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Executive Summary

From 1981 to 2011, the National Aeronautics and Space Administration (NASA) operated the
Space Transportation System, commonly known as the Space Shuttle Program (Shuttle), with the
world’s first reusable spacecraft to carry humans into orbit. It transported satellites into space
and serviced them, carried scientific experiments, and was used to build the International Space
Station (ISS) and later carry astronauts to and from the station. In 2004, it was announced that

the Shuttle would be retired, and 2010 was established as the retirement date.’

A year later in 2005, NASA was directed to “establish a program to develop a sustained human
presence on the Moon, including a robust precursor program, to promote exploration, science,
commerce, and United States preeminence in space, and as a stepping-stone to future exploration
of Mars and other destinations.”* This evolving program was referred to later as the

Constellation program (CxP).

Due to a projected five-or-more year gap between the end of Shuttle and full production of CxP,
NASA’s Exploration Systems Mission Directorate approached the Bureau of Industry and
Security’s (BIS) Office of Technology Evaluation (OTE) in late 2009 to conduct an assessment
on the ability of NASA’s Shuttle-related human space flight (HSF) supply chain to maintain
critical capabilities during the gap period. Unexpectedly, NASA was directed in early 2010 to
“transition” from CxP to deep-space exploration (bypassing the Moon), and CxP-related funding
was reduced to a few core components for deep-space projects, while funding for ISS was
extended through 2020. The OTE assessment was therefore modified to include these changing

factors.

NASA and OTE designed a survey to gather in-depth information on all parts of NASA’s human
space flight (HSF) supply chain and its ability to operate during the anticipated procurement gap,
now between Shuttle/CxP and future deep-space exploration. OTE collected information

covering 2007-2010 from 536 companies identified by NASA as Shuttle, CxP, and ISS program

suppliers.

! This retirement date was later extended to 2011 when additional Shuttle missions were added.
2 From the National Aeronautics and Space Administration Authorization Act of 2005.



The Shuttle retirement and CxP transition will impact future NASA HSF programs through a
loss of unique skills, capabilities, products, and services by select suppliers. The assessment
highlights and prioritizes immediate areas of concern for NASA, with focus on the 150 survey
respondents that identified themselves as dependent on NASA. Within the group of 150 NASA-
dependent companies, the 46 NASA-dependent companies that reported negative net profit
margins for at least one year from 2007-2010 should be given particular attention. Without
continued business opportunities, these companies have the highest potential of shutting down.
Ongoing efforts to develop a deep-space exploration capsule and heavy-lift rocket capability are
important first steps to maintaining capabilities, and should be viewed as the building blocks to

spur a sustainable HSF supply chain.

The assessment also reveals many areas of opportunity for future NASA action, including:
increasing communication and outreach with the HSF supply chain; coordinating efforts with
regional, state, local, educational, and non-profit organizations and institutions; working with
other U.S. Government agencies to address interdependency issues, find commonalities, and
leverage mutual interests to support the industrial base; and directing more Federal Government
research and development funds to smaller companies as well as diversifying the number of

companies conducting NASA-related research and development.

For many NASA HSF suppliers, participating in NASA HSF programs and space missions is a
point of national pride and enthusiasm. In fact, the vast majority of surveyed companies were
willing to support future NASA HSF programs, despite the inconsistency of demand. Rapid
action by NASA, in conjunction with other federal and state organizations, will ensure these
companies and their skills and capabilities will be there when needed for the next great U.S.

milestone into space.



I. Introduction

The National Aeronautics and Space Administration’s (NASA) Exploration Systems Mission
Directorate and the Bureau of Industry and Security’s (BIS) Office of Technology Evaluation
(OTE) initiated an industrial base assessment of NASA’s human space flight supply chain,
specifically suppliers participating in the Space Shuttle Program (Shuttle), the Shuttle’s follow-
up program Constellation (CxP), and the International Space Station (1SS).> NASA had
concerns about the industrial base impacts resulting from the retirement of the Shuttle and the
transition from CxP, and sought current, in-depth, multi-tier supplier information from BIS that
would help NASA prioritize its funding allocations and program planning during the anticipated

procurement gap.*

To formalize the project, BIS and NASA signed a joint Memorandum of Understanding (MOU),
authorizing OTE to conduct a comprehensive survey and assessment of NASA’s human space
flight (HSF) suppliers. By working together, both agencies would be able to understand the
behavior and composition of the supply chain, as well as identify key capabilities and labor skills
deemed at risk of erosion during the post-Shuttle and CxP period. Furthermore, BIS and NASA
suspected suppliers dependent on Shuttle and CxP contracts may also be suppliers to the U.S.
Department of Defense (DOD) or other national security agencies, thus posing programmatic

impacts across the U.S. Government (USG).

This final report will benefit NASA and other USG agencies that are involved in space activities,
as well as the corresponding U.S. space industrial base community. With four years of complete
data and a five-year sales projection, industry and government officials can use this report as a
benchmark to better monitor trends and supplier performance in the HSF supply chain. This
previously unavailable data highlights current and potential diminishing U.S. space-related
manufacturing capabilities, technologies, and labor skills that can be used by decision makers to

plan future actions to maintain and enhance the HSF supply chain.

® CxP was intended to return astronauts to the moon and build a lunar outpost, with the eventual goal of launching
an expedition to Mars. The future of CxP had not yet been decided by the President and Congress upon OTE’s
initiation of the NASA Supply Chain Network survey assessment. OTE was later asked by NASA to delay the
deployment of its industrial base survey to U.S. industry until the President had formally canceled the CxP.

* This procurement gap refers to the time between the Shuttle retirement and CxP transition and the implementation
of a follow-up program.



Study Purpose

NASA faces industrial base challenges in the wake of the Shuttle retirement and CxP transition,
including large-scale layoffs and facility closures across both industry and government, and a
budget shortfall that did not allow for a NASA-owned, U.S.-based spacecraft to support ongoing
missions to the ISS. While NASA had some insight into the potential impacts on prime
contractors and their own facilities, it could not predict with precision the ramifications on
suppliers at lower levels of the supply chain. OTE’s survey instrument was designed to
document both the immediate impacts of program terminations as well as the planning and
support deemed necessary by suppliers to remain viable without a NASA-HSF mission to
support. The intent was to be able to direct NASA attention to those deemed most impacted.
The survey data collected includes production and service capabilities, sales figures, machinery
and equipment by location and type, workforce statistics, research and development (R&D),

capital expenditures, financial statements, and industry future outlook.
Study Authority

OTE has authority to conduct assessments and collect information from industry in support of
the U.S. industrial base under Section 705 of the Defense Production Act of 1950, as amended,
and Executive Order 12656. Accordingly, OTE is the focal point within DOC for industrial base
and critical technology analyses. These assessments are normally undertaken at the request of
the DOD, with one or more of the Armed Services participating, or with other federal agencies,
such as NASA in this case.

OTE has conducted more than 50 assessments over the past 25 years within various industrial
base programs. Assessments generally review in detail those industries facing employment,
international competition, financial, production, investment, and foreign sourcing and
dependencies challenges, as well as other issues affecting their ability to support defense and

national security programs.

Study Methodology

To better understand the issues facing NASA, OTE held discussions with NASA and other

government agencies across the U.S. space industrial base. These meetings were conducted with



experts from NASA headquarters and centers such as the Kennedy Space Flight Center, the
Goddard Space Flight Center, and the Jet Propulsion Laboratory; DOD’s Space Industrial Base
Council (SIBC); and the Office of Space Commercialization in the National Oceanic and
Atmospheric Administration (NOAA).> Additional consultations with other defense and
intelligence community experts helped OTE appraise how Shuttle, CxP, and corresponding

supplier networks are interwoven with national security procurement needs.

OTE also conducted site visits at several small- and medium-sized suppliers and organizations in
California, Florida, and Alabama to learn how lower-tier companies were responding and
adapting to the Shuttle and CxP transition. These site visits provided OTE greater insight into
company-level issues, including human capital needs, unique production capabilities, and capital

expenditures and R&D spending specific to NASA-HSF applications.

More than 1,200 HSF suppliers were initially identified by NASA to support the survey project.
However, the number of viable survey respondents decreased due to companies submitting
consolidated survey responses for multiple facilities, the removal of companies that provided

items not deemed critical to HSF, business closures, and merger and acquisition activity.

OTE mailed letters to the identified NASA HSF suppliers in the summer of 2010 to initiate the
data collection.® OTE provided respondents with 30 days to submit the completed survey to
OTE, but extensions were granted in select instances. Respondents were allowed to provide
either Business Unit/Division or Corporate Level/\WWhole Company information in multiple

sections of the survey.

Survey Respondents

OTE received a total of 536 surveys from a combination of wholly-owned small-to-medium
companies, the business units or divisions of large corporations, and a small number of
universities. To better facilitate analysis, OTE applied sales-based “tiering” criteria to group the
respondents by size: Tier 1 companies had 2009 total sales exceeding $200 million; Tier 2
companies had 2009 total sales of $25 to $200 million; and Tier 3 companies had 2009 total

® The SIBC is comprised of National Security Space (NSS) USG agencies. Its mission is to promote the health of
the U.S. industrial base while assessing the industry’s ability to meet the needs of the NSS community in the near
and long term.

® A copy of the NASA Supply Chain Network survey document is in Appendix E.



sales less than $25 million.” Tier 1 companies tended to be prime contractors, while Tier 2 and 3

companies tended to be subcontractors and material suppliers. However, large, medium, and

small size firms were represented in all three tiers, as were the small number of universities.

Study Findings

Chapter II: Company Profile of Survey Respondents:

The 536 NASA HSF survey respondents participating in the assessment represent a broad
mix of companies, business units/divisions, and universities ranging from 1 employee to
more than 100,000, with total sales from $30,000 to $60 billion.

There were 433 companies that knew which NASA HSF program they supported, and of
those 136 supported all three - Shuttle, ISS, and CxP.

Of the 17 primary business line categories, Manufacturing was the primary business line
of 50 percent of respondents, followed by Distribution and R&D.

California hosted 111 companies, or 21 percent of respondents, followed by Florida with
49 companies, or 9 percent of respondents.

Fourteen percent of companies supplied products and services to NASA directly, 43
percent supplied to NASA both directly and indirectly, 33 percent supplied indirectly,
and 10 percent were not sure how they supplied products and services to NASA.

Of the 536 respondents, 411 supplied products and services to at least one specific NASA
facility, center, or laboratory, while 193 respondents supplied to four or more and 44
respondents supplied to 10 or more.

Seventy-five percent of survey respondents possess at least one professional, industry,
and/or standards certification. A majority of Tier 3 companies, 62 percent, possess
professional, industry, and/or standards certifications.

Over 70 percent of all suppliers use supply chain management methodologies and
systems.

Overall, 28 percent or 150 of 536 NASA HSF survey respondents were dependent on
NASA business, representing companies in Tier 1, Tier 2, and Tier 3.

" The specific sales level thresholds (Tiers 1-3) were established by OTE and do not adhere to the “tiering” or
contract rubrics normally adopted in Federal Acquisition Regulations (FAR) or other USG contracting, which
defines “tiering” based on point-to-point sales in the supply chain. OTE used a sales-based tiering system because
of the complex and inter-related nature of the supply chain.



Chapter III: Products and Services:

Eighty-seven percent of companies were able to identify the specific HSF program or
element they supported, which reinforces the results from the Method of Sales to NASA
data.

All 536 survey respondents identified their participation in 18 product and service
categories and an additional 306 subcategories. Approximately 60 percent of respondents
selected the Services category, with NASA as the primary end-user followed by
Commercial and then DOD end-users.

Fifty-three percent of NASA HSF suppliers supported DOD end-users in at least one

product and service category.

Chapter IV: NASA Supplier Sales

While it differed by company, NASA-related sales represented only two percent of
aggregate sales for all 536 survey respondents. This was mainly due to high non-NASA
related sales of large Tier 1 companies.

Aggregate NASA sales grew 29 percent from 2007-2010. Tier 1 respondents accounted
for 93 percent of NASA sales, followed by Tier 2 at five percent and Tier 3 at two
percent. Overall, NASA HSF sales were approximately double NASA non-HSF sales
over the period.

Tier 1 companies reported 52 percent of their HSF sales as Shuttle-related, with ISS and
CxP counting for 25 percent and 23 percent, respectively. Tier 2 sales were equally
distributed among the three NASA HSF programs. Tier 3 sales were 59 percent CxP-
related, with Shuttle-related sales at 30 percent and 1SS-related sales at 11 percent.

Tier 3 companies, on average, had a larger percentage of NASA sales dedicated to HSF
business than their Tier 1 and Tier 2 counterparts.

HSF respondents were not optimistic about future ISS sales, with most companies not
sure or expecting no change in ISS-related sales, while twice as many respondents
anticipated a decrease than anticipated an increase in ISS-related sales.

Approximately 73 percent of respondents’ sales took place in the United States. Those

respondents defining themselves as NASA-dependent have a smaller stake in the



international market, approximately seven percent, on average, than the survey
population as a whole, approximately 25 percent.

Only 82 respondents, 15 percent of the total, were able to report non-U.S. space-related
sales from 2007-2010. Space-related exports constituted a small fraction of total declared
non-U.S. sales — less than one percent. Japan, Italy, and the United Kingdom were the
largest customers of space-related exports out of the 22 countries identified.

Nine percent of survey respondents, 46 companies, indicated they had lost space-related
export sales to foreign competitors, with Tier 2 companies representing the largest
portion of affected NASA HSF suppliers. Seventy-eight percent of the 46 survey
respondents reported Manufacturing as their primary business line, and 37 companies
identified themselves as dependent on NASA-related business.

The production capacity utilization rates for NASA-dependent companies fell from 67
percent in 2007 to 62 percent in 2009, recovering to 64 percent in 2010. These rates were
lower than both the overall respondent capacity utilization rates, which decreased from
69 percent in 2007 to 67 percent in 2010, and the aerospace industry benchmark rates,
which declined from 89 percent to 71 percent over the period.

Fifty-two companies, almost all Tier 1, reported 48,623 specific machinery, tooling, and
facilities, with 91 percent of the items reported as Government-Furnished Property
(GFP). Eighty-six percent of the reported machinery, tooling, and facilities were used
strictly to support the Shuttle, and 90 percent of all reported machinery, tooling, and
facilities were listed as still in-use in 2010.

With the Shuttle program completed, the majority of the GFP machines and tools will be
processed by the General Services Administration (GSA) to be transferred, sold,
scrapped, or donated. A small portion of the items are being evaluated for future HSF
program use. The loss of items not in use, along with the skilled workforce to operate
them, will lead to a significant decrease in the space industrial base’s production capacity
for the foreseeable future.

The majority of respondent space-related sales were from non-NASA customers in the
United States, including branches of the military, civilian agencies, government

contractors, and commercial customers.



Chapter V: Employment

Depending on the year, the 150 NASA dependent companies accounted for between 21-
24 percent of total employment from 2007-2010, while those not dependent on NASA
accounted for between 76-79 percent.

From a company-specific perspective, 254 respondents experienced a decrease in
employment, and 77 respondents experienced a decrease in employment of 25 percent or
greater. The average decline per company among the 254 respondents was 19 percent
from 2007-2010.

Of the self-identified NASA-dependent companies, 60 reported a decline in employment
of greater than or equal to 25 percent. The average employment decline per NASA-
dependent company over the period was 20 percent. It is important to keep in mind that
this data does not reflect the full impact of the Shuttle retirement and CxP transition due
to the timing of the survey.

Similar to the overall survey population, NASA-dependent companies indicated R&D
Staff and Production Line Staff were the most difficult to hire and the most difficult to
retain, with R&D Staff selected by the most companies in both categories. NASA-
dependent respondents reported that Production Managers/Supervisors were more
difficult to hire than respondents not dependent on NASA-related business.

Technical Expertise, Engineering, and Experience were the top critical personnel skills
and competencies listed by survey respondents, with almost 50 percent of all responses
falling into these categories. R&D/Innovation and Technical Expertise were identified by
the most NASA-dependent respondents as their unique skills and competencies.

Nearly 40 percent of all respondents indicated they have personnel with formal
qualifications/certifications necessary for doing business with NASA. Fifty-two percent
of Tier 1 and 48 percent of Tier 2 respondents had personnel with such
qualifications/certifications, with only 27 percent of Tier 3 respondents indicated the

same.

Chapter VI: Research and Development

Nearly half of NASA HSF suppliers conduct no R&D activities, as many are build-to-

print companies, distributors, service providers, or resellers. When adjusted for outliers,



NASA-related R&D expenditures accounted for six percent of aggregate R&D outlays in
2010, or $757 million of $12 billion.

Eighty-one companies reported NASA-related R&D expenditures, with 38 of those
respondents dependent on NASA-related business. Six of the 81 respondents accounted
for 75 percent of NASA-related R&D, with totals over $100 million each over the time
period. Median R&D expenditures were just $174,250 in 2010 for the 81 respondents.
NASA-dependent suppliers conducted between 63-66 percent of reported NASA-related
R&D over 2007-2010, depending on the year.

NASA-dependent companies reported higher R&D expenditures as a percentage of total
sales on average than companies that were not dependent on NASA. The end of the
Shuttle and CxP programs will impact R&D spending levels of these companies.

From 2007-2010, 69 of 223 respondents received R&D funding from the Federal
Government, with seven of the 69 respondents receiving 74 percent of the total Federally-
funded dollars.

On a per company basis, Internal/Self-Financed R&D funding was on average over 70
percent of total R&D funding, with Federal Government R&D funding representing
approximately 16 percent.

In 2010, for example, Tier 1 companies received the majority of Federal Government
R&D funds, 93 percent of the approximately $5 billion in total Federal Government R&D
funding, while Tier 2 received two percent and Tier 3 received five percent.
NASA-dependent respondents relied on Federal Government-financed R&D funding, as
it makes up 75 percent of their total R&D funding sources. On average, NASA-
dependent suppliers allocated a much larger percentage of R&D staff in their workforce,

23 percent, than suppliers not dependent on NASA, 12 percent.

Chapter VII: Capital Expenditures

Of those survey respondents that conducted NASA-related business, NASA-dependent
HSF suppliers devoted 13 percent of their capital expenditures to their NASA business
lines, while companies that were not dependent on NASA devoted one percent to NASA

business. NASA-dependent companies directed a higher percentage of their capital

10



expenditures toward IT, Computers, and Software, while companies not dependent on
NASA directed a higher percentage toward Machinery, Equipment, and Vehicles.
NASA-dependent suppliers maintained relatively stable levels of capital expenditures,
reducing capital expenditures only four percent from 2007-2010. The capital
expenditures of companies not dependent on NASA decreased 33 percent over the same
time period.

The decline in NASA-related capital expenditures as a percentage of total sales was
primarily due to the recession and the retirement of the Shuttle. The transition from CxP,
which was not fully captured in the survey, is expected to drive expenditures down

further in out years.

Chapter VIII: Supply Chain Relationships

Mergers and Acquisitions (M&A) involving NASA HSF suppliers declined from 107 in
2007 to 39 in 2010, and largely mirrored broader impacts of the global economic
downturn and tightening of available credit. Five M&A transactions took place in China.
Thirty-two of the 536 respondents participated in a joint venture relationship from 2007-
2010. There were 49 NASA-specific joint ventures, 34 of which were related to Shuttle,
ISS, or CxP.

Survey respondents reported 1,032 distinct U.S. competitors, 20 percent of which were
surveyed in this effort. Not all competitors were related to the respondents’ NASA-
related business activities. There were four times as many California competitors, the
most frequently identified state, as there were Florida competitors, the fifth most
frequently identified state.

There were 462 distinct non-U.S. companies identified as competitors by respondents.
France, Germany, and the United Kingdom were the top reported locations of the non-
U.S. competitors.

There were 2,145 U.S. competitor and 711 non-U.S. competitor products and services
mentioned corresponding to 16 of 18 broad categories, with Services and Spacecraft
mentioned the most for both U.S. and non-U.S. competitors.

Respondents reported 1,588 distinct U.S. suppliers, 20 percent of which were surveyed in
this effort. California represented the largest concentration on U.S. suppliers.
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There were 311 distinct non-U.S. suppliers identified, concentrated mostly in Canada,
Germany, Japan, and China.

