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BREATHING FUMES: A DECADE OF FAILURE
IN ENERGY DEPARTMENT ACQUISITIONS

THURSDAY, MARCH 20, 2003

HOUSE OF REPRESENTATIVES,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 11 a.m., in room 2157,
Rayburn House Office Building, Hon. Tom Davis (chairman of the
committee) presiding.

Present: Representatives Tom Davis, Duncan, Waxman,
Maloney, Tierney, Clay, Watson, Van Hollen, Sanchez,
Ruppersberger, Norton, Cooper, and Bell.

Staff present: Melissa Wojciak, deputy staff director; Ellen
Brown, legislative director and senior policy counsel; Scott Kopple,
deputy director of communications; Teresa Austin, chief clerk;
Joshua E. Gillespie, deputy clerk; Corinne Zaccagnini, chief infor-
mation officer; Ryan Voccola, assistant; Phil Barnett, minority chief
counsel; Paul Weinberger, minority counsel; Karen Lightfoot, mi-
nority communications director/senior policy advisor; Mark Ste-
phenson, minority professional staff member; Earley Green, minor-
ity chief clerk; and Jean Gosa, minority assistant clerk.

Chairman ToM DAvis. I am going to start by recognizing my
ranking member, Mr. Waxman, for an opening statement, and then
I will move ahead. Thank you.

Mr. WAXMAN. Mr. Chairman, I would like to begin by thanking
you for holding this important hearing today. Given the Energy De-
partment’s long, disturbing history of contract and project manage-
ment, or mismanagement, congressional oversight is essential. I
hope that the information the Committee learns today will help us
do a better job monitoring DOE’s acquisition management.

DOE has a unique and uniquely challenging mission. Its work in-
cludes maintaining the country’s nuclear weapons stockpile, clean-
ing up environmental contamination, and promoting leadership and
science. All of these jobs are essential and many involve cutting-
edge work. There is no doubt that the Department has had some
success stories. Unfortunately, contract and project management
have not been among them. In fact, the Department’s record of
overseeing contractors and making sure that work gets done on
schedule, within the budget, and without jeopardizing safety or the
environment is appalling.

Take, for example, the Superconducting Super Collider. DOE’s
original cost estimate for the Super Collider grew from $5.9 billion
to over $8 billion in just 1 year. By the time the project was termi-
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nated by Congress in 1993, $2 billion had been spent and GAO had
estimated the total cost at over $11 billion.

Or consider DOE’s Savannah River site in South Carolina, which
became operational in 1951. Millions of gallons of liquids contain-
ing highly radioactive waste accumulated in storage tanks over the
years. The Department and its contractor spent 10 years and al-
most a half a billion dollars before deciding that their plan to clean
up the contamination at Savannah River was a failure.

And then there is the Paducah Gaseous Diffusion Plant in Ken-
tucky, where decades of unsafe and possibly illegal contractor prac-
tices have resulted in a public health and environmental catas-
trophe. It is still not clear how many workers at Paducah have suf-
fered or will suffer serious health consequences or even death be-
cause they were unknowingly exposed to very hazardous, high ra-
dioactive substances. I hope that today we will be able to find out
a Little bit more about the Department’s cleanup efforts at Padu-
cah.

I could go on. The list of contract failures at DOE is a long one.
So, unfortunately, is the list of DOE’s promises to reform itself.
Since the mid-1990’s, the Department has repeatedly pledged to
improve the way it designs and manages contracts and projects.
Today we will learn whether and to what extent these reforms are
succeeding. So far, however, the evidence is not very promising.

For over a decade, GAO has classified the Department’s contract
and project management as at high risk for fraud, waste, abuse,
and mismanagement. In 1999, the National Research Council re-
ported that DOE’s construction and cleanup projects take much
longer and cost 50 percent more than comparable projects at other
agencies or in the private sector. And just last year the Depart-
ment admitted that its entire environmental management program
was a failure. That program manages cleanup operations at over
114 nuclear weapons sites covering an area of over 2 million acres.
In 1998, DOE estimated that the life-cycle cost for the cleanup pro-
gram was $147 billion; 4 years later, it admitted that the estimate
could easily increase to more than $300 billion.

