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Executive Summary

The purpose of this update is in response to specific information and analyses recently requested by Congress as part of budget legislation.  We have been asked to respond to 5 specific questions, the conclusions to which are summarized herein:

· FY01 Performance Update.  FY01 has seen a general improvement in the main performance indicators.  Average utilization rates, number of federal users, average monthly price per seat, and gross revenues have all increased since FY00, while aggregate operating costs and operating deficits have decreased.  The performance of individual telecenters in FY01 has been variable; the majority showing improved results since FY00, while others have experienced deteriorating results.

While the aggregate performance indicators have shown positive improvements in FY01, overall average utilization rates by federal workers remains below 50%, while the number of participating federal employees numbers only about 425 in total.  GSA continues to subsidize the cost of telecenter operations, albeit to a lesser extent than in prior fiscal years.

· Telecenter Usage in Relation to PL 106-346.  Telecenters in aggregate have seen slight improvements in federal worker enrollment and utilization rates since the time that the law was invoked at the start of FY01, but not at the 25% annual growth rate mandated by Congress for all forms of telework, including home-based telework.  The most recent telecenter operating data (FY02-Q1) showed some deterioration in performance, suggesting that telecenters are currently failing to play a representative role in satisfying the requirements of this Public Law.

· Telecenter Usage Since September 11, 2001.  There may be many reasons to believe that the demand for telecenter seats from federal workers would have increased in the aftermath of September 11th, but the empirical data does not bear out this result.  In fact, the opposite is true, and demand has actually receded.   Nine of the telecenters experienced declining usage from federal workers, while 3 telecenters reported zero change.  

	FY02 First Quarter Performance Recap
	Total
	Percent Change from Prior Quarter
	

	Registered Federal Users
	400
	-6%
	↓

	Federal Usage (FTE basis)
	129.9
	-13%
	↓

	Federal Utilization Rate
	39%
	-13%
	↓

	Overall Utilization Rate (Including Private Sector)
	54%
	-3%
	↓


Only two telecenters reported modest gains in federal usage during the first quarter (Fairfax City and Stafford), which had a combined gain of less than one federal worker on a full-time equivalent (FTE) basis.  With private sector usage included, first quarter performance was better, but still down by 3% overall from the prior quarter.  We do not know why performance was down in the first quarter of FY02; some telecenter managers believe it is related to the budget cycle of agencies customers, when the first quarter has been historically weaker than other operating quarters.

· Telecenter Usage in Relation to Seat Pricing.  We find no correlation between the price and the demand for telecenter seats.  Over an approximate 2-year period beginning in FY01, GSA raised the user fees twice, from $100 to a current average of $526 per seat per month.  Throughout this period, the number of registered users and federal utilization rates increased, albeit mildly.  This empirical data would therefore suggest that there is no demand resistance at current pricing levels.

· Cost of Home-Based Telework versus Telecenter.  Our estimated cost for home-based telework is roughly $2,850 per person per year.  This compares favorably our estimated average cost for telecenters of $4,945 per person per year, at the current average utilization rate of 45%.  

Telecenters become cheaper on a cost-per-person basis the more they are used.  Assuming 100% maximum utilization, the average telecenter cost per person would decrease to $2,219 per person per year, which would make telecenters a comparatively less expensive telework option.  

Such a conclusion is incomplete, however, because it ignores the accumulated operating deficits and back-office administrative expenses of administering the telecenter program.   With accumulated deficits and administrative expenses included, it is likely that home-based telework is the cheaper alternative.

Cost Comparison Summary

	Annual Estimate Cost Per Person
	Estimated Cost per Person

	Home-Based Telework
	$2,850

	Telecenter-Based Telework: 
	

	@ Current 45% Utilization Rate, including development costs
	$4,945

	@ 100% Utilization Rate, including development costs
	$2,219


Finally, with respect to home-based telework, it seems there is an additional cost saving derived by converting to laptop from desktop computers, as it allows for a single computer that is plugged into docking stations at both the main office and home.  This system has the practical effect of reducing main office IT, the savings of which has not been captured in this analysis.

i.   Introduction

The subject report is a follow-on work to an earlier study prepared by AEW in February of 2001 entitled, “Telecommuting Centers Study:  An Evaluation of Feasibility of Telecommuting Centers”.  

The purpose of this update is in response to specific information and analyses recently requested by Congress as part of budget legislation.  The specific topics addressed, each of which is given a separate section in this report, are as follows:

1) FY01 Performance Update:  
Update revenue and operating cost data for FY01 using actual data.  For each telecenter, show the number of seats, seats occupied, pricing per seat, annual revenue, annual cost, and net revenues.

2) compliance with Public Law 106-346, Section 359:  
Determine the effect on telecommuting center usage of Section 359 of PL 106-346 (i.e., the Public Law which prescribes the percentage of eligible federal workers who telework, as well as the stipulated timetable to achieve these levels). 
3) Impact of September 11:  
Determine the effects on telecommuting center usage of security issues resulting from the terrorist acts of September 11, 2001.
4) PRICE DEMAND sensitivity FOR TELECENTER SEATS:  
Determine the effects on telecommuting center usage of the upward trend in pricing per telecommuting center seat.
5) Home versus telecenter telecommuting costs:  
Evaluate the costs (actual costs on a per-worker basis based on historical data) of providing telecommuting seats versus the costs of establishing and operating a workplace within a telecommuter’s home.  Evaluate the merits of these two means of telecommuting.
In preparing this update, AEW was provided with information from a number of different sources.  Actual operating data for period FY00 through to the first quarter of FY02 was provided by GSA, while historical operating data was derived from the earlier AEW telecenter study.  It is important to note that all operating data are unaudited results, but are believed to be reasonably reliable.

Benchmark cost estimates of establishing and operating a workplace within a telecommuter’s home was obtained from the GSA Office of Governmentwide Policy / Innovative Workplaces Division, which uses Cost Per Person Model
.  The GSA cost estimates, in turn, were initially developed from cost estimates obtained from various outside sources.