A total of 2,978 product and service mentions were reported from U.S. suppliers across
all 18 broad categories, with Services and Spacecraft the two most frequently selected
categories. Forty percent of the 1,588 distinct suppliers were identified as supplying
products and services used for Shuttle, ISS, and CxP.

For non-U.S. suppliers, there were 414 product and services mentions across 13 of 18
broad categories, with Services and Spacecraft the two largest categories. Twenty-nine
percent of the 311 non-U.S. suppliers were identified as supplying products and services
used for Shuttle, ISS, and CxP.

Chapter IX: Future Outlook for NASA Suppliers

Survey respondents cited workforce reductions, loss of critical skills and competencies,
and declining revenue as the three most prevalent consequences of the Shuttle retirement
and CxP transition.

At the time of the survey, half of respondents had a plan in place to preserve their current
capabilities and workforce in the post-Shuttle, post-CxP environment. Many companies
reported that they believed it was impossible to preserve these capabilities and their
workforce.

Many respondents reported that they planned to adjust their workforce, cancel capital
expenditures, and diversify their customer base in reaction to the Shuttle retirement and
CxP transition. Some respondents cited a lack of direction from NASA, the White
House, and Congress as the reason they have made no plans.

The majority of respondents planning to modify their business plans or product lines
were already making modifications. These modifications included reducing workforce,
halting facility renovations and capital purchases, and reducing dependence on customer
bases that are unstable, e.g. NASA. Many suppliers cited commercial and military
markets as possible customer alternatives.

Only 20 percent of respondents indicated they participated in commercial, non-NASA
HSF programs at the time of the survey. Some of the 80 percent that did not participate
said they either made unsuccessful bids or had difficulty identifying opportunities.
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Seventy-six percent of NASA-dependent respondents indicated they were not part of the
commercial HSF supply chain. In contrast, 54 percent of total respondents and 69
percent of NASA-dependent respondents said they intended to participate in commercial,
non-NASA HSF programs in the future.

Sixteen percent or 86 NASA HSF suppliers stated that their business with other USG
customers will be affected by the loss of Shuttle and CxP. Availability of products and
services, program costs, workforce levels, and technology development were mentioned
by respondents as areas that will be impacted. The Missile Defense Agency, the U.S.
Army Space and Missile Defense Command, and the U.S. Air Force Space and Missile
Systems Center, were as the most affected USG agencies.

There is some compatibility between NASA-related products sold by respondents and
non-NASA customers. Forty percent of respondents indicated their NASA-related
products were nearly 100 percent compatible with non-NASA customers, and an
additional 14 percent of companies noted having more than 50 percent compatibility.
Conversely, 27 percent of respondents said their products had between 50 percent and
zero percent compatibility with non-NASA customers. The remaining 19 percent of
respondents were not sure about the compatibility of their NASA-related products.

Of the 150 survey respondents that identified themselves as dependent on NASA, 31
percent indicated that their NASA-related products were nearly 100 percent compatible
with non-NASA customers, with an additional 27 percent of companies having more than
50 percent compatibility. In contrast, 26 percent of NASA-dependent companies said
they had between 50 and zero percent compatibility. The remaining 16 percent of
NASA-dependent survey respondents were not sure about the compatibility of their
NASA-related products.

The vast majority of respondents received no guidance from either NASA or prime
contractors on how to best respond to the Shuttle retirement and CxP transition.

Most respondents are not interacting with regional, state, local, or non-profit economic
development agencies/organizations to address the post-Shuttle, post-CxP environment.

Many respondents were not aware of such agencies and organizations.
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The majority of respondents are willing to support future NASA HSF programs. Many
stated they desired to continue working with NASA not just for the contracts, but for the
personal fulfillment and national pride of working on HSF programs.

Some survey respondents anticipate shifting away from the Aerospace and Defense
market segments, while other respondents anticipate moving into the growing Healthcare
and Energy market segments.

The largest percent of respondents have taken and were planning to take action in
modifying Capability/PP&E Investment and introducing Cost Reductions/Efficiency in
order to improve competitiveness.

Respondents indicated that Domestic Competition, Variability of Demand, and Foreign
Competition were the three main issues affecting long-term industry viability. NASA-
dependent companies identified Skills Retention rather than Foreign Competition as the
third top issue.

Respondents cited Export Control Reform and Tax Reform as the top two
policy/regulatory issues for the USG to address in order to enhance the industry’s

competitiveness.

Chapter X: Supply Chain Dependency on NASA:

Of the 536 total respondents, 150 NASA HSF suppliers representing all tiers identified
themselves as dependent on NASA to maintain their core production, workforce, and
technical capabilities and overall financial viability.

Forty-six of the 150 NASA-dependent suppliers reported negative net profit margins for
at least one year from 2007-2010, with some operating at a loss over multiple years.

An additional 16 respondents did not identify themselves as dependent on NASA, but
derived 25 percent or more of their total sales from sales to NASA and/or from sales to
specific NASA programs.

NASA-dependent companies operated in 14 of the 17 primary business lines, with
Manufacturing, Professional Services, R&D, and Distribution as the most represented
categories. Eighteen of the 27 survey respondents that identified their primary business
line as R&D also identified themselves as dependent on NASA.
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NASA-dependent companies supported all three NASA HSF programs: 121 supported
the Shuttle, 110 supported CxP, and 88 supported ISS.

Sales to NASA as a percentage of aggregate sales were between 28-30 percent for
NASA-dependent companies, as compared to six percent for non-NASA dependent
companies. These percentages do not reflect the full impact of the Shuttle retirement and
CxP transition, which occurred after the survey period.

In general, suppliers that identified themselves as NASA-dependent had higher levels of
excess production capacity than suppliers that were not dependent on NASA.

The average current ratios, the ability to cover short-term liabilities, of NASA-dependent
companies over the period were lower than those of companies that were not dependent
on NASA, meaning they were less able to cover liabilities.

NASA-dependent companies were slightly more likely than non-NASA dependent
companies to be highly leveraged, or higher level of debt used to purchase assets.

A significant portion of NASA-dependent suppliers anticipated increased total sales from
2011-2015. A large number of these companies were highly uncertain about how future
NASA decisions would affect NASA-related sales. The majority of NASA-dependent
respondents are unsure about their future NASA and ISS sales.

The majority of NASA-dependent suppliers reporting negative net profit margins were
Corporate/Whole Company level respondents, as compared to Business Unit/Division
level respondents.

The 150 NASA-dependent respondents participated in all 18 product and service
categories, with Services, Spacecraft, and Propulsion Systems as the top three identified
categories. A review of three- and four-digit product and service categories illustrated
that NASA-dependent companies accounted for 62-100 percent of suppliers in various
categories.

Many NASA-dependent companies were reducing staff and diversifying to new business
lines to counter loss of Shuttle- and CxP-related business. However, NASA’s lack of
direction, funding, and overall strategy were making it difficult for companies to preserve
NASA HSF-related capabilities and skills.
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Select Study Conclusions

While the report data, collected for the 2007-2010 period, ended before the full impact of the
Shuttle retirement and CxP transition could be documented (Shuttle and CxP activity was still
occurring in 2011), several conclusions can be drawn about the health of the NASA HSF supply
chain and the potential implications of changes in NASA’s HSF programs on the survey

respondents.?
Overall State of NASA HSF Survey Respondents

The majority of NASA HSF survey respondents, 370 of 536, will not be negatively impacted by
the Shuttle retirement and CxP transition. However, there are potential impacts on future NASA
HSF programs through a loss of unique skills, capabilities, products, and services resident at
these companies. Therefore, all providers of products and services that are deemed important for

future HASA HSF missions should be reviewed, regardless of the company’s financial health.

Of more immediate concern are the 150 NASA HSF companies that identified themselves as
dependent on NASA and the additional 16 companies that proved to be dependent on NASA.
These companies should be reviewed to determine the importance of their unique products and
services, prioritized in three subsets: the 46 NASA-dependent companies operating at a loss;
whole companies dependent on NASA,; and the divisions and business units of larger

corporations that make up the remaining NASA-dependent survey respondents.

As an alternative to a well-articulated short- to medium-term vision and strategic plan with the
requisite funding for a broad-based HSF program, NASA could be more proactive in sustaining
the varied portions of the HSF supply chain that would be the most difficult to reconstitute.
Ongoing efforts to develop a deep-space capsule and heavy-lift rocket capability are important

first steps, and should be viewed as the building blocks to spur the larger HSF supply chain.

® In-depth conclusions are discussed in Chapter XI.

16



Opportunities for Future NASA Action

While many NASA HSF respondents indicated they are trying or plan to try to shift into other,
non-NASA space-related business areas to compensate for lost Shuttle and CxP business, there
are barriers to entering other industries. Additionally, the majority of survey respondents believe
there are too many space-related competitors, which pose a challenge to their future viability.
This indicates an opportunity for NASA to get more involved in issues related to the
sustainability of its HSF supply chain. The survey indicated several opportunities for NASA

action, including:

¢ Increasing communication and outreach with the HSF supply chain;

e Coordinating efforts with regional, state, local, educational, and non-profit organizations
and institutions;

e Working with other U.S. Government agencies to address interdependency issues, find
commonalities, and leverage mutual interests to support the industrial base; and

e Directing more Federal Government R&D funds to lower tiers, and diversifying the
number of companies conducting NASA-related R&D.

*k*k

Survey respondents, as well as NASA HSF companies interviewed during field visits,
overwhelmingly expressed their willingness to participate in future NASA HSF programs. For
many, it is not entirely a money-making exercise, but rather a point of national pride and
enthusiasm to work on space missions, something which has not been identified in other OTE
assessments of the U.S. industrial base. However, this corporate goodwill is not boundless, and
will only go so far toward maintaining the vital elements of the HSF supply chain. NASA, in
conjunction with other federal and state organizations, should consider rapid action to ensure a
robust industrial supply chain and workforce will be there when needed for the next great U.S.

milestone into space.
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II. Company Profile of Survey Respondents

A. Survey Respondents and NASA Programs Supported

OTE received 536 completed surveys from companies that support NASA’s human space flight
(HSF) programs — the Space Shuttle program (Shuttle), the Constellation program (CxP), and the
International Space Station (ISS). To better understand NASA’s supply chain for these three
programs, OTE categorized survey respondents as Tier 1, Tier 2, and Tier 3 companies based on
declared 2009 total sales (see Figure 11-1).° Tier 3 companies, identified as companies with total
sales of less than $25 million, were 52 percent of surveyed NASA HSF suppliers and had a
median employment level of 28 workers. Tier 2 companies represented 29 percent of the supply
chain and had a median employment level of 238 workers, while Tier 1 companies represented

19 percent and had a median employment level of 1,460 workers.

Figure I-1: Survey Respondents by Tier

Tier Total 5alesRange Mumber of Median L.5.
[2009) Companies Employees[2009)
1 = 5200 Million 10 1,460
2 525 —200 Million 155 238
3 = 525 Millicn 220 28

o= = ]

Sowrce: US. Department of Commerce, Bureaw of Industry and Secwrity, NASA Supgly Choin Network, June 2012

Survey respondents were asked to identify the particular NASA HSF programs, NASA
directorates, and other NASA activities they have supported since 2000. The largest segment, 57
percent indicated that they supported the Shuttle, with 14 percent of those respondents only
selecting the Shuttle (see Figure 11-2). This was followed by 35 percent of survey respondents
that selected CxP. Overall, 87 percent of survey respondents had participated in at least one of
NASA’s HSF programs. Thirteen percent of survey respondents did not know the NASA

program they supported, even though NASA had documentation indicating their program

° Total sales figures include NASA and non-NASA sales. Some companies provided Corporate Level/Whole
Company sales figures, while other companies provided Business Unit/Division sales figures.
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participation. This is likely because many of these companies sold their product and/or service
to a third-party instead of directly to NASA.

Figure Il-2: Company Participation in NASA Programs®*

Space shuttle 57%
Constellation 35%
International Space Station S5
Aeronautics Research Directorate (ARD) 5%

Stience Mission Directorate (SMD) 11%
Other NASA Sl

*13% of respondents (71 of 556) did not know

program,directoratesu pported

Sowurce: US, Department of Commerce, Bursay of Industry and Secwrity, NASA Sugsly Choin Nemweork, June 2012

There are a significant number of survey respondents that reported supporting more than one
NASA HSF program. Of the 536 survey respondents, approximately half reported that they
supported two or more NASA HSF programs, and 136 companies indicated they supported
Shuttle, CxP, and 1SS (see Figure 11-3).2° There were 103 survey respondents that did not
indicate that they supported one or more of the NASA HSF programs. This indicates that the
three NASA HSF programs share a significant portion of the supply chain.

Table Figure 11-3: NASA HSF Program Participation

*434 companiesindicated supporting atleastone MASA HSF program
Sounce: U5, Department of Commerce, Bureaw of Industry and Security. NASA Suggly Chein Network, June 20132

19 Survey respondent participation in NASA HSF programs was determined by examining companies that directly
indicated program support, indicated they supported a part of a program, or listed program-specific sales.
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B. Business Lines

To further profile the HSF supply chain, survey respondents were asked to identify and rank their
company’s three primary business lines based on total sales from a selection of 17 pre-identified
business lines. The number of companies with a “manufacturing” business line far exceeded any
other business line, with 315 out of 897 mentions; it accounted for 50 percent of respondent’s
top-ranked business lines by total sales. “Distribution” was the second most prevalent business
line with 98 mentions, but was only selected by 16 percent of respondents as their top-ranked
business line. The top-ranked business lines differ slightly in rank from the overall mentions of
respondent business lines, as illustrated in Figures 11-4 and 11-5. The breakout of top-ranked

business lines was similar across Tier 1, Tier 2, and Tier 3.1

Figure 11-1: Respondent Primary Business Lines by Total Sales

Manufacturing

Distribution

R&D
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Profeszional Services
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Service

Material Finishing
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IManufacturing Systems D&M
Material Preparation
MaintenancefAftermarket
Inspection and Quality Control

Integration
Cther
Retail
4] 30 100 120 200 230 300 250
Number of Respondents

Sowrce: U5, Departmeant of Commerce, Buresy of Industry and Secwrity NASA Sugslp Chein Network, June 2012

1 See Appendix A for a breakout of top-ranked business lines by tier.
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Figure II-5: Top-Ranked Business Lines

Business Line % of 536 Companies
Manufacturing G
Dristribution 16%
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Service 4%
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Maintenance/Aftermarket 1%
Integration 0.2%
Retail 0.2%

Sowrce: U5, Department of Commerce, Bursaw of Industry and Secority NASA Supply Choin Nerwork, June 2012

C. Company Locations

Overall, 96 percent of survey respondents or 514 companies were headquartered in the United
States. These companies operated in 40 states, the District of Columbia, and Puerto Rico. While
many NASA activities occur in Florida and Texas, California contained the most survey
respondents with 21 percent (see Figure 11-6). > When evaluated by tier, 16 percent of Tier 1
suppliers, 19 percent of Tier 2 suppliers, and 24 percent of all Tier 3 suppliers were located in
California. Florida, with nine percent of respondents, had the second most NASA HSF

suppliers.

12 The Other category includes the following states: New Hampshire, Connecticut, Wisconsin, Minnesota, South
Carolina, Arizona, Missouri, Arkansas, Rhode Island, Oregon, Idaho, New Mexico, West Virginia, Tennessee,
Mississippi, Louisiana, lowa, and Oklahoma. It also includes the District of Columbia, and Puerto Rico.
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Figure 11-6: Top U.5. Headquarter Locations of 536 Survey Respondents
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Source: U5, Department of Commerce, Bureaw of Industry and Security. NASA Supely Chein Network, Jun= 20132

The remaining four percent of survey respondents or 22 companies were headquartered outside
of the United States, with the leading countries being the United Kingdom, Canada, France, and
Germany (see Figure 11-7). Tier 2 had the largest number of companies with non-U.S.

headquarters.*®

13 See Appendix A for a breakdown of non-U.S. headquarters by tier.
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Figure 11-7: Company Headguarters by Country

Denmark
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Source: US. Department of Commerce, Burssw of Industry and Security,. NASA Suggly Choin Network, June 2012

D. Company Certifications and Supply Chain Management Practices

In general, NASA officials are familiar with the professional, industry, and standards
certifications held by Tier 1 and some Tier 2 companies. Survey respondents were asked to
identify their certifications in order to enhance NASA’s knowledge of the quantity and diversity
of certifications held by companies across all tiers of the supply chain.** Seventy-five percent of

NASA HSF respondents have at least one certification, and 19 percent have four or more.

The International Organization for Standardization (ISO) 9001 was the leading mention with 65
percent of survey respondents holding this certificate (see Figure 11-8). SAE AS9100, an
aerospace quality assurance management standard, had the second most mentions with 34
percent of respondents. It is important to note that, overall, 62 percent of Tier 3 respondents
maintain at least one certification, indicating that there are small companies in the lower tiers that

have some of the same certifications as larger companies in the higher tiers."

 Survey respondents were provided with a pre-populated list of 17 certifications. A full listing of certification
descriptions can be found in Appendix B, and a breakout of the “NADCAP,” “AMS”, “NCLS,” and “Other”
certifications can be found in Appendix A.

1> personnel-specific qualifications/certifications are discussed in Chapter V.
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Figure II-8: Professional, Industry, and Standards Certifications

Carfification Tier i Tier 2 Tier 3
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Source: US, Department of Commerce, Bursaw of Industry and S2cwrity,. NASA Supplp Chein Network, June 2012

For current and future HSF programs, NASA was interested in learning about the practices,

methodologies, and systems used by companies to manage their supply chains, particularly in the

lower tiers. Survey respondents were provided with a list of 31 supply chain management

practices, as well as the opportunity to identify additional practices not captured.'®

More than 70 percent of NASA HSF suppliers identified “close partnerships with customers”

and “close partnerships with suppliers” as supply chain management practices (see Figure 11-9).

Additionally, over half of survey respondents used “subcontracting” and “bar coding” in

maintaining supply chains, and 46 percent of respondents used “outsourcing” of their supply
chains. In contrast, 27 percent of companies use “Radio Frequency ldentification (RFID)” or
“Third Party Logistics (TPL)”, while only seven percent of respondents use “network centric

manufacturing.”’

16 A full list of supply chain management practices can be found in the OTE survey in Appendix E.
17 See Appendix A for a breakdown of supply chain management practices, methodologies, and systems by tier.
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Figure lI-3: Leading Supply Chain Management Practices, Methodologies, and Systems
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E. Method of Sale to NASA

Survey respondents were asked to identify the method by which they sell their products or

services to NASA. A small percentage of NASA HSF suppliers (14 percent) sell directly to

NASA. Most of the companies (43 percent) sold both directly and indirectly (see Figure 11-10).

Tier 1 reported the largest percentage of suppliers that sold both directly and indirectly to NASA

(52 percent), while Tier 2 and Tier 3 reported larger percentages of indirect/third-party sales than

Tier 1 companies. Ten percent of survey respondents did not know how their products and

services were eventually sold to NASA.

Figure Il-10: Method of Sale to NASA
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F. NASA Customers

OTE asked survey respondents to identify the NASA facilities, centers, and/or laboratories which
they have served in any production or service capacity since 2007; 411 companies indicated they
supported at least one NASA customer. Kennedy Space Center was the most widely supported
facility, with 40 percent of NASA HSF suppliers identifying that location (see Figure I11-11).
Goddard Space Flight Center, Marshall Space Flight Center, Johnson Space Center, and the Jet
Propulsion Laboratory were supported by roughly the same percentage of companies (ranging
between 32-36 percent each). These leading NASA customers remained consistent from Tier 1
to Tier 3.2 Overall, 145 survey respondents noted that they supported five or more NASA

locations, and 44 respondents supported 10 or more NASA locations.

Figure 1I-11: Survey Respondents Supporting NASA Customers
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18 See Appendix A for a breakdown of respondents supporting NASA customers by tier.
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G. Dependency on NASA-Related Business

Survey respondents were asked to identify if they were dependent on NASA-related business and
to explain their answer. OTE did not provide a definition of dependency due to the diverse
makeup and characteristics of the HSF respondents. In their responses, suppliers said they
determined dependency a number of ways, including by the percentage of their total sales to
NASA, number of employees dedicated to NASA projects, dependency on NASA-related
technology, and the focus of their corporate/division/unit business model.