The purpose of today’s hearing is not to place blame, particularly
in cases where DOE has openly admitted its shortcomings. It is to
make sure that DOE is capable of handling its many complex, chal-
lenging, and essential projects and contracts; and it is to ensure
that the public can count on the Department and its contractors to
get the job done on time, on budget, and without jeopardizing the
environment or the health and safety of workers and the commu-
nity.

Thank you, Mr. Chairman, again, for holding this important
hearing, and I thank the witnesses for appearing on short notice.

[The prepared statement of Hon. Henry A. Waxman follows:]



TOM OAVIS, YIRGINIA.
CHAIMAN

DA SURTON, IDIANA
CHRISTOPHER SHAYS. CONNECTICUT
LEANA ROSLERTINER, FLORIDA

JGHN 4, HCHUGH, NEW YORK
SOHIL, STA, FLORIDA

19ARK £ SOUDER, BNANA

STRUENC. (TOURETIE OHIQ

ROH LEWS, KENTUEKY
50 AN BAVIS, VRGN
Tooo AusseLL svwm FRNNSRYANE

ONE HUNDRED £IGMTH GONGRESS

Congress of the United States

THouge of Representatives

COMMITTEE ON GOVERNMENT REFORM
2157 Ravaurn House OFFICE BULDING

HENRY A, WAXMAN, CALIFORN
RANKING MINORITC 1EMBTHR

TOMLARTOS, GAUFGRNIA

HBIOR 5 CWENS, HEW YORK

EOCLPHIS TOWNS, 3

PAGLE. RMIOASKS, Pswr$ru).ma

ARG 5

ELUAH . CURHERS, wwmm
o

C.A DUTCH RUPPERSBERGER,
WIRYLARD

ELEANOR HOAMES NORTON.
s WasninaTon, DC 20515-5143 i o oLt
St miRERY, PERRSVLYANIA SCOOFER, TEESSEE

BnsdRee §07) 2255074 RIS BELL TEXAS
Eacsuns POR) 22334 i

HIHARL R TORNER, ONIO
iy Sty (2003 225505 —
259882

JOMR S, CARIER,

IR I, JANKLOW. BOUTH BAKOTA
MARSHS BLACKRURN, TENNESSER —
FRARD SANDERS, VERMONT,

N s
vesw . house govirelomn BOEPENDENT

Statement of Rep. Henry A. Waxman
Hearing on
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March 20, 20603

M. Chairman, I'd like to begin by thanking you for holding this important hearing today.
Given the Energy Department’s long, disturbing history of contract and project management — or
mismanagement — congressional oversight is essential. T hope that the information the Committee
learns today will help us do a better job monitoring DOE’s acquisition management.

DOE has a unique and uniquely challenging mission. Its work includes maintaining the
country’s nuclear weapons stockpile, cleaning up environmental contamination, and promoting
leadership in science. All of these jobs are essential and many involve cutting-edge work. There’s no
doubt that the Department has had some success stordes. Unfortunately, contract and project
management have not been among them. In fact, the Department’s record of overseeing contractors
and making sure that work gets done on schedule, within the budget, and without jeopardizing safety or
the environment, is appalling.

Take, for example, the Superconducting Super Collider. DOE’s original cost estimate for the
Super Collider grew from $5.9 billion to over $8 billion in just one year. By the time the project was
terminated by Congress in 1993, $2 billion had been spent and GAQ had sstimated the total cost at
over $11 billion.

Or consider DOE"s Savannah River site in South Caroling, which became operational in 1951,
Millions of gallons of liguids containing highly radioactive waste accumulated in storage tanks over the
years. The Department and its contractor spent ten years and altmost half a billion dollars before
deciding that their plan to clean up the contamination at Savannah River was a failure.