Several telecenter directors and program managers were also contacted as informational sources for this update report, particularly with respect to the estimated impact which the events of September 11, 2001, may have had on the current and anticipated future demand for the telecenters.  

Finally, information was also garnered from various publications available on the telework web site (www.telework.gov), which is jointly maintained by GSA and the Office of Personnel Management (OPM).  These include the OPM study entitled, “The Status of Telework in the Federal Government”, prepared in the latter part of 2001, which was used as an important reference with respect to current estimated federal compliance levels with Section 359 of Public Law 106-346.

II.
Telecenter Performance Update / FY 2001

An analysis of the aggregate telecenter data for FY01 reveals a general improvement in the main performance indicators.  Average utilization rates, number of federal users, average monthly price per seat, and gross revenues have all increased since FY00, while aggregate operating costs and operating deficits have decreased.  The performance of individual telecenters in FY01 has been variable; the majority showing improved results since FY00, while others have experienced deteriorating results.

While the aggregate performance indicators have shown positive improvements in FY01, overall average utilization rates by federal workers remains below 50%, while the number of participating federal employees numbers only about 425 in total.  GSA continues to subsidize the cost of telecenter operations, albeit to a lesser extent than in prior fiscal years.

The following section is organized in two parts.  The first part presents aggregate FY01 performance statistics for all 15 telecenters (332 seats) combined.  The second part details the performance of the individual telecenters in isolation.

II.a
Aggregate FY01 Performance Data

	1)  Utilization Rates:   

The average federal utilization rate of telecenters was 44.9% during FY01, representing a 5.4% increase from the 39.5% utilization rate experienced during FY00.  

Including private sector users, the overall telecenter utilization rate during FY01 averaged 57.2%.  This was again up slightly from the average overall utilization rate of 52.6% experienced during FY 2000.
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	It is noted that the number of telecenter seats decreased during FY01 by 7 seats
, to a total of 332 seats for all 15 GSA-supported centers located within the Washington metro area.   The slight drop in telecenter seating capacity, combined with slight increases in the number of occupied seats from both public and private users, account for the improved utilization rates.


	2)  Occupied Seats:   

Federal occupied seats in FY01 totaled 149.2, as measured on a “full-time occupied equivalent” (FTE) basis
.   Federal occupancy is up by approximately 11% over the average 133.9 occupied seats in FY00.

Including private sector users, total occupied telecenter seats in FY01 averaged 190.0, or roughly 6% greater than the 178.5 average total occupied seating achieved in FY00.  
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	Private sector use is a comparatively minor contributor to overall telecenter usage.  In FY01, private sector usage represented slightly over 21% of total occupied seats.  In FY00, the equivalent figure was somewhat greater at about 25%.  In FY99, occupied seats from the private sector averaged about 13% of total occupied seating.

	3)  Federal Users:   

The number of federal workers registered to use the telecenter system in FY01 totaled 423, representing an increase of 58 federal users over FY00, or about 16% increase on a percentage basis.  

The number of participating federal agencies dropped by 1 during FY01, to 21 agencies in total.
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	4)  Seat Pricing:   

The weighted average monthly price per seat in FY01 was $526.42 across all 15 telecenters, representing roughly a doubling of the $261.42 average monthly price per seat in FY00 and FY99.  

The monthly price range for the individual telecenters in FY01 ranged for a low of $250 (Bowie), to a high of $980 (Woodbridge), with a median monthly price $540.
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	4)  Revenues:   

Gross revenues in FY01 totaled about $1.1 million, the first time that combined telecenter revenues exceeded the $1 million mark.  Gross revenues were about $0.4 million higher – about 55% –than in FY01, resulting from higher average utilization rates as well as higher average per seat pricing.

Gross revenues from federal use totaled approximately $0.86 million in FY01, or nearly double the roughly
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	$0.45 million in federal revenues achieved in FY00.  On a per seat basis, FY01 revenues from federal users averaged $2,606.

Recent trends in the gross revenue data suggest an increased reliance on federal use as the main source of revenue generation for the telecenters.  The proportion of gross revenues derived from federal use in FY01was roughly 79% of total revenues.  In FY00, the proportion of gross income represented by federal use was approximately 64%.


	6)  Operating Costs:   

Aggregate operating costs for all 15 telecenters decreased by about (4.6%) in FY01 from prior year costs, to approximately $2.4 million in total.  

On an average cost per seat basis, the decrease in FY01 operating costs was less – about 2.6% – because the total number of seats in the system decreased by 7, to 332 in total. 

In absolute terms, the reduction in operating costs between FY01 and FY00 totaled about $113,000
. 

In FY01, the average cost per seat was $7,180.  This compares with the $7,308 average cost per seat estimate experienced in FY00 and FY99
.
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	7)  net revenues:   

While recent increases in pricing combined with higher overall utilization rates have resulted in increased revenues, the telecenter program continues to incur operating deficits, albeit at a reduced level. 

Aggregate FY01 losses totaled about $1.3 million, for an average loss of $3,829 per seat.  This compares favorably with the approximate $1.8 million 
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	loss ($5,234 per seat) experienced in FY00, and the approximate $2.2 million ($6,560 per seat) deficit experienced in FY99.  

On a percentage basis, the $1.3 million deficit in FY 01 represents a 28% decrease in losses over FY00.


II.b
FY01 Performance Data / Individual Telecenters

1) Federal Worker UTILIZATION RATES:   

Less than one-half of the telecenters (6 of 15) had FY01 utilization rates by federal workers greater than 50%.  This was one greater than the 5 telecenters that had a 50% or greater federal utilization rate in FY00.  The highest utilization rate was achieved by the smallest telecenter – Frederick
 – followed by Waldorf, Spotsylvania, Bowie, Laurel Lakes, and Woodbridge, as detailed in the table on following page. 

