




December 8, 1999

The Honorable Fred Thompson

Chairman

Committee on Governmental Affairs

United States Senate

Washington, DC  20510-6250

Dear Mr. Chairman:

Subtitle B of the Federal Acquisition Streamlining Act of 1994, Title V (FASA V), requires the Administrator of the Office of Federal Procurement Policy to provide to Congress each year an assessment of executive agencies= progress implementing performance-based acquisition management for major acquisition programs.  Performance-based management requires that cost, schedule and performance goals are established for all major acquisition programs, and that agencies achieve, on average, 90 percent of those goals.  This is our third annual report for 16 major civilian agencies; the Secretary of the Department of Defense (DOD) provides the status of major defense acquisition programs in DOD=s Annual Report to Congress.

Office of Management and Budget (OMB) Circular A-11, Part 3, Planning, Budgeting and Acquisition of Capital Assets, presents unified guidance to agencies on implementing the performance-based acquisition management mandate of FASA V, and is designed to coordinate collection of agency information for this report.  Major acquisitions of new capital assets must be justified in terms of agency strategic goals and needs, reflect sound acquisition and capital planning decisions and include measurable cost, schedule and performance goals.  For ongoing acquisition programs, agencies report progress toward achieving baseline goals; explain actual or projected deviations from those goals; and describe actual or planned corrective action as needed to achieve baseline goals.  The format for agency submission of major acquisition information is Exhibit 300B, Capital Asset Plan and Justification prescribed by A-11, Part 3.

Agencies select which new and ongoing acquisition programs will be reported each year after consultation with OMB.  Circular A-11 suggests they consider the following when deciding whether an acquisition should be characterized as Amajor@: 1) importance to agency mission; 2) amount of development, operations and/or maintenance costs; 3) degree of risk; 4) estimated return on investment; and 5) planned role in administering agency finances, property, other resources or programs.  We should note that Circular A-11 directs agencies to develop capital asset plans for all acquisitions, though only "major" investments are normally reported to OMB.

As part of the continuing effort to improve major acquisition management by agencies, OMB working with the Chief Information Officer Council has instituted new procedures to better coordinate and integrate budget reporting of Information Technology (IT), for the Fiscal Year (FY) 2001 budget.  Circular A-11, Part 3 was revised to incorporate Raines' Rules (OMB Memorandum 97-02) criteria for funding IT system investments and to require full up-front cost estimates for the life-cycle of each major IT investment.  The results of these changes are:  1) major IT acquisitions are now treated like all other capital assets; 2) IT is integrated into agencies= overall capital planning and budget processes; 3) agency managers, OMB, and Congress will have sufficient planning data to make well-informed budget decisions; and 4) acquisition strategy (contracting method) and cost, schedule and performance baselines are more closely linked to agency mission and strategic goals and objectives.  The lessons learned from this closer look at IT investments for FY 2001 will be incorporated for all major acquisitions the following year.

This year, in order to better address the two major components of the FASA V mandate -- first, that agencies demonstrate sound decision-making and a results-oriented focus when planning for projects, and second, that agencies effectively manage ongoing programs to achieve intended results -- we reviewed and assessed new and ongoing major acquisition programs separately.  For new programs, we considered whether:  a) proposed acquisitions were effectively linked to agency strategic and annual performance plans; b) the agency recognized the need for and planned to use a Performance-Based Management System (PBMS) to monitor acquisition progress; and c) the agency established clear cost, schedule and performance goals for the program.  For ongoing programs, we looked to see: a) whether the agency is using a PBMS, such as earned value management, to monitor program progress; and b) if the agency reported variance from one or more baseline goals (cost, schedule or performance), whether the variance(s) exceeded the 10 percent threshold.

We based our assessment on the capital planning and programming information included in 16 civilian agencies= FY 2000 budget submissions (Exhibit 300B, Capital Asset Plan and Justification) as forwarded to OMB in September 1998.  One of the 16 agencies (Social Security Administration) did not provide information on cost, schedule or performance goals that could be used in the budget process.  Our assessment of the 15 civilian agencies follows: 

The Department of Agriculture demonstrates some progress implementing performance-based acquisition management.  The Department is working to institute a capital programming process to select, control and evaluate major IT investments, however, their efforts currently do not extend beyond IT acquisitions to other significant agency programs.

The Department of Commerce, Patent and Trademark Office (PTO) demonstrates good progress implementing the principles and practices of performance-based acquisition management.  PTO proposed two new acquisition programs.  Both are clearly linked to the agency=s strategic goals; will be managed using a PBMS; and have established baseline cost, schedule and performance goals.  Of the 15 ongoing programs PTO reported, all are using a PBMS to monitor program progress.  Seven reported variance from one or more baseline goals greater than 10 percent.  We are working with the Department to extend these practices centrally and to other bureaus, where progress has been slower.

