United States Government Accountability Office

GAO Report to Congressional Requesters

November 2011 FE D E R AL
CONTRACTING

OMB'’s Acquisition
Savings Initiative Had
Results, but
Improvements Needed

U.S. Government Accountability Office

GAO-12-57



GAO

Accountability * Integrity * Reliability

Highlights

Highlights of GAO-12-57, a report to
congressional requesters

Why GAO Did This Study

In 2009, President Obama directed the
Office of Management and Budget
(OMB) to provide guidance to the 24
largest agencies to save $40 billion
annually in contracting by fiscal year
2011 and reduce the share of dollars
obligated under new high-risk contracts
by 10 percent in fiscal year 2010.
Agencies were to submit plans for
meeting these goals to OMB’s Office of
Federal Procurement Policy (OFPP),
which implemented the initiative. GAO
was asked to assess (1) the extent to
which the OMB initiative yielded the
intended savings from contracting, (2)
how effectively agencies reduced
obligations on new high-risk contracts,
and (3) the savings and risk reduction
strategies to identify those that have
the potential to yield long-term savings
or improve acquisition outcomes. GAO
reviewed agencies’ savings and risk
reduction plans and agency-reported
data, and met with OFPP and senior
procurement officials at each agency.

What GAO Recommends

GAO recommends that OMB continue
to focus on the savings initiative and
clarify how it aligns with other new
initiatives, clarify guidance on how
agencies’ initiatives are defined and
reported, and expand the initiative to
include all high-risk actions. GAO also
recommends that OMB report on the
results of the initiative through fiscal
year 2011. OFPP expressed concern
that the report presents an incomplete
picture of savings, especially at DOD.
GAO disagrees and believes the report
accurately portrays the scope and
results of agencies’ efforts under the
initiative. OFPP agreed to adopt,
where appropriate, GAO’s
recommendations regarding recording
and methodological concerns.

View GAO-12-57. For more information,
contact John P. Hutton at (202) 512-4841 or
huttonj@gao.gov.

FEDERAL CONTRACTING

OMB'’s Acquisition Savings Initiative Had Results,
but Improvements Needed

What GAO Found

While agencies reported substantial savings, GAO found problems with the
reported data and identified missed opportunities to further reduce high-risk
contracts. Nevertheless, the initiative has prompted agencies to take actions to
identify potential contract savings and reduce contracting risks.

The extent of savings resulting from OMB'’s initiative is unclear. While OMB
reported that agencies reduced contract spending by $15 billion from fiscal year
2009 to fiscal year 2010, this analysis was based on governmentwide spending
trends and not solely due to the savings initiative. GAO found billions of dollars in
overstated and questionable savings, reported by civilian agencies in early fiscal
year 2011. For example, one agency reported about $1.9 billion in savings that
represented total contract obligations rather than savings, while the National
Aeronautics and Space Administration reported $660 million in savings resulting
from a 2004 decision to retire the Space Shuttle. Further, the Defense
Department’s 2010 savings, reported in August 2011, stemmed from a broader,
ongoing effort to reduce the department’s budget—and were not necessarily tied
to contract savings. GAO also found that agency officials were confused about
what constitutes a savings due to OMB'’s broad and changing guidance, and
whether the savings initiative would continue in future years. In July 2011, OMB
introduced an initiative to reduce spending on professional and management
services contracts, but it is unclear how this effort will affect the savings initiative.

Although OMB has not reported on the overall results of efforts to reduce the use
of new high-risk contracts, GAO found that in fiscal year 2010, agencies
decreased use of those contracts, as a share of base spending, by less than 1
percent—well short of the 10 percent goal. OMB did report on results of
individual categories of newly awarded high-risk contracts—noncompetitive,
competitive solicitations receiving only one offer, cost-reimbursement, and time-
and-materials contracts—but GAQ’s analysis yielded different results. Variations
in results were primarily due to differences in the methodologies used by GAO
and OFPP on how certain contracts were allocated to the individual high-risk
categories, and an adjustment GAO made for one large contract that an agency
incorrectly coded as being high-risk. Further, OFPP’s focus on only new high-risk
contracts limited the potential for greater risk reduction. When all high-risk
obligations are taken into account, such as for orders under noncompeted
blanket purchase agreements and certain task orders, there was nearly a 2
percent increase in the share of high-risk spending from fiscal year 2009 to 2010.

Agencies did use OMB’s initiative to garner support from agency leadership to
review contracts for cost and risk reduction opportunities. GAO identified many
acquisition savings and risk reduction strategies that agencies used—such as
improved planning, strengthening the workforce, and streamlining processes—
that show promise in yielding long-term savings or improved acquisition
outcomes. For example, one agency reported saving nearly $350 million by
leveraging its buying power when purchasing office supplies, software licenses,
and other items. Others reported savings by hiring experienced cost and price
analysts or training existing personnel in these skills, seeking discounts under
blanket purchase agreements, and using online tools to promote competition.
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Committee on Homeland Security and Governmental Affairs
United States Senate

The Honorable Scott P. Brown

Ranking Member

Subcommittee on Federal Financial Management, Government
Information, Federal Services, and International Security

Committee on Homeland Security and Governmental Affairs

United States Senate

As the United States faces rapidly building fiscal pressures, there is
widespread agreement on the urgent need to look at steps that can begin
to change our long-term fiscal path. Addressing these fiscal challenges
will require action on several fronts, and potentially large reductions in
spending. With the federal government obligating hundreds of billions of
dollars in contracts for goods and services each year—about $537 billion
in fiscal year 2010—agencies are being asked to buy smarter and to do
more with less. Thus, the potential for savings through contracting has
been a key area of focus. In March 2009, the Obama administration
directed the Office of Management and Budget (OMB) to develop
governmentwide guidance to assist agencies in identifying contracts that
are wasteful or inefficient and to formulate appropriate corrective action in
a timely manner. Subsequently, OMB undertook a comprehensive effort
to reform government contracting, including a goal of saving $40 billion
annually by the end of fiscal year 2011. OMB also directed agencies to
reduce the share of their obligations through new contracts in fiscal year
2010 by 10 percent in certain high-risk categories, such as
noncompetitive awards and cost-reimbursement contracts. The 24
agencies subject to the Chief Financial Officers (CFO) Act were directed
to submit acquisition savings plans to the Office of Federal Procurement
Policy (OFPP)—the office within OMB assigned to manage and oversee
the implementation of the initiative—outlining the actions they planned to
take.

With the completion of fiscal year 2011, the acquisition savings and high-
risk contract reduction initiative has passed a milestone date; the time
frame by which agencies were directed to reduce contracting by $40
billion annually and limit the use of risky contracting practices. You
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requested that we review the status of the administration’s acquisition
savings and high-risk contract reduction goals and identify strategies
agencies implemented that may show potential for being leveraged
across government. Accordingly, we assessed: (1) the extent to which
OMB’s initiative has achieved the intended savings from contracting, (2)
the effectiveness of OMB’s initiative to reduce obligations on new high-
risk contract awards as a share of base spending by 10 percent, and (3)
the acquisition savings and risk reduction strategies to identify those with
the potential to yield long-term savings or improve acquisition outcomes.

We used the following methodologies to develop our findings:

« To assess the extent to which OMB’s initiative achieved the intended
savings, we reviewed agencies’ acquisition savings plans and met
with senior procurement officials at each of the 24 participating
agencies to obtain greater insight into their respective plans. We also
reviewed OMB and OFPP documents regarding this and other
acquisition reform initiatives, obtained fiscal year 2010 and 2011 cost
savings data from OMB’s MAX Information System (MAX), and met
with OFPP officials to discuss their management and oversight of the
initiative.? We analyzed the MAX data to determine agencies’
estimated and reported savings and identified numerous issues
affecting its quality. As a result, we believe the savings totals in MAX
do not provide an accurate representation of the savings agencies
achieved under this initiative.

« To assess the extent to which federal agencies reduced the share of
dollars obligated on new high-risk contracts, we reviewed OMB and
OFPP documents and met with senior procurement officials at each
agency and with OFPP. We also analyzed obligation data from the
federal government’s procurement database—the Federal
Procurement Data System — Next Generation (FPDS-NG)—for fiscal
years 2009 and 2010 and applied OFPP’s methodology for calculating
the results of this initiative. Though we have previously reported on
issues with FPDS-NG'’s reliability, we have found the system to be
sufficiently reliable for general overall trends and gaining additional
insight into high-risk contracting. We also reviewed prior GAO reports

"MAX is used to support the federal budget process. The system has the capability to
collect, validate, analyze, model, and publish information relating to governmentwide
management and budgeting activities and can also be used as an information sharing and
communication portal between government organizations.
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Background

and recent statutory and regulatory actions pertaining to high-risk
contracts and competition.

« To identify acquisition savings and risk reduction strategies that
showed promise in yielding long-term savings or improving acquisition
outcomes, we reviewed prior GAO reports and associated
recommendations, met with OFPP and procurement officials at each
agency, analyzed agency acquisition savings plans and OFPP
progress reports on savings initiatives, and reviewed reported savings
data in MAX that were provided by OFPP. Using a nongeneralizable
sampling approach, we selected 27 out of the more than 800
initiatives contained in MAX, as of January 2011, for further analysis.
We determined that these initiatives demonstrated beneficial
acquisition practices identified in prior GAO work, led to reported
savings, or had the potential for widespread application across the
government. Furthermore, the set of initiatives we selected contained
a variety of savings strategies from multiple agencies. We asked the
agency officials responsible for the initiatives about the development,
implementation, and tracking of their activities and assessed their
responses. As part of our review, we identified notable examples of
good procurement practices included in this initiative. We also
identified other notable examples of good procurement practices
based on our conversations with procurement officials and our
analysis of information contained in MAX. We did not independently
validate the agency-reported savings.

A more detailed description of our scope and methodology is presented in
appendix |. We conducted this performance audit from December 2010 to
November 2011 in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable
basis for our findings and conclusions based on our audit objectives. We
believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.

OMB’s July 2009 guidance to the 24 CFO Act agencies—which
collectively account for about 98 percent of all federal spending—
established specific acquisition savings targets for fiscal years 2010 and
2011 that would help meet the administration’s annual $40 billion net
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savings goal.? Agencies were given specific targets to reduce contract
obligations by 3.5 percent for fiscal year 2010 and a further 3.5 percent
for fiscal year 2011, when compared with fiscal year 2008 spending
levels. OMB provided agencies with two general approaches on how to
do this: (1) actions directly reducing spending as a result of decisions
made—generally at the program or project level, and (2) actions creating
savings through more effective acquisition practices. Agencies were also
encouraged to pursue other actions as needed to achieve the respective
savings targets. Additional guidance provided to agencies in September
2009 clarified the concept of acquisition savings to also include cost
avoidance. The guidance noted that for each agency initiative, savings
should be established by explaining the difference between what would
have been spent in the absence of the initiative and what the agency
expected to spend as a result of implementing the initiative.

OMB'’s July 2009 guidance also set a goal for agencies to reduce the
share of dollars obligated on new high-risk contracts. Using fiscal year
2008 obligation data obtained from FPDS-NG as a baseline, OMB
directed agencies to take actions to reduce by 10 percent the combined
share of dollars obligated in fiscal year 2010 on

1. contracts awarded noncompetitively,

2. contracts receiving only one offer in response to a competitive
solicitation,

3. time-and-materials contracts,® and

4. cost-reimbursement type contracts.

Additional information on each high-risk contract category is provided in
table 1.

2App. 1l contains a listing of the 24 agencies that are subject to the CFO Act.

3n this report, we use the term “time-and-materials” to refer to both time-and-materials
and labor-hour contracts, as labor-hour contracts differ from the former only in that the
contractor does not supply materials.
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Table 1: Comparison of OMB’s High-Risk Contract Categories

Contract awards

Contract types

Noncompetitive contract
awards

Competitive solicitations
awarded after receiving only
one offer

Time-and-materials

Cost-reimbursement

Government awards contract
without using full and open
competitive procedures.
(Laws and regulations permit
agencies to use
noncompetitive procedures, if
adequately justified, such as
for an urgent and compelling
need or under certain small-
businesses procedures).

Government conducts full and
open competitive procurement in
accordance with federal
acquisition regulations, but
receives only one offer. (Laws
and regulations do not require
agencies to assess the
circumstances that led to only
one offer being received).

Government pays fixed per-hour
labor rates that include wages,
overhead, general and
administrative costs, and profit;
government may reimburse
contractor for other direct costs,
such as travel and materials costs.
Government is not guaranteed a
completed end item or service
within the ceiling price.

Government pays
contractor’s allowable
incurred costs, which do not
include profit. Also may pay a
fee, which may be related to
performance. Government is
not guaranteed a completed
end item or service within the
estimated cost.

Contractor makes good faith
effort to meet government’s needs
within the ceiling price.

Contractor makes good faith
effort to meet government’s
needs within the estimated
cost and ceiling.

Where is the risk?
Government must negotiate
contracts without the benefit
of a direct market mechanism
to help establish pricing.

Where is the risk? Government
loses the ability to consider
alternative solutions in a

reasoned and structured manner.

Who assumes risk of cost
overrun? Government.

Where is the risk?
Contract type provides limited
direct incentive to control costs.

Who assumes risk of cost
overrun? Government.
Where is the risk?

Contract type provides limited
direct incentive to control
costs.

Sources GAO analysis of OMB and DOD data.

Note: Data are from the Federal Acquisition Regulation, Defense Federal Acquisition Regulation
Supplement, and DOD’s Contract Pricing Preference Guide.

Agencies were instructed to submit their acquisition savings and risk
reduction plans to OMB no later than November 2009. Upon receipt of the
plans, OFPP analysts entered the acquisition savings initiative data into
OMB'’s MAX system and categorized each initiative into 1 of 11 savings
strategies developed by OFPP, as shown in table 2. OFPP designated
MAX as the tracking and reporting system for the acquisition savings
component of the initiative, as well as a means by which agencies could
share information on specific savings strategies and initiatives. Agency
procurement officials were instructed to periodically update their savings

4OFPP developed its 11 categories of savings strategies as a means to help facilitate the
sharing of information contained in each agency’s savings plan, and as a way by which
OFPP could quickly find agencies that have activities in a particular area.
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data in MAX and to enter information on new savings initiatives as
appropriate.

_________________________________________________________________________________________________________________|
Table 2: Office of Federal Procurement Policy’s (OFPP) Categories of Acquisition Savings Strategies

Savings initiative category

Description of category

Terminations and Reductions

Initiatives where an agency determined it could end contracts that are (1) ineffective, (2)
wasteful, (3) supporting programs that are being terminated, reduced, or changed in
scope, or (4) not otherwise likely to meet the agency’s needs.

Strategic Sourcing

Initiatives where the full or partial use of the strategic sourcing process is applied for the
procurement of products and/or services.

Conversion to Lower-Risk Contract Type

Initiatives that reduce the risk associated with a contract by using a lower risk contract
type, for example by converting a time-and-materials contract to a cost-reimbursement or
firm fixed-price contract.

Negotiating Discounts

Activities involving requests for discounts on blanket purchase agreements (BPA) or
negotiating lower prices or rates on contracts.

e-Procurement Strategies

Initiatives using technology to improve the procurement process. Examples include the
use of online auctions or electronic bidding.

Administrative Efficiencies Using
Technology

Initiatives involving the use of technology to gain administrative efficiencies in the
procurement process.

Insourcing

Initiatives involving bringing work in-house or converting work currently performed by
contractors to federal employees.

Conversion to Direct Acquisition

Initiatives aimed at eliminating the administrative fees associated with the use of another
agency contract by directly contracting for products or services.

Other Savings Strategies

Initiatives that do not fall into other savings categories.

Process Review and Improvement

Initiatives involving optimization of the acquisition process, including any underlying or
associated processes, to achieve more efficient or consistent results.

Acquisition Workforce

Initiatives focusing on developing the skills and capabilities of the acquisition workforce.

Source: OFPP and OMB.

Many of the actions identified in OMB’s guidance have been highlighted
in our prior reviews and recommendations. For example:

« In May 2005, OMB directed agencies to implement strategic sourcing

programs as a means of leveraging the government’s buying power,
due in part to our prior recommendations that agencies gain
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knowledge of their spending habits and take a more strategic
approach to procurement.®

« In May 2007, OMB provided agencies with guidance on enhancing
competition by evaluating contracting trends and identifying areas
where the acquisition process could be strengthened. We had
reported that the government frequently missed opportunities to take
full advantage of competition when placing orders, for example.®

e InJune 2008, OMB undertook an effort to help agencies make sound
business decisions when using interagency contracts by ensuring
agencies better managed their shared fiduciary responsibilities. GAO
first designated the management of interagency contracting as a high-
risk area in 2005, and our work has shown that to facilitate effective
purchasing and to help obtain best value when buying goods and
services, all parties involved in the use of interagency contracts
should have clearly defined roles and responsibilities.’

« InJuly 2009, OMB instructed agencies to conduct internal reviews of
the work professional and management service contractors were
performing to determine whether there was a potential overreliance on
contractors and take actions to ensure balance between public and
private labor resources. We have long reported that the closer
contractor services come to supporting inherently governmental
functions, the greater the risk of contractors influencing the

SGAO, Best Practices: Using Spend Analysis to Help Agencies Take a More Strategic
Approach to Procurement, GAO-04-870 (Washington, D.C.: Sept. 16, 2004); Best
Practices: Improved Knowledge of DOD Service Contracts Could Reveal Significant
Savings, GAO-03-661 (Washington, D.C.: June 9, 2003); Best Practices: Taking a
Strategic Approach Could Improve DOD’s Acquisition of Services, GAO-02-230
(Washington, D.C.: Jan. 18, 2002).

