agency saved on its real estate costs, and the office benefited
the economically depressed area where it is located.

The limited use of local incentives by agencies in our survey contrasts with
the emphasis the private sector places on incentives to save costs. For
example, functions that need not be in proximity to the public or other
facilities—such as training, data processing, document distribution, or
telephone-based servicing—have the potential to take advantage of local
incentives. While federal agencies cannot take advantage of all local
incentives, such as tax relief, they might make use of other local incentives.
For example, our 1990 report, referred to earlier, noted that the Bureau of
Engraving and Printing chose a site in Ft. Worth, TX, in the late 1980s in
part because of incentives offered by the locality. The incentives included
the donation of 100 acres of land and construction of a building, a total
package valued at between $12.5 million and $15 million.

Public policy may have an impact on the extent to which federal agencies
may seek incentives provided by local communities. The public sector
sometimes seeks to provide economic assistance to certain areas, rather
than the reverse—consider how the government may benefit from an area.
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RDA and executive orders, such as Executive Order 12072, promote
locating federal agencies in rural areas or in the central business districts of
urban areas to foster their economic development. In contrast, according
to our consultant, the private sector seeks the reverse—consider how the
corporation may benefit from the community.

Government Lacks
Cohesive Location Policy

The government lacks a cohesive overall location policy that requires
agencies to consider costs when initially deciding whether to locate a site
in a rural or an urban area. In 1990, we reported that the government was
not as cognizant of cost considerations as was the private sector and that
government policy was aimed at improving the economic development of
either rural areas through RDA or urban areas through the executive
orders. We recommended that GSA develop for congressional
consideration a more consistent and cost-conscious govermentwide
location policy that considers such factors as maximizing competition and
taking advantage of lower real estate and labor costs in order for the
government to lower its acquisition and operating costs. In 1991, GSA
issued a temporary regulation requiring agencies to consider the
availability of local labor pools, pay differentials for employees, local
incentives offered, and real estate costs for prospectus-level projects*
whose missions did not dictate a geographic area. However, the
requirement was eliminated in 1997 when GSA revised its location
regulations. GSA officials could not explain why the requirement was
deleted when we asked them in May 2001.

On the basis of our latest survey of 115 sites, we found that little
consideration in the site acquisition process was given to the differing costs
of alternative areas. Besides finding little interest in lower real estate costs
or in the use of certain local incentives, our survey also found that only 15
sites were acquired using cost analyses of alternative geographic areas,
which compared costs of different areas in which a site could ultimately be
selected. However, no regulation presently calls for such an analysis.

In 1990, we reported that GSA, as a central management agency, had not
provided leadership to assist agencies in implementing and complying with

%GSA is required to prepare project descriptions called prospectuses for space acquisitions
that are expected to exceed specified dollar thresholds, which can be adjusted annually. In
fiscal year 2000, for example, a prospectus was required for any lease exceeding an average
annual rent of $1.93 million. The prospectuses are to be submitted to GSA’s Senate and
House authorizing committees.
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Some Functions Can
Potentially Locate in
Rural Areas

RDA. We noted that GSA had not assisted agencies in developing
procedures and guidelines to implement the various location policies.
Therefore, we recommended in our 1990 report that GSA develop for
congressional consideration a more consistent governmentwide location
policy. In our recent survey of agency sites, we found most agencies,
whether they obtained the sites independently or through GSA, did not use
RDA or did not know whether it was used in choosing their sites.

On the basis of our survey of 115 federal facilities, the report of our
consultant, and our interviews with high-ranking officials in human
resources and information technology at 13 cabinet agencies, we were able
to identify several federal functions that could be performed in rural areas.
These included printing, archiving, accounting and finance, training,
passport application processing, automatic data processing, research and
development, storage, and law enforcement.

Private Sector Functions

That Might Locate in Rural

Areas

Our consultant identified 21 functions that the private sector might locate
in rural areas, as shown in table 7.

|
Table 7: Functions That Might be Located in Rural Areas

Functions that might be located in rural areas

Accounting

Legal support

Account representative

Logistical support

Appraisal/market research

Manufacturing and assembly offices

Clerical/secretarial

Operations centers

Data processing

Printing and publishing

Distribution/warehousing

Records archiving

Education/training

Repairs and servicing

Enforcement and quality control

Scientific studies, and research and development

Field service operations

Technical functions and support

Human resources and social services

Telemarketing, order processing, and communications

Information technologies services

Source: Office Location Considerations of Large U.S. Corporations: U.S. Government Potentials, The
Dorchester Group, L.L.C., March 31, 2001.