A total of 8 telecenters had increased utilization rates in FY01 from prior year results, while the remaining 7 telecenters experienced declining or zero growth.  On a percentage basis, Woodbridge and Manassas experienced the highest increases in federal utilization during FY01, while Herndon and Jefferson County had the greatest decrease.

In absolute terms, Bowie had the greatest increase in the number of federal worker use during FY01, with 4.9 workers on a full-time equivalent (FTE) basis, while Herndon experienced the greatest loss with 1.1 FTE’s.
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2) Overall UTILIZATION RATES (Including Private Sector):   

With private sector use included, the number of telecenters that achieved 50% or greater utilization rates in FY01 increases to 9 facilities, with Fairfax City, Winchester and Hagerstown joining the group of telecenters with fed-only utilization rates greater than 50%.

Telecenters with less than 50% overall utilization rates – in descending order of utilization rate – include Calvert County, Stafford, Manassas, Jefferson County (West Virginia), Herndon, and Sterling.

With private sector use included, the same number (8) and group of telecenters saw increased utilization rates in FY01 from prior year results, although the percentage rates of change differ.  On a percentage basis, Bowie, Manassas, and Fairfax City experienced the highest increases in overall utilization rates during FY01, while Herndon, Jefferson County, and Sterling had the greatest year-over-year decrease.

From the table on following page, the data also reveals that Fairfax City has the highest level of private sector use, and represents the majority (84%) of its overall utilization rate.  The second most significant telecenter attracting private sector use is Bowie, where private users represent 31% of its overall FY01 utilization rate, followed by Hagerstown with 30% and Manassas with 16%.  Two of the telecenters – Frederick and Waldorf – had no private sector business in FY01.
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3) Federal Users:

The table on the following page provides a breakdown, by telecenter, of the 423 federal workers registered to use the telecenters in FY01
.  Spotsylvania had the greatest number of federal users with 66;  Sterling had the least with 8.   The median number of federal employees per telecenter in FY01 was approximately 29 users.

Another measure of telecenter capacity and utilization is provided by the ratio of registered federal workers to the number of seats available in the telecenters.  System-wide in FY01, the ratio of total federal users to total telecenter seats was 1.3.  Frederick had the highest ratio of federal customers to available seats (2.9), followed by Waldorf (2.4) and Spotsylvania (2.3).  Telecenters with the lowest ratio of federal customers to available seats include Fairfax City, Jefferson County, Herndon and Sterling, all with ratios less than 1.0.

All but 4 telecenters saw an increase in the number of registered federal users in FY01.  Jefferson County and Herndon lost federal customers, Hagerstown and Fairfax City saw no change.  The average increase in federal users for all telecenters in FY01was 16%.

There were 81 registered private sector users in FY01.  Therefore, roughly 1 in 5 users of telecenters were private sector customers.
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4) FY01 Revenue & operating cost data:

The Frederick telecenter reported positive net income in FY01
, while the remaining telecenters all generated operating deficits.  Five telecenters lost in excess of $100,000 in FY01, the greatest loss experienced by the Stafford Telecenter with a reported operating deficit of $127,800.  Collectively, the 15 telecenters had an FY01 operating deficit of about ($1.3) million.

Four of the telecenters posted total gross revenues in excess of $100,000 in FY01, led by Spotsylvania with reported income of about $150,300.  Without including private sector revenue sources, 3 of the telecenters reported FY01gross revenues in excess of $100,000, again led by Spotsylvania with about $140,000 in revenue derived exclusively from federal use.  

The Fairfax City telecenter was the only telecenter to derive the majority of its FY01 gross income (86%) from private sector use.  This was followed by Sterling with 46% revenue from private use, and then Jefferson County with 33%.  The Frederick and Waldorf telecenters had no private sector usage in FY01.

Average FY01 operating costs were about $157,600 per telecenter.  The greatest single operating cost was posted by Fairfax City at about $230,600.  The least expensive to operate in FY01 was Frederick – also the smallest telecenter – at about 42,000.

The following table details the reported revenue and operating cost data for the individual telecenters in FY01.
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Laurel Lakes

15

$540

69.2

3.2

72.4

195.0

(122.6)

Stafford 

20

$540

47.5

6.5

53.9

181.8

(127.8)

Totals

332

$8,200

$865.2

$227.7

$1,092.8

$2,364.0

($1,271.1)

FY01




5) Per Seat Revenue and Operating Cost Data:  FY01 vs. FY00:

An analysis of telecenter performance on a per seat basis, comparing FY01 with prior year results, reveals that 4 telecenters improved their bottom line performance – as measured by net revenue – by more than 50%.  These include Frederick (112%), Bowie (74%), Spotsylvania (62%), and Jefferson County (51%).  Three of the telecenters experienced declining net revenues in FY01, with Sterling experiencing the greatest decline (-565%), followed by Herndon (-10%) and Stafford (-4%).

In terms of gross revenues per seat, all telecenters increased revenues except for Sterling which had an 85% decline.  Five telecenters increased gross receipts in FY01 by more than 100% from a combination of increased occupancy and higher pricing; these included Bowie (233%), Frederick (208%), Laurel Lakes (150%), Winchester (134%), and Spotsylvania, with a 134% increase in gross revenues over FY00.

Looking at FY01 gross revenue from purely federal use, the FY01 data reveals that Frederick has the highest average federal revenue per seat at $6,471.  This was followed by Woodbridge at $6,076 per seat, and then Waldorf and Laurel Lakes, without federal revenue of about $4,600 per seat each.  Sterling, Fairfax City, and Herndon had the lowest revenues from federal use in FY01, all with an average of less than $1,000 per seat.

In terms of operating costs, 7 telecenters reduced their average per seat, the greatest reduction achieved by Jefferson County at -35%.  Six telecenters saw average per seat operating costs increase in FY01, the highest being Stafford at 17%.  Two telecenters maintained operating expenses at the same level as FY00.