8GAO, Contract Management: Guidance Needed to Promote Competition for Defense
Task Orders, GAO-04-874 (Washington, D.C.: July 30, 2004).

"GAO, Interagency Contracting: Franchise Funds Provide Convenience, but Value to
DOD is Not Demonstrated, GAO-05-456 (Washington, D.C.: July 29, 2005); High-Risk
Series: An Update, GAO-05-207 (Washington, D.C.: January 2005); Contract
Management: Problems with DOD’s and Interior’s Orders to Support Military Operations,
GAO-05-201 (Washington, D.C.: Apr. 29, 2005).
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government’s control over, and accountability for, decisions that may
not be in the best interest of the government and the taxpayer.®

In parallel with the acquisition savings and high-risk contract reduction
initiative, OMB also directed agencies to reduce their proposed
discretionary spending budgets in fiscal years 2011 and 2012 by 5
percent in each year, when compared to the previous year’s budget
levels. Although these efforts focused on agency budget proposals, there
is some linkage with the acquisition savings initiative. In particular, OMB’s
budget guidance for fiscal years 2011 and 2012 requested that agencies
include, at a minimum, five program terminations, reductions, or other
savings initiatives that would contribute to reducing agency spending
below the previous year’s budget level.

Federal agencies, such as the Departments of Defense (DOD),
Homeland Security (DHS), and Housing and Urban Development, are
also simultaneously undertaking agencywide efficiency initiatives, as we
have recently reported.® For example, DOD’s 2010 efficiency review,
initiated by the former Secretary of Defense, established substantial cost
saving and efficiency goals that are expected to be achieved by large-
scale program changes as well as smaller administrative changes.'® For
some agencies, including DHS, savings from contracting or reductions in

8GAO, Civilian Agencies’ Development and Implementation of Insourcing Guidelines,
GAO-10-58R (Washington, D.C.: Oct. 6, 2009); Defense Contracting: Army Case Study
Delineates Concerns with Use of Contractors as Contract Specialists, GAO-08-360
(Washington, D.C.: Mar. 26, 2008); Defense Contracting: Additional Personal Conflict of
Interest Safeguards Needed for Certain DOD Contractor Employees, GAO-08-169
(Washington, D.C.: Mar. 7, 2008); Defense Acquisitions: DOD’s Increased Reliance on
Service Contractors Exacerbates Long-standing Challenges, GAO-08-621T (Washington,
D.C.: Jan. 23, 2008); Defense Acquisitions: Role of Lead Systems Integrator on Future
Combat Systems Program Poses Oversight Challenges, GAO-07-380 (Washington, D.C.:
June 6, 2007).

%GAO, Streamlining Government: Key Practices from Select Efficiency Initiatives Should
Be Shared Governmentwide, GAO-11-908 (Washington, D.C.: Sept. 30, 2011).

%I May 2010, the Secretary of Defense directed DOD to undertake a departmentwide
initiative to assess how the department is staffed, organized, and operated with the goal of
reducing excess overhead costs and reinvesting these savings in sustaining DOD’s
current force structure and modernizing its weapons portfolio. As part of its fiscal year
2012 budget request, DOD outlined projected savings of $178 billion to be realized over a
5 year period beginning in fiscal year 2012. According to DOD, these savings include
projected savings of about $154 billion from the Secretary’s initiative and about $24 billion
from other sources. GAO has ongoing work in this area.
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Total Results of
OMB’s Initiative
Uncertain Due to
Unclear Guidance and
Data Discrepancies

high-risk contracts resulting from these efficiency initiatives were included
in their savings and risk reduction plans under OMB’s savings initiative.

Agencies reported substantial savings under the administration’s
acquisition savings initiative. However, the extent of actual savings
resulting from the initiative is unclear due to (1) limitations with OMB’s
reporting of savings; (2) significant concerns regarding the completeness,
reliability, and accuracy of the data in the system OFPP used to track and
manage the effort; and (3) agency confusion about the initiative’s savings
targets. While OMB reported in February 2011 that agencies reduced
contract spending, the reported reduction was based on general
obligation trends, and not agencies’ reported acquisition savings under
the initiative. We analyzed agencies’ reported savings results in MAX and
determined that it is not possible to accurately determine the results of
this initiative, in part because a significant amount of the savings was
based on DOD'’s identified savings. DOD’s savings were solely attributed
to budget reductions included in an overall effort to reduce spending, and
were not necessarily tied to contract savings. According to senior DOD
officials, OMB supported the department’s decision to use a budget-
based approach to this initiative so that reported savings would be
quantifiable and verifiable. Moreover, our analysis of the civilian agencies
MAX data identified overstated and questionable savings in the billions of
dollars. Further complicating matters, the implementation of the initiative
was hindered by an inconsistent understanding of savings targets by the
agencies, reductions to agencies’ baselines used to determine overall
annual acquisition savings, and widespread variation in how agencies
established savings targets and verified their savings were accurate.
Going forward, it is unclear whether the administration plans to continue
to focus on this acquisition savings initiative.

Reported Results Unclear
as OFPP Lacks Complete,
Reliable, and Accurate
Data

OMB’s reporting on results of the acquisition savings initiative has been
based on inconsistent data sources and time frames, creating uncertainty
about the actual outcome of agencies’ efforts. Throughout fiscal year
2010, OMB reported that agencies were “on track” to achieve $19 billion
in savings for the year—or about 3.5 percent of fiscal year 2008 total
spending. This anticipated reduction was based on agencies’ estimated
savings data in MAX, the designated data source OFPP used to track
results from the savings initiative. OMB reported in February 2011 that as
a result of the administration’s mandate to reduce contract spending by
$40 billion annually, the government’s overall obligations had dropped by
$15 billion from fiscal year 2009 to 2010. However, the reported reduction
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in spending was based on governmentwide FPDS-NG obligations and not
the agencies’ reported savings under this initiative. Because FPDS-NG
contains general information on overall procurement trends, it provides no
insight into the extent to which agency actions as a result of the savings
initiative contributed to this reduction. In addition, OMB’s February 2011
announcement compared obligations from 2009 to 2010, whereas the
baseline year for the savings initiative was 2008. Our analysis of FPDS-
NG data show that spending in 2008 was comparable to 2010 levels.

Our analysis of the MAX data found that it is not possible to accurately
determine savings resulting from this initiative. One key reason is that,
while the initiative was intended to achieve contract savings, DOD’s
approach was strictly budget-driven—stemming from an ongoing, broader
savings and cost-avoidance initiative—and included all related spending
(not necessarily tied to contract savings) within the respective budget
accounts. According to senior DOD acquisition and budget officials, the
department’s reported $19.3 billion in actual savings represented the
fiscal year 2010 portion of an overall $330 billion in spending reductions
identified in the department’s Future Years Defense Program through
2015."" For example, DOD reported $585 million in fiscal year 2010
savings from terminating the Presidential Helicopter program, which as
we have previously reported had experienced significant cost increases
and schedule delays."? In another example, DOD reported $809 million in
savings attributed to a strategic decision to hold the number of Army
brigade combat teams constant rather than increasing them as planned.
Further, although a number of DOD components—including the Army,
Navy, Air Force, and the Defense Logistics Agency—have all
implemented process-related improvements, such as strategic sourcing
initiatives, savings resulting from these activities were absent from DOD’s
submission. Senior DOD acquisition officials told us that, while such
efforts are important and continue to have high-level support within the

"The Future Years Defense Program is a submission to Congress that provides
information on DOD’s current and planned outyear budget requests. Our analysis also
found that DOD’s reported savings in MAX were $18.6 billion, almost $630 million less
than what the Comptroller’s office had reported to OFPP. An OFPP official explained that
he had requested that DOD remove seven initiatives from the data because the savings
associated with those initiatives were the result of reductions to recruiting and retention
bonuses, and did not involve contracting.

12GAO, Defense Acquisitions: Assessments of Selected Weapon Programs, GAO-09-
326SP (Washington, D.C.: Mar. 30, 2009).
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Overstated and Questionable
Savings

department, they were deliberately excluded from the department’s
savings plan to focus more on initiatives that could be tied to measurable
and verifiable budget reductions. The officials noted that OMB supported
DOD’s approach.

We also found other issues with the completeness, reliability, and
accuracy of the civilian agencies’ reported fiscal year 2010 savings from
contracting initiatives and their estimated savings for fiscal year 2011.
Although the information in MAX, as of July 2011, showed that the 23
civilian agencies reported contract savings of $8 billion in fiscal year
2010, we found billions of dollars in overstated and questionable savings.
Further, even when taking into consideration data entered into MAX on
the civilian agencies’ forecasted savings for fiscal year 2011—about $5.9
billion—and DOD'’s estimated fiscal year 2011 savings of $11 billion, the
24 agencies are far short of the administration’s $40 billion goal.

When we initially analyzed the MAX data, we found significant overstated
savings and other data-entry errors. For example, at least three agencies
entered full contract obligation amounts into MAX rather than just the
amount of savings generated from initiatives involving those contracts.'
These overstatements accounted for $1.1 billion in erroneous reported
savings for fiscal year 2010. We also identified duplicate entries totaling
over $200 million and instances where dollar amounts contained multiple
decimal points or were entered in whole dollars rather than in millions of
dollars as OFPP had requested. After we brought these and other data
irregularities to the attention of OFPP officials in March 2011, the
Administrator of OFPP sent a request to the senior procurement officials
at the 24 agencies, asking that they (1) update their agencies’ savings
data in MAX and (2) provide assurances that the reported savings were
reasonably determined. While many of the data-entry errors we identified
were corrected as a result, other inaccuracies remained, and in some
instances new problems arose. For example, although senior
procurement officials at the Department of Health and Human Services
(HHS) provided OFPP with assurances that their savings data were
reasonably accurate, we found that an $849 million overstatement that we
had previously disclosed to HHS and OFPP was still in the system as of
July 2011. In addition, HHS’s update included roughly $1.0 billion more in

3We do not know the full extent to which there are overstatements in MAX, as we did not
conduct a comprehensive review on all initiatives that were entered into the system.
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reported savings that were full contract obligations rather than actual
savings resulting from the respective initiatives.

OMB’s guidance instructed agencies to achieve acquisition savings by
reducing demand or prices paid, or through more effective practices, and
recognized that the acquisition savings plans would take into
consideration agencies’ specific contracting needs and unique missions.
This broad guidance led to inconsistent, and in some instances, widely
disparate interpretations about what constituted savings from the
agencies’ contracting initiatives. We identified billions of dollars in
reported actual savings that we consider to be questionable—based on
the overarching principles of this initiative to reduce contracting
inefficiencies and improve acquisition processes and practices—as
illustrated in the following examples: '

« Savings resulting from program terminations: A number of agencies
relied on program terminations as a way to meet their savings targets,
whereas others did not consider such actions to be a sustainable
source of savings. For example, 95 percent of the National
Aeronautics and Space Administration’s (NASA) fiscal year 2010
reported savings of $697 million involved the scheduled retirement of
the Space Shuttle, which had been planned since January 2004 and
was not the result of this initiative. In contrast, senior procurement
officials from the Department of Commerce told us they intentionally
did not include program terminations in their savings plan, as the
agency decided to focus more on longer-term initiatives to promote
the effective execution and administration of contracts rather than
onetime savings associated with terminations.

« Savings from closing out contracts: Some agencies reported
deobligated funds from completed contracts as savings, whereas

4Because we did not conduct a comprehensive review of every initiative with reported
savings, these examples are illustrative and do not constitute the potential universe of
questionable savings.

B January 2004, the President’s Vision for Space Exploration directed NASA to retire
the Space Shuttle by the end of the decade, upon completion of key deliverables of the
International Space Station.
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other agencies did not consider this routine activity as such.'® For
example, the Department of the Interior (Interior) reported $107 million
in savings from funds that were deobligated during the contract
closeout process, representing about 40 percent of the department’s
overall reported savings. In contrast, DHS more appropriately
reported only $1.1 million in administrative cost savings from
expediting the contract closeout process and did not consider
deobligation of any remaining funds as savings.

« Savings from the use of interagency contracts: GAO has long
reported on the challenges associated with interagency contracting. In
reviewing agencies’ reported savings, we found some instances
where agencies were unsure whether savings resulting from
interagency contracts should be reported by the agency executing the
contract action or by the agency funding the requirement. For
example, Interior reported saving $30 million by contracting on behalf
of DOD for a counseling program. Conversely, the General Services
Administration’s (GSA) savings plan did not include any savings that
may result from contracting it performed on behalf of other agencies.
Discrepancies such as these increase the risk of potentially double
counting savings, or not counting savings at all.

« Claiming savings from contractor pension contributions: Department
of Energy (Energy) procurement officials reported savings of $200
million that were based on the difference between actual pension
contribution reimbursements for certain contractors at Energy-owned
and leased facilities, and the amount the department had budgeted.
This difference stemmed solely from a revision of the department’s
contractor pension reimbursement policy. The revised policy states
that Energy will generally reimburse certain contractor pension plans
at the annual minimum funding level their plans are required to meet,
rather than at a predetermined funding level, which for fiscal year

'6Contract closeout is the process that includes ensuring that all contract administration
actions have been fully and satisfactorily accomplished and the contract file documented
accordingly. According to the Federal Acquisition Regulation (FAR), the process must
ensure that administrative matters are completed, including deobligating any remaining
excess funds. See FAR 4.804.
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2010 was higher than what was statutorily required."” However, as we
previously reported, while this action may reduce the department’s
costs for the current year, the department could be required to make
higher contributions in future years.®

« Basing reported savings on prior or future year results: Although
agency officials told us they generally based their reported savings on
what would have been spent in fiscal year 2010 in the absence of the
initiative, in some cases agencies included savings associated with
prior or future year activities. For example, about $107 million of
HHS'’s reported $175 million in fiscal year 2010 savings from
improved contract negotiations reflected the full period of performance
for these contracts, including future option years. Conversely, the
Department of Justice’s Federal Bureau of Investigation reported $32
million in savings for fiscal year 2010 from an initiative reflecting
actions that had previously taken place, in fiscal years 2008 and 2009.

« Reporting savings from a hypothetical scenario: The Department of
State used a hypothetical scenario to report substantial savings of
$732 million in fiscal year 2010—70 percent of the agency’s total
reported savings—and estimated another $732 million in 2011. This
reported savings was based on an unrealistic scenario wherein the
department would stop contracting for security services in Irag and
directly hire government security personnel. This number was based
solely on a GAO estimate using fiscal year 2008 data that compared
the obligated amounts of an existing security contract to the higher
estimated annual costs department officials said they would incur if
the agency were to provide the services with its own personnel.®

""Energy will generally reimburse contractors at Energy-owned and leased facilities the
annual minimum required pension contribution those contractors must make under the
Employee Retirement Income Security Act of 1974, as amended. Department of Energy
Order 350.1, Contractor Human Resource Management Programs (Chg. 3, Feb. 23,
2010). The Pension Protection Act of 2006 established benefit restrictions for private-
sector single-employer plans, including those at Energy-owned facilities, that apply if a
plan’s funding level falls below certain specified thresholds. Pub. L. No. 109-280, § 103
(codified as amended at 29 U.S.C. § 1056(Q)).

8GAO, Department of Energy: Progress Made Overseeing the Costs of Contractor
Postretirement Benefits, but Additional Actions Could Help Address Challenges,
GAO-11-378 (Washington, D.C.: Apr. 29, 2011).

°GA0, Warfighter Support: A Cost Comparison of Using State Department Employees
versus Contractors for Security Services in Iraq, GAO-10-266R (Washington, D.C.: Mar. 4,
2010). Task orders under the Department of State’s Worldwide Personal Protective
Services contract were first issued in 2004 for provision of personal protective services in
Iraq.
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Limited Use of MAX Data

Department of State officials had previously explained that although
insourcing of security personnel could be an option for Iraq, it would
easily take 3 years or longer to hire and train the thousands of
security personnel that would be required to conduct the work, and, as
such, was not a realistic or possible course of action.

OFPP plans to continue using MAX data to track agencies’ progress in
achieving acquisition savings goals for fiscal year 2011 and as a way for
agencies to share information and search out ideas for new initiatives.
However, many procurement officials told us that entering savings data
into MAX was time-intensive and cumbersome; one described the system
as ultimately more of a burden than an asset. Further, a number of
procurement officials told us that they do not use MAX for information
sharing on their savings initiatives, but generally rely on informal
communications with their peers at other agencies or use established
meeting venues such as the Chief Acquisition Officers (CAO) Council.?°

A Lack of Clarity and
Direction by OFPP Led to
Open Interpretation of
Initiative Requirements

In implementing the acquisition savings initiative, OMB and OFPP
guidance was broad and requirements were not always clear. In addition,
OFPP did not consistently communicate standards and responsibilities or
apply internal control procedures to the data collection process.
According to our internal control standards, effective project management
requires clearly communicated roles and responsibilities as well as
established guidance to ensure information recorded is relevant and
reliable.?' We identified issues with how the initiative was implemented in
several respects, as discussed below.

20The CAO Council is an interagency forum used for monitoring and improving the federal
acquisition system. Among other activities, the council provides assistance with
multiagency projects and innovative initiatives, and helps further competition and
efficiency in the acquisition process. The council is chaired by the Deputy Director for
Management at OMB. Members include the OFPP Administrator; the Under Secretary of
Defense for Acquisition, Technology, and Logistics; the civilian agency CAOs; senior
procurement executives of the military departments; and other designated senior agency
officials.