Overall, 28 percent or 150 of respondents said they were dependent on NASA-related business
(see Figure 11-12). From a tier perspective, Tier 3 had the largest number of companies
dependent on NASA-related business, 86, followed by 37 Tier 2 and 27 Tier 1 companies.
Chapter X provides further analysis and insight on these 150 NASA-dependent companies.

Figure 1I-12: IsYour Company Dependent on NASA-Related Business?

Sowrce: U5, Department of Commerce, Bunsaw of Industry and Security, NASA Sugeplp Chein Network, June 20132
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III. Products and Services

A. Participation in NASA HSF Program Elements

Survey respondents were asked to identify which of the 16 specific elements of the three human
space flight (HSF) programs they supported — the Space Shuttle (Shuttle), Constellation (CxP),
and the International Space Station (ISS). Of the 536 survey respondents, 87 percent were able
to identify the specific NASA HSF program elements they supported. The majority of these
companies were Tier 3 suppliers, consisting of almost 50 percent of total respondents. The Ares,
ISS, and Solid Rocket Booster program elements were the predominant program elements

supported by respondents, followed by Orbitor and Orion (see Figure I11-1).

Figure 11I-1: Participation in Human Space Flight Program Elements
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B. Product and Service List Breakdown

OTE provided a list of 18 product and service categories for NASA HSF suppliers, including
Services, Propulsion Systems, Space Electronics, and Environmental Monitoring and Control
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(see Figure 111-2)." This list was included to determine the specific products and services
supplied by respondents and to allow for segmentation of the different aspects of the supply
chain. The 18 product and service categories from the Technical Element Detail (TED) list were
broken down further into an additional 306 subcategories to provide further detail for analysis.?°
Additionally, survey respondents were asked if NASA, DOD, and/or commercial entities were

the end-users for each product, service, and subcategory selected.

Figure 1lI-2: Participation in 18 Product and Service Categories
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Approximately 60 percent of respondents selected the Services category, which included
commercial satellite operation services, professional services, and other services (see Figure 111-
3). These subcategories were futher broken down to include systems engineering, product
assurance, testing, and space medicine. NASA was the primary end-user identified of the

Services category, followed by commercial and then DOD end-users.

9 The complete list of products and services can be found in the OTE survey in Appendix E.
% Charts detailing the subcategory breakouts for each of the product and service categories can be found in
Appendix A.
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Figure 1lI-2: Participation in Product and Service Categories:
Services A1-A3
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The second most prominent product and service category selected was the Spacecraft category,
with 55 percent of all survey respondents selecting items in this category. The Spacecraft
category consisted of various subcategories, including communications, energy storage, thermal
control, and payload (see Figure 111-4). Products from this category were primarily sold to
NASA and DOD customers, with slightly fewer commercial end-users.
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Figure IlI-4: Participation in Product and Service Categories:
Spacecraft B.1-B.10
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Overall, the leading product and service categories selected by NASA HSF suppliers for NASA
end-users were Services, Spacecraft, and Propulsion Systems (see Figure 111-5). These are the
same three leading product and service categories NASA HSF suppliers sold to DOD and
Commercial end-users.”* Of note, Fifty-three percent of NASA HSF suppliers supported DOD

end-users in at least one product and service category.

2 Charts detailing the subcategory breakouts for each of the product and service categories sold to DOD and
Commercial end-users can be found in Appendix A.
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Figure lll-5: Participation in Product and Service Categories
for NASA End-Users
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IV. NASA Supplier Sales

OTE asked survey respondents to report U.S. and non-U.S. sales information with breakouts for
Government and Non-Government sales for 2007-2010, and to project sales in these areas for
2011-2015. Companies also provided NASA sales information, including data for human space
flight (HSF) and non-HSF programs, and a percentage breakout for Space Shuttle (Shuttle),
International Space Station (1SS), and Constellation (CxP) sales.?? OTE then applied the tiering
system explained in Chapter Il to further analyze respondent data.

Of the 536 survey respondents, 188 companies declared their sales information at the Business
Unit/Division level, while 348 HSF suppliers reported their sales data at the Corporate/Whole

Company level ?

A. Total Company Sales Including NASA Sales

From 2007-2010, survey respondents conducted over $1.7 trillion in total sales (including a
small percentage of NASA sales) reporting an average of $431 billion in sales annually. Sales
peaked at $455 billion in 2008, falling five percent the following year. Revenues declined even
further in 2010, approaching parity with 2007 levels (see Figure IVV-1). Tier 1 sales constituted
the vast majority of reported sales — $400-440 billion annually. Tier 2 sales were between $12

and $13 billion per year, while Tier 3 sales were approximately $2 billion per year.

22 A number of survey respondents indicated they did not know the breakout of their sales because they either did
not track sales by program, sold to someone who sold to NASA, or sold to NASA but did not know the specific
programs in which their products and services were used.

“ Respondent “Source of Sales Data” designations for Section 6.a sometimes differed from source designations
reported in other questions. This was because NASA suppliers, in particular Tier 1 companies, reported their sales
information on a NASA or space-affiliated enterprise basis but reported other data, such as their balance sheet data,
at a Corporate/Whole Company level.
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Figure IV-1: Total Sales, All Customers (2007-2010)
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Looking at the year-to-year percent change, each tier experienced similar percentage growth in
sales from 2007-2008 (see Figure 1VV-2). All tiers experienced decreases from 2008-2009,

though Tier 1 respondent sales did not drop as much as those in Tiers 2 and 3. However,

respondents in Tiers 2 and 3 had higher percent increases in sales from 2009 to 2010 than Tier 1

respondents. This is understandable, as Tier 2 and 3 companies have smaller sales numbers than

Tier 1 companies, and therefore experience larger percent increases and decreases.

Figure IV-2: Tier Percent Change [2007-2010)
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The 2008-2009 global recession and corresponding decreases in Non-Government demand were
largely responsible for the drop in respondent aggregate sales data. Moreover, with NASA-
related sales representing slightly more than two percent of the $1.7 trillion of combined sales
over the 4-year period, it could be inferred that the Shuttle retirement and CxP transition had
little impact on overall aggregate sales, at least through 2010 (see Figure IV-3). However, it is
important to note that Tier 1 companies made up 96 percent of the aggregate sales, masking any
impact the program terminations had on smaller companies in the lower tiers or on Tier 1
Business Units/Divisions dedicated to NASA programs, which make up 81 percent of survey

respondents.

Figure IV-3: Total Sales vs. Total NASA Sales (2007-2010)
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The 150 survey respondents that identified themselves as dependent on NASA conducted over
$167 billion in total sales from 2007-2010, reporting an average of $41 billion in sales
annually.®* Unlike the total survey sample, aggregate sales of NASA-dependent respondents did
not decline after 2008 but continued to increase (see Figure 1\VV-4). Tier 1 sales constituted the

vast majority of reported sales for NASA-dependent respondents — $34-43 billion in sales

24 See Chapter X for further discussion of NASA-dependent survey respondents.
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annually. Tiers 2 and 3 sales were approximately $2.5 billion per year. NASA-dependent

companies in all three tiers experienced a total sales increase over the four-year period.

Figure IV-4: Total Sales for NASA-Dependent Respondents,
All Customers (2007-2010)
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B. Government/Non-Government Sales

Most NASA HSF suppliers sold to both Government and Non-Government customers. Before
2009, aggregate Non-Government sales surpassed Government sales by a margin greater than
$30 billion. In 2009, aggregate Government sales eclipsed Non-Government sales, and the trend
continued in 2010 when Government sales were approximately $20 billion higher. Sales to the
Government rose 22 percent from 2007-2010, growing nearly seven percent on average each
year, compared to the 16 percent decline in Non-Government sales over the period (See Figure
IV-5).
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Figure IV-5: Government vs. Non-Government Sales (2007-2010)
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From a tier perspective, Tier 1 companies had an equal percentage of aggregate sales to
Government and Non-Government entities from 2007-2010 (see Figure IV-6). Tier 2 and Tier 3
respondents, however, exhibited a greater reliance on Non-Government work, with only 30
percent of their aggregate sales attributed to Government customers. A portion of this reliance

may be due to some companies not having enough visibility to report on Government sales.
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Figure IV-6: Governmentvs. Non-Government Total Sales [2007-2010)
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The reliance of Tier 2 and 3 suppliers on Non-Government customers helps to explain financial
difficulties they may have faced during the recession and resulting viability concerns.®® The rise
of Government sales may have strengthened the financial position of Tier 1 NASA HSF
suppliers in the wake of the recession. However, as the lower tiers do not perform much direct
business for the public sector, at least when compared to Tier 1 proportions, the decline in Non-

Government sales after 2008 placed downward pressure on their financial positions.

Projections for 2011-2015 sales highlighted survey respondent uncertainty about the future of the
market. The majority of respondents said they either were “not sure” about their company’s
future sales trends, or anticipated “no change” for both Government and Non-Government sales
in the U.S. and elsewhere over the five-year period.?® However, survey respondents were more

likely to anticipate an increase in both Government and Non-Government sales than to project a

decrease in sales.

> A more detailed discussion of the financial difficulties faced by NASA-dependent survey respondents can be

found in Chapter X.
% Graphs on survey respondent aggregate sales projections can be found in Appendix A.
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C. NASA Sales

To help distinguish NASA-based revenues from those generated from other customers, OTE
asked respondents to disclose their overall NASA sales for 2007-2010. During the period,
aggregate NASA sales grew by 29 percent, from $9.2 billion in 2007 to $11.9 billion in 2010.
The vast majority of NASA sales were attributed to Tier 1 survey respondents, who recorded a
30 percent increase during the period. Tier 1 companies also exhibited the most growth in
NASA business over the four-year period when compared to Tiers 2 and 3 (see Figure 1V-7).
Nevertheless, Tiers 2 and 3 exhibited double digit growth.

Figure IV-7: NASA Sales by Tier (2007-2010)
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Sixteen survey respondents derived 90 percent or more of their total sales from NASA in at least
one year from 2007-2010; six respondents derived 90 percent or more of their total sales from
NASA in all four years. These companies represented all tiers, though most of these respondents
were Tier 3 companies. In addition, four of these 16 companies did not identify themselves as
dependent on NASA-related sales.

Despite the growth in NASA sales since 2007, companies expressed uncertainty regarding
NASA sales for 2011-2015. Of the 415 respondents that projected NASA sales, 40 percent were
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“Not Sure” about their future NASA sales trends (see Figure 1V-8). This lack of certainty,
combined with the 91 companies who anticipated a “Decrease,” indicates a significant portion of
NASA HSF suppliers, 259 or 62 percent of the 415 responses, are not confident about their
future NASA-related business. The CxP transition and the lack of a definitive plan for HSF
likely contributed to their uncertainty.

Figure IV-8: Future NASA Sales Projection (2011-2015)
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D. HSF Sales - Shuttle, ISS, and CxP

Survey respondents were asked to report their NASA-affiliated HSF and non-HSF sales in 2007-
2010. They also submitted details of their program-specific HSF sales, including break-outs of
their Shuttle, CxP, and ISS sales.”’

Overall, survey respondents had a larger amount of HSF program sales than non-HSF program
sales (see Figure 1V-9). Aggregate HSF sales represented 66 percent of total NASA sales, $23.2
billion of $35.1 billion, in 2007-2010. Following the trend of respondents” Government sales,
both NASA HSF and non-HSF program sales increased in the period, at 26 percent and 55

percent, respectively.

2" Respondents were selected to participate in the survey based on previous sales to NASA HSF programs.
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Figure IV-9: NASA Human and Non-Human Space Flight Sales [2007-2010)
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During the period, Tier 1 NASA HSF suppliers sold $21.9 billion in products and services for
HSF programs and $10.5 billion for non-HSF programs, representing roughly a 2:1 proportional
relationship (see Figure 1\VV-10). For Tier 2 and Tier 3 suppliers, the sales ratios were closer to
1:1.

Figure IV-10: NASA Human to Non-Human Space Flight Sales
by Tier (2007-2010)
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Of the $22.6 billion reported in specific HSF-program sales by all tiers, 51 percent was Shuttle-
related, while ISS and CxP represented 25 percent and 24 percent, respectively.?® In the
aggregate, respondent HSF sales increased over the period largely due to rising sales from CxP
and ISS program business. CxP and ISS sales increased by 134 and 62 percent, respectively,
while Shuttle sales decreased by eight percent over the period.?® For many HSF respondents,
sales of CxP and 1SS-related products and services helped reduce, at least temporarily, the

deleterious effects of the planned Shuttle retirement (see Figure IV-11).

Figure IV-11: Space Shuttle, 155, and Constellation Sales [2007-2010)
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Based on their aggregate HSF sales in the period, Tier 1 NASA HSF suppliers were more
oriented towards Shuttle-based business than ISS or CxP. Tier 1 companies recorded 52 percent
of their HSF sales as Shuttle-affiliated, while ISS and CxP program-based sales accounted for 25
percent and 23 percent, respectively (See Figure IV-12). Sales of Tier 2 and Tier 3 respondents
did not exhibit the same proportions. Tier 2 HSF program sales were nearly equally distributed
among the three programs, while Tier 3 HSF sales were more heavily drawn from CxP business

(59 percent of aggregate period HSF derived revenues) than either ISS or Shuttle business.

% It is important to note that there is a $600 million gap between the reported specific HSF-program sales and the
reported overall NASA HSF sales. This gap is largely attributed to some respondents’ lack of visibility into the
actual end-use application of the parts and components sold to NASA.

2% Some Shuttle contracts remained in place well into 2010.
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Figure IV-12: NASA HSF Program Sales Breakdown
by Tier [2007-2010)
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From an individual survey respondent perspective, the proportion of respondent HSF sales to
NASA-derived sales is rather distinct. For those respondents that reported HSF sales, data
showed the average Tier 3 company had a larger percentage of NASA sales dedicated to HSF

business than its more diversified Tier 1 and Tier 2 counterparts (see Figure IV-13).

Figure IV-13: H5F Sales as a Percentage of NASA Sales,
Respondent Average [2007-2010)
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Each respondent capable of estimating their NASA program sales allocations provided the
percentage of HSF sales corresponding to Shuttle, CxP, and ISS programs. The percentage of
HSF sales for CxP increased substantially over the period for all three tiers (see Figure 1V-14). It

is important to note that due to the timing of the announcement, these figures do not reflect the
impact of the CxP transition.

Figure IV-14: Constellation 5ales as a Percentage of H5F Sales,
Respondent Average (2007-2010)
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While the CxP sales as a percentage of HSF sales increased over the period, Shuttle sales as a
percentage of HSF sales decreased for companies across all tiers (see Figure 1V-15). This is
understandable, considering the planned retirement of the Shuttle was announced in 2004.
Shuttle program activity continued into 2011, when the last Shuttle mission occurred, which
accounts for the existence of Shuttle sales in 2010.
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Figure IV-15: Space Shuttle 5ales as a Percentage of H5F Sales,
Respondent Average [2007-2010)
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As a percentage of HSF sales, the respondent averages of ISS sales were the smallest of all HSF

programs. ISS sales of Tier 3 respondents rose slightly, while Tier 2 respondents experienced an

overall decline (see Figure 1V-16). Tier 1 companies, who had the highest ISS sales as a

percentage of HSF sales, experienced fluctuating but overall growth.

Figure IV-16: 155 Sales as a Percentage of HSF Sales,
Respondent Average [2007-2010)
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Looking forward to 2011-2015, ISS has taken on increased importance to many of the
companies, with Shuttle and CxP both cancelled. However, when asked to project future 1SS
sales, approximately the same numbers of survey respondents were either “Not Sure” or
projected “No Change” (see Figure 1V-17).% In addition, almost twice as many respondents

anticipated a decrease than anticipated an increase in ISS sales in the future.

Figure IV-17: Future 155 Sales Projection (2011-2015)
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E. Non-U.S. Sales

More than half of survey respondents, 56-58 percent depending on the reporting year, had non-
U.S. sales/exports over the period.3* The non-U.S. sales of these respondents consisted of all
products and services, including space-related items. Overall, approximately a quarter of
aggregate total sales were due to non-U.S. sales (See Figure 1V-18).

% At the time of the survey, ISS was the only NASA HSF program continuing beyond 2011.
1 Non-U.S. is defined as anything outside of the 50 states, Puerto Rico, the District of Columbia, the island of
Guam, the Trust Territories, and the U.S. Virgin Islands.
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Figure IV-18: U.5. and Non-U.5. 5ales, All Customers (2007-2010)
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Of the 150 NASA-dependent respondents, 67 had non-U.S. sales between 2007 and 2010. While
the non-U.S. sales of these NASA HSF suppliers experienced an overall increase, they were only

7.7-8.8 percent of their total sales (see Figure 1VV-19). This means NASA-dependent respondents

have a smaller stake in the international market than the survey population as a whole.

Figure IV-19: Total Sales to U.S5. and Non-U.5. Customers for MASA-
Dependent Suppliers (2007-2010)*
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In addition to reporting their overall non-U.S. sales, NASA HSF suppliers were asked to record
their space-related export sales from 2007-2010 by country and corresponding dollar value.*? Of
the 323 respondents who had non-U.S. sales at least once during the period, 25 percent reported
space-related exports. The exports reported by these respondents constituted a small fraction of

the total non-U.S. sales declared by suppliers — less than one percent in any given year.

Trends in the export of space-related goods and services contrasted with the direction of total
non-U.S. sales, in both the aggregate and across the tiers. Space-related exports grew 59 percent
over the period from $841 million to $1.3 billion, while aggregate non-U.S. sales fell two percent
from $110 billion to $108 billion.

The 34 percent decline in Tier 1 space-related exports over the period far exceeded the two
percent drop in total Tier 1 exports (see Figure I1VV-20). Tier 2 space-related exports climbed
over 300 percent in the period and far outpaced their overall non-U.S. sales gains of merely one
percent.®® Tier 3 space-related export sales remained steady, growing just one percent from

2007-2010, which was less than Tier 3’s overall non-U.S. sale gains of 13 percent.

Figure IV-20: Space-Related Export Sales [2007-2010)

51000
SO0
SEID /P
S700
_a_ /

— X

é

o

% Millions
g

:
1\
J

5300
- /-

s200 0 = n
k-

—- —h

5100

T T T
2007 2008 2002 2000
Year

=&=Tier 1 kTier2? =A=Tier3
* Based on £8-73 responses that reported spaoe-relited export sabes, depending on the yearn

Source: US. Department of Commernoe, Bursaw of Industry and Security. NASA Sugsgly Choin Nenweork, Tune 2012

% No more than 10 countries could be reported by each respondent. Therefore, in select instances, respondents were
not able to document all of their space-related exports.
* Tier 2 gains in 2010 were due to one company with $698 million in export sales.
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Nearly half of all reported space-related exports by dollar value were destined for Japan (see
Figure 1V-21). Italy was the second largest foreign consumer of respondents’ space-related
products and services, representing 14 percent. A total of 22 countries were identified as

purchasers of U.S. space-related exports from 2007-2010.

Figure IW-21: U.5. Space-Related Export Sales by Country (2007-2010)*
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F. Impacts of Export Controls

The impacts of U.S. export controls can vary between industrial base segments and throughout

supply chains. To better determine the financial impacts associated with export controls, survey

respondents were asked if they had lost space-related export sales opportunities to non-U.S.

competitors because of U.S. export controls. Data showed nine percent of respondents indicated

they had lost space-related export sales to foreign competitors (see Figure 1VV-22). While losses

were reported in all tiers, Tier 2 companies represented the largest portion of affected NASA

HSF suppliers.
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Figure W-22: Have You Lost Export Sales Opportunities of Space-Related
Products or Services to Non-U.5. Competitors Because of U.5. Export Controls?

Source: US, Department of Commarce, Burssw of Industry and Security, NASA Rupgly Choin Netweork, lupe 2012

Some survey respondents attributed their lost sales to non-U.S. customers insisting on ITAR-free
space-related products and services. One Tier 1 company said, “We have international aerospace
customers serviced by our foreign affiliates whose contracts specify that no American export
controlled product will be considered.” Additional comments highlighted that the ITAR-free
issue affects all tiers. For example, one Tier 2 company stated, “Many foreign commercial
satellite manufacturers dictate an ‘ITAR-free’ product be offered for any given application.”
Similarly, a Tier 3 company said, “Foreign customers did not give our company the opportunity
to quote on the items once they determined that export controls would apply. It was easier [for

them] to pursue non-U.S. products.”