And then there is the Paducah Gaseous Diffusion Plant in Kentucky, where decades of unsafe
and possibly illegal contractor practices have resulted in a public health and environmental catastrophe.
It's still not clear how many workers at Paducah have suffered or will suffer serious health
consequences - or even death — because they were unknowingly exposed to very hazardous, highly
radioactive substances. I hope that today we will be able to find out & little more about the
Department’s cleanup efforts at Paducah.

-over-
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Tcould go on, The list of contract failures at DOE is a long one. So, unfortunately, is the list of
DOE promises to reform itself. Since the mid-1990s, the Department has repeatedly pledged to
improve the way it designs and manages contracts and projects. Today we will learn whether and to
what extent those reforms are succeeding. So far, however, the evidence is not very promising.

For aver a decade, GAO has classified the Department’s contract and project management as at
high risk for fraud, waste, abuss, and mismanagement. In 1999, the National Research Council
reported that DOE’s construction and cleanup projects take much longer and cost 50% more than
comparable projects at other agencies or in the private sector. And just last year, the Department
admitted that its entire environmental management program was a faiture. That program manages
cleanup operations at over 114 nuclear weapons sites covering an area of over 2 million acres. In 1998,
DOE estimated that the life-cycle cost for the cleanup program was $147 billion. Four years later, it
admitted that the estimate “could easily increase te more than $300 billion.”

The purpose of today’s hearing is not to place blame, particularly in cases where DOE has
openly admitted ity shortcomings. It is to make sure that DOE is capable of handling its many
complex, challenging, and essential projects and contracts. And it is to ensure that the public can count
on the Department and its contractors to get the job done on time, on budget, and without jeopardizing
the environment or the health and safety of workers and the community,

Thank you again, Mr. Chairman, for holding this important hearing. And Ithank the witnesses
for appearing on short notice.
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Chairman ToMm DAvis. Thank you, Mr. Waxman.

I want to welcome everybody to today’s oversight hearing on
DOE’s troubled acquisition management functions.

The Department of Energy is a unique agency with rare chal-
lenges. The Department is tasked with diverse missions such as as-
suring that the Nation’s nuclear weapons stockpile is safe and reli-
able, cleaning up radioactive and hazardous waste, fostering a se-
cure and reliable energy system, and performing world-class sci-
entific research. The terror attack of September 11th and recent
f}nergy shortages have further compounded the Department’s chal-
enges.

To further complicate matters, DOE depends on contractors to
operate its sites and carry out its crucial missions. The Department
contracts for designing, constructing, and operating huge multi-
million dollar facilities. The statistics are truly amazing. DOE is
the largest civilian contracting agency in the Government. Approxi-
mately $18 billion of DOE’s annual appropriations of about $21 bil-
lion is spent on contracts. Of that amount, about $16 billion is ex-
pended on contracts to manage and operate 28 major DOE sites.
The agency has a work force of about 16,000 employees. A far larg-
er work force, over 100,000 contractor staff, actually perform the
bulk of the Department’s work. Thus, it is particularly distressing
that the Department’s acquisition management has been included
on the GAO’s high risk list of government functions susceptible to
fraud, waste, abuse, and mismanagement, and tops the DOE In-
spector General’s list of seven key management challenges.

Our hearing this morning will build on the work done by both
the GAO and the IG on the difficulties experienced by DOE in
managing its acquisitions and the Department’s related problems
in running its complex and critical programs. For over a decade,
GAO and the DOE IG have criticized the Department’s acqu1s1t10n
practices, particularly the Department’s inadequate contract man-
agement and oversight and its failure to hold its contractors ac-
countable for results. Poor performance of DOE contractors has led
to schedule delays and cost increases on many of the Department’s
critical projects.

The good news is DOE has established a fairly extensive acquisi-
tion reform program in an attempt to remedy its problems. The De-
partment is aiming its reform efforts to three key elements of ac-
quisition: (1) alternative contract approaches, (2) increased com-
petition, and (3) the use of performance-based contracting. The bad
news is that, at best, the results are mixed. At worst, according to
the GAO, the Department does not have the objective performance
information. Thus, the Department may not even know whether its
reforms are really working.