21GAO, Standards for Internal Control in the Federal Government, GAO/AIMD-00-21.3.1
(Washington, D.C.: November 1999). Internal control is a major part of managing an
organization. It comprises the plans, methods, and procedures used to meet missions,
goals, and objectives and, in doing so, supports performance-based management.
Internal control also serves as the first line of defense in safeguarding assets and
preventing and detecting errors and fraud.
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Unclear Communication of
Roles and Responsibilities

Billions of Dollars in Baseline
Reductions

We found that unclear communication between OFPP and DOD, and in
some instances even within DOD, led to a significant delay in the
department reporting its fiscal year 2010 actual savings. This information
was not entered into the MAX system until August 2011, at least 8
months after almost all of the civilian agencies had initially updated their
data. According to senior DOD budget and acquisition officials, since the
department’s estimated savings, reported in its November 2009 savings
plan, were based entirely on planned fiscal year 2010 budget reductions,
it was assumed that no further action or follow-up was needed. Further,
although OFPP was aware that responsibility for the savings initiative was
with the DOD Comptroller’s office, the budget officials responsible for
compiling DOD’s savings data told us that it was not until July 2011 that
OFPP first requested that their office provide updated fiscal year 2010
savings information. This communication occurred shortly after a meeting
we had with OFPP officials to discuss the final results of our review,
where we informed them that we had no information on DOD’s reported
savings. In addition, we found that communication gaps within DOD also
contributed to the department’s delayed reporting of savings information
to OFPP. Specifically, although DOD acquisition officials—in addition to
OFPP—referred us to the Comptroller’s office for additional insight into
the department’s savings initiatives during the course of our review, the
Comptroller officials we spoke with were generally unaware of the savings
initiative and unfamiliar with the MAX system being used to track
agencies’ progress toward the savings goals.

In commenting on a draft of this report, OFPP officials noted that, as a
result of lessons learned, they have recently begun working to improve
how contract savings initiatives are communicated to the financial
management community and have been conferring with OMB’s Office of
Federal Financial Management in this regard.

OFPP allowed agencies to propose reductions to their fiscal year 2008
spending baselines to reflect what were considered to be spending
anomalies or significant onetime spending increases. Ultimately, OFPP
allowed 11 agencies to reduce their baselines against which savings
would be measured by $34 billion—from about $523 billion to $489
billion—a reduction of more than 6 percent. This had the effect of
lowering those agencies’ savings targets. For example, Energy had
proposed reducing its baseline from $24.8 billion to $6.6 billion by
removing $18.2 billion in contracts associated with the management and
operations of its national laboratories. This amount represented 73
percent of Energy’s total fiscal year 2008 spending. However, OFPP
officials instructed the department to reconsider many of its proposed
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Confusion about Savings
Targets

reductions, and as a result Energy’s adjusted baseline was set at $11.0
billion, or 56 percent of its fiscal year 2008 spending. Energy’s baseline
adjustment effectively reduced its savings target from $868 million (3.5
percent of its original $24.8 billion baseline) to $385 million (3.5 percent of
its adjusted baseline of $11.0 billion).

We also identified some instances of questionable baseline reductions.
For example, the Department of Labor excluded $1.1 billion in obligations
under contracts associated with the Job Corps program—the
department’s largest program, accounting for 61 percent of the agency’s
fiscal year 2008 contract spending.?? Procurement officials told us that
because this program is mandated by Congress, it was not appropriate to
include these contracts in the department’s baseline as savings
opportunities would be limited. However, even though the program is
mandated, there may still be opportunities to achieve savings or improve
acquisition practices associated with these contracts. In commenting on
a draft of this report, Labor acknowledged there were such opportunities
and noted that, beginning in fiscal year 2012, the department will
undertake actions to convert some of these contracts from cost-
reimbursement to firm-fixed price.

Appendix Il contains more details on each agency’s baseline reductions
and the effect on their savings goals.

Changes in guidance over time caused some confusion among agency
procurement officials about the actual savings targets of the initiative. The
initial guidance directed agencies to achieve savings equal to 3.5 percent
of fiscal year 2008 contract spending for 2010 and “a further 3.5 percent”
for 2011. Subsequent OFPP guidance, provided to agencies in
September 2009, provided clarification that the fiscal year 2011 savings
goal was 7 percent of agencies’ 2008 baseline spending. As a result, we
found that agencies worked toward different goals. Senior procurement
officials from several agencies stated they interpreted the cumulative
savings target as 10.5 percent (i.e., 3.5 percent in fiscal year 2010 and
7.0 percent in fiscal year 2011). Others, however, interpreted the
cumulative savings for fiscal years 2010 and 2011 to be 7.0 percent (i.e.,
3.5 percent in fiscal year 2010 and 3.5 percent in fiscal year 2011). To

2%Established as part of the Economic Opportunity Act of 1964, Pub. L. No. 88-452, Job
Corps is the nation’s largest residential, educational, and career technical-training
program for disadvantaged youths.
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Inconsistent Standards for
Estimating and Verifying
Reported Savings

illustrate, HHS procurement officials told us they understood the fiscal
year 2011 savings goal to be 3.5 percent of their agency’s adjusted fiscal
year 2008 baseline and instructed staff to develop initiatives to save $205
million. If the department had used the 7 percent goal and did not reduce
its baseline, the fiscal year 2011 savings target would have been $778
million.

OFPP’s broad implementation guidance provided agencies with
significant discretion as to how to identify or determine savings. As a
result, agencies often did not apply similar standards when estimating
potential savings or determining the reasonableness and accuracy of
reported savings.

« Developing savings estimates: A number of senior procurement
officials told us they delegated responsibility to develop estimates for
their savings initiatives to the specific offices responsible for the
initiatives, whereas other agencies took a more centralized approach.
For example, the Department of Veterans Affairs (VA) delegated
responsibility for estimating savings to the contracting and program
offices responsible for their specific initiatives, providing them with
OMB’s guidance on how such estimates should be developed. On the
other hand, procurement officials within Energy’s Office of
Procurement and Assistance Management told us they were the
primary office for developing the department’s plan. A senior
procurement official at the Bureau of Prisons, within the Department
of Justice, explained that for new initiatives where there was no
history to form a savings estimate, the bureau determined it was
better not to develop an estimate rather than to derive one that was
not realistic.

« Quantifying savings from acquisition workforce initiatives: We found
inconsistencies in how agencies addressed the potential savings from
acquisition workforce initiatives, such as hiring or training. Agencies
generally did not attempt to quantify potential savings from these
initiatives, due in part to difficulties in trying to measure savings from
efficiency or productivity gains. Nonetheless, some agencies, such as
the Department of Labor and the National Science Foundation,
reported savings from such initiatives that were based on various
assumptions, such as estimating productivity increases as a result of
the training.

« Verifying the accuracy of savings: Validation of reported savings was
generally delegated to the organizational unit developing the specific
initiatives, but some agencies took a different approach. For example,
senior procurement officials at the Environmental Protection Agency
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Problems in How Savings
Initiatives were Entered and
Categorized in MAX

and GSA told us they have tasked particular personnel who are not
involved with the individual savings initiatives with validating the
reasonableness of reported savings for each agency initiative prior to
entering the data into MAX, and Department of the Treasury
(Treasury) guidance instructs each bureau’s CFO to conduct an
independent third-party validation of all reported savings. As we have
reported, validation by an independent third-party is preferred, as it
allows for an objective and unbiased assessment.?

In total, agencies initially submitted hundreds of different savings
initiatives, which OFPP entered into MAX. The level of detail of initiatives
contained in agencies’ savings plans varied dramatically. In some
instances, procurement officials recorded information on discrete savings
initiatives, such as strategic sourcing of office supplies. But in other
cases, agencies aggregated their initiatives, grouping together activities
such as acquisition workforce training and negotiating discounts on
existing contracts. This required OFPP to determine how such initiatives
should be categorized in the system. Many senior procurement officials
noted that they had difficulty locating their own initiatives in the system
when OFPP requested they provide updated information. This confusion
was particularly true for broad initiatives that encompassed multiple
savings strategies. For example, OFPP entered one of the VA’s savings
initiatives into MAX as four separate line items, each under a different
savings category. As a result, duplication of effort occurred, with some
agencies—such as VA—developing their own tracking mechanisms to
link their individual agency initiatives with those in MAX. Nuclear
Regulatory Commission procurement officials added that 6 of the 16
initiatives OFPP entered into the database for their agency were not
actually their initiatives. In addition, Treasury reported its entire savings
results in one line item in MAX, which according to agency senior
procurement officials was acceptable because they viewed the system as
a tool to report savings totals. While agencies experienced challenges
associated with using MAX, OFPP officials noted that the tool allowed
OMB to consolidate information submitted in various formats into one
standard template. But because agencies were given leeway to
categorize their initiatives to suit their own purposes, broad
categorizations decreased the usability of the information and provided

2GA0, GAO Cost Estimating and Assessment Guide: Best Practices for Developing and
Managing Capital Program Costs, GAO-09-3SP (Washington, D.C.: March 2009).
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Future Plans for the Savings
Initiative Unclear

limited visibility into the extent to which specific savings initiatives may
yield results.

The extent to which this contract savings initiative will remain the focus of
attention is unclear. OFPP officials told us they expect agencies to
continue to implement ongoing savings initiatives and to update the
information the MAX system. However, agency procurement officials told
us they were unsure whether OMB’s initiative would continue in future
years. In July 2011, during a White House forum on accountability in
federal contracting, OMB introduced a new initiative requiring federal
agencies to reduce spending on professional and management services
contracts by a minimum of 15 percent—or approximately $6 billion—by
the end of fiscal year 2012. OFPP officials told us the primary focus
during fiscal year 2012 will be on meeting the goals of this new initiative
because spending for these services has grown even faster than for
contracting in general and has disproportionately been done through
vehicles GAO has identified as high-risk, such as time-and-materials
contracts.
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Agencies Have
Slightly Decreased
Use of New High-Risk
Contracts, but OFPP’s
Approach Limited the
Full Potential of
Agencies’ Efforts

Our analysis of FPDS-NG data found that in fiscal year 2010, agencies
cumulatively decreased the use of newly awarded high-risk contracts as a
share of base spending by less than 1 percent when compared to the
previous year.?* This result falls far short of OMB’s overall 10 percent
goal. OFPP recognized that a number of agencies fell short of meeting
the risk reduction target and has now required those agencies to achieve
10 percent reductions, as a share of base spending, in each of the four
high-risk categories for fiscal year 2011. Further, although OMB has
reported reductions in the four specific categories of high-risk contracts,
our analysis produced different results. While we obtained similar results
to OMB’s for noncompetitive awards, our analysis for the remaining three
high-risk contract categories did not show similar reductions in spending.
Also, by focusing only on new high-risk contracting actions, OFPP’s
approach limited the initiative’s full potential. Specifically, OFPP’s
approach resulted in the exclusion of hundreds of billions of dollars in
contract modifications, orders under BPAs, option years exercised, and
task orders issued under multiple-award contracts. Our prior work has
indicated that several of these areas also present opportunities to reduce
high-risk actions.

2The percent reduction was calculated by determining the percentage change in the
share of base spending (the percent) from 2009 to 2010. In fiscal year 2009, obligations
made on new high-risk contracts accounted for 40.58 percent of obligations on all new
awards, whereas in fiscal year 2010, obligations on new high-risk contracts accounted for
40.27 percent of obligations on all new awards. Although OMB'’s initial guidance stated
that fiscal year 2008 spending for new awards should be used as a baseline to measure
agencies’ progress, during the second half of fiscal year 2010, OFPP officials changed the
baseline year to fiscal year 2009. FPDS-NG data show that base spending in fiscal year
2008 was more than base spending in fiscal year 2009. OFPP officials indicated the
change was done in an attempt to better capture trends with more current data. Our
analysis was based on new awards, including single-award indefinite delivery / indefinite
quantity contracts, as that was the focus of this initiative.
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Agencies Reduced
Obligations on Some
Categories of New High-
Risk Contracts but Fell
Short of Meeting OMB’s 10
Percent Target

While OMB has not reported the overall results of agencies’ efforts to
reduce by 10 percent the share of dollars obligated through new high-risk
contracts awarded in fiscal year 2010, our analysis shows that the 24
agencies cumulatively decreased the use of newly awarded high-risk
contracts as a share of base spending by 0.8 percent when compared to
fiscal year 2009.2° This change equates to a decrease in agencies’ actual
spending on all newly awarded high-risk contracts, including orders
placed under single-award indefinite delivery / indefinite quantity
contracts, by about $5.2 billion.?®

At various times during 2011, OMB has reported risk reduction levels for
the individual high-risk categories; our analysis, using FPDS-NG data,
produced similar results only for new noncompetitive awards.?” Our
analyses of the change in the share of obligations under new contract
awards receiving only one offer, and obligations under cost-
reimbursement and time-and-materials contracts, yielded significantly
different results from what was reported, as shown in table 3.

250ur analysis of the share of obligations under new high-risk contracts was conducted
using OFPP’s methodology and FPDS-NG filtering variables. Additional information on the
methodology is in app. I.

2These contracts provide for an indefinite quantity, within stated limits, of supplies or
services during a fixed period, through the issuance of orders for individual requirements.
FAR 16.504. A single-award indefinite delivery/indefinite quantity contract results from a
solicitation where only one contractor is awarded the contract.

2TOMB first reported the results of agencies’ risk reduction efforts for noncompetitive
contract awards and competitive awards receiving only one offer in February 2011.
Results of agencies’ efforts to reduce time-and-materials contracts were first reported in
June 2011, and the results of efforts to reduce use of cost-reimbursement contracts were
reported in July 2011.
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|
Table 3: Change in Agencies’ Obligations for New High-Risk Contracts for Fiscal Year 2010 When Compared to Fiscal Year
2009 Obligation Data

GAO analysis of the difference

OFPP-reported GAO analysis of the in obligations on high-risk

change as a share of percentage change as a contracts in fiscal year 2010

base spending® share of base spendingb when compared to fiscal year

High-risk contract category (percent) (percent) 2009° (dollars in billions)
Noncompetitive contracts -6.0 -5.6 -$4.70
Competitive solicitations receiving one offer -11.0 0.3 -1.38
Cost-reimbursement contracts 2.0 9.4 0.58
Time-and-materials contracts -19.0 -15.8 -1.12
All high-risk contract categoriesd Not reported -0.8% -$5.18

Sources: OMB and GAO analysis of FPDS-NG data.

Notes: OMB’s initial guidance stated that fiscal year 2008 spending for new awards should be used
as a baseline to measure agencies’ progress, but during the second half of fiscal year 2010 OFPP
officials changed the baseline year to fiscal year 2009.

®0FPP’s analyses used FPDS-NG obligation data that were downloaded from the system in June
2011.

®GAO obtained FPDS-NG data for these analyses in June 2011. We identified one contract, with
almost $3.8 billion in obligations in fiscal year 2009, that was incorrectly coded in FPDS-NG as having
been awarded after receiving only one offer. We adjusted this contract to reflect the correct number of
offers received and incorporated it into our analysis.

°In our analysis of obligations on high-risk contracts, we calculated the difference between high-risk
obligations made in fiscal year 2009 in each of the above categories with high-risk obligations made
in fiscal year 2010 in each of the above categories. This differs from the other columns, where a
percentage was calculated by comparing the proportion of spending on new high-risk contracts with
base spending levels in each of the fiscal years.

“The FPDS-NG filtering variables used to generate data for this category take into consideration the
potential for overlap and duplication between high-risk categories.

Specifically, we found that the share of new contracts awarded after
receiving only one offer remained relatively flat—with a 0.3 percent
increase from fiscal year 2009 to 2010—and cost-reimbursement
contracts increased by 9.4 percent. The variations between our analysis
and OFPP’s analysis are primarily due to different assumptions used to
allocate the share of new contracts labeled as “combination” in FPDS-
NG. Prior to fiscal year 2010, contracts containing more than one contract
type (i.e., portions of the contract were fixed-price, while other portions
were cost-reimbursement or time-and-materials) were labeled as
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“combination” in FPDS-NG.? We question OFPP’s methodology because
it appears that the proportions used to allocate combination contracts to
new cost-reimbursement and time-and-materials contracts were based on
all obligations, and not just new awards. There are significant differences
between these ratios. For our analysis, we determined that a more
appropriate approach was to allocate the share of combination contracts
to new cost-reimbursement and time-and-materials contracts in
proportions equal to the share of new obligations in these categories. To
illustrate, OFPP’s methodology assumed 23 percent ($2.3 billion) of the
fiscal year 2009 newly awarded combination contracts were cost-
reimbursement contracts, whereas our approach assumed about 9
percent ($0.9 billion) of these contracts were cost-reimbursement.?® We
requested additional information on OFPP’s rationale for the methodology
it used to allocate combination contracts, but as of November 2011 had
not received a response.