NASA HSF suppliers were also asked if they had stopped exporting their space-related products
or services because of past experiences with export license denials, conditions, or extended
delays. Less than two percent of respondents responded “Yes,” most of which were Tier 1

companies.*

# A chart of survey respondents that stopped exporting their space-related products or services because of past
experiences with export license denials, conditions, or extended delays can be found in Appendix A.
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These respondents cited various reasons for not participating in the export markets for space-
related goods. A Tier 3 company said, “Other than Canada, we elect not to promote sales of
space-related products outside the U.S. When international customers ask for quotes, we advise
them of the potential cost and delays associated with ITAR orders, and they lose interest.”*®
Another Tier 3 company stated, “The cost of doing this business outweighs the profit for a
company as small as ours. It makes the product too expensive.” A Tier 2 company said, “We
generally do not consider selling our products and services abroad, because in most cases the

time required to obtain a license precludes timely submission of bids.”

The 46 respondents who reported lost space-related export sales due to U.S. export controls also
provided the approximate dollar value of the lost sales incurred during 2007-2010. The vast
majority of lost space-related export sales fell between $100,000 and $5 million, though in select
instances respondents reported lost space-related export sales between $5-50 million (see Figure
IV-23). Seventy-eight percent declared Manufacturing as their primary business line, while 37

percent identified themselves as dependent on NASA business.

Figure IV-23: Total Lost Export Sales Opportunities (2007-2010)*
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* |TAR stands for International Traffic in Arms Regulations.
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G. Capacity Utilization Rates

Another way to better understand industry health and competitiveness is to review the annual
capacity utilization rate of survey respondents’ operations. Companies provided their average
production capacity utilization rates for 2007-2010 based on a seven day-a-week, three eight-
hour shift production schedule. Out of the 536 companies that were surveyed, 340 listed a
production capacity utilization rate for at least one year. Averaging across all tiers, capacity
utilization decreased over the four-year time span from 69 percent in 2007 to 67 percent in 2010
(see Figure 1V-24).

Between 2008 and 2009, every tier experienced a decline in capacity utilization rates, with Tier 1
companies experiencing the largest overall decrease. This was similar for the general trend in
U.S. industry as the national average for capacity utilization rate dropped from 71 percent to 62
percent. The survey respondents rebounded slightly based on 2010 data, although not returning
to 2007 levels. Overall, the NASA HSF survey respondents’ capacity utilization rates are lower
than those of the related Aerospace and Miscellaneous Transportation Equipment Manufacturing
industry, which had a rate of 89 percent in the fourth quarter of 2007 and 71 percent in the fourth
quarter of 2010.%

% The Federal Reserve, http://www.federalreserve.gov/releases/q17/revisions/Current/DefaultRev.htm, Accessed 21
October 2011.
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Figure IV-24: Average Production Capacity Utilization Rate*
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The companies that indicated they were dependent upon NASA followed the same trend as the
survey population for capacity utilization rates, although they exhibited lower annual rates. The
utilization rates of NASA-dependent companies fell from 67 percent in 2007 to 62 percent in
2009, recovering to 64 percent in 2010. Of the three tiers, only the Tier 2 NASA-dependent

respondents did not experience a drop in the average capacity utilization rate (see Figure 1V-25).

Figure IW-25: Average Production Capacity Utilization Rate for NASA-
Dependent Respondents®
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H. Machinery, Tooling, and Facilities

NASA suppliers were asked if their company currently owned or leased any machinery, tooling,
or facilities specifically for Shuttle, ISS, or CxP program-related business. Survey respondents
were then asked to identify the item, its function, level of ownership, and the systems it
supported, as well as the item’s status. Fifty-two different companies reported that they owned

or leased these items for NASA HSF programs.

Overall, 52 companies identified 48,623 specific machinery, tooling, and facilities. Of these
items, 99.8 percent were identified by Tier 1 survey respondents. Ninety-one percent of the
items were Government Furnished Property (GFP), while nine percent were owned by the
companies.®” A vast majority of the items, 86 percent, was used strictly to support the Shuttle
(see Figure IV-26). The remaining 14 percent was divided between ISS, CxP, and a combination

of all three programs.

Figure W-26: Machinery, Tooling, and Facilities®

Constellation, 81
2%

Combination
2,480, 5%

1S5, 3,345, 7%

® Atotal of 48532 wnits reported by 52 suresy respondants,
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Out of the machinery, tooling, and facilities reported, 90 percent of the items were listed as still
in-use in 2010. With the 2011 retirement of the Shuttle, the majority of these items will be
processed by the General Services Administration (GSA) to be transferred, sold, scrapped, or

3" GFP is defined in the Federal Acquisition Regulations as “property in the possession of, or directly acquired by,
the Government and subsequently furnished to the contractor for performance of a contract.”
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donated.® A small portion of these Shuttle-related items, as well as items used for CxP, are
being evaluated for use in future HSF programs. However, the loss of the items not in use, along
with the skilled workforce to operate them, will lead to a significant decrease in the space

industrial base’s production capacity for the foreseeable future.

I. Top Space-Related Customers

To better understand the supply chain and learn more about NASA HSF suppliers’ customers,
both domestic and foreign, respondents were asked to identify their most-significant space-

related customers by name, domestic/foreign origin, and dollar value.

Respondents identified 2,146 customer records and 540 unique customers, which encompassed
both government and industry entities. These included branches of the U.S. military, civilian
agencies, government contractors, commercial customers, and non-U.S. entities. Most customers
identified by respondents, particularly by those in Tier 1, were from the aerospace and defense
sectors. Based upon survey comments, many companies were not sure what the end-use of their

products were and were unable to identify space-related customers.

Direct sales to NASA customers constituted only 316 customer records (15 percent of 2,146),
with most sales to NASA falling under $2 million in value. Among the nine category ranges
provided in the survey, respondents generally sold “Less than $100,000” to any single NASA
customer during the period; half of these respondents were Tier 3 companies (see Figure V-
27).% The vast majority of companies with sales to customers of “More than $100 million” were

Tier 1 respondents.

* Information on acquiring surplus federal property can be found at http://www.gsa.gov/portal/content/104591.
% NASA centers and other “NASA” customer affiliations were consolidated to represent “NASA Direct.”
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Figure IV-27: Space-Related Customer Sales [2007-2010)
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Non-U.S. space-related customers represented only six percent of the 2,146 records of most-
significant customers provided by survey respondents for 2007-2010. These 124 foreign
customers consisted primarily of aerospace companies, but included government agencies and
government-sponsored entities such as institutes and laboratories in select instances. The sales
dollar range most frequently selected for non-U.S. space-related customers was between
$500,000-2 million. The second and third most frequently selected dollar ranges for non-U.S.
customers were between $100,000-500,000 and $2-5 million, respectively.

Of the 540 unique customers listed, 101 were reported by more than one company; five
customers were listed more than 100 times each (see Figure 1VV-28). Eleven of the customers
listed by multiple companies were government agencies or entities, and eight were non-U.S.

based companies. Fifteen percent of the 540 unique customers were surveyed in this effort.
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Figure IV-28: Fregquency of Space-Related Customer Mentions*
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V. Employment

OTE asked survey respondents to provide the number of full-time equivalent employees in their
U.S. operations from 2007 to 2010. This information was provided for eight different
professional occupations: Administrative Staff, Facility Operations/Maintenance, IT/Network
Engineers, Production Line/Support Technicians, Production Managers/Supervisors, Quality
Control/Test Operators, Research and Development (R&D) Staff, and Sales and Marketing Staff,
plus a catch-all Other category. These employment figures capture personnel in all business
lines for the responding companies, with NASA-related activities as a small portion of the

overall aggregate figures.

Survey respondents provided the number of scientists and engineers on staff, and the percentage
breakout of personnel that were dedicated to supporting the Space Shuttle (Shuttle) and
Constellation (CxP) programs during the time period. In addition, survey respondents were
asked about the personnel categories difficult to hire and retain, critical personnel skills and
competencies, and production and/or inspection personnel with NASA-required formal
qualifications/certifications.

A. Total Aggregate Employment

Total aggregate employment for the 536 NASA human space flight (HSF) suppliers proved to be
relatively stable over the 2007-2010 period. There was a 3.7 percent increase from
approximately 574,000 employees in 2007 to approximately 595,000 employees in 2010, with a
slight peak in 2009. Approximately one-third of the total aggregate employment each year was
reported by survey respondents at the Business Unit/Division level.

Tier 1 companies employees the largest number of personnel, making up 88.2 percent of total
survey respondent employment in 2010 (see Figure VV-1). Tier 2 and Tier 3 companies made up
9.4 and 2.4 percent of total employment reported for the year, respectively. Tier 1 companies
exhibited an increase of 4.5 percent in their employment from 2007 to 2010, while Tier 2 and
Tier 3 companies exhibited overall decreases of 1.8 and .63 percent, respectively, though they
did experience peaks in 2008.
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Figure V-1: Total Employment [2007-2010)
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From a company-specific perspective, however, 254 respondents experienced a decrease in
employment, and 77 respondents experienced a decrease in employment of greater than or equal
to 25 percent. The average decline per company among the 254 respondents was 19 percent
from 2007-2010. Of the self-identified NASA-dependent companies, 60 reported a decline in
employment of greater than or equal to 25 percent. The average decline per NASA-dependent

company over the period was 20 percent.

Depending on the year, the 150 NASA-dependent companies accounted for 21-24 percent of
total employment, while companies not dependent on NASA-related business accounted for 76-
79 percent.”® Specifically, total employment for companies that identified themselves as
dependent on NASA business increased 7.7 percent from approximately 126,000 employees in
2007 to approximately 135,000 in 2009 (see Figure V-2). This increase slowed between 2009
and 2010, when total employment grew by 319 workers.*" It is important to keep in mind that
this data does not reflect the full impact of the Shuttle retirement and CxP transition due to the

timing of the survey.

“0 A chart on percentage of total employment attributable to NASA-dependent respondents can be found in
Appendix A.

“ These figures reflect total employment at these companies, and not employment specifically dedicated to NASA
work.
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Figure V-2: Employment of NASA-Dependent Respondents
(2007-2010)
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Survey respondents were asked to record the total number of full-time equivalent employees in
their U.S. operations by professional occupation for 2007-2010. The largest proportion of survey
respondent employees was in the Production Line/Support Technician category, followed by
Administrative Staff.** OTE then calculated the changes for each year of data provided, as well

as for the overall time frame.

While overall employment remained relatively stable, there is noticeable variation among the
different professional occupations. Administrative Staff, Production Manager/Supervisors, and
Quality Control/Test Operators were the professional occupation categories with the greatest
increases (see Figure V-3). The largest increases in these professional occupations occurred in

2007-2008, with smaller changes occurring thereafter.

This was offset by decreases of employment in the Facility Operations Staff and Sales and
Marketing Staff professional occupations. Facility Operations Staff steadily decreased from the
2007-2008 period, while Sales and Marketing Staff decreased from 2007-2008 and 2008-2009
before recovering slightly in 2009-2010. While they did decrease, IT/Network Engineers and

“2 A chart on employment by professional occupation can be found in Appendix A.
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R&D Staff experienced the least amount of change overall out of all of the professional

occupations.

Figure ¥-3: Change in Professional Occupations {2007-2010)*
2007-2008 20052008  2005-2010
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OTE asked survey respondents to estimate the percentage of their company’s total personnel in
U.S. operations who participated in Shuttle- and CxP-related work. On average, companies
reported approximately 10 percent of their personnel that participated in Shuttle-related work,

* Excluding employment catesonzed as "Other'

while approximately eight percent per company worked on CxP (see Figure V-4).

The average percentage of personnel in U.S. operations who participate in Shuttle or CxP was

much higher for NASA-dependent companies (see Figure V-4). Approximately 19 percent of all

personnel at NASA-dependent companies participated in Shuttle work, while nearly 18 percent

of participated in CxP work. Tier 3 respondents had the highest average percentage of personnel

who participate in Shuttle or CxP.
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Figure V-4: Average Percentage of Personnel in U.5. Operations
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B. Personnel Categories Difficult to Hire and Retain

Survey respondents were asked to identify what categories of personnel are the most difficult to

hire. Of the 472 NASA HSF suppliers that answered the question, 27 percent indicated that

R&D Staff were the most difficult to hire, followed by Production Line Staff and then Sales and

Marketing Staff (see Figure V-5).
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Figure V-5: Difficult to Hire Professional Occupations
R Staff 27.1%
Froduction Line

Salesand Marketing

Production Manazers/ SJupenizors
Cuality Control, Test Operstors
IT/Metwork Enginesr=

Administrative Saff

Facility Operations, Maintenance

o 3% 108 1533 2006 25 3B

Percent of Companies

Source: U5, Department of Commerce, Bureaw of Industry and Security, NASA Suggly Chain Network, June 2012

The same three categories of personnel were identified in a slightly different order by survey
respondents when asked what occupations were the most difficult to retain. Twenty-five percent
of responses indicated Production Line staff, followed by R&D Staff and Sales and Marketing
Staff (see Figure V-6).

Figure V-6: Difficult to Retain Professional Occupations
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Respondents commented that R&D personnel are difficult to hire and retain due to the high
educational levels needed and the limited number of available candidates. A Tier 2 company
said that the skills it needs for guidance, navigation and control R&D are limited to few schools.
Another Tier 2 respondent commented that, “Very few schools directly prepare their students for

[specific engineering design applications] and need to be developed internally.”

Smaller companies indicated that they face an additional burden trying to compete with larger
companies for R&D workers due to the greater opportunities and benefits that larger companies
often offer. A Tier 2 company commented, “There are not a lot of other engineering
opportunities in the area and engineers are recruited away by larger companies.” Another
respondent, a Tier 3 company, stated, “Our products require uniquely specialized engineering

backgrounds coveted in the aerospace industry. As such we struggle to fill R&D positions.”

Respondents also indicated that the lack of continuity in NASA programs and policies was a

hindrance in hiring and retaining staff. A Tier 3 company commented:

Many folks work on NASA programs for prestige and adventure,
combined with achieving human spaceflight. With Constellation, NASA
embarked on 3rd Generation program where younger people could have
worked for many years and seen their efforts realized. Without a serious
direction, people find other things to do, rather than wait for potential
direction affected by the political leaders during an election time. People
want to be productive and participate in something special, NASA can
offer such an opportunity. The most difficult challenge in retaining people
is their need to have something they consider of value to them, their
community and the country.

NASA-dependent companies also indicated R&D Staff and Production Line Staff were the most
difficult to hire and retain, with R&D Staff selected by the most companies in both categories.

However, NASA-dependent survey respondents reported that Production Managers/Supervisors
were more difficult to hire than survey respondents not dependent on NASA-related business.*?

*% Graphs on the professional occupations difficult to hire and retain by NASA-dependent companies can be found
in Appendix A.
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C. Critical Personnel Skills and Competencies

OTE asked NASA HSF suppliers to identify their critical personnel skills and competencies, or
the expertise that is critical to viability and long-term competitiveness.** Overall, survey
respondents indicated the leading three critical personnel skills and competencies were Technical
Expertise, Engineering, and Experience, with almost 50 percent of all responses falling into those

categories (see Figure V-7).

Tier 1 respondents listed a total of 267 critical personnel skills and competencies in their
responses, the majority of which were categorized as Engineering and Specific Industry
Knowledge. Business Practices/Management and Experience were also frequently identified.
Tier 2 respondents listed a total of 374 critical personnel skills and competencies in their
responses, the majority of which were categorized as Technical Expertise. Engineering and
R&D/Innovation were also commonly identified. Of the 556 critical personnel skills and
competencies identified by Tier 3 companies, Technical Expertise and Engineering were

mentioned the most, with Experience also repeatedly identified.

Figure V-7: Critical Personnel Skills and Competencies by Tier
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“** The answers provided were compiled and categorized by OTE staff.
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In addition to critical personnel skills and competencies, NASA HSF suppliers were also asked
which categories they considered to be unique to their companies. Overall, respondents
considered Industry Knowledge and Technical Expertise to be their most unique skill or
competency. Tier 1 companies primarily identified Industry Knowledge as their unique skills
and competencies, Tier 2 companies primarily identified R&D/Innovation, and Tier 3 companies
primarily identified Technical Expertise.

For self-identified NASA-dependent survey respondents, Engineering and Technical Experience
were considered by most companies to be critical skills or competencies, while R&D/Innovation
and Specific Industry Knowledge were considered to be unique skills or competencies. Tier 1
and Tier 2 NASA-dependent companies primarily identified R&D/Innovation as their unique
skills and competencies, while Tier 3 NASA-dependent companies primarily identified
Technical Expertise.

D. Production and/or Inspection Personnel with NASA-Required Formal
Qualifications/Certifications

OTE asked survey respondents if they employed production and/or inspection personnel with
formal qualifications/certifications necessary for doing business with NASA, and to provide
examples. Nearly 40 percent of all survey respondents indicated they had personnel who
maintain such qualifications/certifications (see Figure V-8). Fifty-two percent of Tier 1 and 48
percent of Tier 2 respondents had personnel with qualifications/certifications, while 27 percent

of Tier 3 respondents, respectively, indicated the same.
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Figure V-8: Companies With ProductionfInspection Personnel With
Formal Qualifications/Certifications for Working with NASA
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Survey respondents provided a plethora of these qualifications and certifications. These
examples included inspection trainings such as Magnetic Particle Inspection and Through Hole
Soldering Training and Inspection and specific NASA certifications such as Workmanship
Standard for Surface Mount Technology (NASA-STD 8739.2) and Reliability Program
Requirements for Aeronautical and Space System Contractors (NASA NHB 5300.4).%

“ A sample list of qualifications and certifications held by production/inspection personnel can be found in
Appendix C. Company-specific certifications can be found in Chapter II.
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VI. Research and Development

Research and development (R&D) expenditures are the costs a company incurs in the process of
cultivating new knowledge, applicable to the company’s business needs, that eventually will
result in new or improved products, processes, systems, or services that can increase a
company’s sales and profits. Because R&D investment typically impacts profit margins in the
medium- to long-term, current levels of R&D expenditure reflect companies’ perceptions of
future market potential. As a result, R&D expenditures often decline during economic
downturns. R&D spending usually depends on the amount of revenue companies have available

to invest, as well as on other competing internal demands for capital.

OTE asked NASA human space flight (HSF) suppliers to record their total R&D activities for
2007-2010 and to categorize them: by the types of R&D being conducted and by the sources of
funding for the R&D. Types of R&D conducted were broken into three categories: Basic
Research, Applied Research, and Product/Process Development. Funding sources of R&D were
divided into eight categories, including Internal/Self-Funded, Federal Government, and U.S.
Industry/Venture Capital sources. OTE also asked companies to estimate the percentage of R&D

expenditures that related directly to their NASA business lines, and their R&D employment.

A. Overall Research and Development Expenditures

Of the 536 NASA HSF suppliers that responded to the OTE survey, 47 percent recorded no
R&D expenditures between 2007 and 2010. The remaining 284 respondents invested in R&D
during at least one year during the period; these companies increased their overall R&D
expenditures by six percent between 2007 and 2010.

Respondents cited multiple reasons for recording no R&D expenditures for the period. Many of
these companies were Tier 3 and/or listed distribution, services, or reselling as their primary
business lines. A number of respondents commented that they were build-to-print operations and
did not conduct R&D. Other respondents said they did not track R&D or did not have separate
budget lines for R&D expenditures.
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NASA HSF suppliers that reported R&D expenditures did so at either the Corporate/Whole
Company or Business Unit/Division level. Corporate/Whole Company level data accounted for
the largest share of total R&D expenditures each year, representing between 77-79 percent of the

total over the period, measured by total dollar value (see Figure VI-1).

Figure VI-1: Total R&D Expenditures (2007-2010)*
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OTE asked NASA HSF suppliers to divide their R&D expenditures into three different
categories: Basic Research, Applied Research, and Product/Process Development. The
breakdown between each category remained relatively stable across all respondents, with no

significant shifts in total R&D expenditure patterns over the period (see Figure VI-2).
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Figure VI-2: Total R&D Expenditures by Category (2007-2010)*
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One of the 284 survey respondents contributed a disproportionately large amount of total R&D
expenditures, accounting for 33-37 percent for the years 2007-2010. As a result, the R&D
breakout in Figures X and Y are skewed toward the R&D patterns of this respondent. All of
these R&D expenditures for this respondent were reported as Basic Research, inflating the
proportion of Basic Research to Applied Research and Product/Process Development. To
account for this, the respondent’s data was removed for some of the analysis and adjusted figures

are provided.