Page 31 GAO-01-805 Facilities Location



According to our consultant, these functions lend themselves to being
performed in rural areas because (1) some of them do not demand the large
and technical, sophisticated labor pool often found in urban areas; (2)
some functions may be performed in a location remote from the principal
office’s day-to-day operations; and (3) some support functions can be
performed by telephone. He also emphasized that rural areas are
sometimes suitable for functions where security is important, such as
research and development and law enforcement activities.

We reviewed the 21 functions to see if they were represented in the federal
sector and whether any of the federal agencies we contacted identified
them as being found in rural areas or potential for rural areas. Nine of the
21 functions met these criteria. They were (1) accounting, (2) distribution
and warehousing, (3) education and training, (4) enforcement and quality
control, (5) printing and publishing, (6) records archiving, (7) data
processing, (8) scientific studies and research and development, and (9)
telemarketing/teleservicing.

Table 8 shows the potential benefits and challenges that would result from
situating the function in a rural area for the nine selected functions.

|
Table 8: Benefits and Challenges Associated With Rural Areas for Nine Functions

Function

Benefits

Challenges

Accounting

Lower wages and operating costs

Data security and quality control

Data processing

Reduced costs of office and labor

Needs skills more often found in
metropolitan areas

Distribution and warehousing

Savings on labor and real estate

Needs good transportation links

Education and training

Fewer distractions and recreation opportunities

None identified

Enforcement/quality control

None identified

Needs good regional access

Printing and publishing

None identified

Needs good transportation links

Records archiving

Lower costs for real estate and wages

Limited access to records

Scientific studies/research and
development

Better security; in some cases, access to universities

Specialized employees may have to be
recruited nationally

Telemarketing, order processing,
communications

Operating cost efficiencies

Sufficient and sustainable labor pool

Source: Office Location Considerations of Large U.S. Corporations: U.S. Government Potentials. The

Dorchester Group, L.L.C., March 31, 2001.
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Functions Performed by
Federal Agencies in Rural
Areas

Some of the federal functions in our survey were more often located at
rural sites than at urban ones. These were automated data processing,

finance and accounting, social services, research and development, and
storage and inventory.

Special space needs and low real estate cost were key factors for research
and development and storage sites. The survey also asked respondents to
pick 1 or more of 12 named reasons why they had chosen their locations.
Survey responses regarding research and development and
storage/inventory facilities that were in rural areas pointed to two factors:
low real estate costs and unique space needs. For instance, officials
representing four of the eight research and development sites cited their
unique space needs as a reason for their sites’ selection. Of these sites,
three were in rural areas. Officials representing five of the eight
storage/inventory facilities also gave this reason, and four were in rural
areas. Similarly, all three of the research and development sites for which
officials cited low real estate costs as a reason for their site choices were
located in rural areas. All five of the storage and inventory sites for which
respondents cited low real estate costs as a factor were in rural areas.

Information from cabinet agency officials showed that functions that had
been decentralized within the agency were more likely to be found in rural
areas than were centralized functions. We asked these officials, who
worked in information technology or human resources, about five
functions—printing, training, personnel benefits administration,
procurement, and finance/payroll—and whether these or other functions
could be relocated to rural areas.” Officials from 11 of the 13 cabinet
agencies said they had decentralized 1 or more of the 5 functions by placing
it in regional or even local operating units, including those in rural areas.
For instance, USDA said its training and procurement functions were
decentralized to local offices, which are "in a majority of rural counties.”
The Interior Department said that, except for finance and payroll, the other
functions were decentralized “to the installation level,” and it has hundreds
of rural installations. Four agencies reported that they had placed training
in rural areas, and one, the Department of Energy, said it also had
decentralized the procurement and personnel functions to local offices,
half of which are in nonurban areas.

BExperts in government management and personnel management had identified these
functions as functions that could be conducted in nonurban areas.
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However, if an administrative function was centralized it was more likely to
be in an urban area. For instance, of the seven agencies that said they had
centralized payroll, five said they located that function in cities, including
New Orleans. The remaining two agencies placed the function in suburbs.
The five agencies that centralized printing said they were doing it at an
urban location—Washington, D.C. One agency that centralized its training
and benefits administration said it had achieved economies of scale that it
feared would be lost if any part of that centralized operation was relocated
to a rural area.