The variation in results between our and OFPP’s analysis for
competitively awarded contracts with one offer received was also due to
our exclusion of one contract, with substantial obligations, that had been
incorrectly coded in FPDS-NG. Specifically, during our review of fiscal
year 2009 and 2010 obligation data, we identified delivery orders placed
under one contract administered by VA, amounting to over $3.8 billion in
obligations, that had been incorrectly coded as having been awarded

283ee GAO, Contract Management: Extent of Federal Spending under Cost-
Reimbursement Contracts Unclear and Key Controls Not Always Used, GAO-09-921
(Washington, D.C.: Sept. 30, 2009). In that report, we noted that obligations under
contracts coded as “combination” had increased significantly. We analyzed fiscal year
2008 FPDS-NG obligations coded as combination contracts and found that about a
quarter of the obligations went to contracts that had 50 percent or more cost-
reimbursement type obligations. We recommended that OFPP reconcile the conflicting
instructions in the FPDS-NG user manual for coding combination contracts versus coding
based on the preponderance of contract type. Subsequently, effective in fiscal year 2010,
the combination contract type was removed from FPDS-NG for new awards.

220FPP’s methodology for allocating newly awarded combination contracts to cost-
reimbursement contracts was based on a previous GAO analysis of all fiscal year 2008
obligations made under combination contracts. See GAO-09-921. As discussed above,
however, we questioned the use of this approach for the high risk reduction effort and
requested additional information from OFPP.
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after receiving only one offer.3? In fact, multiple offers had been received.
This error was corrected in FPDS-NG on October 31, 2009, just after the
start of fiscal year 2010. The timing of the correction made it appear that
there had been a large drop in the share of obligations under one-offer
contracts in 2010, when in fact the share of obligations under one-offer
contracts remained relatively stable from fiscal year 2009 to 2010.
Appendix | contains more detail on our approach to allocating the
combination contracts versus that used by OFPP, as well as our analysis
of the VA contract.

OFPP recognized that some agencies fell short of meeting fiscal year
2010 risk reduction targets and in March 2011 issued updated guidance
requiring these agencies to take the appropriate steps to achieve 10
percent reductions, as a share of base spending, in each of the four high-
risk categories for fiscal year 2011. This new target differs from the
original cumulative high-risk contract reduction goal of 10 percent, as a
share of base spending, in that the new guidance now requires a 10
percent reduction, as a share of base spending, in each of the four high-
risk contract categories. Agencies that met the fiscal year 2010
cumulative risk reduction target are expected to maintain those levels for
fiscal year 2011. According to some procurement officials, OFPP’s
revised guidance may pose additional challenges for agencies that fell
short of meeting the initial goal because unique mission-related needs
may warrant the use of certain high-risk contracts. For example, senior
officials from DOD and Energy told us they frequently use cost-
reimbursement contracts for mission-related research and development
work, which can involve substantial uncertainties and difficulty in
estimating costs with sufficient accuracy to use a fixed-price contract.

Potential for Greater Risk
Reduction Was Limited
Due to OFPP’s Focus on
Only New Contract Awards

OFPP officials explained that they focused on new awards because they
felt it would be easier for agencies to focus initially—and take corrective
actions—on only new awards. This approach, while intended to achieve a
certain result, excluded a substantial portion of government obligations
under high-risk contracts—about $238 billion in fiscal year 2010. Figure 1

30we have previously reported on FPDS-NG errors regarding the extent of competition,
including obligations coded as having received one offer. See GAO, Federal Contracting:
Opportunities Exist to Increase Competition and Assess Reasons When Only One Offer Is
Received, GAO-10-833 (Washington, D.C.: July 26, 2010), where we reported that about
18 percent of the 107 contracts and orders we reviewed had been incorrectly coded.
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shows that OFPP’s methodology covered only 14 percent of obligations
and left out modifications on new high-risk contracts and other high-risk
obligations, such as orders placed under noncompeted BPAs and the
exercise of contract option years.

|
Figure 1: Obligations Made by the 24 CFO Act Agencies in Fiscal Year 2010 (in
Billions)

Obligations on newly
awarded high-risk contracts
(OFPP’s methodology), $75.40

4%
Modifications made on newly
awarded high-risk contracts, $20.76

Obligations on all other
high-risk contracts, $218.59

Non-high risk obligations, $219.92
Source: GAO analysis of FPDS-NG obligation data.

Note: We identified one contract, with over $3.8 billion in obligations in fiscal year 2009, that was
incorrectly coded in FPDS-NG as having been awarded after receiving only one offer. We adjusted
this contract to reflect the correct number of offers received and incorporated it into our analysis.

To understand the effect of the dollars excluded from OFPP’s
methodology, we used FPDS-NG data to determine the share of
obligations under high-risk contracts in fiscal year 2010 as compared to
fiscal year 2009 if modifications made on new high-risk contract awards
(the $20.76 billion in fig. 1) were added to OFPP’s methodology. We
conducted further analysis to determine the effect if all high-risk
obligations in fiscal year 2010 were included (a combination of the $75.40
billion, $20.76 billion, and $218.59 billion in fig. 1). We found that the level
of risk reduction changed, in some instances dramatically, as shown in
figure 2.
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Figure 2: Effect of Including All High-Risk Obligations When Determining the
Change in Fiscal Year 2010 Obligations as a Share of Base Spending from Fiscal

Year 2009

Contracts awarded without competition
-5.6% New high-risk awards only?
070 (Using OFPP’s methodology)

New high-risk awards including
modifications to base contract

-4.6%

All high-risk contracts with
obligations in fiscal year®

-6.8%

Competitive solicitations having been awarded after receiving only one offer

New high-risk awards only? 0.3%
(Using OFPP’s methodology) =40

New high-risk awards including
modifications to base contract

-1.2%

All high-risk contracts with
obligations in fiscal year® 16.7%

Cost-reimbursement contracts

New high-risk awards only? 9.4%

(Using OFPP’s methodology) “rio
New high-risk awards including 11.8%
. (]

modifications to base contract

All high-risk contracts with 0,
obligations in fiscal year® 0.7%

Time-and-materials contracts

New high-risk awards only?
(Using OFPP’s methodology)

8.0% New high-risk awards including
N0 modifications to base contract

All high-risk contracts with
obligations in fiscal year®

Source: GAO analysis of FPDS-NG obligation data.
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®To determine the percentage of risk reduction as a share of base spending, we used OFPP’s
methodology. However, the results of our analysis differed because we took into account one
contract, with over $3.8 billion in obligations for fiscal year 2009, that was incorrectly coded in FPDS-
NG, and used a different approach to adjusting those contracts in FPDS-NG labeled as
“combination,” as explained above.

®Included in this analysis are all new and existing high-risk contracts and modifications with
obligations during the fiscal year.

°Obligation data have been adjusted to take into consideration any potential for duplication or double-
counting between the four categories of high-risk contracts.

As shown in figure 2, when all high-risk obligations are considered, the
use of time-and-materials contracts as a share of base spending only
decreased to 6.8 percent rather than the 19 percent reported by OMB (as
shown in table 3). An even more dramatic change is found with
competitive solicitations awarded after receiving only one offer. When
considering all high-risk obligations as a share of base spending for these
contracts, there is an almost 17 percent increase, compared to the 19
percent reduction reported by OMB.3'

By focusing solely on new high-risk contract awards, OFPP missed an
opportunity to challenge agencies to further pursue additional risk
reduction efforts, such as those identified in our prior work. We found
cases, however, where agencies did go beyond the scope of OFPP’s
methodology and implemented some initiatives with potential for reducing
the share of obligations under high-risk contracts, such as enhancing
competition or reevaluating contracts during the period of performance to
determine whether a lower-risk contracting authority could be used.
These additional efforts include the following:

« Modifications to new and existing contracts for additional work: The 24
agencies obligated over $47 billion in fiscal year 2010 for
modifications to new and existing high-risk contracts where the

3'DOD accounted for 60 percent of all high-risk obligations made on competitive
solicitations having been awarded after receiving only one offer. Recognizing the need for
increased and effective competition, the Director of Defense Procurement and Acquisition
Policy issued guidance in April 2011 to address this issue. Specifically, the guidance
instructs that unless an exception applies or a waiver is granted, contracting officers are to
cancel and resolicit competitive procurements for at least 30 days where, after being
advertised for 30 days or less, only one offer was received. In addition, in instances where
only one offer is received after 30 days of advertisement, the guidance states that
contracting officers shall use proposal analysis techniques in accordance with FAR
15.404-1 to make a determination that the offer was fair and reasonable.
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contracting action involved a new agreement that was outside the
original scope of work, a change to the scope of work, or additional
work that was within the existing scope of work. Some agency
acquisition savings and risk reduction plans submitted to OFPP under
this initiative determined that modifications for additional work could
be converted to a lower-risk contract or that existing requirements
could be broken into separate, competitively awarded contracts. For
example, we found one initiative submitted by NASA that was based
on an assessment, prior to modifying certain existing contracts, of
whether the requirements could be split into separate contracts in an
effort to promote full and open competition.

« Exercising option years under existing contracts: In fiscal year 2010,
the 24 agencies exercised almost $28 billion in options on high-risk
contracts. Option years are a common feature of government
contracts where there is a base period of performance, generally a
year, followed by options to extend the contract term at the
government’s discretion. This structure can present an opportunity for
the contracting agency to review the work performed in the previous
year and establish, for example, whether the contract requirements
could be firmer or redefined altogether so that a lower-risk contracting
authority could be used. In our 2009 report on cost-reimbursement
contracts, we recommended that OFPP take action to revise the FAR
to require contracting and program officials to reassess requirements
at appropriate times during a contract’s period of performance, such
as when exercising options, and determine if the agency’s experience
with the procurement provides a basis for firmer contract pricing.%?
OFPP, in conjunction with the Federal Acquisition Regulatory Council,
agreed with the recommendation and has published an interim ruling
amending the FAR to include, as a part of written acquisition plans, a
discussion of strategies for transitioning to firm-fixed-price contracts to
the maximum extent practicable, either in the current period of
performance when exercising option years, or when awarding follow-
on contracts.®

o Task orders on multiple-award contracts: Agencies obligated over $91
billion under multiple-award task orders in fiscal year 2010, and are
generally required to compete task orders on multiple-award contracts
among all contract holders. However, as we reported in 2010,

32GA0-09-921.

33Proper Use and Management of Cost-Reimbursement Contracts, 76 Fed. Reg. 14,543
(Mar. 16, 2011). See also, FAR 7.105(b)(5)(iv).
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Agencies Are
Employing a Variety
of Acquisition Savings
Strategies to Achieve
Long-Term Savings
and Improve
Outcomes

agencies can use a number of allowable exceptions to award orders
noncompetitively, such as when only one contractor is capable of
providing the supplies or services needed, or there is an urgent
requirement.3* Although many exceptions to competition are justified,
increased attention to multiple-award orders may help increase
competition.

« BPA orders: Agencies obligated $7.6 billion in fiscal year 2010 for
orders placed against existing BPAs. BPAs enable agencies to fulfill
repetitive needs for supplies and services by issuing individual orders
as the need arises, and provide an opportunity to obtain price
reductions and discounts. In our review of the agency acquisition and
risk reduction plans submitted to OFPP, we identified one agency—
the Department of Education—that fully transitioned from cost-
reimbursement BPA orders to performance-based, firm fixed-price
orders. Many other agencies identified initiatives focused on trying to
obtain better pricing or more competition under their BPAs. However,
these initiatives were not captured using OFPP’s approach. Further, in
2009, we reported that agencies did not frequently take advantage of
additional opportunities for competition or to negotiate discounts when
placing orders under GSA schedule BPAs. We made a number of
recommendations to OFPP intended to reduce the government’s risk
of overpaying for goods and services under BPAs. The FAR was
revised in March 2011 to reflect our recommendations.3®

Agencies have taken advantage of the OMB initiative to garner support
from agency leadership and employ strategies to save money, avoid
costs, reduce risk, and improve the overall efficiency and effectiveness of
the acquisition function. Many agency acquisition officials we spoke with
expressed an understanding of the stark economic realities and
budgetary limitations their agencies face and described a number of
ongoing and new initiatives that they have undertaken with regard to
contracting initiatives.

We identified from the hundreds of contracting initiatives in MAX a subset
that may show promise in yielding long-term savings from contracting or

34GA0-10-833. Also see FAR 16.505(b)(2). Other reasons for allowing a noncompetitive
task order are that the requirement is a logical follow-on, or the order is needed to meet a
minimum guarantee.

353ee GAO-10-833 and GAO-09-792. See also, FAR, Subpart 8.4—Federal Supply
Schedules.
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result in more efficient acquisitions. We did not independently validate the
savings that agencies reported to OFPP, but in a number of instances
obtained additional information from the officials responsible for the
initiatives to determine the savings methodologies they used. Although
we have identified these as notable practices, a number of these
initiatives also represent common practices that procurement officials are
expected to perform as a part of their regular job function.

While many opportunities to achieve savings occur early in the acquisition
life cycle, when acquisition plans are generally developed, opportunities
also exist during contract performance or when preparing to exercise
option years under a contract.

Improving Acquisition
Planning and Preparation

The first, and perhaps best, opportunity to reduce acquisition risk and
generate savings is in the acquisition planning phase, when critical
decisions are made that have significant implications for the cost and
overall success of an acquisition. The appropriate amount of early
planning and preparation helps to minimize risks and improve outcomes
in both product and service acquisitions.3® We found examples of agency
efforts to enhance acquisition planning and preparation, as discussed
below.

%63ee GAO, Acquisition Planning: Opportunities to Build Strong Foundations for Better
Services Contracts, GAO-11-672 (Washington, D.C.: Aug. 9, 2011) and Defense
Acquisitions: Managing Risk to Achieve Better Outcomes, GAO-10-374T (Washington,
D.C.: Jan. 20, 2010).
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Leadership, Collaboration, and
Accountability to Achieve
Shared Acquisition Goals

Improving Acquisition Planning and Preparation

Savings and risk reduction opportunities Description

Leadership, collaboration, and accountability Commitment from leadership, greater

to achieve shared acquisition goals accountability, and development of a more
strategic departmentwide approach to
pursing acquisition savings initiatives

Establishing well-defined and realistic Establishing a valid need and working with
requirements program staff to translate the need into
feasible and affordable requirements

Determining the appropriate contract type Selecting contracting instruments that best
serve the needs of the acquisition

Conducting spend analysis and strategic Developing a knowledge base about how

sourcing of goods and services much is being spent for what goods and
services and determining who are the
buyers and suppliers, thereby identifying
opportunities to leverage buying, save
money, and improve performance

Agency leadership, intra-agency collaboration, and accountability are all
essential elements to an effective acquisition process. In fact, our prior
work has found that organizations seeking to significantly improve
acquisition outcomes must begin with an established vision and
commitment from senior management.®” For example, in response to
Treasury’s initial challenges in meeting the fiscal year 2010 savings goal,
a senior-level working group consisting of the agency’s chief
procurement, financial, information, and human capital officers discussed
actions to develop and implement additional savings initiatives. According
to Treasury officials, this group identified and launched departmentwide
savings opportunities and drafted acquisition policy updates to
institutionalize good practices, such as increasing the use of strategic
sourcing. The department also increased preparation time for high-value
and complex acquisitions by instituting a new policy requiring project
teams to develop acquisition plans 18 months prior to award for
acquisitions exceeding $10 million or otherwise deemed high impact.
Treasury requires bureau program officials to forecast all future

37See GAO, Defense Acquisitions: Tailored Approach Needed to Improve Service
Acquisition Outcomes, GAO-07-20 (Washington, D.C.: Nov. 9, 2006); Department of
Homeland Security: Ongoing Challenges in Creating an Effective Acquisition
Organization, GAO-07-948T (Washington, D.C.: June 7, 2007).
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Improving Solicitations through
Well-Defined and Realistic
Requirements

requirements, including renewal of ongoing contracts, to ensure
applicable projects are covered in individual acquisition plans.
Department officials expect that this advanced planning and early
collaboration will promote use of lower-risk contract strategies,
competition, performance based acquisitions, and small-business
participation as well as other good business practices.

In another example, VA instituted an accountability process for selected
contracts to reduce costs, minimize risk, and provide third-party
verification of outcomes, which resulted in agency-reported savings of
about $160 million for fiscal year 2010. Specifically, VA issued an
oversight policy that included establishing a preaward contract review
process administered by seasoned acquisition professionals, agency
legal representatives, and technical advisors. As part of the process, the
teams reviewed proposed costs for certain noncompetitive and
governmentwide solicitations. Based on these reviews, the team made
recommendations that were used by the contracting officer in negotiating
fair and reasonable pricing for the government. According to VA officials,
approximately 39 percent of the preaward review team recommendations
were implemented in fiscal year 2010.

As we have long reported, establishing a valid need and translating that
need into an acquisition requirement is essential for obtaining the right
outcome.® Without clearly defined requirements, an agency increases
the risk that it will pay too much for the services provided, acquire
services that do not meet its needs, or enter too quickly into a sensitive
arrangement that exposes the organization to financial, performance, or
other risks. A number of agencies we met with have emphasized better
requirement-setting during the planning process or at other appropriate
times during a contract’s period of performance. For example, within the
Department of Justice’s Bureau of Prisons, procurement officials worked
with program staff to develop requirements and technical specifications
for a procurement of private prison beds. Their efforts resulted in reported
cost savings of $17 million in fiscal year 2010, about 18 percent below the
previous amount paid, according to officials. Bureau contracting officials
said they took additional time to better understand technical
requirements, worked with program staff to visit existing facilities, and

383ee GAO-07-20; GAO, Federal Acquisition: Oversight Plan Needed to Help Implement
Acquisition Advisory Panel Recommendations, GAO-08-160 (Washington, D.C.: Dec. 20,
2007).
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Determining the Appropriate
Contract Type

considered contractor past performance in developing new requirements.
By restructuring the requirement to remove geographical and certain
construction restrictions, officials indicated that they increased
competition, received more favorable pricing, and increased inmate
occupancy.