When adjusted, Product/Process Development — R&D focused on applying research to develop
preliminary products, services, or processes — accounted for the largest share of total R&D
expenditures, ranging between 61-64 percent between 2007 and 2010 (see Figure V1-3). Basic
Research — R&D focused on experimental or theoretical work with no intended application or
use — accounted for 19-20 percent during the period. Applied Research — R&D focused on a
specific practical aim or objective — accounted for the smallest portion of total R&D, ranging
between 17-18 percent of total R&D each year.
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Figure VI-3: Adjusted Total R&D Expenditures
by Category (2007-2010)*
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From a tier perspective, Tier 1 survey respondents had the largest amount of R&D expenditures
in 2010, followed by Tier 2 and Tier 3 (see Figure VI-4). Within Tier 1, 64 percent of R&D
expenditures went toward Product/Process Development, while Tier 2 companies also spent the
largest amount of R&D funds on this category. Conversely, Tier 3 companies spent the majority

of R&D funds on Basic Research.

Figure VI-4: Adjusted R&D Expenditures by Tier (2010)*
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To further analyze R&D expenditures by the three tiers, calculations were made to determine
R&D expenditures as a percentage of total sales.”® Average per company R&D expenditures as a
percentage of total sales increased slightly for all tiers over 2007-2010 (see Figure VI-5). On
average, Tier 3 suppliers reported higher R&D expenditures as a percentage of total sales than
companies in other tiers. In 2007, for example, Tier 3 suppliers allocated approximately 10
percent of sales revenue to R&D, on average. Tier 1 and Tier 2 suppliers allocated

approximately six and seven percent, respectively, that same year.

Figure VI-5: Average R&D Expenditures as a
Percentage of Total Sales with Tiers [2007-2010)*
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B. NASA-Related R&D Expenditures

OTE asked NASA HSF suppliers to estimate the percentage of total R&D expenditures that
relate directly to their NASA business lines. When adjusted, NASA-related R&D expenditures
accounted for six percent of total R&D outlays in 2010, $757.4 million of $11.9 billion, an
increase from four percent of total R&D expenditures in 2007 (see Figure VI-6).

¢ R&D expenditures as a percentage of net sales measure the share of sales revenue that a company allocates toward
generating new and innovative products, services, and business processes.
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Figure VI-6: Adjusted R&D Expenditures Breakdown by Relation to
NASA (2010)*
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Eighty-one companies, or 15 percent of all respondents, recorded NASA-related R&D
expenditures during at least one year during the period. Total NASA-related R&D expenditures
for these companies increased steadily over the period by 64 percent, from $460.8 million in
2007 to $757.4 million in 2010 (see Figure VI-7). As mentioned earlier, overall R&D
expenditures increased by six percent. The majority of NASA-related R&D data was reported at
the Business Unit/Division level, as some NASA HSF suppliers have specific space-related

Business Units/Divisions devoted to NASA.
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Figure VI-7: NASA-Related R&D Expenditures [2007-2010)*
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On a per company basis, the average for NASA-related R&D expenditures also increased
steadily over 2007-2010 (see Figure VI-8). There is a large difference between the average and
median for each year because NASA-related expenditures were driven by a relatively small
number of suppliers with large outlays. Six of the 81 respondents that recorded NASA-related
R&D reported over $100 million in NASA-related R&D over the period. As a group, they
accounted for 75 percent of the NASA-related R&D reported over the period, and one of the six

suppliers accounted for 25 percent by itself.

Figure VI-8: NASA-Related R&D Expenditures Per Company*

Year Average Median

2007 % 5,753,554 5 155,000
2008 5 7,613,154 5 187,625
2009 % 2,620,293 5 203,720
2010 5 9,457,549 5 174,250

“Based on &1 respondents that reported NASA-related RED ewpenditures cwer the pericd

Sournce: U5, Department of Commernce, Bursaw of Industry and Security. NASA Sugply Choin Network, June 2012
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Although the average NASA-related R&D expenditures per company increased over 2007-2010,
NASA-related R&D as a percentage of total R&D expenditures per company remained relatively
flat.*” The slight decline in the proportion of R&D spending, from 30 percent in 2007 to 29
percent in 2010, indicates that companies invested proportionately more R&D funds in other

business lines.

The 38 suppliers that identified themselves as NASA-dependent conducted the majority of

NASA-related R&D expenditures from 2007-2010, between 63-66 percent of reported NASA-
related R&D (see Figure VI-9). The end of the Space Shuttle (Shuttle) and Constellation (CxP)
programs will likely impact a large portion of NASA-related R&D if there is no formal follow-

up NASA HSF mission or if these suppliers experience solvency issues.

Figure VI-2: NASA-Related R&D Expenditures by
NASA-Dependent Respondents (2007-2010)*
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For NASA-dependent companies, average per company R&D expenditures as a percentage of
total sales increased slightly for all tiers over 2007-2010 (see Figure VI-10).*® On average, Tier
3 NASA-dependent suppliers reported higher R&D expenditures as a percentage of total sales

T A graph on NASA-related R&D as a percentage of total R&D expenditures can be found in Appendix A.
“8 A graph on median R&D expenditures as a percentage of total sales for NASA-dependent suppliers can be found
in Appendix A.
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than companies in other tiers. In 2007, for example, Tier 3 suppliers allocated approximately 18
percent of sales revenue to R&D, on average. Tier 1 and Tier 2 suppliers allocated

approximately six and 11 percent, respectively, that same year.

Figure VI-10: Average R&D Expenditures Percentage of Total Sales
for NASA-Dependent Suppliers™
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The data show that NASA-dependent companies reported higher R&D expenditures as a
percentage of total sales on average than suppliers that are not dependent on NASA. However,
there were a number of non-dependent companies that dedicated a significant portion of their
R&D expenditures to NASA-related projects.

C. Overall R&D Funding Sources

OTE asked survey respondents to report the percentage of R&D funding received from different
types of sources.”® When adjusted, Federal Government-financed R&D makes up a slightly
larger percentage or dollar amount of R&D funding than Internal/Self-Financed R&D (see
Figure VI-11).>° Over the four-year period, 69 of 223 respondents received R&D funding from

9 There were eight types of R&D funding sources included in the survey: Internal/Self-Funded; Federal
Government; State and Local Government; Universities — Public and Private; U.S. Industry, Venture Capital, Non-
Profit; Non-U.S. Investors; and Other.

*® One of the respondents contributed a disproportionately large amount of total Internal/Self-Funded R&D. To
account for this, the respondent’s data was removed for some of the analysis and adjusted figures are provided.
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the Federal Government. Of these 69, seven received $1 billion or more over the 2007-2010
period, amounting to $14 billion or 74 percent of the total $19 billion in reported Federal

Government-funded R&D.
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However, the figures for R&D funding sources look quite different on a per company average

basis (see Figure VI-12). For survey respondents reporting R&D expenditures, Internal/Self-

Financed funding was on average over 70 percent, with Federal R&D funding approximately 16

percent. Overall, Internal/Self-Financed R&D expenditures as a percentage of total R&D

expenditures increased over the period by approximately two percent, from 74 percent in 2007 to

76 percent in 2010. Federal Government-financed R&D expenditures as a percentage of total

R&D expenditures increased by less than one percent, remaining between 16 and 17 percent over

the period. R&D expenditures financed by U.S. Industry, Venture Capital, and Non-Profits as a

percentage of total R&D expenditures remained at about two percent all four years.
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Figure VI-12: Adjusted Average R&D Funding Sources as a
Percentage of Total R&D Expenditures (2007-2010)*
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From a tier perspective, Tier 1 respondents accounted for 76 percent of the more than $12 billion
in R&D funding from the identified sources in 2010, which included funding for NASA projects.
Tier 1 companies received 93 percent of the approximately $5 billion in total Federal
Government R&D funding and accounted for 65 percent of the approximately $4 billion in
Internal/Self-Financed R&D funding (see Figure VI-13). Tier 2 and Tier 3 respondents received
two and five percent of reported Federal Government-financed R&D, respectively.
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Figure VI-13: Adjusted R&D Funding Sources by Tier (2010)*
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D. NASA-Related R&D Funding Sources

For the 81 survey respondents that conducted NASA-related R&D, approximately half of their
R&D funding on a dollar basis came from Federal Government sources (see Figure V1-14).>
Total Federal Government-financed R&D for these companies increased from $2.3 billion in
2007 to $2.9 billion in 2009 before falling to $2.8 billion in 2010. However, it is not possible to
ascertain how much of the R&D from the identified sources, including funds from the Federal

Government, was dedicated to NASA-related R&D activities.

*L A graph of the average R&D funding sources as a percentage of total R&D expenditures for suppliers that
conducted NASA-related R&D can be found in Appendix A.
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Figure VI-14: Total R&D Funding Sourcesfor Suppliers that
Conducted NASA-Related R&D [2007-2010)*
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From a tier perspective, Tier 1 and Tier 3 companies that conducted NASA-related R&D

received the majority of their R&D funding from the Federal Government (see Figure VI-15). In
2010, 64 percent of Tier 1 R&D and 79 percent of Tier 3 R&D was from Federal Government
sources. In contrast, Tier 2 companies funded the majority of their own R&D. R&D from U.S.

Industry/Venture Capital/Non-Profit sources was the smallest for all three tiers.

Figure VI-15: Total R&D Funding Sourcesfor Suppliers that
Conducted NASA-Related R&D by Tier [2010)*
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A deeper examination of NASA-dependent survey respondents shows a larger dependence on
total Federal Government-financed R&D funding — 75 percent of their total R&D funding
sources (see Figure VI-16). This is more than companies that conducted any NASA-related
R&D, for which Federal Government R&D funding was approximately 55 percent of total R&D.
Overall, approximately half of the R&D funding from reported sources for NASA-dependent
respondents was attributable to NASA-related R&D.

Figure VI-16: Total R&D Funding Sources for
NASA-Dependent Suppliers (2007-2010)*
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E. R&D Employment

OTE asked NASA HSF suppliers about their R&D workforce and hiring practices. The number
of overall R&D employees increased from approximately 38,000 in 2007 to approximately
39,700 in 2008, and then declined to approximately 37,700 in 2010 (see Figure VI-17). The
majority of reported R&D employees worked for Tier 1 companies. The number of scientists
employed by survey respondents remained between 7,800 and 8,500 during the period, roughly
20 percent of R&D staff each year.

%2 A graph on total R&D funding sources for NASA-dependent suppliers that conducted NASA-related R&D can be
found in Appendix A.
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Figure IV-17: Number of R&D Employees by Tier (2007-2010)*
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Overall, the average percentage of R&D personnel employed by the 242 survey respondents that
reported R&D staff in the United States remained stable over 2007-2010 (see Figure VI-18).
Although Tier 2 suppliers allocate the highest percent of total sales to R&D expenditures, they
employed the fewest R&D employees as a percent of their U.S. workforce compared to Tier 1

and Tier 3 suppliers.>®

>3 Figure VI-5, Average R&D Expenditures as a Percentage of Total Sales, can be found on page 61. A graph on
median R&D staff as a percentage of respondent U.S. workforce can be found in Appendix A.
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Figure VI-18: Average R&D Staff Percentage of
Total U.5. Workforce with Tiers (2007-2010)
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NASA-dependent suppliers employed a much higher average percentage of R&D employees in
their U.S. workforce than suppliers that were not dependent on NASA (see Figure VI-19). The
percentage of R&D employees for NASA-dependent respondents remained steady at
approximately 23 percent each year, while the percentage of R&D employees for respondents
not dependent on NASA increased slightly from approximately 11 percent in 2007 to
approximately 12 percent in 2010.
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Figure VI-19: Average R&D Staff as a Percentage of Total U.S. Workforce
for NASA-Dependent and Non-Dependent Respondents (2007-2010)
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VII. Capital Expenditures

Capital expenditures are used by a company to acquire or upgrade physical assets such as
property, equipment, buildings, or information technology. This type of expenditure is made by

companies to maintain or increase the scope of their operations.

OTE asked NASA HSF suppliers to record their capital expenditures for 2007-2010 at the
Corporate/Whole Company or Business Unit/Division level. Respondents were also asked to
divide their capital expenditures into three main categories: Machinery, Equipment, and
Vehicles; IT, Computers, and Software; and Land, Buildings, and Leasehold Improvements. In
addition, respondents provided the approximate percentage of total capital expenditures that

related directly to their NASA business lines.

A. Total Capital Expenditure Breakdowns

Total capital expenditures reported by survey respondents amounted to $97.2 billion for the
entire 2007-2010 period.>* Tier 1 companies accounted for the largest share of total capital
expenditures, 87 percent or $85 billion (see Figure V11-1). Tier 2 companies reported
expenditures of $7.7 billion and Tier 3 companies reported $4.5 billion. Together, Tier 2 and
Tier 3 companies accounted for 13 percent of the total capital expenditures reported over the
period.*®

* Total capital expenditures include expenditures for all company business lines, including NASA HSF-related
projects.
>> A graph on the breakdown of total capital expenditures reported by business units can be found in Appendix A.
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Figure VII-1: Breakdown of Total Capital Expenditures
by Tier (2007-2010)*

“Based on 481 respondents that recorded capital expenditures

Source: US. Department of Commerce, Bursau of Industry and S=curity. NASA Supgly Choin Network, June 20132

All survey respondents were asked to identify the percentage of their total capital expenditures
that related to NASA business. Ninety-nine percent of the reported capital expenditures between
2007 and 2010 were not directly related to suppliers” NASA business lines. The one percent
dedicated to NASA may be undervalued, however, because some companies had difficulty
isolating the value of their NASA-related capital expenditures from capital expenditures that
serve their other business lines. Furthermore, some companies stated that their equipment was
used for all of their business lines or that they have a number of customers for the same products

and services that they supply to NASA.

When reviewing the capital expenditures reported by companies who declared themselves
dependent on NASA business, the percentage of capital expenditures devoted to NASA
increases. NASA-dependent HSF suppliers devoted 13 percent of their total capital expenditures
to NASA business lines, while companies that are not dependent on NASA and recorded NASA-
related capital expenditures devoted approximately one percent (see Figure VII-2).
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Figure VII-2: NASA-Related Capital Expenditures Percentage of Total
for NASA-Dependent and Mon-Dependent Suppliers {2007-2010)
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Companies reported their aggregate capital expenditures in three different requested categories.”®
Nearly three quarters of total capital expenditures were spent on Machinery, Equipment, and

Vehicles over the period (see Figure VII-3). The shares for other categories were nearly equal.

Figure V1I-3: Percentage Breakdown of Total Capital
Expenditures by Category (2007-2010)
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*® The three categories of capital expenditures were Machinery, Equipment, and Vehicles; IT, Computers, and
Software; and Land, Buildings, and Leasehold Improvements.
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Companies that are dependent on NASA have a different mix of capital expenditures than

companies that are not dependent on NASA (see Figure VII-4). NASA-dependent companies
spent a greater portion of their aggregate capital expenditures on IT, Computers, and Software,
and Land, Buildings, and Leasehold Improvements, while companies not dependent on NASA

spent more on Machinery, Equipment, and Vehicles.

Figure Vil-4: Breakdown of Total Capital Expenditures by Category for
NASA-Dependentand non-Dependent Suppliers (2007-2010)
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B. Total Capital Expenditure Trends between 2007-2010

Overall, total capital expenditures by survey respondents declined by 32 percent from 2007-
2010. Between 2007 and 2008, capital expenditures increased slightly before falling abruptly
after 2008 and continued dropping in 2009 and 2010 (see Figure VI11-5). While most survey
respondents did not provide a reason for this decline, a couple of Tier 3 companies commented
that they stopped capital expenditures due to the Shuttle retirement and CxP transition. It can
also be assumed that the global recession of 2008-2009 had an impact on companies’ capital

expenditures.
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Figure VII-5: Total Capital Expenditures (2007-2010)*
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Total capital expenditures for all three tiers show similar trends over the period (see Figure VII-

6). Tier 1 companies reduced their total capital expenditures by 28 percent. Tier 2 and Tier 3
companies, starting from a much smaller base than Tier 1 companies, reduced their capital

expenditures by 37 and 54 percent, respectively, from 2007-2010.

Figure VII-6: Total Capital Expenditures by Tier (2007-2010)*
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Capital expenditures in all three main categories also declined over 2007-2010 (see Figure VII-
7). Expenditures on Machinery, Equipment, and Vehicles experienced the largest decline in
value, approximately $1 billion or 23 percent. Expenditures on IT, Computers, and Software fell
by 16 percent and expenditures on Land, Buildings, and Leasehold Improvements fell by 29
percent. While aggregate capital expenditures declined over from 2007-2010, the proportion of
total capital expenditures by the three main categories remained relatively stable. This was true

for both NASA-dependent companies and companies that are not dependent on NASA.

Figure VII-7: Total Capital Expenditures by Category (2007-2010)*
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NASA-dependent suppliers maintained relatively stable levels of capital expenditures for 2007-
2010, reducing their capital expenditures over the period by only four percent overall (see Figure
VI11-8). This contrasts sharply with companies that are not dependent on NASA, as their capital

expenditures declined by 33 percent over the period.
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Figure VII-8: Total Capital Expenditures by NASA-Dependency (2007-2010)*
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With regard to capital expenditure patterns in the three main categories, NASA-dependent HSF

suppliers highlighted modulating spending levels in all three areas (see Figure VI1-9).
Expenditures on IT, Computers, and Software fell by 11 percent, while expenditures on Land,

Buildings, and Leasehold Improvements decreased by four percent overall. Expenditures on

Machinery, Equipment, and Vehicles, the largest category, experienced an increase of 26 percent

over the period.

5400

3300
5250

3200

4 Millars

3150

5100

=T, Computars, and Scftemre == Land, Buldings, and Lessahold Improvements  —fihschinery, Squipment, and Vahicles

Source: U5, Department of Commerce, Burssw of Industry and Sacwrity, NASRA Rugply Cheoin Nenwork, lune 20132

Figure VII-9: Capital Expenditures for NASA-Dependent

Companies by Category (2007-2010)*
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C. NASA-Related Capital Expenditure Trends

Analysis of capital expenditures of the 102 companies that reported NASA-related expenditures
provides another perspective on industry actions. NASA-related capital expenditures as a
percentage of total capital expenditures declined from 2007-2010 for the 102 companies that had
any NASA-related expenditures (see Figure VI1-10).>" In 2007, the percentage of total capital
expenditures that were directly related to NASA business averaged 36 percent for each company.
By 2010, the percentage averaged 32 percent per company. Some companies indicated they
reduced their capital expenditures over the period because they anticipated that NASA would

cancel the Space Shuttle program.

Figure VII-10: Average NASA-Related Capital Expendituresasa
Percentage of Total Expenditures by Tier (2007-2010)*
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The decline in the percentage of total capital expenditures that are directly related to NASA
business lines seems to be driven mostly by Tier 3 companies. The average percentage per
company for Tier 3 decreased from 39 percent in 2007 to 28 percent in 2010. In contrast, the
average percentages per company for Tier 1 and Tier 2 remained relatively stable over the

period.

> These figures represent averages of per company percentages for each year.
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Of the 150 self-identified NASA-dependent suppliers, 68 reported NASA-related R&D
expenditures. The R&D expenditures for these companies were slightly more than $82 million
in 2007, and declined approximately $58 million in 2009 before increasing to $76 million in
2010 (see Figure VI1-11). While NASA-related R&D expenditures for companies not dependent
on NASA remained relatively stable over the four-year period, the amount of total outlays was
much less than that of NASA-dependent companies.