The Department of Education demonstrates progress implementing performance-based acquisition management.  In FY 2000, Education proposed no new major acquisition programs.  Of the two ongoing programs reported, neither program uses an earned value management system to monitor and manage actual program performance, although the Department is tracking progress against general milestone completion schedules.  Education's shows good progress effectively linking programs to agency strategic and annual performance plans, and defining measurable performance goals; however, cost and schedule goals are still being developed for one of the projects.  Additionally, since this year marked the first time Education reported the status of these two programs, we have no baseline against which we may assess program progress at this time.

The Department of Energy (DOE) demonstrates adequate progress implementing the principles and practices of performance-based acquisition management, though the Department should improve its ability to establish achievable goals for all projects.  DOE proposed nine new acquisition programs, four of which were not well tied to the agency=s annual performance or strategic plan.  All nine projects will use a PBMS to monitor acquisition progress, and have established cost and schedule project goals.  However, three proposed projects lack performance goals.  DOE reported that all but one of their 43 ongoing programs utilize a PBMS to track actual program performance against baseline project goals.  Twenty of the 43 programs reported variance greater than 10 percent from one or more baseline goals.  We must note that despite OMB=s request for a Capital Asset and Justification Plan for two projects -- Pit 9 Remediation and In-Tank Precipitation -- the data was not provided and these projects could not be included in this assessment.

The Department of Health and Human Services (HHS) demonstrates good progress implementing performance-based acquisition management, although this progress is uneven across the Department.  HHS proposed 11 new acquisition programs all of which effectively link to the agency=s strategic and annuals performance plans.  HHS plans to use a PBMS to monitor all 11 programs, although six of the 11 projects lack one or more baseline acquisition goals (cost, schedule or performance).  Until a complete program baseline is established against which actual performance may be measured, the agency cannot be certain these projects are achieving their intended results. Sixteen of the 19 ongoing programs reported by HHS use, or will use, a PBMS adequate to assess program progress against baseline goals.  In FY 2000, the Health Care Financing Administration will implement a performance monitoring system for all of its IT programs.  Of those 16 programs, four reported cost or schedule variances in excess of 10 percent and HHS plans to either implement a corrective action plan or establish new program baseline goals for each of these projects.  For two other projects, the FY 2000 budget served as the first opportunity to establish program baseline goals, therefore we are not able to assess progress until next year.  HHS reports that to foster more aggressive and uniform implementation efforts, it has developed both a customized Earned Value Project Management Workshop and a user-friendly Earned Value computer template for its Operating Divisions.

The Department of Housing and Urban Development (HUD) demonstrates some progress in implementing the principles and practices of performance-based acquisition management.  The Department has implemented an IT capital planning and investment control process in which every IT investment is reviewed for linkages to HUD=s mission, Strategic Plan, Annual Performance Plan, and Business Operating Plans.  In addition to supporting the strategic goals and objectives of the Department, proposed IT investments must have projected costs, benefits, schedules, and deliverables, as well as performance measures and a performance-based acquisition strategy.  HUD employs an earned value management approach for IT capital assets and has established a formal Project Management Review Board to assess the progress and results of IT projects and to control and evaluate IT investments.  The Board has reviewed two major financial systems integration initiatives and will continue to meet periodically to monitor IT investments against established cost, schedule, and performance goals. 

The Department of the Interior (DOI) demonstrates some progress implementing performance-based acquisition management, although this progress is uneven across the Department.  The Department prepared capital asset plans for four mission essential IT systems and four financial management systems.  Although no final capital asset plans for construction projects were included with their initial FY 2000 budget submission, DOI has actively worked with OMB on draft plans during FY 1999.  The National Park Service (NPS) has initiated a capital project review process that is encouraging earned value management, but NPS still has not presented to OMB satisfactory capital asset plans that monitor acquisition progress and have established cost and schedule project goals.  NPS is revising approximately 12 plans for OMB review this fall.  The Department has indicated its commitment to improving capital acquisition management by establishing an Executive Review Committee to review capital asset plans at the beginning of each budget cycle, starting with FY 2001.  The Department has also initiated other management reforms, such as developing five-year construction and maintenance priority lists for major bureaus, and restructuring the NPS construction programs in accordance with a 1998 National Academy of Public Administration Report.

The Department of Justice demonstrates good progress in implementing performance-based acquisition management.

The Department of State demonstrates slow progress in implementing performance-based acquisition management.  Information on major acquisitions was not submitted in a timely manner for budget consideration.  Baseline goals were established for information technology investments that can be tracked for achievement of out-year goals.  However, goals were not provided for construction projects.  Information on any variance from previously developed cost, schedule or performance goals was not included.  The use of earned value management systems to manage in process programs was discussed, but is not yet in place to provide management information on the achievement of project goals.  OMB will continue to work with the Department to improve the capital programming process.