According to officials at the Department of Housing and Urban
Development, procurement and program officials worked together to limit
costs by redefining requirements on lead-based paint abatement
contracts to put a ceiling on allowable abatement costs and ensure that
only homes with the highest potential for contamination—those built prior
to 1978—would be targeted. Procurement officials told us that as a result
of the newly defined requirements, the agency saved $13.7 million for
fiscal year 2010, and they anticipate similar savings in future years.
According to these officials, savings resulting from this initiative were
used to supplement the agency’s mortgage insurance fund, for which, as
we have previously reported, the capital ratio fell below statutory levels as
the economy weakened and home prices fell in 2008 and 2009.%°

Agencies can choose among different contract types to acquire products
and services. As we have reported, a primary concern is the proper
allocation of risk between the government and contractors.*® By choosing
the appropriate contract type, procurement officials can help to minimize
risk while simultaneously achieving savings. In one example,
procurement officials at Energy’s National Nuclear Security Administration
reported saving more than $40 million in fiscal year 2010 through the
administration’s Contract Cost Saving Program, an effort to convert
contracts into less-risky types, such as firm fixed-priced, and to
competitively resolicit contracts previously awarded without competition.
Procurement officials told us that during fiscal year 2010, they reviewed
$1.5 billion in contracting actions to identify risk reduction opportunities
and contracts that may no longer be needed. Contract modifications or
restructures were recommended on a case-by-case basis once the period
of performance ended or as new requirements were developed by
program offices.

393ee GAO, Mortgage Financing: Financial Condition of FHA’s Mutual Mortgage
Insurance Fund, GAO-10-1066T (Washington, D.C.: Sept. 23, 2010).

405ee GAO-10-374T.
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Conducting Spend Analysis and
Strategic Sourcing of Goods
and Services

Analyzing buying patterns—referred to as spend analysis—and
strategically sourcing goods and services can provide agencies with a
better understanding of their buyers and suppliers, with the goal of
identifying opportunities to leverage buying power and improve
performance. In prior reports, we have noted that spend analysis enabled
agencies to measure the effect of changes in purchasing costs and
supplier diversity and to be better positioned to obtain more
advantageous terms and conditions by leveraging aggregate buying
power.*’

Almost all agencies reported some savings in fiscal year 2010 associated
with the use of strategic sourcing. For example, after conducting a spend
analysis of its air ambulatory services, the Bureau of Prisons reported
savings of 30 percent, or about $1.5 million, from negotiating a nationwide
agreement rather than relying on locally competed contracts.*? Bureau
procurement officials said that, because of the success of this initiative,
they are evaluating how other locally procured services could be
purchased more economically at a national level, and noted that they
shared their spend analysis information with another organization within
the Department of Justice that also uses air ambulatory services. In
another example, DHS has established a departmentwide strategic
sourcing program office, which reported saving about $347 million in
fiscal year 2010 through a portfolio of more than 300 departmentwide
contracts and by participating in GSA’s Federal Strategic Sourcing
Initiative.*® For example, the office reported that DHS components
leveraged their buying power to save more than $60 million by using
volume software license agreements, $1.3 million on purchases of body
armor, and about $2.8 million on office supplies. In addition, procurement
officials told us DHS’ strategic sourcing effort has reduced the number of
duplicative contracts between contracting offices, and increased

41See GAO, Best Practices: Improved Knowledge of DOD Service Contracts Could
Reveal Significant Savings GAO-03-661 (Washington, D.C.: June 9, 2003) and
GAO-04-870.

42The bureau uses air ambulatory services to provide transportation of prisoners to
hospitals.

43since 2006, OMB has encouraged agencies to coordinate their buys through Federal
Strategic Sourcing Initiative interagency procurement vehicles awarded by GSA. Current
contracts under this initiative include express and ground domestic delivery services,
wireless telecommunications expense-management services, and office supplies.
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operational efficiency by standardizing procurement practices throughout
the department.

Identifying Savings
Opportunities on Ongoing
Contracts

Working with Contractors to
Reduce Operational Costs

Agencies also reported that they sought opportunities to achieve savings
or improve acquisitions in later phases of the acquisition life cycle, after
the initial contract award. As we have previously reported, it is also
important to implement a post—contract award process to effectively
manage and assess contractor performance to ensure that business
arrangements are being properly executed and to track progress toward
acquisition goals.*

Reducing Costs on Ongoing Contracts and Monitoring Contract Performance

Savings and risk reduction

opportunities Description
Working with contractors to reduce Working with contractors to share
operational costs information, buy smarter, and establish

incentives that reward efficient operations

Seeking additional discounts through BPAs Regularly seeking discounts from vendors
on BPAs

Renegotiating and restructuring contracts  Identifying opportunities to renegotiate or
restructure existing contracts to achieve
savings, such as by updating prices based
on current market conditions, and
consolidating requirements

We identified one agency that worked directly with its contractors to
achieve acquisition savings. In part based on a prior GAO
recommendation, we found that Energy is making a concerted effort to
work with its contractors to share information, leverage buying power, and
establish incentives that reward efficient operations at the national
laboratories.*® Our prior work has shown that when contractors are more

443ee GAO-07-20.

45see GAO, Department of Energy: Additional Opportunities Exist for Reducing
Laboratory Contractors’ Support Costs, GAO-05-897 (Washington, D.C.: Sept. 9, 2005).
Specifically, GAO recommended that Energy take actions to improve cost data among
laboratories and reduce support costs by ensuring that Energy laboratories adopt
important cost saving initiatives. These recommendations are further supported by FAR
guidance, which suggests that collaborative efforts might be advantageous in larger-scale
research and development contracts and projects (FAR 9.602(b)).
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Agencies Are Seeking
Additional Discounts through
BPAs

directly involved in planning efforts and given adequate time to plan and
prepare to accomplish their assigned tasks, the quality of the contractor’s
services may improve and costs may be lowered.*® Energy’s senior
procurement officials told us they developed a formal process to improve
collaboration and leverage the buying power of the department’s
management and operating contractors, which resulted in reported
savings of more than $37 million during fiscal year 2010.4” Specifically,
the department created contractor purchasing teams as a means to share
information on laboratory buying habits and establish supplier
agreements that can be used by all eligible Energy contractors and
subcontractors. Department procurement officials stated that working with
the purchasing teams has improved oversight of subcontractors and
reduced contracting risks, in that over 90 percent of subcontracted
transactions are through fixed-price arrangements.

We previously reported that agencies could realize savings from seeking
discounts through GSA schedule BPAs.*® In discussions with senior
procurement officials, we learned of various savings initiatives where
contracting officers aggressively pursued, and received, substantial
discounts. For example, to ensure that contracting officers at the Social
Security Administration regularly seek discounts, proposed awards over
$100,000 are reviewed by a more-senior contracting officer to determine,
among other tasks, whether discounts were sought on BPAs. As a result,
procurement officials told us they are regularly seeking discounts from
vendors when acquiring supplies and services under GSA schedule
contracts and have achieved substantial savings. For example, the
agency reported receiving discounts of more than 30 percent below the
vendor's GSA schedule prices on BPAs for printers and scanning
services, which resulted in savings of more than $180 million over the life
of the contracts.

465ee GAO, Defense Acquisitions: Improved Management and Oversight Needed to
Better Control DOD’s Acquisition of Services, GAO-07-832T (Washington, D.C.: May 10,
2007).

47Managemen’[ and Operating contracts are agreements under which the government
contracts for the operation, maintenance, or support of a government-owned or controlled
research, development, special production or testing establishment devoted to one or
more major programs. Infrastructures supported under these agreements include
production facilities for nuclear materials, research facilities, and national laboratories.
Department of Energy Acquisition Regulation, Subpart 917.6 and Part 970.

483ee GAO-10-833 and GAO-09-792.
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Renegotiating and
Restructuring Contracts

Many agencies reported more aggressively negotiating discounts and are
reporting significant savings as a result. For example, Department of
Education procurement officials reported saving $26.3 million in fiscal
year 2010 as a result of renegotiating prices on an existing contract to
better reflect current market conditions. Specifically, in the middle of a 10-
year technology contract, department contracting and program officials
determined that technological advances warranted a review of contract
prices for items such as computing hardware and software. According to
these officials, updated pricing benchmarks were established and used to
renegotiate the terms of the contract.

Strengthening the
Acquisition Workforce

Expanding Use of Cost and
Price Analysts

Many agencies we met with are engaged in efforts to enhance their
acquisition workforce through hiring, retention, training, and development
of new acquisition tools and processes intended to improve contracting
officers’ effectiveness and efficiency. In some instances, senior agency
procurement officials told us that recruiting and retaining talented
acquisition professionals, some with specialized skill sets, generated
significant savings and had a positive influence on acquisition outcomes.

Strengthening the Acquisition Workforce

Savings and risk reduction opportunities Description

Increase use of and training for cost and Assess human-capital needs and augment

price analysts the acquisition workforce with experts,
such as cost and price analysts, who can
improve core acquisition functions and

save money
Recruitment programs to attract talented Establish programs to attract and retain
acquisition professionals professional acquisition staff and provide
on-the-job professional development
experience

Hiring acquisition personnel with specialized skill sets to fulfill critical
needs can lead to savings and ensure that taxpayers received the best
value for every dollar spent. As we have previously reported, some
agencies reduced the number of government cost estimators, and as a
consequence tended to rely on contractors for this task.*® Some agencies

493ee GAO-07-832T.
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Recruitment Programs to
Attract Talented Acquisition
Professionals

reported recruiting and hiring experienced cost and price analysts, or
providing such training to existing personnel, which has helped them
determine the appropriate price structure of contracts. For example, HHS
procurement officials reported saving $60.5 million in fiscal year 2010 by
hiring two cost and price analysts to review contracts and offer contractor
audit support for the Biomedical Advanced Research and Development
Authority. According to these officials, in previous years HHS had relied
on the Defense Contract Audit Agency to conduct cost analyses and
audits of contractor accounting systems, but there were concerns about
the length of time needed to conduct the audits and the associated costs.
As a result, HHS hired two analysts with extensive experience in cost and
price analytics to provide dedicated support for the authority’s contracts.
HHS officials noted that these analysts are not only more responsive to
agency needs, but are also generating additional savings through
preaward reviews and assistance with contract negotiations.

NASA procurement officials told us they focused on improving cost and
price analysis and negotiation skills for NASA'’s existing acquisition
workforce by developing and implementing a series of training courses
that target these skill sets. The first course provides students with an
overview of cost analysis techniques and strategies, whereas the second
course builds upon the techniques and strategies learned in the basic
course while providing the students with an in-depth understanding of the
various cost incentives available for use in government contracts. Since
its inception in June 2008, NASA has provided 22 training courses for
about 360 of its acquisition personnel, and as a result of the training,
officials reported improvements in the quality of technical evaluations and
the level of communication between contracting and technical personnel.

According to OMB, the capacity of the federal government’s acquisition
workforce to oversee and manage contracts has not kept pace with
increased government spending for increasingly complex purchases. For
example, federal civilian agencies’ acquisition spending increased in real
terms from $80 billion to $138 billion between fiscal year 2000 and fiscal
year 2008, while their acquisition workforce grew at a considerably lower
rate.®° Developing the acquisition workforce has been a priority of the
administration, and, as part of this effort, agencies are implementing

50see GAO, The Office of Management and Budget’s Acquisition Workforce Development
Strategic Plan for Civilian Agencies, GAO-10-459R (Washington, D.C.: Apr. 23, 2010).
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programs to attract and retain skilled acquisition professionals.
Recognizing the limited pool of skilled acquisition personnel, and high
turnover of new acquisition professionals, the Department of Education
developed an acquisition fellowship program to provide specialized
developmental opportunities and on-the-job training during the first 36
months of employment. The fellowship provides rotational assignments in
two separate acquisition offices, in which new hires are mentored by
senior acquisition officials as the new hires perform critical acquisition
functions, including market analysis, vendor outreach, and contract
negotiation. Fellows are also rotated through a program office to learn
about acquisitions from their customers’ perspective. The program is
designed to build the capacity and capability of future potential
contracting officers, while enhancing interoffice cooperation and
effectiveness. According to department officials, this program has
contributed to lower attrition of new hires, reduced the costs associated
with unfilled vacancies, and helped to stabilize and better prepare its
acquisition workforce to meet the agency’s future contracting needs.

Streamlining Acquisitions
through Technology and
Process Improvements

Some agencies reported developing and implementing acquisition
technology to enhance all aspects of the acquisition process. Senior
agency procurement officials told us their agencies’ use of online tools to
promote competition and automate some aspects of the contracting and
acquisition process has led to substantial savings, increased efficiencies,
and in some cases, greater transparency and accountability. These
officials explained that one of the greatest benefits derived from new
acquisition technology applications is the improved availability and flow of
information.

Streamlining Acquisitions through Technology and Process Improvements

Savings and risk reduction opportunities Description

Reverse auctions are online tools
designed to improve competition and
drive down prices on commonly
purchased products and services

Reverse auctions

Technology to promote small-business
participation

Developing new systems to reach out to
small businesses, and streamline and
simplify the acquisition process to
increase participation

Reengineered procurement processes Optimization of acquisition processes to
obtain efficiencies and reduce

unnecessary duplication
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Using Reverse Auctions to
Increase Efficiency and
Enhance Competition

Half of the agencies involved in the initiative reported using reverse
auctions as a way to improve competition and reduce prices on
commonly purchased products and services. Unlike a typical, or forward
auction, in which multiple buyers bidding against one another push the
price up, reverse auctions enable a buyer to evaluate proposals
submitted from multiple sellers in an online marketplace, in which sellers
compete against one another to provide the lowest price or highest-value
offer. After considering all offers, the buyer selects the winning proposal,
often at a reduced price. Figure 3 illustrates the differences between a
traditional online auction marketplace and the reverse auction process,
using an actual DHS purchase of information technology (IT) equipment
as an example.
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Figure 3: Comparison of Forward and Reverse Auction Processes

Traditional online auction marketplace Individuals sought to purchase information technology (IT)

equipment, software supplies, and support equipment.

Seller

|
*

Seller receives highest bid.
Final bid: equal to or higher than seller’s starting bid

Reverse auction online marketplace DHS solicited bids for IT equipment, software supplies,

and support equipment.

Approved sellers

DHS (Buyer) Number of sellers notified
Need: Ql e €6 6 06 ) O O l)
IT equipment
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estimated cost / / / /
I

DHS posts request for
bids for IT equipment.

Number of sellers responding

Sellers post competitive bids.

Buyer accepts lowest bid. 4+
Final bid: $58,100 or 10% below government estimate

Source: GAO analysis of DHS data.
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Applying Technology to
Promote Efficient Small-
Business Participation

Reengineering Procurement
Processes

In our review of agencies’ acquisition savings initiatives, we found that a
number of agencies are taking advantage of reverse auctions to enhance
competition and improve transparency in procurement operations. For
example, procurement officials at DHS reported saving more than $50
million in fiscal year 2010 through the use of reverse auctions, and noted
that Customs and Border Protection is considered to be the leading
component within the agency regarding the use of this tool. Having first
piloted a reverse auction program in fiscal year 2006, the component
discovered that it could use the online marketplace to achieve lower
prices on a wide range of goods and services, such as purchasing basic
information technology services, while also increasing efficiency because
transactions are automatically recorded online. Based on the success of
this pilot, reverse auctions are now given priority consideration when
selecting a technique to acquire noncomplex commodities and may be
used for simple firm fixed-price services. Customs and Border Protection
reported an average savings of approximately 10 percent on all such
transactions in fiscal year 2010.

We found examples of agencies using technology to assist in meeting
their small-business goals, while also achieving savings.®' For example,
the Department of Transportation’s Federal Aviation Administration
launched a system to more efficiently acquire professional, technical, and
management support services from small, women-owned, and socially
and economically disadvantaged businesses that generated $7.5 million
in reported savings during fiscal year 2010. According to officials, this
new system has enabled contracting officers to more quickly and
efficiently acquire services from 479 preapproved vendors that provide
professional services such as systems engineering, business
administration, and computer-system support and repair. Officials
reported average price reductions of about 10 percent, in addition to
shorter procurement timelines, using this system.

We found that some agencies are undertaking efforts to optimize
acquisition processes by changing how products and services are
acquired in terms of business processes, organizational structures, and
roles and responsibilities. Our prior work with leading commercial firms
found that typical process-improvement initiatives were focused on

51The federal government has an annual goal of awarding not less than 23 percent of
prime contract dollars to small businesses.
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Conclusions

improved coordination, establishment of new processes for routine tasks,
and use of cross-functional teams made up of individuals with various
skills to ensure the right mix of knowledge.%? In one example, officials at
the Department of Housing and Urban Development reported saving over
$8 million during fiscal year 2011through an initiative to reduce
redundancy in mortgage-underwriting service contracts by simplifying the
review process and focusing on only the highest-risk mortgages.
According to officials, the department’s previous mortgage-underwriting
review process required multiple levels of review and in some instances
required independent secondary reviews. The department replaced this
approach with a more focused, risk-based process that officials believed
cut the workload by more than half.