Figure VIl-11: Total NASA-Related Capital Expenditures by
MASA-Dependent and Non-Dependent Suppliers (2007-2010)*
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The 68 NASA-dependent survey respondents with NASA-related expenditures also experienced
a decline in the percentage of total capital expenditures directly related to NASA business lines
(see Figure VII-12). The average NASA-related expenditures as a percentage of total
expenditures for NASA-dependent HSF suppliers declined approximately five percent between
2007 and 2010. In contrast, the average for suppliers not dependent on NASA increased slightly
during the period, although capital investment by NASA-dependent companies remained twice

as large.
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Figure VII-12: Average NASA-Related Expenditures asa Percentage of
Total Expenditures by NASA Dependency (2007-2010)*

s

44.5% 4355 _
amx o > FERLE

" —___ 332%

B ao —

=

B o3

o

B 30K

K -

E -

- 12 45

g, 15 55 16.5% 1553

8 o

E o= O=

1]

e

FTRRT. 2

UEE T T

2007 08 208 2010

Year

=f=DCependent on MASA  =OkNotDependent on MASA

“Based on 102 respondents {58 NoSA-dependant] that recorded NASH-related capital expenditures

Sowrce: Us. Department of Commerce, Bureau of Industry and Secuority NASA Sugply Chain Network, June 2012

D. Capital Expenditures as a Percentage of Total Sales

To better understand the extent to which NASA HSF suppliers reinvested revenues in physical

assets from 2007-2010, rates of capital expenditures over total sales were calculated across both

tiers and NASA dependent segments. Respondent data showed that during the period, the

percentage of total sales dedicated to capital expenditures declined from 2.5 percent to 2.3

percent on an individual company basis. On average, between two to three percent of

respondents’ revenues were used for capital expenditures (see Figure VI1I-13). Tier 3 companies,

on average, exhibited the largest decline in capital expenditures as a percent of revenues during

the period, from 2.5 percent to 2.1 percent.
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Figure VII-13: Average Capital Expendituresas a Percentage of
Total Sales by Tier (2007-2010)*
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When evaluating the capital investment data reported by NASA dependent companies, those
survey respondents dependent on NASA business invested less on average than respondents not
dependent on NASA work (see Figure VII-14). Across suppliers both dependent and not
dependent on NASA business, the rate of investment in capital goods as a percentage of total
sales declined from 2007-2010.
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Figure VII-14: Average Capital Expenditures Percentage of Total Sales
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VIII. Supply Chain Relationships

A key aspect of supply chain management is understanding the different interrelationships
between the companies within the supply chain that support NASA programs. To that end, OTE
asked NASA human space flight (HSF) suppliers to provide information on their U.S. and non-
U.S. mergers and acquisitions and joint ventures. Survey respondents also provided detailed
information on their top domestic and non-U.S. competitors. Finally, companies reported on
their own supply chains by supplier as well as by products and services acquired. This provided

a unique portrait of relationships for NASA HSF companies throughout multiple tiers.

A. Mergers and Acquisitions

Survey respondents were asked to identify their most significant mergers and acquisitions
(M&As) that occurred from 2007 to 2010.%® In total, 134 survey respondents or 25 percent
reported at least one M&A transaction during the period, with a total of 306 M&A transactions
reported. The number of M&A transactions fell significantly from 107 in 2007 to 39 in 2010
(see Figure VIII-1).

In 2007, 60 Tier 1 respondents reported M&A transactions compared to 33 from Tier 2 and 14
from Tier 3. By 2010, M&A transactions decreased by 68 percent in Tier 1 and by 57 percent in
both Tier 2 and Tier 3. Although the exact reasoning behind the decline is uncertain, it can be
inferred that the economic downturn and reduction in available credit, which occurred from 2008

to 2009, had an impact on companies’” M&A activities.

%8 A merger is a business activity involving the combination of two companies to form a single company, while an
acquisition is the purchase of one company by another.
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Figure VIII-1: Mergers & Acquisitions by Tier [2007-2010)
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More than two-thirds of the reported 306 M&A transactions took place in the United States. The
largest number of non-U.S. M&A transactions took place the United Kingdom and Canada; five
M&A transactions took place in China.>® The number of M&A transactions declined by more
than 60 percent both in and outside the United States from 2007-2010 (see Figure VI1I1-2).

Figure VIII-2: Mergers & Acquisitions by Location [2007-2010)*
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% A chart detailing non-U.S. M&A transactions by country can be found in Appendix A.
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Companies listed a number of reasons why M&A transactions occurred, including to enter new
markets, to access potential new customers, to gain specific skills and abilities such as
information technology and engineering, and ultimately to expand business lines. Most survey
respondents did not merge or accrue firms for the sole reason of increasing NASA-related
relationships, but rather to enhance their overall customer base and market position. Only one
company specifically stated that they merged to enhance their business relationships with NASA,

DOD, and commercial businesses.

B. Joint Venture Relationships

In addition to M&A transactions, survey respondents were asked about the number of NASA-
related joint venture relationships in which they participated.®® Joint venture relationships
typically involve more affordable product development, market entry, co-production, technology
transfer, or other mutually beneficial aims not requiring the large capital outlays observed in
typical M&A transactions. Thirty-two of the 536 survey respondents (six percent) indicated that
they participated in at least one joint venture relationship. Those companies reported a total of
49 NASA-related joint ventures, 34 of which were related to the Space Shuttle (Shuttle), the
International Space Station (ISS), or the Constellation (CxP) programs.

Unlike most of the documented M&A activities, which were concentrated among Tier 1 and Tier
2 HSF suppliers, the distribution of joint venture relationships between the tiers was more evenly
disbursed, with slightly more occurring at the Tier 3 level (see Figure VI1I1-3). The survey
respondents listed multiple reasons for taking part in joint ventures, such as to increase growth in
businesses, to expand profitability, to explore a wide variety of new markets, and to facilitate
international cooperation. Some examples of product development-based joint ventures included
advanced materials for rocket boosters and nozzles, metallurgy, rocket motors, engineering,

services, and launch support activities.

% A joint-venture is a contractual agreement bringing together two or more parties for the purpose of executing a
particular business undertaking. All parties usually agree to share in the profits and losses of the enterprise.
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Figure VIII-3: Joint Venture Relationships
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C. U.S. and Non-U.S. Competitors

NASA HSF suppliers were asked to identify the names and locations of their company’s leading
U.S. and non-U.S. competitors, as well as the product or service relating to the competition.
While survey respondents identified their competitors’ products and services, the competitors
were not necessarily related to the survey respondents’ NASA activities but rather the
respondent’s primary business activities. Survey respondents reported 1,032 distinct U.S.

competitors, of which 20 percent were surveyed in this effort.

A total of 46 states were mentioned as headquarter locations for competitors across the United
States (see Figure VI11-4).%! Like the survey respondents themselves, the largest number of
identified competitors was located in California.®® In fact, there were four times as many

California competitors as Florida competitors, the fifth leading competitor location.

81 Table X was calculated by the number of mentions listed by respondents, thus some companies may be counted
more than once.

82 Thirty-three states were reported by survey respondents but not identified in Table X. These states include (in
order of number of mentions): Utah, Michigan, Colorado, Arizona, Minnesota, North Carolina, New Jersey,
Washington, Missouri, Wisconsin, Indiana, Georgia, Kentucky, South Carolina, Kansas, Tennessee, Delaware,
Oklahoma, New Hampshire, Oregon, Rhode Island, Alaska, Idaho, lowa, Maine, Nevada, Vermont, West Virginia,
Arkansas, New Mexico, Hawaii, Mississippi, and South Dakota. Respondents also reported the District of
Columbia as a location of U.S.-based suppliers.
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Figure VIlI-4: Leading U.5.-Based Competitors by 5tate
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A total of 462 distinct non-U.S. companies in 33 countries were identified by survey respondents
as foreign HSF competitors, less than half the number of U.S. competitors reported. The largest
numbers of foreign competitors were located in France, Germany and the United Kingdom (see
Figure VI111-5).%

% Twenty countries were reported by survey respondents but not identified in Figure VI11-5. These countries
include (in order of number of mentions): Taiwan, Mexico, Sweden, Denmark, Austria, South Korea, Finland,
Norway, Singapore, Spain, Australia, Brazil, Czech Republic, North Korea, Greece, Hungary, Liechtenstein, South
Africa, Sri Lanka, and Thailand.

101



Figure VIII-5: Leading Non-U.5. Based Competitors by Country
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Survey respondents were also asked to indicate the product and services corresponding with a
specific system, part, component, material, or service that related to their competition with an
identified company. ®* Overall, there were 2,145 products and services mentions by NASA HSF
suppliers as areas of competition in the United States, corresponding to 16 of 18 broad product
and service categories. Services and Spacecraft were the two largest categories identified,
making up 57 percent of the responses (see Figure VI1I-6). This was followed by the Propulsion

Systems and Computer Hardware and Software categories.

8 A list of products and services can be found in the OTE survey in Appendix E.
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Figure WIll-6: U.5.-Based Space Competition by Product and Service Category®
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There were 711 products and services mentions by NASA HSF suppliers as areas of competition
outside of the United States, corresponding to 16 of 18 broad product and service categories.
Responses indicated that Services, such as Mechanical Systems Testing and Commercial
Satellite Operation, and Spacecraft, such as Hydraulics, Valves, Actuators, and Pneumatics, were
leading areas of non-U.S. competition (see Figure VI11I-7). Other categories, such as Specialty
Materials and Surface Systems, were not as prevalent. The category break-downs for United
States versus non-U.S. competition were mostly similar, even though there were three times as

many product and service mentions for U.S. competitors.
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Figure VIII-7: Mon-1.5. Based Space Competition by Product and Service Category®
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D. U.S. and Non-U.S. Suppliers

Survey respondents were asked to identify the names and locations of their company’s ten most
significant U.S. and non-U.S. suppliers for their NASA-related programs, as well as the top five
products and services relating to the system, part, component, or service provided by each

supplier. NASA HSF survey respondents reported 1,588 distinct U.S. suppliers supporting their

activities, of which only 20 percent were surveyed in this effort.

Similar to survey respondent and U.S. competitor locations, a large portion of U.S-based
suppliers are located in California, which was mentioned 566 times (see Figure VI11-8). There
was approximately four times the number of suppliers in California as reported in Texas, the next
most frequently-mentioned state, and almost six times the number reported in Florida. Overall,

there were a total of 48 states reported for supplier locations across the United States.®®

® Thirty-two states were reported by survey respondents but not identified in Table X. These states include (in
order of number of mentions): Maryland, North Carolina, Colorado, Washington, Georgia, Indiana, South Carolina,
Missouri, New Hampshire, Wisconsin, Oregon, Tennessee, Kentucky, lowa, Delaware, New Mexico, West Virginia,
Rhode Island, Kansas, Nevada, Idaho, Maine, Arkansas, Oklahoma, Louisiana, Vermont, Hawaii, Wyoming,
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Figure VIII-8: Leading U.5.-Based Suppliers by State
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There were 301 distinct entities identified by companies as non-U.S. HSF suppliers. A total of
33 countries were identified as the location of respondents’ leading suppliers, with

concentrations in Canada, Germany, Japan, and China (see Figure VI111-9).%

Mississippi, Nebraska, North Dakota, and South Dakota. Respondents also reported the District of Columbia as a
location of U.S.-based suppliers.

% Twenty-four countries were reported by survey respondents but not identified in Table X. These countries include
(in order of number of mentions): Sweden, Switzerland, the Netherlands, India, Ireland, the Russian Federation,
Australia, Ukraine, South Africa, Mexico, Austria, Belgium, Chile, Hungary, Israel, South Korea, Norway, Portugal,
Spain, Costa Rica, Denmark, North Korea, Philippines, Puerto Rico, Singapore, and Slovenia.
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Figure VIII-9: Leading Non-U.5. Based Suppliers by Country
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Survey respondents were also asked to indicate the top five products and services corresponding
with a specific system, part, component, material, or service that were provided by each
identified NASA-related supplier. A total of 2,978 product and service mentions were reported
across all 18 broad product and service categories (see Figure VI11-10). The Services category
represented 29 percent and the Spacecraft category represented 24 percent of total product and

service mentions, while the Space Electronics category accounted for 11 percent.
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Figure VII-10: U.5.-Based Space Suppliers by Product and Service Category®
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For non-U.S. suppliers, there were 414 products and services mentioned across 13 of the 18

broad product and service categories. The Services category accounts for 30 percent of 414

mentions (see Figure VIII-11). The Services and Spacecraft categories together represented 59

percent of the total product and service mentions. The category break-downs for United States

versus non-U.S. suppliers were similar, even though there were seven times as many product and

service mentions for U.S. suppliers.
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Figure VIll-11: Non-U.5. Based Space Suppliers by Product and Service Category®
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In addition, survey respondents indicated whether or not the suppliers provided systems, parts,
components, materials, or services that related to HSF programs. For U.S. suppliers, 40 percent
of the 1,588 suppliers identified in the survey provided products and services that were used for
the NASA HSF programs Shuttle, CxP, and ISS. Twenty-nine percent of the identified U.S.
suppliers provided products and services that were not used on NASA HSF programs. Survey
respondents were not sure if products and services procured from the remaining 31 percent of

identified U.S. suppliers were related to NASA HSF programs.

For the 301 reported non-U.S. suppliers, 29 percent provided products and services that were
related to NASA HSF programs. Twenty-eight percent of identified non-U.S. suppliers provided
products and services that were not related to NASA HSF programs. Survey respondents were
not sure if products and services procured from the remaining 43 percent of identified non-U.S.

suppliers were related to NASA HSF programs.

A total of 86 distinct non-U.S. entities were identified by survey respondents as NASA HSF

suppliers. The majority of these foreign suppliers were located in Japan, Germany, and Canada

108



(see Figure VI11-12). Although Japan had the most number of mentions, NASA suppliers were

dispersed globally across 20 recorded countries.®’
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NASA HSF respondents were also asked to report the products and services corresponding to
each of their Non-U.S. suppliers. For those Non-U.S. suppliers supporting HSF programs, there
were three products and services most often selected: Friction Stir Welding and Spun Formed
Dome, mainly from Germany; Propellants Used for Solid Fuel Rocket Propulsion, mainly from

Canada; and Integrated Circuits/Semiconductors, mainly from Japan.

%7 Nine countries were reported by survey respondents but not identified in Table X. These countries include (in
order of number of mentions): Australia, Chile, India, Ireland, Norway, Russian Federation, South Africa, and

Spain.
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IX. Future Outlook for NASA Suppliers

In addition to quantitative data on sales, research and development, capital expenditures, and
finances, OTE asked survey respondents to provide qualitative data on their actions and
perspectives regarding challenges and issues facing NASA HSF suppliers. These narrative
responses provide insight into the impact of the retirement of the Space Shuttle (Shuttle) and
Constellation (CxP) program transition, as well as the ability of companies to operate in other
markets. In most cases, these responses complimented and more fully explained the numeric

provided in other sections of the survey.

A. Impact of Space Shuttle Retirement and Constellation Program Transition

Survey respondents were asked to explain how the Shuttle retirement and CxP transition would
affect their business. Workforce reductions, the loss of critical skills and competencies, and
declining revenue were the three most prevalent themes provided by a significant number of

NASA HSF companies. A Tier 2 company summarized the issues, stating:

The retirement of the Shuttle program without an apparent successor program will
place in peril the expertise and knowledge of experienced personnel. The
Constellation program allowed for transition of that knowledge, which is now in
jeopardy. In addition, the sudden cancellation of the multiple Constellation
contracts not only impacted future business outlook, but squanders the significant
investment we have made to capture and maintain human-rated knowledge &
technology.®®

Other companies at different tiers expressed similar concerns about having to reduce their
workforce and losing competencies as a result of the Shuttle retirement and CxP transition. For
example, one Tier 3 company said, “We have already had to lay off 20 percent of our employees
and may have to lay off more if we cannot find replacement business.” A Tier 1 company
commented that the Shuttle retirement and CxP transition “... may oblige us to close our
[program office] and eliminate personnel. [The transitions] will also adversely affect our sales

and personnel at several manufacturing locations.”

% Man-rating or human-rating is term used to describe the certification of items as suitable for transporting humans.
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Companies also expressed concerns about a reduction in revenue. One Tier 3 company said,
“We anticipate losing approximately $400-500K of revenue we would otherwise have garnered
without the cancellation for Constellation. This represents approximately 5 percent of any one
year’s revenues.” A Tier 1 company dependent on NASA stated, “We will lose between
$100,000 to $500,000 worth of NASA contracts per year,” which accounted for 15 percent of
their sales.

Not all companies provided negative comments on the Shuttle retirement and CxP transition.
One Tier 3 company stated, “These decisions may allow for more resources to be directed to
non-human-flight scientific missions — providing more science per dollar and lower risk.
Developing new technology for the human space program will increase the long-term strength of
NASA.” A Tier 2 company stated that there would be a “short-term impact to 2011 and 2012
sales” but they expected “new revenue streams will be generated by the replacement NASA

programs.”®®

B. Preservation of Current Capabilities and Workforce

To assess the possible implications of the post-Shuttle, post-CxP environment, NASA HSF
suppliers were asked if they had a plan in place to preserve current capabilities and workforce.
Slightly more than half of survey respondents said they did have an established plan (see Figure
IX-1). Approximately the same percentage of respondents in each tier had plans in place to

preserve current workforce and capabilities.

% Further analysis of the impact of the Shuttle retirement and CxP transition on survey respondents can be found in
Chapters 1V, V, VI, VII, and X.
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Figure I¥-1: Does Your Company Have a Plan in Place to Preserve its
Current Capabhilities and Workforce in the Post-Space Shuttle, Post-
Constellation Program Environment?

Source: U5, Department of Commerce, Bureaw of Industry and Secwrty, NASA Supply Choin Network, June 20132

When asked to explain why they did not have a plan in place, the majority of companies said
they did not do enough business with NASA to warrant a plan. In addition, several companies
said they did not have a plan because of the difficulty of preserving competencies and the
workforce. One Tier 1 company explained, “The nature of the business is such that long-term
preservation of skilled teams is difficult. Given the long timelines generally required to craft

new programs, considerable capability will be lost.”

Survey respondents in lower tiers also lacked a plan due to difficulties in preserving their
workforce. A Tier 2 company said, “[The] company is a small business; our people had nowhere
else to go. They left the space program, many for good.” A Tier 3 company stated, “As a
company of 24 people- down from 36 due to the NASA CxP cutback — it is financially
unrealistic for us to retain any of the workforce as to ‘preserve capabilities’. The ‘capabilities’

are inside the workforce’s heads. When the workforce left, the capabilities left.”

Those NASA HSF suppliers with a plan in place faced significant challenges in maintaining
competencies and their workforce. One Tier 1 company commented:
The termination of these programs cannot easily be planned for - it would result in

the termination of thousands of employees, reduction of R&D available for space
programs company-wide, and the abandonment of Government Furnished
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Equipment (GFE) and capital equipment in place. We have been successful in
transitioning some of the workforce to existing company programs but have still
seen terminations on the order of 2,000 people.”

Lack of direction from NASA and frustration with the ambiguity of NASA’s future plans and
programs were common themes in the comments from industry. A Tier 1 company stated, “We
rely on a matrix management approach to maintain engineering capability across multiple
programs. However, this approach is best for small changes in staffing, not wholesale
cancellation of capability.” A Tier 2 company said, “We have a plan but we are still dependent
upon NASA. If there is a long delay between Constellation and a replacement program we will

not be able to preserve capability.”

Survey respondents cited that diversification of business lines and a focus on commercial
enterprises were the leading courses of action to preserve current capabilities and workforce
levels. A Tier 1 company said, “We are fortunate that [our product] has become a very attractive
product for use in commercial aviation as well. We expect these upcoming requirements to allow
us to retain and hopefully expand our capabilities and workforce.” Another Tier 1 company
focused on diversification, stating they were “working with [another company] on the
preservation plan for some products. Most products made for NASA are similar to products

made for other customers.”

Sixty-one percent of respondents that identified themselves as NASA-dependent said that they
had a plan in place to preserve their current capabilities and workforce. Of the respondents with
plans to maintain their current capabilities in place, approximately half were tier 3 companies
(see Figure 1X-2).
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Figure I¥-2: NASA-Dependent Suppliers — Does Your Company Plan to
Modify its Business Plan andfor Product Lines in Response to Space Shuttle
Retirement and,for Constellation Transition?

* Based on 1530 NASA-dependent companiss.
Sowrce: U5, Department of Commerce, Bureaw of Industry and Security,. NASA Sugply Chein Nenwork, June 20172

Many of the survey comments from NASA-dependent companies reflected the tentative nature
of their future plans. A Tier 3 company stated, “As a small business, all we can do is adjust
expenses as related to our overall business. If revenues drop off dramatically, then all we can do
slash expenses and unfortunately this would mean cutting jobs.” A Tier 2 company said, “We
are actively looking for other business opportunities in the event that the Constellation program
is terminated but due to the magnitude of the effort, the loss of the Constellation program would
devastate our business base and that would result in significant job loses.”