How can this rather depressing state of affairs be improved?
GAO thinks that a good start would be to get a genuine handle on
exactly where DOE stands in its current reform program. Then
DOE should apply effective management practices used by high-
performing organizations to reform program. To begin with, DOE
should set clearly established goals and develop an implementation
strategy that sets milestones and establishes responsibility.

Given the critical nature of DOE’s programs and the huge dollars
involved, it is imperative that DOE resolve these issues without
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delay. Today we hope to explore the root causes of its perennial ac-
quisition management difficulties, the viability of their acquisition
reform program and whether it is reasonable to expect significant
improvement in DOE’s acquisition management program results in
the near future. We wonder whether DOE has acquisition profes-
sionals with the right training and skills to manage its giant port-
folio of complex contracts. To help us understand the complex
issues surrounding their contracting, we will hear today from an
expert in this area from the GAO and from the DOE Inspector
General. A witness from DOE will give us the Department’s side
of the story.

In closing, I want to emphasize the committee will continue to
follow DOFE’s efforts to reform its acquisition management. I would
like to acknowledge my good friend and ranking member of this
committee, Mr. Waxman, for his keen interest on this issue. It is
at his suggestion that we are holding this hearing this morning.

[The prepared statement of Chairman Tom Davis follows:]
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Opening Statement of Chairman Tom Davis
Hearing on “Breathing Fumes: A Decade of Failure in Energy Department
Acquisitions”
Committee on Government Reform
March 20, 2003, following 10:00 a.m. Markup
Room 2154 Rayburn House Office Building

Good morning, I would like to welcome everyone to today’s oversight hearing on
the Department of Energy’s (DOE) troubled acquisition management function. DOE is a
unique agerncy with rare challenges. The Department is tasked with diverse missions
such as assuring that the Nation’s nuclear weapons stockpile is safe and reliable, cleaning
up radioactive and hazardous wastes, fostering a secure and reliable energy system, and
performing world-class scientific research If this were not enough, the terror attacks of
9/11 and the recent energy shortages have further compounded the Department’s
challenges.

To further complicate matters, DOE depends on contractors to operate its sites
and carry out its crucial missions. The Department contracts for designing, constructing,
and operating huge, multimillion-dollar facilities. The statistics are truly amazing. DOE
is the largest civilian-contracting agency in the government. Approximately $18 billion
of DOFE’s total annual appropriation of about $21 billion is spent on contracts. Of that
amount, about $16 billion is expended on contracts to manage and operate 28 major DOE
sites. DOE has a workforee of about 16,000 employees. A far larger workforce, over
100,000 contractor staff, actually performs the bulk of the Department’s work. Thus, it is
particularly distressing that the Department’s acquisition management has been included
on the General Accounting Office’s (GAQO) High Risk list of government functions
susceptible to fraud, waste, abuse, and mismanagement and tops the DOE Inspector
General’s (IG) list of seven key management challenges.

Our hearing this morning will build on work done by both GAO and the IG on the
difficulties experienced by DOE in managing ifs acquisitions and the Department’s
related problems in running its complex and critical programs. For over a decade, GAO
and the DOE IG have criticized the Department’s acquisition practices, particularly the
Department’s inadequate contract management and oversight and its failure to hold its
contractors accountable for results. Poor performance of DOE contractors has led to
schedule delays and cost increases on many of the Department’s critical projects.

The good news is; DOE has established a fairly extensive acquisition reform
program in an attempt to remedy its problems. The Department is aiming its reform
efforts at three key aspects of acquisition (1) alternative contract approaches, (2)
increased competition, and (3) the use of performance-based contracting. The bad news
is; that at best, the results are mixed. At worst, according to the GAQ, the Department
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does not have objective performance information. Tlis, the Department may well not
even know whether its reforms are working.

How can this rather depressing state of affairs be improved? GAO thinks thata
good start would be to get a genuine handle on exactly where DOE stands in its current
reform program. Then DOE should apply effective management practices used by high-
performing organizations to its reform program. To begin with DOE should set clearly
established goals and develop an implementation sfrategy that sets milestones and
establishes responsibility.