In this era of growing fiscal constraint, it is increasingly important that
federal agencies maximize available resources to make the best use of
taxpayer dollars. While the administration’s focus on savings through
contracting initiatives has achieved some success, problems stemming
from OMB’s implementation have limited the potential for greater savings
and improved acquisition outcomes. The potential of this initiative was
hampered at the start with agencies’ general sense of confusion about
the savings targets themselves and unclear guidance in a number of
areas. For example, by not addressing certain ambiguities—such as
whether long-planned program terminations were allowable initiatives,
and how savings under interagency contracts should be handled, among
others—some agencies’ savings plans included questionable initiatives
and potentially double counting of savings. Further, while DOD’s concrete
actions to end poorly performing programs and to reduce other line items
in the department’s budget are commendable, the fact remains that this
particular OMB initiative was intended to be a contract savings exercise.
Taking into consideration DOD’s approach, which was strictly budget-
driven and not necessarily tied to contract savings—and which did not
reflect contracting initiatives such as strategic sourcing—and the data
reliability issues with civilian agencies’ reported data in MAX, the extent to
which agencies will meet the administration’s announced goal of saving
$40 billion in contracting for fiscal year 2011 is unclear. Moreover,
agencies were required to expend time and resources entering data into
MAX to comply with OMB’s requests for savings information; however,

52GA0-07-20.
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Recommendations for
Executive Action

the combined lack of guidance and controls over how savings data were
entered and captured in the system limited OMB’s ability to accurately
and reliably report the results of the initiative. Additionally, because the
results of the high-risk contract reduction effort—another important
undertaking for which OMB has not reported the cumulative results—was
limited to only new awards, and, by our analysis, fell far short of the 10
percent target, many opportunities for greater risk reduction were missed.

The issues we have identified are not insurmountable. At a minimum, the
acquisition savings initiative has generally prompted agency leadership to
emphasize the need to review procurements for cost and risk reduction
opportunities. In fact, agencies reported on hundreds of initiatives that
achieved savings, avoided costs, or were designed to improve the
efficiency and effectiveness of the acquisition function. The examples we
provided are only a subset of a much larger effort to adopt beneficial
acquisition practices and help agencies respond to budgetary challenges
and financial constraints. However, there is uncertainty about whether the
administration plans to continue this savings initiative through fiscal year
2011, as initially planned. In the absence of clearly communicated intent,
including how the initiative relates to others—such as OMB’s recent
initiative to reduce use of professional and management support
contracts—any momentum the savings initiative has generated could be
lost.

To build on agencies’ fiscal year 2010 achievements and leverage the
momentum gained to date, we recommend that the Director of OMB take
the following two actions:

« Clarify and convey the administration’s continued focus on the
acquisition savings initiative for fiscal year 2011 and beyond, and
address how it is expected to align with other initiatives, such as
OMB’s new undertaking to reduce the use of professional and
management support contracts and DOD’s efficiencies and other
savings initiatives.

« Report no later than the time of the fiscal year 2013 budget proposal
submission to Congress on the dollar savings resulting from the
agencies’ initiatives and the cumulative high-risk contract reduction
efforts for fiscal years 2010 and 2011. The results should be reported
in a manner that can be easily compared with the administration’s
announced savings and high-risk reduction goals.
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Agency Comments
and Our Evaluation

To enhance agency implementation of the acquisition savings and high-
risk contract reduction initiative, and to promote improved reporting and
outcomes, we recommend that the Administrator of OFPP take the
following three actions:

« Clarify guidance and criteria as to: (1) what constitutes appropriate
agency baseline reductions, (2) how savings (or cost avoidance)
initiatives are defined and reported, and (3) how actual savings
resulting from agency initiatives should be validated.

« Determine OFPP’s informational needs to effectively manage and
oversee implementation of the savings initiative, including whether
MAX is the appropriate tracking and information-sharing mechanism.
If MAX continues to be the designated system, develop the
appropriate quality-control measures to improve agency-reported
data.

« Revise the focus of the high-risk reduction effort to include all high-risk
contracting actions and not just new awards.

We sent copies of a draft of this report to OMB and the 24 CFO Act
agencies. A list of these agencies is provided in appendix Il. Although
the report recommendations were directed to OMB and OFPP, we
welcomed comments from all participating agencies. Of the 24 agencies,
14 responded with no comments; Treasury did not respond. We received
written comments from 5 agencies (OFPP, DOD, HHS, DHS, and Labor);
the remaining agencies provided us with technical comments. A number
of the comments acknowledged the serious financial challenges the
agencies face given the current fiscal environment and described the
agencies’ commitment and current efforts to adopt and expand on many
of the best practices identified in the report.

In its written comments (reproduced in appendix Ill), OFPP stated it would
adopt, as appropriate, our three recommendations to the Administrator
concerning the methodological and data concerns we identified. The
comments did not address whether OMB agrees with or intends to
address the two recommendations we made to the Director. OFPP
expressed concern that our report presents a narrow and questionable
picture of the results of the initiative. We disagree. We believe our report
accurately depicts the scope of agencies’ efforts under the initiative and
the challenges they and OFPP faced in developing and reporting the
fiscal year 2010 savings. Our report also discusses, in detail, the positive
outcomes of this initiative, including many actions agencies have taken to
implement acquisition savings and risk reduction strategies that show
promise in yielding long-term benefits. OFPP also stated that our report

Page 46 GAO-12-57 Federal Contracting



presents an incomplete picture of the progress agencies made,
particularly DOD, in generating savings from contracting. OFPP
commented that we do not give proper credit to DOD’s reported savings
and states that those savings should be counted as contract savings
because the department’s initiatives are directly related to spending for
the acquisition of weapons and support systems and services. We note,
however, that because DOD'’s reported savings were solely based on
reductions to the department’s budget, they represent a mix of contracts
along with all other program-related costs, such as DOD civilian
employee pay. In fact, almost 20 percent of the department’s fiscal year
2010 savings stem from reductions to other activities, such as recruiting,
and not from the department’s procurement and research and
development accounts. DOD budget officials also told us that, with the
information they have available, it is not possible to determine the extent
to which the budget reductions stemmed from contract savings without a
labor-intensive data call for each specific initiative included in DOD’s
savings plan.

Further, while acknowledging that methodological improvements are
needed so that the extent of future savings is more clearly established,
OFPP expressed concern that our report focuses more on process than
results—and that the importance of the progress agencies have made
could be obscured as a result. We disagree. As already noted, an entire
section of our report is devoted to highlighting the promising practices
agencies are undertaking to achieve long-term savings from contracting
and to reduce contracting risks. We also note that OMB has not yet
reported on the results of the initiative for fiscal years 2010 or 2011; our
recommendation that it do so was not addressed in the agency
comments. Moreover, process is important. OFPP’s ability to gauge and
report on agencies’ progress in meeting the administration’s savings
goals were significantly affected by a lack of clear guidance and
communication, as well as other methodological issues.

OFPP also provided technical comments, which we considered and
incorporated into the report as appropriate. We did not make changes
where OFPP suggested changes that were not consistent with the factual
language in our report.

In written comments provided by DOD (reproduced in appendix 1V), the
department stated that we called into question the extent of its
participation in the initiative and noted that its savings were, “in a number
of cases,” tied to specific contract actions. Because, as we discuss in this
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report, we did not receive DOD’s savings data until August 2011, our
initial draft report called into question DOD’s full participation in the
savings initiative. Shortly after our draft was sent to the agencies for
review, we met with DOD Comptroller and acquisition policy officials to
obtain additional information on the department’s reported fiscal year
2010 savings and the nature of its participation in the initiative. We
revised our draft report to reflect the new information and provided the
revisions to DOD and OFPP for consideration in their comments.

In written comments provided by DHS and HHS (reproduced in
appendixes V and VI, respectively), the agencies emphasized their
commitment to pursue savings opportunities and employ acquisition best
practices to curb any potential wasteful spending, as well as to promote
efficiency in the contracting process. HHS further committed to work with
its heads of contracting activity to review and resolve discrepancies with
the department’s savings data contained in OMB’s MAX system and to
verify its fiscal year 2010 and 2011 savings.

In written comments provided by the Department of Labor (reproduced in
appendix VII), the agency emphasized the success of the Job Corps
program and reiterated its decision to adjust its savings baseline by
excluding contract obligations under this program because these
contracts are congressionally-mandated. At the same time, however, the
department acknowledged the importance of reducing its high risk
contracts, including those in support of its Job Corps program, and
identified plans to convert some of those contracts from cost-
reimbursement to firm fixed-price contracts beginning in fiscal year 2012,
as ongoing contracts require renewal.

We received additional technical comments from the Departments of
Justice, State, and VA, the Agency for International Development, and the
Environmental Protection Agency. We incorporated the comments as
appropriate. For example, based on the comments from VA, we revised
our characterization of the methodology it used to develop its savings
estimates. In its technical comments, the Department of State disagreed
with our assessment that its security contractor savings initiative was
based on a hypothetical and unrealistic scenario, noting that the
department must provide security services in Iraq either through
contractors or direct hires. As support for its reported savings of $732
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million in fiscal years 2010 and 2011, the department cites our 2010
report, which presented a cost comparison of using contractors versus
hiring its own employees to provide these services.*® We believe this is
an erroneous basis for claiming actual contract savings under the OMB
initiative. The department has contracted out for these services since
2004 and has no plans to do otherwise. As indicated by the Under
Secretary of State for Management during a September 2009 hearing, the
department could not hire and train sufficient numbers of personnel to
meet its security requirements in the needed time frame. In its technical
comments, the Agency for International Development noted that it has
realized cost efficiencies through contracting strategies and through
rigorous contract negotiations, increasing the impact of the agency’s
programs. For example, the agency stated that it has saved $136 million
by purchasing generic antiretroviral drugs and has used these savings to
procure additional drugs, providing treatment to additional patients.

We are sending copies of this report to interested congressional
committees, the Director of OMB, the Administrator of OFPP, and the
heads of the 24 agencies subject to the CFO Act. This report will also be
available at no charge on GAQO’s website at http://www.gao.gov.

If you or your staff have any questions about this report or need additional
information, please contact me at (202) 512-4841 or huttonj@gao.gov.
Contact points for our Offices of Congressional Relations and Public
Affairs may be found on the last page of this report. Staff
acknowledgments are provided in appendix VIII.

%,LAVW

John P. Hutton
Director
Acquisition and Sourcing Management

53GA0-10-266R.
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Appendix I: Scope and Methodology

The objectives of this review were to assess the status of the
administration’s acquisition savings and high-risk contract reduction goals
and identify strategies agencies implemented that may show potential in
being leveraged across government. Accordingly, we assessed: (1) the
extent to which the Office of Management and Budget's (OMB) initiative
has achieved the intended savings from contracting, (2) the effectiveness
of OMB’s initiative to reduce obligations on new high-risk contract awards
as a share of base spending by 10 percent, and (3) the acquisition
savings and risk reduction strategies to identify those with the potential to
yield long-term savings or improve acquisition outcomes.

To determine the extent to which the OMB initiative has achieved the
intended savings from contracting, we reviewed the President’s March
2009 memorandum announcing the acquisition savings initiative and
OMB'’s July 2009 guidance that instructed the 24 agencies subject to the
Chief Financial Officers Act to develop acquisition savings plans.
Throughout the course of the engagement, we obtained periodic updates
on the progress agencies made in attempting to meet OMB’s savings
targets from the Office of Federal Procurement Policy (OFPP), which
oversaw implementation of the initiative. We also obtained periodic
reports of fiscal year 2010 and fiscal year 2011 data on agencies’ savings
initiatives from OMB’s MAX Information System (MAX), which OFPP used
to track and monitor agencies’ savings efforts. We reviewed the savings
plans agencies submitted to OFPP and the accompanying MAX data, and
interviewed senior procurement officials at each of the 24 agencies to (1)
obtain additional insight into development of the agencies plans; (2) learn
of the actions taken to identify initiatives, determine savings, and track the
progress in meeting OMB’s savings targets; (3) discuss the various
savings strategies used as well as agency-specific initiatives that either
appeared to have the potential to result in significant savings, or that we
considered could be questionable; and (4) identify challenges agency
procurement officials encountered while implementing the savings
initiative. Because agencies submitted to OFPP or entered into MAX, as
of January 2011, information on over 800 savings initiatives, we did not
conduct an in-depth review of each initiative. However, we did identify a
number of initiatives that could be considered questionable or not
consistent with the objectives of the initiative when compared with our
prior work, prior OMB reports, or federal acquisition regulations.

To obtain insight on agencies’ progress in meeting their savings targets,
we analyzed savings initiative data from MAX, downloaded for us by
OFPP, on four separate occasions—January 2011, February 2011, April
2011, and July 2011. In the January and February datasets, we identified
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data irregularities that prevented us from determining agencies’ actual or
estimated savings. In some instances, text was entered into fields where
dollar values were requested or savings were entered in whole dollars
rather than in the format requested by OFPP. We took steps to
standardize these and other errors and removed duplicate entries. We
also identified a number of initiatives where agencies entered in total
contract obligations rather than the actual savings resulting from the
implementation of the savings initiative, which we did not attempt to
correct because the actual savings from these initiatives were unclear.
We brought these irregularities as well as the fact that the Defense
Department (DOD) had not entered any savings data into MAX to OFPP
officials’ attention. This prompted the Administrator to instruct the senior
procurement executives at each agency to review and update their
agency’s savings information and provide assurances the data were
accurate. We subsequently reviewed agencies’ reported data in MAX, as
of April and July 2011, and although many of the data irregularities we
previously identified were corrected, some still remained. In some
instances we identified new irregularities with the data. Beginning in
December 2010, we attempted to obtain information and additional insight
into DOD'’s participation in this initiative and its estimated and reported
savings. The Associate Administrator for OFPP informed us in August
2011 that the department’s fiscal year 2010 savings data had been
recently entered into MAX. Although at this point our audit work had been
completed, we subsequently conducted an assessment of the savings
data and met with senior officials from DOD’s Office of the Comptroller
and Defense Procurement and Acquisition Policy to discuss specific
savings initiatives.

To assess the effectiveness of OMB’s initiative to reduce obligations on
new high-risk contract awards as a share of base spending by 10 percent,
we extracted and analyzed, from the Federal Procurement Data System —
Next Generation (FPDS-NG), high-risk contract actions and dollars
obligated by agencies for fiscal years 2009 and 2010. We applied OFPP’s
methodology (using a set of FPDS-NG filtering variables) to calculate the
results of the high-risk reduction initiative. To calculate the total base
spending against which subsequent reductions would be compared,
OFPP’s approach only included newly awarded high-risk contracts and
new orders under single award indefinite delivery contracts. OFPP’s
approach excluded all modifications, all multiple-award contracts, and
“order dependent” and “other” contract types, and compared total base
spending to noncompetitive, cost-reimbursement, time-and-material and
labor-hour, and competitively awarded contracts receiving only one offer.
Since a contract can fall into one or more of OMB’s four high-risk
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categories, we identified all of the contracts that were in each of the
categories and deleted the duplicates, to avoid double counting contracts.
We also performed additional analysis of each of four high-risk categories
to determine percentage reductions as a share of base spending. Since
OFPP included in its methodology obligation data on only newly awarded
high-risk contracts, we obtained additional FPDS-NG data containing
information on modifications to new awards as well as contracting actions
on existing awards. To understand the effect of the dollars excluded from
OFPP’s methodology, we used FPDS-NG data to determine: (1) the
share of obligations under high-risk contracts in fiscal year 2010 as
compared to 2009 if modifications made on new contract awards were
added to OFPP’s methodology in one scenario, and (2) another scenario
where all high-risk obligations made in the fiscal year were included
(including high-risk orders under blanket purchase agreements, task
orders under multiple-award contracts, and contract option years).

In general, we found FPDS-NG data to be adequately reliable for overall
trend analysis on high-risk contracting for fiscal years 2009 and 2010 and
based our analysis on the methodology used by OFPP. However, system
changes that were made to the type of contract and the number of offers
fields within FPDS-NG in the beginning of fiscal year 2010 made
comparison between years problematic. For example, starting in 2010,
the type of contract field no longer allowed for a combination (or hybrid)
type of contract for new awards. As a result, we do not know how these
combination contracts are allocated between cost-reimbursement, time-
and-materials and labor-hour, and firm fixed-price contracts for fiscal year
2009. Different assumptions produce different results, which is primarily
the reason why the results of our analysis and OFPP’s analysis were
generally not similar. In order to allow for a more reasonable comparison
of fiscal year 2009 and 2010 high-risk contracting data, we assumed that
the percentages of these contracts that held for the overall population of
new awards would also hold for the combination contracts and we
allocated the data accordingly. However, because we did find that the
percentages for these types of contracts varied considerably between our
three categories of actions (base spending, modifications to base, and not
part of base) we decided to differentiate between these categories when
allocating the combination obligations by type. During this analysis, we
also found a significant error in FPDS-NG, which had been corrected in
2010 and affected the results for competitively awarded contracts with
one offer. A Department of Veterans Affairs contract, with over $3 billion
in obligations, had been incorrectly coded in 2009 as having been
awarded after receiving only one offer, when in fact the solicitation
received eight offers. When this error was corrected in 2010, it skewed
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the data in FPDS-NG to show a significant decrease in newly awarded
competitive solicitations receiving only one offer, when in actuality,
obligations made on such contracts were relatively flat between the two
years.

We conducted interviews with agency procurement-policy representatives
and heads of contracting activities and reviewed acquisition savings plans
to gain additional insight into the various high-risk reduction actions
agencies pursued as part of this initiative. We also met with OFPP
officials and reviewed pertinent documents to understand the process by
which OFPP gauged the success of agencies’ high-risk reduction efforts.
Where appropriate, we supplemented our analysis with reviews of prior
GAO reports and recent statutory and regulatory actions pertaining to
high-risk contracting authorities and competition.