While most NASA-dependent companies with plans in place prepared to decrease their
workforce, some companies planned to redistribute workers in an effort to prevent layoffs. A
Tier 1 company said, “Our plan is to redeploy as many of our staff as we can to other
government programs/projects. Those we can't redeploy will be terminated. We can't guarantee

that any staff that is redeployed to other programs will be available to NASA in the future.”

NASA-dependent survey respondents without a plan in place mentioned similar concerns about
their future stability. Companies without a plan viewed job losses as the most significant impact
of the Shuttle retirement and CxP transition and did not see alternatives to prevent the decrease

in workforce. One Tier 3 company stated, “We will not be able to maintain our current
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workforce if the space program is completely retired. We will be forced to lay off 30 percent of
our employees.” Another Tier 3 company voiced similar fears, stating, “If Constellation is
canceled, the company will lose over half of its annual income.”

C. Existing Business Plan and Product Line Modifications

Survey respondents were asked if they have already modified their business plans and/or product
lines in response to the Shuttle retirement and CxP transition. Twenty-nine percent of companies

said they had modified business plans and/or product lines (see Figure IX-3).

Figure I¥-3: Has Your Company Already Modified its Business Plan
andfor Product Lines in Response to Space Shuttle Retirement
andfor Constellation Transition?

Source: U5, Departmant of Commerce, Burssw of Industry and Secwrity NASA Suggly Chein Network, June= 2012

The majority of the survey respondents that have not modified their business plans stated they
were waiting for definitive decisions on future HSF programs from NASA and Congress. For
instance, a Tier 1 company commented, “We are waiting to understand the effects on the
ongoing Orion and Ares development work before changing our business plans.” A number of
other companies said their sales to NASA are not significant to warrant changes to their business
plans. One such respondent, a Tier 3 company, said, “We do not directly sell to NASA. Some

of our customers may but there is no means to identify this activity or if it even takes place.”
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Of the 29 percent of survey respondents that modified their business plans, the primary action
taken was to reduce their workforce. For example, one Tier 3 company stated, “We have
reduced our workforce and have plans to sell or close the business and retire.” Similarly, a Tier
1 company said, “We reallocated approximately 75 employees to other projects and have not

hired back approximately 50 others.” A Tier 2 company said:

We have built a workforce to support the Constellation program activities. This
program is included in our strategic business plan, our sales forecasts and our
staffing plans. The loss of Constellation would devastate our workforce and
result in significant job loss.

Although personnel reductions were mentioned most in industry comments, many companies
also modified their plan to reduce their scale of operations. A Tier 1 company said, “We have
halted hiring and plans for facility renovations and capital purchases.” Similarly, a Tier 3
company said “We have already begun to not replace employees that leave and are cutting

capital improvements.”

Some companies also re-prioritized their business plans and objectives away from NASA,
reducing their NASA-specific capabilities over time. A Tier 1 company said, “Based on the stop
work order on [a] project received from the prime contract, we have begun reassignment
activities and reduced the forecast for future business.” A Tier 3 company said, “We cannot wait

for NASA’s decision — we are changing our priorities.”

Some respondents focused specifically on commercial space flight and aerospace industries as a
means of reducing dependency on NASA programs. For example, one Tier 3 company said,
“We have begun aggressively targeting other market segments with the plan to diversify our
revenue streams and ultimately eliminate our dependence on customer bases that are very
unstable.” Another Tier 3 company stated, “We have looked to modernize our machining
capabilities to become more efficient with hopes to enter commercial [space] arenas.” A Tier 1
company said, “We are allocating floor space once used for NASA production to commercial

aircraft applications.”
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Of the NASA-dependent companies, 49 percent said that they had already modified their
business plan and product lines in response to the Shuttle retirement and CxP transition.

Approximately half of these respondents were Tier 3 companies (see Figure 1X-4).

Figure X-4: NASA-Dependent Suppliers - Has Your Company Already
Modified its Business Plan andfor Product Lines in Response to
Space Shuttle Retirement andfor Constellation Transition?

Sourse: U5, Department of Commernce, Burssy of Industry and Secudity NASA Rugsly Choin Network, June 2012

NASA-dependent companies that have already modified their business plans mentioned
downsizing their workforce and considering alternative programs to generate sales. One Tier 3
company stated, “We have begun aggressively targeting other market segments with the plan to
diversify our revenue streams and ultimately eliminate our dependence on customer bases that
are very unstable.” Another Tier 3 company said, “We were concerned with this for some time
and have begun diversifying the company to include non-human spaceflight products and

services and non-space products and services.”

A number of NASA-dependent survey respondents with modified business plans identified a
shift from actively planning to protecting their company with anticipated changes. A Tier 3
company stated, “We have modified our business plan with the workforce reductions, although it
is very difficult to really strategize to determine ways to assist NASA when their direction,

funding and strategy are undefined. We are in a reactionary mode vs. strategic mode.”
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D. Scheduled Business Plan and Product Line Modifications

In addition to existing modifications, survey respondents were asked if they were planning to
modify or anticipated modifications to their business plans and/or product lines in response to the
Shuttle retirement and/or CxP transition. Twenty-six percent of NASA HSF suppliers said they
intended to adjust their plan (see figure IX-5). Of the 143 survey respondents that intended to
modify their business plans, 101 had already made modifications to their business plans due to
the Shuttle retirement and CxP transition.

Figure I¥-5: Does Your Company Plan to Modify its Business Plan
andfor Product Lines in Response to Space Shuttle Retirement
andfor Constellation Transition?

Sowrce: Us. Department of Commeroe, Bureaw of Industry and Security,. NASA Suggly Chein Network, June 2012

Many of the 143 companies were looking at shifting from reliance on NASA contracts to
contracts with other USG agencies and/or the commercial sector. For example, one Tier 3
company said, “We have always specialized in aerospace materials and have no plans to modify.
We will continue that specialty but with extra focus on commercial and military to try to offset
the loss of business from [the NASA] programs.” A Tier 1 firm said, “We will have to
reexamine our [product] investment strategy and potentially make changes to reflect an almost
exclusive dependence on commercial aviation, with some space activity remaining via our

[commercial space] business.”
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Some companies indicated that business planning was difficult due to fluctuating USG budgets
and policy priorities. A Tier 3 company stated, “The lack of technical direction and
appropriation funding inhibits our ability to have long-term vision and insight.” For example, a
Tier 3 company said, “Our plan is extremely fluid because Congress, the White House, and
NASA are still changing their plans. Once there is stability we will have a better idea of how to

move forward.”

Of the 150 companies that indicated they were NASA-dependent, 58 percent plan to modify their
business plans in response to the Shuttle retirement and CxP transition, compared to 29 percent
of all companies surveyed (see Figure 1X-6). Many companies were prepared to modify their
business plan in order to remain afloat. For example, one Tier 1 company stated, “We have been
and are continuing to modify our business plans and production facilities to accommodate the
lower production rates anticipated in the Constellation Program and have developed contingency

plans for further reductions/plant closures.”

Figure IX-6: NASA-Dependent Suppliers - Does Your Company Plan to Modify its
Business Plan andfor Product Lines in Response to Space Shuttle Retirement
andfor Constellation Transition?

Sournce: U5, Department of Commencs, Bursgy of Industry and Sscority,. NASA Supply Choin Network, Juns 2012

However, some NASA-dependent companies were finding it difficult to modify their business
plans. As one Tier 3 company put it, “We have already been pursuing multiple other customers,

[but] in today's space and defense markets, it is quite tough.” Other companies are even more
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desperate, when asked about modifying their business plan stating “Yes, we are looking to

survive somehow.”
E. Current and Future Participation in Commercial HSF Programs

Survey respondents were asked if they currently participate in commercial, non-NASA HSF
programs. Eighty percent of the 536 companies indicated they were not currently part of the
commercial HSF supply chain (see Figure 1X-7). A portion of these respondents made attempts
to participate but have not received any commercial business or were unable to identify

opportunities.

Figure IX-7: Does Your Company Currently Participate in Commercial
(non-MASA) Human Space Flight Programs?

Eource: US. Department of Commercs, Burezu of Industry and S=cority. NASA Sugelp Chein Network, June 20132

Some of the 106 companies participating in non-NASA HSF programs indicated they provided a
number of specific products and services — such as propulsion systems, electronics, structural
components, mechanical products, and training support — to U.S. commercial companies. A Tier
2 company stated, “We are currently supporting [companies] with their commercial space flight

programs and we are hoping to support others.”

When asked if they currently participate in commercial, non-NASA HSF programs, 76 percent
of NASA-dependent survey respondents indicated they were not part of the commercial HSF
supply chain (see Figure 1X-8). Many of these companies were not sure of the destination of
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their final goods, or stated that wanted to enter the commercial HSF market but believed there

were no opportunities to do so.

Figure IX-8: NASA-Dependent Suppliers - Does Your Company
Currently Participate in Commercial (non-MASA) Human Space Flight
Programs?

® Based on 150 NASA-~dependent companiss.
Sowrce: U5, Department of Commercs, Bureaw of Industry and Security, NASA Supplp Chein Network, June 2012

In addition to current participation, all survey respondents were asked if they anticipated taking
part in commercial, non-NASA HSF programs in the future. More than half of respondents said

they intended to participate in commercial HSF programs (see Figure 1X-9).
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Figure -9: In the Future, Will Your Company Participate in
Commercial (non-MASA) Human Space Flight Programs?

Source: US, Department of Commerce, Burssy of Industry and Secwrity,. NASA Sugply Choin Nenweork, June 2012

While many companies expressed desire to participate in commercial HSF programs, they
anticipated barriers to entering the market. A Tier 3 company hoped to participate, but stated,
“...there is currently nothing in our backlog that supports commercial human space.” Another
Tier 3 company said, “That will depend on how successful we are in building new professional

relationships in the commercial sector. We expect this to be difficult, but we are willing to try.”

Another barrier to entering the commercial HSF market listed by respondents was vertical
integration. One Tier 3 company said they will attempt to gain commercial HSF business, but
have not received orders because commercial HSF companies were performing the work in-
house. A Tier 2 company stated, “Although we are hopeful to participate in future programs,
early indications are that the primes involved have a preference for vertical integration except for

commercial off-the-shelf hardware.”

Some respondents expressed concern with conducting work on both commercial and NASA HSF
programs in the future. For example, a Tier 2 company said, “Participation in commercial
human spaceflight programs may be possible, but will be examined on a case-by-case basis.

Avoidance of organizational conflicts of interest with current work is a significant factor.” A
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Tier 1 company said their participation in commercial HSF programs will depend on NASA,
stating:

As NASA determines how to move forward with commercial human spaceflight,
we anticipate we will participate in whatever [effort is] mandated. [It] depends on
NASA funding level of commercial human spaceflight programs and the
willingness of commercial ventures to contract with existing NASA contractors
for human spaceflight engineering services expertise. There may be a bias against
expertise developed under support to NASA Field Centers being viewed as too
traditional or too bureaucratic in nature to support a commercially funded venture.

Of the survey respondents that identified themselves as dependent on NASA, 69 percent
indicated they planned to participate in commercial, non-NASA HSF programs (see Figure IX-
10). Many of these companies were willing to support commercial programs if they could find
opportunities or find the right fit for their business. However, some respondents indicated that
they were not sure about the feasibility of participating in such programs. For example, a Tier
1company stated, “Without NASA providing the base and stability we do not believe human
spaceflight will advance beyond the venture capital stage. With a NASA commercial space

program to provide an anchor tenant, commercial spaceflight programs may be viable.”

Figure IX-10: NASA-Dependent Suppliers — In the Future, Will Your
Company Participate in Commercial (non-MASA) Human Space Flight
Programs?

* Based on 1530 NASA-dependent companizs.

Source: US. Department of Commercs, Buresy of Industry and Sscurity NASA Supgly Choin Network, Tune 20132
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F. Impact on Other USG Agencies

Survey respondents were asked if the loss of Shuttle or CxP business would directly or indirectly
affect their ability to maintain business lines with other USG customers, and to identify the
affected customers. Sixteen percent or 86 NASA HSF suppliers stated that their business with
other USG customers will be impacted in some form. Of these companies, 77 percent were
dependent on NASA business. Overall, Tier 3 companies had the highest rate of cross-agency
impact as a result of the Shuttle retirement and CxP transition.

Companies expected the loss of Shuttle or CxP business to primarily impact the availability of
products and services, program costs, workforce levels, and technology development. These
companies provided goods and services not only to other NASA programs, but to the National
Oceanic and Atmospheric Administration, the Federal Aviation Administration, and various

defense-related agencies.”

The Shuttle retirement and CxP transition will primarily affect NASA’s centers and non-HSF
programs, with 60 survey respondents reporting that their NASA business will be impacted (see
Figure 1X-11). After NASA, the Missile Defense Agency, the U.S. Army’s Space and Missile
Defense Command, and the U.S. Air Force’s Space and Missile Systems Center were identified

as the most affected agencies.

" Defense-related agencies were the Defense Advanced Research Projects Agency (DARPA), the Office of the
Director for Defense Research and Engineering (DDR&E), the Missile Defense Agency (MDA), the National
Reconnaissance Office (NRO), the U.S. Army’s Space and Missile Defense Command (SMDC), and the U.S. Air
Force’s Space and Missile Systems Center (SMC), and the U.S. Navy’s Office of Naval Research (ONR).
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Figure I¥-11: U.5. Government Agencies Impacted by Respondent
Loss of Space Shuttle/Constellation Business by Tier

#] 10 20 30 40 50 &0
Number of Recpondents

Tierl mTier 2 WTier 3

Eowrce: US. Departmant of Commerce, Bureaw of Industry and Security. NASA Supgly Chein Nerwork, June 2012

Specifically, survey respondents noted that the loss of Shuttle or CxP program business will
impact contracts with other USG agencies through the loss of experienced personnel, increased
cost of equipment and operations, potential loss of software and manufactured products, and
reduction in R&D expenditures. Encapsulating many of the issues raised by survey respondents,

a Tier 1 company explained:

The Constellation Program ... has been a significant source of business for us and
our supplier base. Sales base generates R&D funds that are used to innovate
across the enterprise. The reduction of sales will result in the reduction of R&D
funds across the enterprise. Additionally, critical capabilities being developed for
the Constellation program ... have cross cutting applicability to the enterprise—in
talent that moves between programs and in capital facilities. The skilled
workforce that supports the Constellation Program is of direct benefit to our
NASA and other government customers. The importance of high visibility
programs such as the Space Shuttle and Constellation programs for education and
outreach in STEM areas should not be underestimated. In most cases these
programs are the ambassadors on college campuses drawing students to work in
defense and aerospace jobs.

NASA’s non-HSF programs stand to be most affected, as the workforce and expertise of survey

respondents providing services to Shuttle and/or CxP were also used for other NASA-programs,
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including earth sciences. Some survey respondents indicated that CxP work was critical in
allowing companies to maintain large, skilled workforces that could then be used to support a
variety of NASA programs. The loss of personnel and increased cost of operations could impact
many companies’ ability to cost-effectively support NASA in the future. As a Tier 3 company

explained:

Prior to Shuttle and Constellation cancellation we were able to leverage
Shuttle/Constellation personnel to support, for example, Space Station needs.
Post-Shuttle/Constellation cancellation, these personnel are no longer available
for cross-utilization.

The Missile Defense Agency (MDA) was the second most mentioned agency, with 28 companies
indicating that their business with MDA will be impacted by the Shuttle retirement and CxP
transition. A Tier 3 company explained the cross-functional impact, stating, “MDA business
opportunities have benefited from our successful NASA R&D efforts.” Likewise, a Tier 2
company stated, “We have applied similar skills sets to both NASA and MDA and the loss of our
NASA personnel will negatively influence our ability to provide such resources to MDA.” Not
only will innovation and workforce be affected, but maintenance of physical inventory could be
vulnerable, as a Tier 3 company explained, “With the loss of the space customers we may not be
able to keep enough inventory to satisfy Missile Defense.” Finally, a Tier 2 company stated,
“The loss of the Constellation & Space Shuttle programs will invariably cause an increase in
costs to MDA and SMDC.”

In addition to MDA, 27 survey respondents maintaining business with the U.S Air Force/Space
and Missile Systems Center (SMC) expected cost increases and collateral impact to workforce
and innovation as a result of lost NASA work. Cost seemed to be the primary issue concerning
suppliers, as several Tier 2 and 3 companies said the loss of Shuttle or CxP business will force
prices to rise for other programs. A Tier 3 company explained, “Technology developed on
NASA projects provided foundation for proposals and programs with DOD customers.”
Regarding workforce, a Tier 2 company stated:

Because we had developed a workforce to support large programs such as
Constellation, we have the ability to respond to other opportunities as they arise.
The Constellation program gives us the ability to share human resources across
programs and to retain a skilled workforce.
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Additionally, 27 companies said their business lines to the U.S Army/Space and Missile Defense
Command (SMDC) would be impacted as result of the loss of Shuttle and/or CxP business.
Survey respondents again indicated that reductions in NASA-related workforce, capability, and
revenue will affect their performance in furnishing SMDC programs. As a Tier 1 company
stated, “Some [NASA-related] materials are in common [with SMDC programs], and therefore
the overall technical base gets impacted by the loss.” Additionally, a Tier 3 company explained,
“Loss of skill and capabilities means any new work will start without the benefit of in-place

resources.”

Companies will be strained to begin new work with other USG agencies, as one Tier 3 company
described, “The loss of expertise and revenue from NASA will directly impact our ability to bid
tasks and the quality of those bids.” Overall, there could be fewer companies bidding on NASA-
related and other USG projects because of declining skills and capabilities. The repercussions of
lost NASA HSF business could be more dramatic as some survey respondents, especially in the

lower tiers, did not know what USG agencies they supported.

G. NASA-Related Product Compatibility with Non-NASA Customers

Compatibility between NASA-related products and non-NASA customers indicates the potential
ability of companies to diversify their customer base in light of declining NASA HSF business
opportunities. To gauge the industrial base’s ability to diversify, OTE asked survey respondents
to report the percentage of their NASA-related products that were compatible with non-NASA

customers and applications.

Forty percent of survey respondents indicated that their NASA-related products were nearly 100
percent compatible with non-NASA customers, with an additional 14 percent of companies
having more than 50 percent compatibility (see Figure 1X-12). Conversely, 27 percent of
companies said they had between 50 and zero percent compatibility between their NASA-related
products and their non-NASA customers and applications. The remaining 19 percent of survey
respondents were not sure about the compatibility of their NASA-related products, which could
be due to a lack of market knowledge or inexperience with non-traditional customers.
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Figure 1X-12: Compatibility of NASA-Related Products with Non-
NASA Customers

B Mot5ure B None M Lezsthan 25% O Between 25-50% O Morethan 508 0O Near 1003

ERourca: U5, Department of Commeros, Burssy of Industry and Sscority. NASA Sugply Chain Network, June 20132

From a tier perspective, approximately 40 percent of the companies in each tier said they had
near 100 percent compatibility between their NASA-related products and their non-NASA
customers (see Figure 1X-13).

Figure IX-13: Compatibility of NASA-Related Products with
MNon-NASA Customers by Tier
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Of the 150 survey respondents that identified themselves as dependent on NASA, 31 percent
indicated that their NASA-related products were nearly 100 percent compatible with non-NASA
customers, with an additional 27 percent of companies having more than 50 percent
compatibility (see Figure 1X-14). Conversely, 26 percent of NASA-dependent companies said
they had between 50 and zero percent compatibility between their NASA-related products and
their non-NASA customers and applications. The remaining 16 percent of NASA-dependent

survey respondents were not sure about the compatibility of their NASA-related products.

Figure 1X-14: NASA-Dependent Suppliers — Compatibility of NASA-
Related Products with Non-NASA Customers

B MNotSure B None BELes:zthan 25% OBebween 25-50% 0O More than 5086 O Mear 1005

® Based on 130 NASA-dependent companies.

Eouree: U5, Department of Commerce, Bursay of Industry and Secuority NARA Supply Choin Network, June 2012

H. Post-Shuttle/Constellation Guidance from Prime Contractors

Survey respondents were asked if they received any guidance from prime contractors affiliated
with NASA on how to respond to the Shuttle retirement and CxP transition. Ninety-two percent

of companies received no guidance from NASA-affiliated prime contractors (see Figure 1X-15).
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Figure I¥-15: Have Prime Contractors Affiliated with NASA Programs
Provided Your Company Guidance on How to Best Respond to Space
Shuttle Retirement andfor Constellation Transition?