The following table provides a breakdown of the per seat revenue and operating data by telecenter for FY01, comparing the percentage changes from prior year results for each.
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Cost Per 
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Net Revenue 

Per Seat

Frederick

7

$6,471

$0

$6,471

$6,001

$471

208%

0%

112%

Bowie

30

$1,855

$900

$2,755

$3,434

($679)

233%

0%

74%

Waldorf 

27

$4,614

$0

$4,614

$7,396

($2,782)

71%

-26%

62%

Spotsylvania

30

$4,666

$346

$5,011

$7,205

($2,194)

121%

8%

51%

Jefferson Cnty. 

15

$1,294

$616

$1,910

$4,334

($2,424)

7%

-35%

50%

Calvert Cnty.

21

$2,638

$93

$2,731

$7,396

($4,665)

61%

-26%

44%

Woodbridge

18

$6,076

$261

$6,337

$10,516

($4,179)

35%

-10%

40%

Hagerstown 

25

$1,908

$888

$2,796

$7,137

($4,341)

42%

-16%

33%

Winchester 

23

$2,496

$760

$3,256

$7,556

($4,301)

134%

-2%

32%

Manassas 

32

$1,545

$330

$1,875

$5,538

($3,663)

88%

-7%

26%

Laurel Lakes

15

$4,612

$216

$4,828

$13,000

($8,172)

150%

11%

16%

Fairfax City 

29

$592

$3,486

$4,078

$7,953

($3,875)

40%

10%

10%

Stafford 

20

$2,373

$324

$2,697

$9,089

($6,392)

66%

17%

-4%

Herndon

19

$985

$328

$1,314

$6,280

($4,967)

60%

21%

-13%

Sterling 

21

$401

$339

$741

$6,538

($5,797)

-85%

15%

-565%

Totals

332

$2,606

$686

$3,292

$7,120

($3,829)

55%

-5%

28%

FY01

Percent Change from FY00




II. Telecenter Usage Trends and section 359 of Public Law 106-345

Section 359 of Public Law 106-346 requires each Executive agency to establish a policy under which eligible employees may participate in telecommuting to the maximum extent possible without diminished employee performance.  It further instructs the Director of the Office of Personnel Management (OPM) to assure that the requirements of Section 359 are applied to 25 percent of the federal workforce by April 2001, and to an additional 25 percent of the workforce each year thereafter.  Eligible employees mean any satisfactorily performing employee of an agency whose job may typically be performed at least one day per week out of the office workplace.

Stated another way, the new law, which was enacted in October of 2000, essentially states that 100% of eligible federal workers will be permitted to telework by no later than April 1, 2004, either from home, from a telecenter, or from some other approved remote location.

The question being addressed in this Section is as follows:  to what extent have the existing telecenters seen an increase in federal worker usage since Congress’s promulgation of Public Law 106-304?  

The simple answer here is that the telecenters in aggregate have seen improvement in federal worker enrollment and utilization rates since the time that the law was invoked at the start of the first quarter of FY01, but not at the 25% annual growth rate mandated by Congress for all forms of telework, including home-based telework.

Some observers would contend that FY01 was a reasonable good performance year for telecenters, or at least that trends appeared to be moving in the right direction --  the number of federal workers using telecenters had increased about 16%, while the number of federal occupied seats had increased about 11% on a full-time equivalent (FTE) basis.  Similarly, federal utilization rates had increased by about 5% in FY01, to roughly 45% in total.

However, the telecenter performance picture since passage of PL 106-346 becomes less clear, once data for the first quarter of FY02 are included in the analysis.  Notably, the number of federal users dropped from 423 to about 400 during FY02-Q1, a decrease of about 5%
.    Federal utilization rates also dropped during this period, from 45% to about 39%.  On an FTE basis, the number of federal occupied seats also dropped during the most recent quarter, from 149.2 to 129.9, or a decrease of roughly 13%.  Federal occupied seats at the end of FY02-Q1 stood at a lower level than at the end of FY00-Q4.

The two graphs on the following page offer a visual representation of quarterly federal user and utilization rate data since the passage of PL 106-346 at the end of FY00.  

Caution is advised in interpreting the significance of the most recent telecenter usage data, given that only 5 fiscal quarters have transpired since the passage of PL 106-346.  The recent drop in registered federal users, for example, can largely be explained by an accounting clean-up of user data and registration protocol.  On the other hand, the decrease in federal 

	utilization rates during the first quarter of FY02 is ostensibly real, unrelated to accounting or enrollment issues, but it is possible that other factors may be at play.  

These caveats notwithstanding, it does seem fair to contend that the telecenters, viewed as a whole, are failing at the present time to play an increasing role in satisfying the telework requirements prescribed by PL 106-346.  

At best, the most recent aggregate data would suggest that telecenter performance is moving sideways in terms of the number of federal workers it serves, or the amount of time those workers use telecenter facilities.
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· Telecenters and their potential share of the teleworker “market”:   

An evaluation of the most recent telecenter performance statistics can be placed into a somewhat more insightful context by trying to compare it with recent growth statistics in the number of federal teleworkers generally.  PL 106-346, after all, is a mandate to increase all forms of federal telework, while the potential role of telecommuting centers in the initiative is but one piece in a much larger federal workplace challenge.

Here the question becomes, to what extent has the number of federal teleworkers increased since the enactment of PL 106-346?  If the number of federal teleworkers has been growing since passage of PL106-346, one would presumably expect the telecenters to capture a proportionate share of that growing “telecommuting market”; if the overall telework market has been static or shrinking in size, then that fact can provide a better perspective on the possible significance of recent telecenter performance.

This question to difficult to answer with confidence, given the paucity of available data, but a recent OPM study
 might offer some clues.  Pursuant to the requirements of this PL 106-346, OPM surveyed 63 federal agencies in April 2001 and again in November 2001 to ascertain the status of telework within the federal government and gauge agency progress in implementing the requirements of Section 359.  The surveys asked agencies to provide data on the number of teleworking and telework-eligible employees, agency policy development, barriers in implementing telework, and steps being taken to overcome those barriers and increase the number of teleworkers. 