To identify agencies’ acquisition savings and risk reduction strategies that
show promise in yielding long-term savings or improving acquisitions
outcomes, we reviewed prior GAO reports and associated
recommendations, met with OFPP and agency procurement officials,
analyzed agency acquisition savings plans and OFPP progress reports
on the acquisition savings initiatives, and reviewed reported savings data
in MAX that were provided by OFPP. Using a nongeneralizable sampling
approach, we selected 27 out of more than 800 initiatives contained in
MAX, as of January 2011, for further analysis. To select these initiatives,
we identified a set of beneficial acquisition practices that (1) our past work
had identified, (2) had yielded agency-reported savings for fiscal year
2010, or (3) could have widespread application across the government.
Furthermore, the initiatives we selected across multiple agencies included
a variety of savings strategies, such as acquisition planning, requirements
setting, workforce development, contract negotiation practices, strategic
approaches to leveraging buying power, efforts to reduce reliance on
high-risk contracts, use of technology to improve efficiency, reengineering
of ineffective business processes, and others. We asked agency officials
about the development, implementation, and tracking of the selected
initiatives, and assessed their responses. As part of our review, we also
identified other notable examples of good procurement practices based
on our conversations with procurement officials and our analysis of
information contained in the MAX system. We incorporated information
from these initiatives and activities as appropriate.

We conducted this performance audit from December 2010 to November

2011 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
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obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.
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Appendix II: Summary of the 24 CFO Act
Agencies’ Unadjusted and Adjusted Savings

Baselines and Associated Fiscal Year 2010

Savings Targets

Fiscal year 2008 baseline spending

GAO analysis of Office
of Federal Procurement
Policy’s (OFPP) fiscal
year 2010 savings

targets

(3.5% of baseline)

GAO analysis of
OFPP’s fiscal year 2011
savings targets

(7.0% of baseline)

Unadjusted Agency GAO analysis of

baseline adjusted the percent  Unadjusted Adjusted Unadjusted Adjusted
Chief Financial spending baseline reduction in baseline baseline baseline baseline
Officers (CFO) (millions of  (millions of agencies’ (millions of (millions of (millions of (millions of
Act Agency dollars) dollars) baseline (percent) dollars) dollars) dollars dollars)
Agency for $3,660.00 $3,660.00 $128.10 $128.10 $256.20 $256.20
International
Development
Department of 5,312.00 2,470.00 -53.5% 185.92 86.45 371.84 172.90
Agriculture
Department of 2,344.00 1,127.50 -51.9 82.04 39.46 164.08 78.93
Commerce
Department of 393,582.60 393,582.60 13,775.39 13,775.39 27,550.78  27,550.78
Defense
Department of 1,375.60 1,375.60 48.15 48.15 96.29 96.29
Education
Department of 24,800.00 10,954.96 -55.8 868.00 383.42 1,736.00 766.85
Energy
Department of 11,111.80 5,883.60 -47 1 388.91 205.93 777.83 411.85
Health and
Human Services
Department of 14,150.00 13,336.00 -5.8 495.25 466.76 990.50 933.52
Homeland
Security
Department of 883.90 883.90 30.94 30.94 61.87 61.87
Housing and
Urban
Development
Department of 6,059.00 5,303.00 -12.5 212.07 185.61 42413 371.21
Justice
Department of 1,800.00 700.00 -61.1 63.00 24.50 126.00 49.00
Labor
Department of 5,587.90 5,587.90 195.58 195.58 391.15 391.15
State
Department of the 3,734.60 2,676.10 -28.3 130.71 93.66 261.42 187.33
Interior
Department of the 4,526.60 4,526.60 158.43 158.43 316.86 316.86
Treasury
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Appendix Il: Summary of the 24 CFO Act
Agencies’ Unadjusted and Adjusted Savings
Baselines and Associated Fiscal Year 2010
Savings Targets

Fiscal year 2008 baseline spending

GAO analysis of Office
of Federal Procurement
Policy’s (OFPP) fiscal
year 2010 savings

targets

(3.5% of baseline)

GAO analysis of
OFPP’s fiscal year 2011
savings targets

(7.0% of baseline)

Unadjusted Agency GAO analysis of

baseline adjusted the percent Unadjusted Adjusted Unadjusted Adjusted
Chief Financial spending baseline reduction in baseline baseline baseline baseline
Officers (CFO) (millions of  (millions of agencies’ (millions of (millions of (millions of (millions of
Act Agency dollars) dollars) baseline (percent) dollars) dollars) dollars dollars)
Department of 4,115.90 4,115.90 144.06 144.06 288.11 288.11
Transportation
Department of 14,589.50 13,886.60 -4.8 510.63 486.03 1,021.27 972.06
Veterans Affairs
Environmental 1,360.00 1,360.00 47.60 47.60 95.20 95.20
Protection Agency
General Services 7,716.10 1,600.00 -79.3 270.06 56.00 540.13 112.00
Administration
National 15,000.40 15,000.40 525.01 525.01 1,050.03 1,050.03
Aeronautics and
Space
Administration
National Science 379.20 379.20 13.27 13.27 26.54 26.54
Foundation
Nuclear 175.50 150.40 -14.3 6.14 5.26 12.29 10.53
Regulatory
Commission
Office of 111.40 111.40 3.90 3.90 7.80 7.80
Personnel
Management
Small Business 67.50 67.50 2.36 2.36 4.73 4.73
Administration
Social Security 746.60 746.60 26.13 26.13 52.26 52.26
Administration
Total $523,190 $489,486 -6.4% $18,311.65 $17,132.00 $36,623.31 $34,264.00

Sources: GAO analysis of OFPP and agency data.

Note: OFPP allowed agencies to reduce baseline spending levels to account for spending anomalies
or onetime spikes in spending.
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Appendix

. Comments from the Office of

Management and Budget

Note: Page numbers in
the draft report may differ
from those in this report.

EXECUTIVE OFFICE OF THE FRESIDENT
QOFFICE OF MANAGEMENT AND EUDGSET
WASHIMGTOM, O C, 20

IR

LEFICE OF FEODESAL
PRCCURZMENT FOLICT

Uetober 25, 2011

M, ok P Huoften

Dhreclar

Avguisitivn and Sourcing Manpgemenl
LA Govermment Accountability Otfice
A41 G Srreot, MW, Hoom 44404
Wuehinglon, T 30548

Dear Mr. Dluttorn:

Lhank you for the eppertunity te offor views on the Government. Aceouniabilily CHGee s
(GA00 drall repert entitled “Federal Contrmeling: OMR s Acyuisithim Savings [nitative Tl
Fesults, hul Imprisvernents Meeded” {OAC-12-37), The repoct discusses the Administeation’s
initintive Lo redoce contract spending and reduee high-risk conrracting in Fiseal Year (FY} 2010

Wi appreciate the reeognition given by GAQ ly the many examples ol suovess insaving
oMy g Impriing aequisiien eulcormes. We also appreciate the recommendations GAG
alTers lor achieving even greater Hscal responsibility in savings and visk reduction effors going
lorwand. As explained below, however, we are concarned that the report presents a narvow and
questionable picture of reaults,

The ihralt repert made Bve recommendotions b ORI Two ol these eooimmendations
are directes] Wy the Director and relate wo OWEB S continued toous on acouizition savings
feonveying the Administration’s continued foous an savings and reporting on such savings with
the FY 2013 Budzet), L he remaining three reccmmendations are divzeted @ the Adminiamater
fior Federa! Frocurement Policy and melude elan fving uidance, delermining infomational
nesds, ool expanding the high-risk reductiom eli

Tarl beyiend new awards, We wall be ndopling
G A recomemendations, where approprizte, in particuler o address the methodological and
recording concerna that were raised by AL,

Coar imittalives L strengthen buying praciices have been changing the way the Federl
Croverrnment does business, Ao parl al that ellort, o the first lime, every ogency subject ke
Chief Financial Otficers Awt cwhich collectively account tor 99 percent of annual contract
spending) put tozether a plan wo outline its stratcgics for reducing contract costz, In aoine cazes,
thizse siralegies mvalved commitments o by less — for example, by divesting the ageney of

warnbracts that wers ne longer necessary ar allerdable. Tnoether coses, the stralegies entaled
luving smarter in accerdance with best practices previously identified by GACr - Tor exminple,
by leveraging the povernment™s buving power to nogoriste bortar prices far evarvday neads, and
uimy elegironic reverse auclions where vendors bid prices dosam oowdn an ageney s wirlk

Canecrred efforts to vse more fizcally responzible buying practices have peeduced resulis.
In FY 20040, contract spending decreased for the fivst time in 13 vears, According to data in the
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i

Federal Provuremeni Dala Svslom (FRTIEY, agencies spent approximately $13 billien Less than
they did in FY 2009 ind FRO Billiom Tess than hey weould hezve spent bad sostact spending
continued o are & the same mie it had vnder te prier Adminisegtion, Wials Bnal

Py 2001 FPDS soencling fipurss have oot yet been validatad by apencies, we sxpecl conkract
spending in FY 2001 to rammain near the Lover Level seen in FY 2000 Ta build on this progress,
wort v irecied agencics o [oeus greatar attontion dn bY 2012 on reducing spending an
manageent suporl services, SUCh Bs BENEMesting L program mensgenent, where spending
has growe cvon faster than for conuacting in genaral and where spending, has dispropariionaley
oeerred throneh vehicles that (A has flagped as problematic, such as tims-and-rmalenal
Camnrac s,

u

Lo wigw, (e drtl GAC repuert presents snomempicls pielure of the progrees made in
redueing spending on conmacts, bevawse (GAL Goes ol give proper wredil d0 the Tiepartment of
Trefense’s (DO reperted acquisition savings of more than 518 Billion, On page @, ol the drall
reparl, the Cia CF stawes that i i3 not poasible o scoonratelr deteimine the resulta ol this initiative,
i pact becmse L DO s ddenli Ged savings . Daere] sebely atnbeted to budest cechictions
inzhnded in the Departinent’s broader, ongoing ellort Lo reduce spending by $330 5 len throogh
20015, and net necessarily tied 1o contract savings.™ In the conclusion w ils repsrl, GAD Tyriler
expluing thai “while D s conerele actions to end poorly patomming prograns and L reduoue
uther ling e in he Depuriments budga, are commaedable, the fact remains that 1his
partienlar QXIH Dnitiative was iotendad W be o comlracl savings exereise,” We dissgree with the
implication in GAOs statements that spending less oo contracls is ol s coolracl svings,
TPoyimg less — such s by cnding, de-scoping, o restructueing cottracts thal wre missing program
wials, duplicalive ol other sequisitions, or no longer raquired By the mission — i the mest eyl
foren o cortract savings amd regquives our sgeney officials to make the very tvpes of hard choices
that taxpayers should expect ol a fiscully responsible gevomment, Az GAQ notes (oo pape Y of
the drali report ), OMEB suppared DODS “budzet-hased approach™ beeanse it reporied savines
wastild e Cyuant Bahle and werifiable™ To the extent GAC 18 questioning i T s idemai lied
savings include fundiey that lells outside of soending on acguisizion, 1301 s Office ol the
Comptretlor has confirmed thal the speci e initalives in s reported savings ace divectly related
Lo spending for the acomiaition ol weapons and support sysiems and serviecs

Tre aededitiom, i1 3y our view that shere s no basis for GAG% apparent azsumplion the
fpeley decisions Lo spend less on contracts were outside the seope of OMIFs oilialive. OMTE S
July 200% sxvings plan guidance sxpeessly calls aul “ssvings through seductions in speoding™ us
a prime example of the trpe of savings tat may be craditel tserds savings targets, See
Adlachrnent |od W-00-25, Inpeewing Cloverament Aegulslion, available a
Itrp#fwwes whitelouse. govisiles'delU lesfombfassets me meranda. 12009 m-00-25. =17 W
Tully agrae with GAC bl uencies, including DO, muast conrinns to zive high priority
saner buving practices. such as strategic souncing, In this regand, the Office of Federal
Procuremenl Policy has boen working closely with all rmajer buying agencics, neluding DOL, ta
increase the wie al sirelepic suureing 43 8 savings ol Important 28 those “huying smarer”
cTfolts are, however, thiey should not lake away om what GAD acknowledpes are “concrens”™
and “eommendalde” actions by DOD te reduce spending on il cimirasts, Forall of these
reasans, THOEY s comlract savicgs of mors than $13 billion shouwld be recogniced sowards
achievermeid of e Admimistralion’s FY 2000 savings goal of $1% billion.
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Orverall, wi ame concemmaed that the GAC report focusss mose o0 process rather thnn
results. In particulur, the report highlighis methedological 1ssues relansd to measwing the
amouet of The sasings that agencies have whizved. We ppree that 1132 fmpartant to morose n
this area, and wa are commirtad to inproving the methodalaey going Smeard, sy ) (he oxten;
ol Tulume savings is move chearly established. We are troulled, though, that, sotwithstanding
Tegitimale concerns wooal e G messore the progress mads over the mast two vears, thers iz a
tisk tha thase voneerns could vhscure he imperianee of The vory Teal progress made. Uhe fact is
thar the Administeation’s f5ues in apencies acress the Dxeeulive Tanch Ted i ke goverament
actually docrzasing contracting spending last vaas tor the st tame 30 13 years, und that
unpresedenied progress iz not in quesion,

MAzain, we appreciats (GACTS recinmition ol The many ageney inialives to bay Jess and
by smarter. As mentiooed above, a8 we move Torwand, we will e adoplicg A0
recommendations. whers appropoate, m patienlar to address ke medodological anad reconding
ceneerns that A focuzed on, We weloome GACYS roview as we move forwad to sxpand and
deepen The conirael savings indligiye reported] on in this report !

Hincemly,

/r‘}:, E

Vs :'

i . :
&

Daniel 1. {roeden
Adminiarrater
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Appendix IV: Comments from the
Department of Defense

OFFICE OF THE UNDER SECRETARY OF DEFENSE

3000 DEFENSE PENTAGON
WASHINGTON, DC 20301-3000

ACQUISITION,
TECHNOLOGY
AND LOGISTICS

Mr. John P. Hutton

Director, Acquisition and Sourcing Management
U.S. Government Accountability Office

441 G Street, N.W.

Washington, DC 20548

NOV -1 a0m

Dear Mr. Hutton:

Thank you for the opportunity to comment on GAO Draft Report,
GAO-12-37, “FEDERAL CONTRACTING: OMB’s Acquisition Savings Initiative Had
Results, but Improvements Needed, dated November 2011. The draft report did not contain
specific recommendations for the Department of Defense, although it called into question the
extent of the Department’s participation in the initiative.

The Department participated vigorously in the Office of Management and Budget (OMRB)
Office of Federal Procurement Policy (OFPP) savings initiative. We generated contract savings
in complete compliance with OFPP guidance on savings. As requested by OFPP we have
documented those savings in MAX that were a result of our commitment to obtain greater
efficiency and productivity in defense spending. In a number of cases our savings were tied to
specific contract actions that included terminating and restructuring programs that were
performing poorly or were determined to be in excess of real-world needs.

The Department worked in close coordination with OMB/OFPP in developing its Saving
Plan in response to OMB memorandum M-09-25, Improving Government Acquisition. The
Department’s plan was provided to OFPP by the Director, Defense Procurement and Acquisition
Policy, and was prepared in coordination with the Under Secretary of Defense (Comptroller).

We have continued to pursue contract and program savings initiatives, the latest being

the on-going implementation of AT&L’s Better Buying Power Initiatives which will result in
billions of dollars of savings to the taxpayers.

Sincerely, \
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U.S. Department of Homeland Security
Washington, DC 20528

SPARTIG

2 Homeland
¥ Security

September 26, 2011

John P. Hutton

Director, Acquisition and Sourcing Management
441 G Street, NW

U.S. Government Accountability Office
Washington, DC 20548

Re: Draft Report GAO-12-57, “FEDERAL CONTRACTING: OMB’s Acquisition Savings
Initiative Had Some Results, but Improvement Needed”

Dear Mr. Hutton:

Thank you for the opportunity to review and comment on this draft report. The U.S.
Department of Homeland Security (DHS) appreciates the U.S. Government Accountability
Office’s (GAO’s) work in planning and conducting its review and issuing this report.

The Department is pleased to note the report’s positive acknowledgement that the DHS
Strategic Sourcing Program Office has identified savings of about $347 million in Fiscal Year
2010 through a portfolio of more than 300 Department-wide contracts and participation in the
General Service Administration’s Federal Strategic Sourcing Initiative. Although the report
does not contain any recommendations specifically directed at DHS, the Department remains
committed to employing a variety of acquisition strategies to curb any potential wasteful
spending and reduce inefficient contracting practices.

Again, thank you for the opportunity to review and comment on this draft report. We look
forward to working with you on future Homeland Security issues.

Sincerely,

. %‘ \\
(J H. Crumpackér

Director
Departmental GAO-OIG Liaison Office
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Department of Health and Human Services

o P“ Silvl%‘b":’
N
z‘
g DEPARTMENT OF HEALTH &t HUMAN SERVICES OFFICE OF THE SECRETARY
"'%h Assistant Secretary for Legislation
T Washington, DC 20201
John P. Hutton, Director SEP 2 2 201

Acquisition and Sourcing Management
U.S. Government Accountability Office
441 G Street NW

Washington, DC 20548

Dear Mr. Hutton:

Attached are comments on the U.S. Government Accountability Office’s (GAO) draft report
entitled, “FEDERAL CONTRACTING: OMB’s Acquisition Savings Initiative Had Some
Results, but Improvements Needed” (GAO-12-57).