The Department of Transportation, Coast Guard demonstrates very good progress toward implementing performance-based acquisition management as an effective decision-making tool.  While the Federal Aviation Administration (FAA) has shown good progress in putting PBMSs in place, it is not yet clear that the agency is using performance management effectively in making program decisions.  FAA proposed two new acquisition programs.  While both projects clearly link to the agency=s strategic and annual performance plan, plans to use a PBMS to monitor program progress are unclear, and cost, schedule and performance goals have not been established for either project.  Of the 24 ongoing FAA and Coast Guard programs reported, 17 are using a PBMS.  Six programs reported variance from one or more baseline goals greater than 10 percent, and indicated plans to establish corrective action plans and/or new program baselines.

The Department of Treasury demonstrates some progress in implementing a performance-based acquisition management process.  The Department did not submit capital acquisition plans for major programs that could be used in the budget process and

has not yet fully implemented a capital planning and investment control process for all its 

major acquisitions as described in OMB Circular A-11.  However, the Department provided information that it is now instituting a process incorporating the guidance in OMB Circular A-11, Part 3, and the Capital Programming Guide.  Investment Review Boards have been established at the Department and Bureau levels.  Major investments proposed for inclusion in Treasury's FY 2001 budget request to OMB must be approved by the Treasury Investment Review Board (TIRB).  The TIRB plans to monitor all capital investments to ensure that the cost, schedule and performance goals are being met.  To focus management attention on this issue, the FY 99 Treasury Departmental Offices performance plan includes a measure of the "Percent of new IT capital projects that are within cost, on schedule and meeting performance targets."
The Department of Veterans Affairs (VA) demonstrates excellent progress implementing both the principles and practices of performance-based acquisition management, and is the first civilian agency to develop an agency-wide capital planning process which allows for investment trade-offs both among and between categories of assets, i.e., medical and non-medical equipment, IT, infrastructure and leases.  VA proposed 12 new acquisition programs.  Three programs were not adequately justified in terms of the agency=s strategic or annual performance plan, and were, in fact, rejected by the Department=s Capital Investment Board.  All of the nine remaining programs will use a PBMS to monitor program progress and have established baseline cost, schedule and performance goals. VA reported that they were still in the process of implementing a PBMS and establishing cost, schedule and performance goals for four of seven ongoing programs, and three programs were under review as the agency considered whether to continue the projects at all.  (See www.va.gov/budget/capital for more information about VA=s Capital Investment Planning Process.)

The Environmental Protection Agency (EPA) demonstrates some progress implementing performance-based acquisition management.  Both of the ongoing building projects reported are using an earned-value management system to monitor project progress, and neither reported any variance from project cost, schedule or performance baselines.  EPA reported summary-level project status information for the approximately 42 major IT projects that they are currently managing.  Ten new projects have established baseline program cost, schedule and performance goals.  Of the remaining 32 ongoing projects, 11 reported some variance from original project baselines.

The General Services Administration (GSA) demonstrates adequate progress implementing the principles and practices of performance-based acquisition management, particularly for information technology investments.  GSA proposed six new acquisition programs.  For one project, both the justification for a new investment (in terms of strategic goals) and plans to use a PBMS were unclear.  Five of the six programs have established goals for cost and performance, but not schedule.  Seventeen of 32 ongoing programs report using a PBMS, though it appears there may be some confusion about just what a PBMS is.  For two other programs, the agency cited its use of firm fixed-price contracts as adequate to enable effective project management.  It appears that cost, schedule and performance goals have been established for all 32 programs, but because this year marked the first time GSA reported their status, we could not assess program progress against these baseline goals.  In addition, OMB will continue to work with the agency to improve development and use of meaningful performance goals vice output measures.

The National Aeronautics and Space Administration (NASA) demonstrates good progress in implementing performance-based acquisition management. With few exceptions, all major NASA procurements have well-established baseline cost, schedule, and performance goals, and all are linked to goals and objectives in NASA=s strategic and annual performance plans.  Although NASA uses earned value-type management to monitor progress internally, application is not uniform across the agency so NASA is not yet reporting progress externally on an earned value basis.  Ten of the 55 ongoing projects reported by NASA exceeded program cost or schedule baseline goals by 10 percent.

In general, civilian agencies continue to make progress toward implementing 

performance-based acquisition management and toward integrating its principles into the larger capital programming process.  Last year=s report covered 15 agencies and 288 acquisition programs.  This report covers 15 agencies and 185 individual acquisitions.  Based on our assessment, we have noted that the quality and completeness of acquisition program information reported to senior agency officials and OMB has improved significantly, and is increasingly relied upon to make informed budget decisions.  Agencies are beginning to effectively use the discipline of capital programming and capital planning and investment control to effectively plan and manage major acquisition programs.  Our challenges over the coming year will be to improve governmentwide compliance with the capital programming requirements of Circular A-11 and consistency in acquisition program reporting.

Sincerely,







   /s/

Deidre A. Lee

Administrator
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