Source: US. Department of Commerce, Buresw of Industry and Secwrity, NASA Bugply Chein Network, lune 20132

For the vast majority of respondents, there was a general lack of information and communication
from the prime contractors on this subject. To this point, a Tier 3 company said, “The prime
contractors do not provide any guidance on the issue or really any other issues. Their only
concern is that we are available when needed.” Another Tier 3 company said, “We received no
communication from the prime other than the stop work order.” A third Tier 3 company said,
“No guidance has been provided directly and/or indirectly from NASA or the primes. As such,

the only source of information is based upon media reports.”

Some companies were sympathetic to primes and indicated that the primes were in a similar
situation of uncertainty. A Tier 3 company said, “NASA’s current lack of strategic vision and
programmatic opportunities presents the same challenges to primes.” Another group of survey
respondents were not concerned by the lack of guidance from prime contractors, stating that their
NASA-related business was too small to warrant such communication.

Some of the eight percent of survey respondents that received guidance documented the benefits
of communication with prime contractors. For example, a Tier 3 company said, “We have
worked with [the prime contractor] and NASA to adjust our inventory levels and helped

transition departments that have been closed. We have shifted resources accordingly.” One
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prime, a Tier 1 company, also reported that they “provided guidance to [their] subs on required
reductions based on reduced funding and revised task orders from NASA.”

Of the 150 companies that identified themselves as dependent on NASA, 84 percent received no
guidance from their NASA-affiliated prime contractors (see Figure 1X-16). One Tier 3 company
stated, “I think there is still too much confusion as to what is going to take place with regards to
how it will impact our business.” A Tier 2 company said, “I think they are probably figuring that

we will all take care of ourselves if we are not a major supplier.”

Figure I¥-16: NASA-Dependent Suppliers - Have Prime Contractors Affiliated
with MASA Programs Provided Your Company Guidance on How to Best
Respond to Space Shuttle Retirement andfor Constellation Transition?

* Based on 130 NASA-~dependent companies.
Source: U5, Department of Commeroe, Bureaw of Industry and Secwrity. NASA Sugely Choin Nerwork, June 2012

The majority of those that did receive guidance were Tier 3 companies. One Tier 3 company
said of their prime contractor, “To the best of their ability they have attempted to project future
requirements for the Constellation Program.” A Tier 2 company commented, “We worked with
[the prime contractor] to address production of final components and maintenance of tooling and

other customer-owned resources as required under existing contracts.”
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I. Post Shuttle/Constellation Guidance from NASA

Similar to their experiences with prime contractors, the vast majority of survey respondents did
not receive guidance from NASA. Ninety-four percent of survey respondents indicated they
have not received any guidance on how to best respond to the Shuttle retirement and CxP
transition (see Figure 1X-17).

Figure IX-17: Have NASA Officials Provided Your Company Any
Guidance on How to Best Respond to Space Shuttle Retirement
andfor Constellation Transition?

EBowrca: U5, Department of Commerce, Bursaw of Industry and Secority, NASA Sugsly Choin Network, lune 2012

The comments from companies that did not receive guidance from NASA were similar to those
who did not receive guidance from prime contractors. A Tier 3 company stated, “We have
received no communication from an official source.” Several companies stated that the survey
for this assessment was the first government notice they received that the Shuttle and CxP
programs were being cancelled, with one Tier 3 company stating, “This survey is the first
interaction | have had on the subject.”

Those companies that did receive guidance from NASA were satisfied with the information and
quality of services they received. A Tier 1 company said, “Industry forums and workshops
NASA sponsored in 2010 ... have proven helpful in planning alternative uses for [our]
technologies and capabilities beyond Constellation.” A Tier 2 company stated:
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The [Johnson Space Center (JSC)] Joint Leadership Team is working with senior
contract management to determine JSC core competencies and how they can be
applied to surrounding job markets such as petrochemical, medical, and shipping.
JSC is also working to make available resources that can aid the
Shuttle/Constellation workforce in the transition.

Of the survey respondents that identified themselves as NASA-dependent, 85 percent indicated
they have received no guidance from NASA (see Figure 1X-18). Most of these companies stated
that they have had no conversations with NASA personnel on this subject. A Tier 3 company
said, “There have been no opportunities for such interchange.”

Figure IX-18: NASA-Dependent Suppliers — Have NASA Officials Provided
Your Company Any Guidance on How to Best Respond to Space Shuttle
Retirement andfor Constellation Transition?

® Bagad on 130 NASA-dapendent companias.

Sowurce: UL, Departmant of Commerce, Burssy of Industry and Secwrity. NASA Sugsly Choin Network, June 2012

The majority of those NASA-dependent companies that did receive guidance from NASA were
Tier 1 companies. For example, a Tier 1 company stated, “We work closely with NASA senior
management at the center and headquarters level, along with local community and state-level
initiatives.” A Tier 3 company said that while it has had contact with NASA, “it has been
difficult due to the fact that NASA does not have a great degree of information to share with its
Contractors regarding Constellation.”
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J. Interaction with Economic Development Agencies/Organizations

OTE asked survey respondents if they had worked with any regional, state, local, or non-profit
economic development agencies/organizations to address the post-Shuttle, post-CxP
environment and to explain their response. Of the 536 responses, 45 companies or eight percent
indicated that they had worked with any such agency/organization (see Figure 1X-19). The top
locations of the agencies/organizations that companies reported working with were in California,
Alabama, and Florida.

Figure I¥-19: Survey Respondents Who Have Worked With Any Regional,
State, Local, or Mon-Profit Economic Development Agencies/Organizations

Top Locations of Agendes/Craanizations:
[#of Companiss)

Californiz [10}
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wirginiz [4)
hanyland [2)
Cther [13}

Eource: U5, Department of Commerce, Buresy of Industry and Security, NASA Supply Choin Nerwork, June 2012

Contact with agency/organizations varied between tiers. Eighteen percent of all Tier 1
companies indicated that they had worked with an agency/organization to address the post-
Shuttle, post-CxP environment. In comparison, six percent of both Tier 2 and Tier 3 companies
reported that they had done the same.”

Some companies indicated they have worked extensively with numerous organizations to
address multiple issues. A Tier 1 company commented, “Our company works with numerous
agencies, organizations, and universities to promote and advance human spaceflight, our

communities, and our business interests. These efforts include policy advocacy and the location

™ A list of organizations/agencies mentioned by survey respondents can be found in Appendix D.
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of future business operations.” A Tier 2 company also commented on their extensive work with

agencies/organizations, stating,

We have worked extensively with [multiple organizations/agencies], providing
information related to our workforce's capabilities, skills availability, and
demographics. Together we've identified industries and businesses where our
skills are directly transferable. ... We are also working with local DOD
representatives, representatives from the [universities] to help define
opportunities, possibilities and challenges.

Other companies had less extensive interactions with agencies/organizations regarding
addressing the post- Shuttle, post-CxP environment. A Tier 3 company stated the, “Center for
Economic Growth in NY has helped us with training.” Another company explained that,

“Introductory meetings [have been] held with Space Florida.”

Ninety-two percent of companies indicated they had no contact with any agency/organization to
address the post-Shuttle, post-CxP environment. Many of these companies were struggling with
a lack of available information, as one Tier 3 company explained, “We were not aware that these
resources were available to address the post Shuttle and Constellation programs.” Some did not
see a need to work with an agency/organization because, as one company stated that their

“revenue from NASA related projects is inconsequential to our overall business.”

K. Willingness to Work with NASA on Future Programs

In an effort to obtain industry views on future cooperation with NASA, OTE asked survey
respondents if they were willing to support future NASA human space flight (HSF) programs.
Despite losing current and future Space Shuttle (Shuttle) and Constellation (CxP) contracts, 86
percent of survey respondents indicated their willingness to support future NASA HSF programs

(see Figure 1X-20). This willingness was apparent in all three tiers.
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Figure IX-20: Is Your Company Willing to Support Future NASA
Human Spaceflight Programs?

Source: US. Department of Commerce, Buresw of Industry and Security. NASA Supply Chain Network, June 2012
Many companies highlighted their competencies and ability to assist in future NASA HSF
programs. For example, a Tier 3 company said, “We believe our skill set(s) would be useful for
any future space program, and would be helpful for the man-rating of software and hardware.”"
Another company commented that, “The expertise and capabilities developed with the Space
Shuttle program can translate directly to the next generation of programs for forming, machining

and processing of complex sheet metal parts and assemblies.”

Some of these companies emphasized that while there was personal fulfillment in working with
NASA, it often was not the easiest business relationship for them to maintain due to business
uncertainties and risks. A Tier 1 company said, “...Our support for NASA's human spaceflight
dates back many decades, and we would like to continue to support it in the future. However, the
uncertainty in NASA's planning creates a difficult situation for businesses.” A Tier 3 company
echoed similar concerns, stating:

We love assisting NASA. We have the best aerospace engineers and technicians
available in the USA today, many who came to NASA because of Constellation
and Shuttle. Today, many work on NASA programs fully knowing they can
make higher pay elsewhere. While there is potential that they will look elsewhere
because their dream job is disappearing, any new, strong leadership with a focus
on human spaceflight and a near term mission will likely entice people to stay.
Otherwise, it's just a job and they will go for the highest pay.

"2 Man-rating or human-rating is a term used to describe the certification of items as suitable for transporting
humans.
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Some of the 74 survey respondents or 14 percent who indicated they were not willing to support
future NASA HSF programs also mentioned uncertainties faced by NASA suppliers. More than
half of these respondents, 54 percent, were Tier 3 companies. Some respondents said NASA was
unrelated to the main focus of their business, while others said the environment was too
uncertain to factor NASA business into future plans. For example, one Tier 3 company

commented, “Probably not. It does not appear to be a sustainable business.”

L. Market Segments Served in Last 5 Years/Next 5 Years

Survey respondents were asked to identify what industry/market segments their company served
in the last five years, as well as what segments their company planned to target in the next five to
ten years. Companies could identify up to five industries/market segments for each timeframe,
which OTE then classified into 29 different categories. It is important to note that while a
company might have indicated that it will stay in the same category, any shifts in focus to other

aspects of the industry/market segment are not captured by these broad categories.

The largest industry/market segments served in the past five years were Aerospace and Defense
at 16 and 15 percent of total reported segments, respectively (see Figure 1X-21). While these
two segments remained the largest industry/market segments identified by respondents for the
next five to ten years, both experienced declines. In addition, the Energy and Healthcare
industry/market segments experienced the largest increases in the number mentions by

respondents for the next five to ten years.
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Figure 1X-21: Top Five Industry/Market Segments Served
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Sowrce: US. Department of Commerce, Buregw of Industry and Secwrity, NASA Supply Choin Network, June 20132

M. Actions Taken to Improve Competitiveness in Last 5 Years/Next 5 Years

Survey respondents were asked to describe the actions they have taken in the past five years to
improve their competiveness. They were also asked to describe the actions they planned to take
in the next five years to improve their competiveness. OTE then classified the narrative

responses into ten action categories. Companies could provide one or more responses.

Capacity/Property, Plant and Equipment (PP&E) Investment was the action most commonly
identified by companies for increasing past and future competiveness (see Figures IX-22 and IX-
23). Cost Reductions and Efficiency was the second most commonly cited action identified by
companies for increasing past as well as future competiveness, comprising 16 percent of
responses for both past and future actions. Staff Adjustments and Training/Certifications
continued to be actions taken to improve competitiveness by 10 percent or more of NASA-

dependent respondents.
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Figure IX-22: Actions To Improve Competitiveness in the Last 5 Years

s NASA
Cat al LER LI Cependent

Esory Rezpondents MASA R * d
Rezpondents espon

Capacity/PP&E Investment 21% 22% 18%

Cost Reductions/Efficiency 165 165 17%
Automation/Lean Manufacturing 10054 11% 7%

Innovation/RE& D, Design 1056 105 10%

Customer Senvice,/Cuality Control =L b=t -] 105
Marketing Improvements 25 B3 538
Buziness Restructuring o5 ] -]
Training/Certifications T 75 11%

Staff Adjustments 7% G5 11%
Status Quo 3% 3% 4%

Eased on 312 responses
Source: U5, Department of Commerce, Bureau of Industry and S=curity. NASA Sugply Choin Network, June 2012

Figure X-23: Actions To Improve Competitiveness over the Next 5 Years

Mot
T All Cependenton Degz?:mt
Respondents MASA Froreriere
Respondents
Capacity/PP&E Investment 21% 22% 15%
Cost Reductions/Efficizncy 16% 14% 2005
Innovation/R& 0y Design 11% 12% 9%
Customer Senvice /Quality Contral 1054 1% 10%
Marketing Improvements o955 105 9%
Training/Certifications 8% 7% 105
Business Restructuring 35 95 4%
Automation/Lean Manufacturing 7% 8% 4%
Status Quo E5% B% G5
Staff Adjustments = 25 105

Eased on 493 responses
Eource: US. Department of Commerce, Bursaw of Industry and S=curity. NASA Supply Chein Network, Tune= 2012
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N. Main Issues Affecting Long-Term Industry Viability

Survey respondents were asked to identify the main issues and challenges that affected the long-
term viability of their company. OTE asked companies to choose from 12 pre-identified issues;
respondents could select one or more issues that were of concern. The issue identified by the
most respondents was Domestic Competition, with 55 percent of respondents overall (see Figure
IX-24). It was also the main issue identified by the most respondents in each tier. A Tier 2
company stated, “Larger competitors offer lower prices due to being more vertically integrated
and having more automation.” A Tier 2 company said, “Domestic competition has increased due

to fewer customers in tough economic times.”

Figure 1X-24: Main Issues Affecting Long-Term Viability*

Domestic Competition
Wariability of Demand
Foreizn Competition
Healthoare

Governmant Regulations
Skills Retention

Tanes
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Imports
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“Based on 452 respondents that answered
Source: US. Department of Commerce, Buresw of Industry and Security. NASA Supply Choin Nenwork, June 2012

The second most commonly cited issue/challenge by survey respondents was Variability of
Demand. Many of these respondents commented on how this issue affects all aspects of their
businesses. For example, a Tier 2 company stated, “Variability of demand driven by changing
launch manifests as well as low volume & single year orders, is the single greatest challenge we
face in both retaining a qualified workforce and justifying minimal capital investment/
improvements.” A Tier 3 company said, “Variability of demand has been brutal over the last
two years, before that we could withstand the slight variations but the last two years has seen us
set back in growth by 10 years.”
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Respondents face other challenges, such as Healthcare. Several respondents mentioned that
healthcare costs were their highest cost after payroll, and most companies cited the increased
costs of healthcare as driving up their expenses. As one Tier 3 company explained, “Healthcare
costs increasing at 10 to 15 percent per year are unsustainable and will crush us in the next five
to 10 years and likely force us to abandon or decrease benefits.” A majority of Tier 3 companies,
51 percent, cited Healthcare as a main issue/challenge affecting their company, as compared to
only 39 percent of Tier 2 and 32 percent of Tier 1 companies.

Similar to the overall survey population, NASA-dependent respondents cited Variability of
Demand and Domestic Competition as the top two issues affecting their long-term viability (see
Figure 1X-25). However, NASA-dependent companies identified Skills Retention as the third
top issue, which was impacted mostly by uncertain economic conditions. As one Tier 2
company stated, “Without a program such as the Constellation program we will be unable to
retain a skilled workforce that has the ability to support the potential commercial providers when
they are ready.” One Tier 1 company said, “In programs which fluctuate year after year, it is
very difficult to continue to keep skilled positions without them desiring more stability and will
leave the company.”

Figure IX-25: NASA-Dependent Suppliers — Main Issues
Affecting Long-Term Viability*
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Source: US. Department of Commerce, Bureaw of Indwstry and Security. NASA Sugely Chein Network, June 2012
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0. Recommended Policy/Regulatory Changes for the U.S. Government

OTE asked survey respondents to identify what policy changes or regulatory reforms they
recommend the USG implement to enhance their competiveness. OTE received 429
recommendations and sorted them into 13 different categories (see Figure 1X-26). Due to the in-
depth narrative provided by some survey respondents, a number of individual comments were

classified into multiple categories.

Figure ¥-26: Top Policy Changes/Regulatory Reforms
Recommended to the U.5. Government*

Implement Export Control Reform 1EH
Implement Tax Reform 15%
Strengthen Industrizl Policy 15%
&ensral Regulation Reform 14%
Address Small-nedivm Enterprizse [SME) Conoems 10%
Implement Contracting/ Procurement  Reform %
Implement Healthcare Refarm =%
support RED Efforts [Tax Credits, =tc) 4%
Etrengthen/Establish Stable Space Policy TH
addrezs Minority Business |ssuss 2%

* Ac 3 percentaze of 420 comments recenved.

Sowurce: US. Department of Commeros, Bureaw of Industry and Securty, NASA Supglp Chein Network, June 2012

Export Control Reform was the most commonly cited recommendation, with 17 percent of
responses recommending the USG take action in the area. For example, a Tier 1 company
recommended that the USG should engage in “developing a better ITAR regime for launch
vehicle and space products.””® Another Tier 1 company wanted export regulations to be simpler,
stating:

The U.S. Government should provide a single export control restriction list

limited to only those critical technologies that we must protect, and the list should

be reviewed frequently for relevancy. There should be clear criteria what should
be on the list. Provide a single agency for handling all export control.

Fifteen percent of responses cited Tax Reform as the second most mentioned recommendation
for the USG. A Tier 2 company commented, “Tax strategies in the U.S. prevent us from

bringing money into the U.S. that was earned by our subsidiaries - including royalties owed to

" ITAR stands for International Traffic in Arms Regulations.
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the parent company. This limits funds available for U.S. investment by the parent company.” A
Tier 3 company explained, “High taxes on small businesses reduce the amount of capital that

could otherwise be invested in R&D or expanding the business.”

In addition, 15 percent of survey responses also recommended policy changes related to
Industrial Policy, with the majority of comments for strengthening current policies. For
example, one Tier 3 company said, “Remove all the exceptions to the Buy America Act;
purchase domestic materials only wherever possible.” Another respondent, a Tier 1 company,
suggested implementing “a U.S. Government policy that requires all Government payloads
(including secondary and hosted payloads) to be launched by U.S. launch service providers...”
A Tier 2 company stated, “Foreign contribution should be considered a viable option in the areas

where U.S. firms do not maintain the greatest level of experience and heritage.”

Many of the responses grouped into the Industrial Policy category expressed concerns about
currency manipulation and their desire for the USG to address the issue. Comments from these
companies highlighted the belief that this practice puts U.S. companies at a disadvantage. For
example, a Tier 3 company commented that the USG should, “Punish sovereign currency
manipulation.” Another Tier 3 company stated that the USG should “implement and enforce
stronger policies with foreign countries that are using unfair trading practices such as currency

value manipulation.”
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X. Supply Chain Dependency on NASA

The transition of NASA human space flight (HSF) programs, specifically from the Space Shuttle
(Shuttle) and Constellation (CxP), will have a varied effect on the health and competitiveness of
companies identified in NASA’s supply chain. For survey respondents with limited financial
exposure to NASA business, the loss of these programs is anticipated to have minimal, if any
financial impact. Other groups of survey respondents that had more exposure to NASA-related
business expressed some concern about the potential loss of sales, skills, knowledge, and
production capabilities. The remaining 150 survey respondents — the focus of this chapter — were
companies determined to be dependent on business from NASA to maintain their core

production, workforce, and technical capabilities and overall financial viability.

HSF suppliers that are dependent on NASA were identified through their survey responses.
Survey respondents were asked if they thought they were dependent on NASA-related business.
The definition of dependency was left open to allow companies to reflect on how they were
specifically affected by NASA business. Most of these respondents supplied explanations to
provide insight into the reasons for and potential consequences of their dependency on NASA.
In total, 150 companies, or 28 percent of all survey respondents, declared themselves dependent
on NASA-related business.

To validate and further understand this dependency, OTE determined NASA-dependent HSF
suppliers using a sales metric as a determinant of dependency — the percentage of total sales they
derived from NASA-related business. This percentage also allowed OTE to isolate dependencies
on sp