The Department appreciates the opportunity to review this report prior to publication.

Sincerely,

‘C(,%M

Jim R. Esquea
Assistant Secretary for Legislation

Attachment
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of Health and Human Services

GENERAL COMMENTS OF THE DEPARTMENT OF HEALTH AND HUMAN
SERVICES (HHS) ON THE GOVERNMENT ACCOUNTABILITY OFFICES’S (GAO)
DRAFT REPORT ENTITLED, “FEDERAL CONTRACTING: OMB’S ACQUISITION
SAVINGS INITIATIVE HAD SOME RESULTS, BUT IMPROVEMENTS NEEDED”

(GAO-12-57)

The Department appreciates the opportunity to review and comment on this draft report.

HHS takes the OMB acquisition savings initiative seriously. Information in this report will be
used to identify “best practices” in planning for, achieving, and reporting on acquisition savings.
The Department, working with the Heads of Contracting Activity, will review and resolve any
discrepancies in the data currently posted in the MAX system, verifying accurate reporting for
Fiscal Years 2010 and 2011.
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Note: Page and footnote
numbers in the draft
report may differ from
those in this report.

U.S. Department of Labor Office of tha Assistant Secretary

for Administration and Management
Washington, D.C. 20210

Reply to the Attention of:

SEP 26 201

Mr. John P. Hutton

Director

Acquisition and Sourcing Management
Government Accountability Office

441 G St. NW

Washington, D.C. 20548

Dear Mr. Hutton:

Thank you for the opportunity to review and comment on the Draft Government Accountability
Office (GAO) Report on Federal Contracting: OMB’s Acquisition Savings Initiative Had Some
Results, but Improvements Needed (GAO-12-57) (GAO Report). Though the Department of
Labor (DOL) has no comments on the Report’s recommendations, we are concerned with the
reference to our Job Corps program on page 17 of the Draft Report:

Billions of Dollars in Baseline Reductions [starts on page 16]

QFPP allowed agencies to propose reductions to their fiscal year 2008 spending
basclines 1o reflect what were considered (o be spending anomalies or significant
onetime spending increases. Ultimately, OFPP allowed 11 agencies to reduce
their baselines against which savings would be measured by $34 billion— from
about $523 billion to $489 billion— a reduction of more than 6 percent. This had
the effect of lowering the agencies’ savings targels. For example, Energy had
proposed reducing its baseline fiom §24.8 billion to $6.6 billion by removing
$18.2 billion in contracts associated with the management and operations of its
national laboratories. This amount represented 73 percent of Energy’s total fiscal
year 2008 spending. However, OFPP officials instructed the department to
reconsider many of its proposed reductions, and as a result Energy’s adjusted
baseline was set at $11.0 billion, or 56 percent of its fiscal year 2008 spending.
Energy’s baseline adjustment effectively reduced the savings target from 83868
million (3.5 percent of its original $§24.8 billion baseline) to $385 million (3.5
percent of its adjusted baseline of 8§11.0 billion).

We also identified some instances of questionable baseline reductions. For
example, the Department of Labor excluded 81.1 billion in obligations under
contracts associated with the Job Corps program-—the department’s largest
progran, accounting for 61 percent of the agency’s fiscal year 2008 contract
spending.” Procurement officials told us that, because this program is mandated
by Congress, it was not appropriate 1o include these contracts in the department’s
baseline, as savings opportunities would be limited. However, although the
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program is mandated, there could still be opportunities (o achieve savings or
improve acquisition practices associated with these contracts. Appendix 11
contains more details on each agency’s baseline reductions and the effect on their
savings goals.

Footnote 21 - Established as part of the Economic Qpportunity Act of 1964, Pub. L. No. 88-452,
Job Corps is the nation's largest residential, educational, and career technical-training program
Jfor disadvantaged youths. Job Corps is the most expensive federal job-training program, with the
cost of each training slot averaging about $34,000.

The Employment and Training Administration’s (ETA) Office of Contracts Management
(OCM), Office of Job Corps (OJC), and Office of Financial and Administrative Management
(OFAM) have reviewed the Office of Management and Budget’s (OMB) response to the
Department’s request to have the Job Corps Operational contracts excluded from the
Department’s baseline contract dollars. ETA maintains its position that the Job Corps regional
operation contracts (Job Corps centers, Outreach and Admissions (OA), and Career Transition
Services (CTS)) should not be included in the DOL pool of contracts to meet the Department’s
reduction targets due to the fact that these contracts are Congressionally mandated under the
Worlkforce Investment Act, 29 U.S.C. §§ 2881-2901. '

Notwithstanding this congressional mandate, ETA proposes to take steps to reduce the level of
high risk (cost reimbursement) contracts within the Job Corps program. Currently, 100% of Job
Corps Regional Operation Contracts are cost reimbursement contracts. Over time, ETA will
reduce risk by gradually converting QA and CTS contracts {rom cost reimbursement to firm-
fixed price contracts. OCM, in consultation with QJC, will identify the OA/CTS contracts
scheduled for re-procurement during FY 12 that will be awarded as firm fixed price. This
deliberate process will allow time to review the impact of the transition from cost reimbursement
to firm fixed price on: 1) performance; 2) funding, as firm-fixed price contracts must be funded
in their entirety upon award and Job Corps receives quarterly apportionments of its program
funds; and 3) Federal staff workload. The impact of these variables will be fully evaluated prior
to completely transitioning OA and/or CTS contracts.

Finally, with respect to footnote 21 in the GAO Report, I would like to emphasize the fact that
Job Corps is one of the most successful vocational programs that the federal government is
currently funding. For example:

» The annual number of high school diplomas attained by students has tripled since 2001, In
Program Year 2009, 20,048 students attaining a high school diploma or GED.

o InPY 2009, over 31,681 students, completed career and technical training programs in 11
high growth, high demand industry sectors encompassing more than 100 occupational
offerings.

« InPY 2009, 76% of graduates were placed in employment or the military, or enrolled in
postsecondary education.

« InPY 2009, Job Corps graduates entered the workforce with an average hourly wage of
$9.22
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Should you have any questions regarding the Department’s response, please contact Mr. Al
Stewart, Procurement Executive, at Stewart.Milton@dol.gov or 202-693-4028.

Sincerely,

§ Mﬂ? / ‘
, e
‘:ﬁt‘l\%ﬂ Kerr

Chief Acquisition Officer

Page 66 GAO-12-57 Federal Contracting




Appendix VIII: GAO Contact and Staff
Acknowledgments

GAO Contact John P. Hutton, (202) 512-4841 or huttonj@gao.gov

Staff Other individuals making key contributions to this report include Michele
Mackin, Assistant Director; Christopher Kunitz; Peter F. Beck; Antoine

Acknowledgments Clark; Lisa L. Fisher; Julia M. Kennon; Jean McSween; Charles W.

Perdue; Roxanna T. Sun; and Alyssa B. Weir.

Page 67 GAO-12-57 Federal Contracting



Related GAO Products

Streamlining Government: Key Practices from Select Efficiency Initiatives
Should Be Shared Governmentwide. GAO-11-908. Washington, D.C.:
September 30, 2011.

Acquisition Planning: Opportunities to Build Strong Foundations for Better
Services Contracts. GAO-11-672. Washington, D.C.: August 9, 2011.

Federal Contracting: Opportunities Exist to Increase Competition and
Assess Reasons When Only One Offer Is Received. GAO-10-833.
Washington, D.C.: July 26, 2010.

Contracting Strategies: Data and Oversight Problems Hamper
Opportunities to Leverage Value of Interagency and Enterprisewide
Contracts. GAO-10-367. Washington, D.C.: April 29, 2010.

The Office of Management and Budget's Acquisition Workforce
Development Strategic Plan for Civilian Agencies. GAO-10-459R.
Washington, D.C.: April 23, 2010.

Defense Acquisitions: Managing Risk to Achieve Better Outcomes.
GAO-10-374T. Washington, D.C.: January 20, 2010.

Civilian Agencies’ Development and Implementation of Insourcing
Guidelines. GAO-10-58R. Washington, D.C.: October 6, 2009.

Contract Management: Extent of Federal Spending under Cost-
Reimbursement Contracts Unclear and Key Controls Not Always Used.
GAO0-09-921. Washington, D.C.: September 30, 2009.

Contract Management: Agencies Are Not Maximizing Opportunities for
Competition or Savings under Blanket Purchase Agreements despite
Significant Increase in Usage. GAO-09-792. Washington, D.C.:
September 9, 2009.

Defense Contracting: Army Case Study Delineates Concerns with Use of
Contractors as Contract Specialists. GAO-08-360. Washington, D.C.:
March 26, 2008.

Defense Contracting: Additional Personal Conflict of Interest Safeguards

Needed for Certain DOD Contractor Employees. GAO-08-169.
Washington, D.C.: March 7, 2008.

Page 68 GAO-12-57 Federal Contracting


http://www.gao.gov/products/GAO-11-908�
http://www.gao.gov/products/GAO-11-672�
http://www.gao.gov/products/GAO-10-833�
http://www.gao.gov/products/GAO-10-367�
http://www.gao.gov/products/GAO-10-459R�
http://www.gao.gov/products/GAO-10-374T�
http://www.gao.gov/products/GAO-10-58R�
http://www.gao.gov/products/GAO-09-921�
http://www.gao.gov/products/GAO-09-792�
http://www.gao.gov/products/GAO-08-360�
http://www.gao.gov/products/GAO-08-169�

Related GAO Products

(120956)

Best Practices: Increased Focus on Requirements and Oversight Needed
to Improve DOD'’s Acquisition Environment and Weapon System Quality.
GAO-08-294. Washington, D.C.: February 1, 2008.

Defense Acquisitions: DOD’s Increased Reliance on Service Contractors
Exacerbates Long-standing Challenges. GAO-08-621T. Washington,
D.C.: January 23, 2008.

Federal Acquisition: Oversight Plan Needed to Help Implement
Acquisition Advisory Panel Recommendations. GAO-08-160.
Washington, D.C.: December 20, 2007.

Department of Homeland Security: Ongoing Challenges in Creating an
Effective Acquisition Organization. GAO-07-948T. Washington, D.C.:
June 7, 2007.

Defense Acquisitions: Role of Lead Systems Integrator on Future Combat
Systems Program Poses Oversight Challenges. GAO-07-380.
Washington, D.C.: June 6, 2007.

Defense Acquisitions: Improved Management and Oversight Needed to
Better Control DOD's Acquisition of Services. GAO-07-832T. Washington,
D.C.: May 10, 2007.

Defense Acquisitions: Tailored Approach Needed to Improve Service
Acquisition Outcomes. GAO-07-20. Washington, D.C.: November 9,
2006.

DOD Acquisitions: Contracting for Better Outcomes. GAO-06-800T.
Washington, D.C.: September 7, 2006.

Best Practices: Using Spend Analysis to Help Agencies Take a More
Strategic Approach to Procurement. GAO-04-870. Washington D.C.:
September 16, 2004.

Best Practices: Improved Knowledge of DOD Service Contracts Could

Reveal Significant Savings. GAO-03-661. Washington, D.C.: June 9,
2003.

Page 69 GAO-12-57 Federal Contracting


http://www.gao.gov/products/GAO-08-294�
http://www.gao.gov/products/GAO-08-621T�
http://www.gao.gov/products/GAO-08-160�
http://www.gao.gov/products/GAO-07-948T�
http://www.gao.gov/products/GAO-07-380�
http://www.gao.gov/products/GAO-07-832T�
http://www.gao.gov/products/GAO-07-20�
http://www.gao.gov/products/GAO-06-800T�
http://www.gao.gov/products/GAO-04-870�
http://www.gao.gov/products/GAO-03-661�

GAO’S Mission The G_ove_rnment Accountability foice, the audit, evaluatiop, and o
investigative arm of Congress, exists to support Congress in meeting its
constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
examines the use of public funds; evaluates federal programs and
policies; and provides analyses, recommendations, and other assistance
to help Congress make informed oversight, policy, and funding decisions.
GAO’s commitment to good government is reflected in its core values of
accountability, integrity, and reliability.

R : The fastest and easiest way to obtain copies of GAO documents at no
Obtalnlng Coples of cost is through GAO’s website (www.gao.gov). Each weekday afternoon,
GAO Reports and GAO posts on its website newly released reports, testimony, and

: correspondence. To have GAO e-mail you a list of newly posted products,
Testlmony go to www.gao.gov and select “E-mail Updates.”

Order by Phone The price of each GAQO publication reflects GAQ’s actual cost of
production and distribution and depends on the number of pages in the
publication and whether the publication is printed in color or black and
white. Pricing and ordering information is posted on GAQ’s website,
http://www.gao.gov/ordering.htm.

Place orders by calling (202) 512-6000, toll free (866) 801-7077, or
TDD (202) 512-2537.

Orders may be paid for using American Express, Discover Card,
MasterCard, Visa, check, or money order. Call for additional information.

. Connect with GAO on facebook, flickr, twitter, and YouTube.
Connect with GAO Subscribe to our RSS Feeds or E-mail Updates. Listen to our Podcasts.
Visit GAO on the web at www.gao.gov.

To Report Fraud, Contact:

Waste. and Abuse in Website: www.gao.gov/fraudnet/fraudnet.htm
) E-mail: fraudnet@gao.gov

Federal P rograms Automated answering system: (800) 424-5454 or (202) 512-7470

: Ralph Dawn, Managing Director, dawnr@gao.gov, (202) 512-4400
Cong?essmnal U.S. Government Accountability Office, 441 G Street NW, Room 7125
Relations Washington, DC 20548
Public Affairs Chuck Young, Managing Director, youngc1@gao.gov, (202) 512-4800

U.S. Government Accountability Office, 441 G Street NW, Room 7149
Washington, DC 20548

<

Planss Print on Recycied Paper


http://www.gao.gov/�
http://www.gao.gov/�
http://www.gao.gov/ordering.htm�
http://facebook.com/usgao�
http://flickr.com/usgao�
http://twitter.com/usgao�
http://youtube.com/usgao�
http://www.gao.gov/feeds.html�
http://www.gao.gov/subscribe/index.php�
http://www.gao.gov/podcast/watchdog.html�
http://www.gao.gov/�
http://www.gao.gov/fraudnet/fraudnet.htm�
mailto:fraudnet@gao.gov�
mailto:dawnr@gao.gov�
mailto:youngc1@gao.gov�

	FEDERAL CONTRACTING
	OMB’s Acquisition Savings Initiative Had Results, but Improvements Needed
	Contents
	Letter

	Background
	Total Results of OMB’s Initiative Uncertain Due to Unclear Guidance and Data Discrepancies
	Reported Results Unclear as OFPP Lacks Complete, Reliable, and Accurate Data
	Overstated and Questionable Savings
	Limited Use of MAX Data

	A Lack of Clarity and Direction by OFPP Led to Open Interpretation of Initiative Requirements
	Unclear Communication of Roles and Responsibilities
	Billions of Dollars in Baseline Reductions
	Confusion about Savings Targets
	Inconsistent Standards for Estimating and Verifying Reported Savings
	Problems in How Savings Initiatives were Entered and Categorized in MAX
	Future Plans for the Savings Initiative Unclear


	Agencies Have Slightly Decreased Use of New High-Risk Contracts, but OFPP’s Approach Limited the Full Potential of Agencies’ Efforts
	Agencies Reduced Obligations on Some Categories of New High-Risk Contracts but Fell Short of Meeting OMB’s 10 Percent Target
	Potential for Greater Risk Reduction Was Limited Due to OFPP’s Focus on Only New Contract Awards

	Agencies Are Employing a Variety of Acquisition Savings Strategies to Achieve Long-Term Savings and Improve Outcomes
	Improving Acquisition Planning and Preparation
	Leadership, Collaboration, and Accountability to Achieve Shared Acquisition Goals
	Improving Solicitations through Well-Defined and Realistic Requirements
	Determining the Appropriate Contract Type
	Conducting Spend Analysis and Strategic Sourcing of Goods and Services

	Identifying Savings Opportunities on Ongoing Contracts
	Working with Contractors to Reduce Operational Costs
	Agencies Are Seeking Additional Discounts through BPAs
	Renegotiating and Restructuring Contracts

	Strengthening the Acquisition Workforce
	Expanding Use of Cost and Price Analysts
	Recruitment Programs to Attract Talented Acquisition Professionals

	Streamlining Acquisitions through Technology and Process Improvements
	Applying Technology to Promote Efficient Small-Business Participation
	Reengineering Procurement Processes


	Conclusions
	Recommendations for Executive Action
	Agency Comments and Our Evaluation

	Appendix I: Scope and Methodology
	Appendix II: Summary of the 24 CFO Act Agencies’ Unadjusted and Adjusted Savings Baselines and Associated Fiscal Year 2010 Savings Targets
	Appendix III: Comments from the Office of Management and Budget 
	Appendix IV: Comments from the Department of Defense
	Appendix V: Comments from the Department of Homeland Security
	Appendix VI: Comments from the Department of Health and Human Services
	Appendix VII: Comments from the Department of Labor
	Appendix VIII: GAO Contact and Staff Acknowledgments
	Related GAO Products



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.4

  /CompressObjects /Off

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Preserve

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