At least six agencies represented in these interviews identified one or more
problems with rural areas. One official cited difficulty in recruiting
minority employees because some rural areas tend to lack minorities. Such
areas, this official said, also may pose sufficient cultural adjustments for
minorities and minority employees may not wish to relocate to these areas.
Other officials cited cost concerns. Officials for five agencies, for instance,
said rural areas can involve personnel-related costs, such as the cost of
relocating employees or of recruiting and training replacement workers.
Officials from three agencies also expressed concern over the relatively
higher cost of travel to rural areas, with one asserting that this made such
areas poor choices for training sites. Three agencies also raised concerns
about facility costs, stating that the lack of available office space in rural
areas would force them to build new facilities and lose agency
infrastructure investments at current locations. Three agency officials also
told us that their urban operations were in those areas because of factors
intrinsic to urban areas, such as the availability of public transportation
and proximity to the operations of other agencies or private sector
organizations.

The full impact of telecommunications advancements in office location
decisions is still uncertain. A widespread notion is that
telecommunications advances have made the use of rural areas more
viable. However, of the 11 cabinet agencies that discussed the benefits and
drawbacks of rural telecommunications, only 2 agencies said
telecommunications advances had made rural locations more viable. The
other nine agencies expressed concern about telecommunications service
in rural areas, with five saying that sophisticated telecommunications
services are not always available or can be costly when they are available.
Three agencies also said telecommunications is of less importance to siting
decisions than other factors, and one of these expressed concern that rural
telecommunications networks are inherently less secure than urban ones.
On a positive note, five agencies saw telecommunications benefiting
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employees by, for instance, allowing benefits data and training to be
offered on-line or by allowing employees to work from home or from the
sites where they are conducting inspections.

The private sector offered similar views. According to our consultant,
although telecommunications is an increasingly important factor in
location decisionmaking, its full impact has not become clear. Advanced
telecommunications services are touted as leveling the playing field
between small towns and metropolitan areas; however, broadband (high-
speed) telecommunications facilities® are not available in all areas, as
noted by our consultant.?” He also emphasized that many small towns and
rural areas lack the capital and infrastructure to facilitate these broadband
services.

Conclusions

Since our 1990 report on this issue, federal agencies continue to locate for
the most part in higher cost, urban areas. Eight of the 13 cabinet agencies
surveyed had no formal RDA siting policy, and there was little evidence
that agencies considered RDA’s requirements when siting new federal
facilities. Further, GSA has not developed for congressional consideration
a cost-conscious, governmentwide location policy, as we recommended in
1990.

In our survey, the sites that involved relocated operations still largely
remained in urban areas, while the sites that involved newly established
operations were more evenly spread over rural and urban areas. Federal
agencies’ mission requirements, such as the need to be near clients or other
organizations, apparently have led them to select urban areas. Other

%The Federal Communications Commission defines services with a transmission speed of at
least 200 kilobits per second (kbps) in one direction as “high speed.” A broadband
connection, such as that provided by a cable modem service or by a telephone technology,
known as digital subscriber line (DSL), has a greater capacity, giving the user faster data
transmission rates than a narrowband connection, such as that provided by a conventional
telephone line.

2"We also reported in February 2001 that the availability of broadband technology was more
prevalent in large metropolitan areas than in rural areas, on the basis of a survey of Internet
users who were age 18 and older. For example, in a metropolitan area with a population of
at least 2.5 million, more than 32 percent (plus or minus 8 percent) of the survey
respondents reported having DSL and cable modem capability where they lived; in rural
areas, the corresponding figure was less than 8 percent (plus or minus 6 percent).
Telecommunications: Characteristics and Choices of Internet Users, (GAO-01-345, Feb. 16,
2001).
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factors that led them to select urban areas are the availability of public
transportation and particular space needs. A major factor that influences
private sector site selection for urban areas was the availability and cost of
skilled labor. Other private sector factors included real estate cost, access
to transportation, and business incentives. In choosing the geographic area
for a facility, the private sector more often cites cost considerations and
incentives offered by states and local areas than did the federal agencies in
our survey.

Several government functions, such as research and development, data
processing, accounting and finance, and teleservice centers, can be located
in rural areas. Although it is not clear from the information we collected
whether any of the federal agencies that located sites in urban areas could
have located them in rural areas, one matter that is clear is that RDA has
not had the influence on federal siting practices that the Congress appears
to have intended when RDA was enacted. Many agencies had no RDA
policy, as required by the act, and many agency personnel in our survey
either did not consider RDA or did not know whether the act was used in