The OPM survey showed that the number of federal teleworkers from those agencies had increased by 39.5% in the 7-month time frame between surveys, to a total of 74,487 participants nationwide
.  The November survey was revised by OPM based on lessons learned and participant feedback from their April survey.  Among the additional data elements captured in the November survey was the number of federal employees, either regular or episodic, who were teleworking within the Washington, DC metropolitan area, which was reported at 14,621 teleworkers.

If it can be reasonably assumed that the increase in DC-based federal teleworkers approximately equaled the 39.5% increase in federal teleworkers nationally reported by OPM, then by extrapolation, the number of teleworkers in the metro DC area should have increased by approximately 4,140 in the 7 month period between April and November of 2001.  This compares with the reported gain of 58 federal workers in the metropolitan DC area using telecenters during FY01, as previously cited in this report.

Intuitively, and assuming the methodology of the analysis is valid, one would have expected to see the telecenters capture a greater percentage, or market share, of the growth in the number of teleworkers during this period.  One possible explanation may that, given a choice, most federal workers would prefer to telework from home rather than a telecenter, but other factors may be a play in interpreting this data.

III. telecenter usage trends since september 11, 2001

There are many reasons to believe that the demand for telecenter seats from federal workers would have increased in the aftermath of September 11th, but the empirical data does not bear out this result.  In point of fact, the opposite is true, and demand has actually receded.  A recap of overall telecenter performance at the end of the first quarter of 2002, which began on October 1, 2001, is as follows:

	FY02 First Quarter Performance Recap
	Total
	Percent Change from Prior Quarter
	

	Registered Federal Users
	400
	-6%
	↓

	Federal Usage (FTE basis)
	129.9
	-13%
	↓

	Federal Utilization Rate
	39%
	-13%
	↓

	Overall Utilization Rate (Including Private Sector)
	54%
	-3%
	↓


A look at the individual performance data of the telecenters during the first quarter of FY02, as shown in the table on following page, reveals that 9 of the telecenters experienced declining usage from federal workers, while 3 telecenters reported zero change.  Only two telecenters reported modest gains in federal usage during the first quarter (Fairfax City and Stafford), which had a combined gain of less than one federal worker on a full-time equivalent (FTE) basis.  With private sector usage included, first quarter performance was better, but still down by 3% overall from the prior quarter
.

Among the possible reasons for having expected telecenter occupancy and utilization rates to increase in post-September 11 work environment may include the following influences:

· Absorption of some portion of the displaced workers from the Pentagon into the telecenter network.

· Desire by at least some federal workers to reduce their risk exposure of working in higher-density downtown office buildings generally.

· Federal managers taking a fresh look at telework arrangements in light of increased security concerns for their agencies.

· Integrating telecenters in some fashion into federal government's Continuation of Operations Program (COOP).

As part of this assignment, AEW spoke with a number of telecenter directors and program managers to garner their views of the impact that September 11 may have had on their business
.  While information gathered from these conversations is necessarily anecdotal, all these managers reported an general increase in the number of telephone inquiries from prospective federal workers and agencies interested in learning more about seat pricing, availability, and other related program matters.  In these managers opinion, while the increased phone traffic after September 11th has not yet resulted in increased business, they expect business will increase in the coming quarters, which will soon will become manifest in the performance numbers.
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Bowie

19.9

15.5

(4.4)

66%

52%

-15%

Calvert Co.

9.8

9.8

0.0

47%

47%

0%

Fairfax City 

3.1

3.4

0.3

11%

12%

1%

Frederick

9.1

2.8

(6.3)

130%

40%

-90%

Hagerstown 

8.7

7.3

(1.5)

35%

29%

-6%

Herndon

2.5

2.5

0.0

13%

13%

0%

Jefferson Co. 

3.9

3.3

(0.6)

26%

22%

-4%

Laurel Lakes

9.2

9.2

0.0

61%

61%

0%

Manassas 

11.5

8.5

(3.0)

36%

27%

-9%

Spotsylvania

20.7

19.1

(1.6)

69%

64%

-5%

Stafford 

7.9

8.5

0.5

40%

42%

3%

Sterling 

2.0

1.7

(0.4)

10%

8%

-2%

Waldorf 

19.8

19.2

(0.6)

73%

71%

-2%

Winchester 

10.9

10.9

0.0

47%

47%

0%

Woodbridge

10.2

8.4

(1.8)

57%

47%

-10%

Totals

149.2

129.9

(19.3)

45%

39%

-6%
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The telecenter managers downplayed the psychological aspects which September 11 may have had federal workers potentially seeking a safer work haven in telecenters, away from the downtown office core, contending that this has not been a factor.

The telecenters apparently did not see increases in customers from DoD during this time.  One telecenter manager opined that this was perhaps because the Pentagon made a decision to stay consolidated in that moment of crisis.  Perhaps another factor of note was the availability of a large block of DoD-controlled leased space located in nearby Crystal City, to which displaced Pentagon workers could be relocated
.  

The recent OPM report spoke to the potential manner in which telework has been integrated into the federal government's Continuation of Operations Program (COOP), and agencies are including telework in their own agency COOP plans. 
   The OPM report also noted that a recent Federal Preparedness Circular, dated April 30, 2001, the Federal Emergency Management Agency (FEMA) highlighted the importance of telework in emergency situations that require the use of alternative facilities.

The telecenter managers with whom we spoke indicated that there have been discussions with respect to the potential role which the telecenters could play in COOP, but AEW is unclear as to whether such a role has been formalized into policy.  

AEW is also unclear as to why telecenter activity appears to have retracted during the fiscal operating quarter immediately following the events of September 11.  One telecenter manager with whom we spoke believed that the first quarter performance results are largely cyclical and unrelated, and that performance needs to be evaluated over a longer time horizon.

In summary, the aftermath of September 11 has thus far appeared to have no measurable impact on the use and occupancy of telecenters.  The empirical data reveals the opposite to be true, that use and occupancy have retracted since September 11.  On the other hand, telecenter managers report growing prospect lists and interest in telecenters generally.  Whether this heightened telephone traffic will eventually result in greater federal usage, or whether telecenters will successfully capture some increased share of what appears to be a growing federal telework market, is unknown at this time.  

IV. Telecenter usage rates in relation to seat pricing

This section evaluates the effect on telecommuting center usage of the upward trend in pricing per telecommuting center seat.  Beginning in FY00, the telecenters started increasing seat prices in an effort to recoup operating losses, as mandated by Congress.  In FY00, the average monthly price increased  from $100 per seat per month – which was the across-the-board rate for all telecenters prior to this time – to a weighted average fee of $261.  In FY01, average monthly telecenter rates were further increased to $526 per seat per month.  

Over an approximate 2-year period, therefore, average monthly telecenter seat prices increased by over 500%.  Price increases for individual telecenters in several instances have been greater than this amount, with two telecenters – Woodbridge and Jefferson County – having raised prices nearly 1,000% over the last two fiscal years, presumably in an effort to achieve break-even revenues.

The question here is whether these recent price hikes have impacted the demand from federal and private users who rent these facilities.  With respect to federal usage, the aggregated average data indicates that federal usage – both in terms of utilization rates and number of part-time federal workers using telecenters  –  has not declined during the 2-year period in which prices were increased.  Instead, the opposite appears true, with federal usage having steadily increased, albeit slowly, since FY99, as shown on the two following charts.  
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In FY 99, the average utilization rate by federal workers of all metro-DC telecenters was 37.7%, while the number of enrolled federal users was 357.  By FY01, the federal utilization rate had risen to 44.9%, while the number of enrolled federal users had increased to 423, notwithstanding the over 5-fold increase in the average monthly price per seat during this period.  From this data, therefore, the demand for telecenter seats by federal users appears to be relatively price inelastic, at least at current price levels, meaning that recent increases in price have not resulted in a decrease in demand.
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Appendix A charts the same data as the preceding two graphs, but for each telecenter individually.  Here again we find that the majority of telecenters have experienced rising utilization rates or increases in the number of federal worker enrollment since FY99, when price increases were first initiated.  Only 3 out of 15 telecenters experienced declines in both utilization rates and enrollment during this period, they being Fairfax City, Jefferson County, and Laurel Lakes. 

The notion that price has not been a critical determinant of demand for telecenter seats  is a view shared by a number of GSA policy analysts, telecenter program managers, and other program advocates with whom we interviewed.  The position expressed here is that, when there is resistance to telecenter program enrollment and use by customer agencies, the causes of such resistance are more a function of other non-economic factors (e.g., cultural barriers, etc.) than real concern over seat pricing per se, or the inability of an agency to find the money in their budgets to pay for participation in the telecenter program.

Still, we would expect that there is some price level at which the federal demand for telecenter seats will begin to fall off, but that price point does not appear to have yet been reached.  We note, for example, that GSA’s recent telecenter enrollment campaign, which offers 2 months free trial period to federal workers who enroll by the end of June, has thus far resulted in approximately 35 new recruits.  If agencies were truly insensitive to price, then it would seem that this promotional campaign would have had little effect in recruiting new federal workers to the telecenter program.  But instead the campaign appears to have enjoyed modest success so far.

To speak of a price-driven “demand” for telecenter seats by federal workers may be somewhat misleading, as it insinuates the existence of a “market”, when in fact, by conventional definition, no such market really exists.  To our knowledge, telecenters are a unique business of government which does not exist in the private market, and whose closest competitive facsimile may be that of the Executive Office Suites concept, offering shared secretarial support services and office equipment to individuals and small companies seeking an official business address and professional office environment.  

From this perspective, therefore, it could be argued that telecenter utilization rates have continued to increase in the face of recent price increases simply because of pressure on agencies to conform with the requirements of Public Law 106-346.  This argument is somewhat discounted, in our view, by the fact that private sector participation in the program has remained relatively constant over the past two years, representing an average of roughly 15% of telecenter business traffic.  We would expect that private sector users would be non-existent if telecenter pricing was too high relative to other market opportunities, such as establishment of a home office or switch to an executive office suite-type environment.  Seen in this perspective, therefore, the extent of private sector use may be the best litmus test available as to the reasonableness of telecenter pricing strategy. 

V.  
telework from home vs. telework from a telecenter facility:                           comparative cost estimates 

The question being addressed in this section is the issue as to whether it is cheaper for a federal worker to telecommute from home or to telecommute from an existing telecenter.  The cost issue is looked at from the perspective of the GSA, who lease and operate the telecenters at a financial loss each year, and therefore subsidizes a portion of the user fees charged to participating agencies.

From our perspective, there are two issues that make a cost comparison between the two telework alternatives problematic.  These are as follows:

(1) The “Apples-to-Oranges” Comparison Problem.  Telecenters offer professional work environments and resources not available in a typical home office setup (e.g., conference rooms, high-speed communication links, copiers, faxes, and so on).  As such, telecenters can offer a higher level of utility and functionality for some teleworkers.

(2) The Equipment & Support Standards Problem.  There are no government-wide standards with respect to the provision of computer equipment for home-based teleworkers.  Current practices and policies apparently differ from agency to agency.  For example, a recent study prepared for GSA estimated that approximately one-half of all government teleworkers use their own personal computers and printers when working from home
.  

In addition, there are no established IT standards for communications integration with main office computer networks, nor are there established standards with respect to the provision of technical support for home-based teleworkers.

With respect to the first issue – the so-called apples-to-oranges comparison problem – we believe there is no satisfactory way to reconcile the two alternatives in any objective way.  The utility and value of a telecenter will be high for those teleworkers who cannot work from home.  For those workers who prefer to work from home – who are the majority of federal teleworkers – the utility and value of having a nearby telecenter available for their use will be low.  Comparing the two telework alternatives in this light is subjective in nature and therefore un-resolvable, but the issue should be acknowledged here.

The second issue – the computer equipment and technical support standards problem – is resolvable by assuming the existence of an appropriate government standard, and then calculating a cost for the equipment and support associated with that hypothetical standard.  The GSA Office of Governmentwide Policy has done much study in the area of home-based telework equipment standards and costs as part of an alternative workplace pilot program.  We have adopted Governmentwide’s standards and some of their cost estimates for purposes of this comparative analysis.

a.
estimated annual cost of home-based telework


Our estimate of the average annual cost for home-based telework is derived from two sources, as follows:

1. From computer vendors for the estimated cost of current-generation computer hardware and other peripheral components.

2. From the GSA Office of Governmentwide Policy for the estimated cost of the Local Area Network (LAN), the telephone instrument line, as well as the cost of technical support services to teleworkers by the home office
.  

The estimated cost of the computer components is based on the equipment standards prescribed in the Telework Pilot Program, which was initiated in 1999 by the GSA’s Innovative Workplace Division.  The components include laptop computer loaded with all requisite software (e.g.., Windows operating system with basic suite of office applications software).  Also included is a docking station and monitor, which the teleworker installs in their home.

The total cost of the hardware components is estimated at $3,930.  The equipment is assumed to have a 3-year life cycle.  The average hardware cost is therefore one-third this amount, or about $1,300 per person per year.

The cost of the LAN, technical support, and telephone instrument and line is estimated at $1,554 per person per year, per empirical cost data from the GSA Pilot Program
.  These are annual recurring costs which must be added to the average annual hardware costs noted above.  

Taken in combination, we therefore estimate the average cost for home-based telework at roughly $2,850 per person per year.  This annual cost estimate does not provide for printers or any other type of office equipment within the worker’s home.

A breakdown of the equipment and support package included in our total home cost number is summarized on the table on following page:

Cost-Per-Person estimate / Home-based telework

	Home Office  Equipment/Support Item
	Average Annual Cost                           (3-Year Replacement Cycle on Hardware Components)

	Laptop & Software ($2,700 ÷ 3)
	$900

	Docking Station  (480 ÷ 3)
	$160

	Monitor ($750 ÷ 3)
	$250

	Average Annual Hardware Subtotal:
	$1,310

	Help Desk / IT Support / Hardware Maintenance
	$610

	Local Area Network (LAN), including Citrix remote access
	$1,010

	Telephone Instrument and Line
	$544

	Annual LAN & Support Subtotal:
	$1,554

	Total Annual Home Cost
	$2,864


b.
estimated annual cost of telecenter-based telework


In order to compare the cost to GSA of providing telework from a telecenter with that of telework from home, a common denominator between each needs to be defined.  Telecenter costs are generally described in terms of a cost-per-seat basis, while home telework costs are described on the basis of cost-per-person.  We switch to a cost-per-person perspective when analyzing the cost of telecenters, thereby providing a common ground to enable a cost comparison between each alternative.

The cost comparison further requires that two basic assumptions regarding telecenters be made in order to place the two telework alternatives on an equal conceptual footing:

Assumption #1:   Telecenter users occupy the telecenters no more than one day per week.  This assumption is necessary for two reasons.  First, the total number of potential workers who can be served by the existing telecenter network can be quantified
.  Second, the one day per week per person measure equates with the same frequency of use assumed in our cost-per-person estimate for home-based telework.

Assumption #2:  The current total annual operating costs of telecenters are fixed, meaning that operating costs do not fluctuate with increases or decreases in total average utilization rates
.

The above two assumptions allows us to estimate telecenter costs on a per-person basis at both the current federal utilization rate (about 45%), as well as under the assumption of a 100% utilization rate, both with and without sunk costs included, as shown on the table below:

Cost-per-Person ESTIMATE FOR Telecenters
	
	Worksheet Item
	@ Current Utilization Rate  (45%)
	@ Theoretical 100% Utilization Rate 

	a-
	Total Operating Costs (FY01)
	$2,364,000
	$2,364,000

	b-
	Total Seats (All 15 Telecenters)
	332
	332

	c-
	Seats Occupied (Full-Time Equivalent Usage)
	149
	332

	d-
	Total Potential Users Served @ One Day Per Person Per Week (c x 5 days per week)
	745
	1,660

	e-
	Average Cost Per Person Per Year Before Sunk Costs (a ÷ d)
	$3,773
	$1,424

	f-
	Total Sunk Costs (i.e., GSA Cost to Develop & Equip Existing Telecenters)
	$13,200,000
	$13,200,000

	g-
	Average Annual Sunk Cost Assuming 10-Year Amortization Schedule (f ÷ 10)
	$1,320,000
	$1,320,000

	h-
	Average Annual Operating Cost, Including Sunk Costs (a + g)
	$3,684,000
	$3,684,000

	i-
	Average Cost Per Person Per Year After Sunk Costs (h ÷ d)
	$4,945
	$2,219


Based purely on operating costs, we conclude that the average cost for telecenters, at current utilization rates, is $4,945 per person per year.  This estimate includes the approximate $13.2 million invested by GSA in developing and equipping the existing telecenters.   This latter cost estimate assumes that GSA’s initial capital investment is amortized over a ten year period
.

The average cost per person for telecenters decreases as the total number of workers using telecenters increases.  Assuming a 100% utilization rate, and assuming no single user can use a center more than one day per week, the existing network of centers can theoretically accommodate 1,660 teleworkers per week (i.e., 332 total seats x 5 days per week).  Under this scenario, the average cost per person at 100% utilization would be $2,219 per person inclusive of all sunk costs.

We conclude that at 100% utilization, telecenters appear to be a comparatively cheaper than home-based telework.  However, there are two other potentially significant cost items that could sway costs back in favor of home-based telework.  These potential additional costs are as follows:

· The total value of accumulated operating deficits since the program’s inception around 1993.  As with the initial capital investment, the accumulated operating deficits should be amortized over a 10-year period.

· GSA salaries and overhead costs associated with telecenter program administration (what may be called “back-office” costs).

We are unaware of the amount of accumulated operating deficits, but can hazard an estimate: Assuming the telecenters have historically operated at the same loss as was experienced in FY01 (about $1.27 million), then the accumulated operating deficit of the telecenters over their approximate 9 year life span would now stand at roughly $11.4 million.  

With respect to “back office” costs, we have not been told and have no way of estimating what GSA expends each year for staff and other resources to administer the telecenter program.

c.
reconciliation and conclusion regarding comparative costs


Our estimated cost for home-based telework is roughly $2,850 per person per year.  This compares favorably our estimated average cost for telecenters of $4,945 per person per year, at the current average utilization rate of 45%.  

Because telecenters seats are shared among different users, the average cost per person decreases as the number of users increases.  Assuming 100% maximum utilization, the average telecenter cost per person would decrease to $2,219 per person per year, which would make telecenters a comparatively less expensive telework option.  

Such a conclusion is incomplete, however, because it ignores the accumulated operating deficits and back-office administrative expenses of administering the telecenter program.   With accumulated deficits and administrative expenses included, it is likely that home-based telework is the cheaper alternative.

Cost Comparison Summary

	Annual Estimate Cost Per Person
	Estimated Cost per Person

	Home-Based Telework
	$2,850

	Telecenter-Based Telework: 
	

	@ Current 45% Utilization Rate, including development costs
	$4,945

	@ 100% Utilization Rate, including development costs
	$2,219


Finally, with respect to home-based telework, it seems there is an additional cost saving derived by converting to laptop from desktop computers, as it allows for a single computer that is plugged into docking stations at both the main office and home.  This system has the practical effect of reducing main office IT, the savings of which has not been captured in this analysis.

Appendix a

Telecenter usage in relation to pricing -- performance statistics of individual telecenters / FY99-FY01

(sorted alphabetically by telecenter name)
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� The Cost Per Person Model first appeared in the Workplace Evaluation Study prepared by the Innovative Workplaces Division in November, 1999, and is updated annually in the Real Property Performance Results report prepared by that same office. 





� The Hagerstown Telecenter reconfigured its space from 32 to 25 workstations in FY01.





� Full time occupancy is defined as a single telecenter workstation utilized 5 days per week for 8 hours per day, by one, or perhaps several, different telecommuters.





� NASA and Veterans Affairs apparently opted out of the telecenter program in FY01, while the FCC joined in.





� The last round of price increases occurred in October, 2001.  The current price schedule will apparently stay in effect for at least the remainder of FY02.


� Cost reductions in FY01 appear to have come primarily from operating cost saving realized in the Calvert and Waldorf telecenters.





� The fact that operating expenses in FY00 and FY99 are equal appears somewhat suspect, but represents the best information available for this analysis.





� Frederick shows a FY01 utilization rate of 130%, implying that the center is utilized beyond the 8 hour per day, 5-day per week standard from which utilization rates are calculated.





� Most federal users who use telecenters do so on a part-time basis, typically one day per week.





� This may be the first time a telecenter reported positive net income since the telecenter program began in the early 1990’s.





� The drop in the number of federal users in FY02-Q1 is explained by a recent GSA audit of actual users.  As of this writing, there are now about 400 registered federal users; 8 on waiting list; and 25 new applicants. 


� The Status of Telework in the Federal Government, available on the web at � HYPERLINK "http://www.telework.gov/status-toc.htm" ��www.telework.gov/status-toc.htm�.





� The OPM survey also noted that federal telework utilization rates remain low in contrast with the total U.S. workforce. The 74,487 reported teleworkers represent only 4.2 percent of total employees in the 63 responding agencies. The most recent October 2001 International Telework Association and Council (ITAC) survey of national telework practices reports a 20 percent telework rate for the total U.S. workforce.


� With private sector usage included, the declines during the first quarter of FY02 were less pronounced:  8 telecenters had diminished utilization rates, while the remaining 7 centers saw slight increases.  In aggregate, the overall telecenter utilization rate stood at 57% at the end of the first quarter of FY02, a decrease of about 3% from the prior operating quarter.





� AEW spoke with two telecenter directors who together manage 9 telecenters, as well as the NCR-based program manager for GSA.





� NAVSEA had recently consolidated operations into owned space, vacating about 700,000 rsf of leased space in the Polk and Taylor buildings.





� Op. Cit., pp. 2, Section III (Background).


� Analysis of Home-Based Telework Technology Barriers, Booz/Allen/Hamilton, Draft Report, March, 2002.





�  The GSA Office of Governmentwide Policy annually reports on a number of federal property performance metrics, including the estimated annual cost of equipping and supporting a federal teleworker at home on a part-time basis.  The publication is entitled, “Real Property Performance Results”.


� The Pilot Program results are specifically based on Governmentwide’s analysis of the estimated costs of supporting home-based teleworkers from GSA’s Central Office facility at 18th and F Streets NW, Washington, DC.  





� Many federal workers use the telecenters more than one day per week.  For example, in the last quarter of FY01, 423 enrolled federal users occupied an average of 149 seats on a full-time equivalent basis.  This translates into an average usage rate of 2.8 days per week per federal worker who use telecenters (i.e., 423 ÷ 149).





� We have not been provided detail cost categories makeup the FY01 operating cost number of $2.36 million    (e.g., rent, salaries, utilities, supplies, etc.).  We have been told by program managers, however, that our fixed cost assumption is probably reasonable.


� The assumption of a 10-year amortization period is consistent with the time frame envisioned for the repayment of GSA’s initial investment when the telecenter program was first conceived.  