Given the critical nature of DOE’s programs and the huge dollars involved it is
imperative that DOE resolve these issues without delay. Today we hope to explore the
root causes of DOE’s perennial acquisition management difficulties, the viability of
DOE’s acquisition reform program and whether is it reasonable to expect significant
improvement in DOE’s acquisition management and program results in the near future?
We wonder whether DOE has acquisition professionals with the right training and skills
to manage its giant portfolio of complex contracts? To help us understand the complex
issues surrounding DOE contracting we will hear today from an expert in this area from
the GAO and from the DOE Inspector General. A witness from DOE will give us the
Department’s side of the story.

In closing I would like to emphasize that the Committee will continue to follow
DOE’s efforts to reform its acquisition management. I would like to acknowledge my
good friend and ranking Member on this Committee Mr. Waxman for his keen interest in
this issue. It is at his suggestion that we are holding this hearing this morning.
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Chairman Tom DAvis. I now yield to any other Members who
may wish to make opening statements.

Yes, Mr. Ruppersberger.

Mr. RUPPERSBERGER. Mr. Chairman, thank you for calling this
hearing today.

Accountability is the question today: Is the Department of En-
ergy holding contractors who do nearly all the work for DOE ac-
countable for their work?

I was a former county executive. In that role, accountability was
extremely important to me. If you did not perform your job, if the
subcontractors were not performing, they were eventually termi-
nated. If you were not doing your job well, we found ways to make
sure that you did your job well. We have to remember the Govern-
ment is basically a customer-based business. We are in the busi-
ness of making sure that we provide Government services safely
and efficiently.

For the past decade, the Department of Energy has come under
fire from GAO and the DOE IG Office for Mismanagement. Today
hopefully we will learn more about what the Department is doing
to fix these problems, holding our subcontractors accountable for
performance. Now, more than ever, we have to make sure that our
energy supply is safe. We have to make sure that delivery of en-
ergy service is not interrupted and that we are properly disposing
of waste.

Again, thank you, Mr. Chairman, for holding this hearing.

Chairman Tom Davis. Thank you very much.

Any other opening statements?

Mr. DUNCAN. Mr. Chairman, very briefly.

Chairman Tom DAvis. The gentleman from Tennessee.

Mr. DuNcAN. Well, first of all, I thank you for calling this hear-
ing, because this is a very important topic considering the fact that
$18 billion out of the $21 billion budget of the Department of En-
ergy is done by contractors. But I want to read just this one sen-
tence from a briefing paper. It says: “For over a decade, GAO and
the DOE IG have criticized the Department’s acquisition practices,
particularly the Department’s inadequate contract management
and oversight, and its failure to hold its contractors accountable for
results.” And they talk about all sorts of cost overruns and sched-
ule delays.

It is a very, very poor record, and, you know, most people across
the country just can’t understand why the Federal Government
continues to enter into contracts with contractors and not set spe-
cific figures, and then to allow all these huge cost overruns. We
have just heard the testimony about the contractor to hire Federal
screeners. Of course, that is another department, but that contract
was supposed to cost $107 million and it ended up costing over
$700 million, a more than $600 million cost overrun. And we just
can’t continue to allow these things to go on and on and on and
on.
So I thank you for calling this very important hearing today, Mr.
Chairman. I yield back the balance of this time.

Chairman Tom DAvis. Mr. Duncan, thank you very much.

Any other opening statements?
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If not, I would like to move to our panel of witnesses. We have
James A. Rispoli, the Director of Engineering and Construction
Management at the Department of Energy; we have Robin
Nazzaro, the Director of Natural Resources and Environment of the
General Accounting Office; and Greg Friedman, Inspector General
of Department of Energy.

It is the policy of our committee that all witnesses be sworn be-
fore they testify. Would you please rise and raise your right hands?
And if you have any other staff that might testify with you, they
can rise with you.

[Witnesses sworn.]

Chairman Tom Davis. Thank you very much.

In order to allow time for questions and discussion, we would like
you to limit your testimony to 5 minutes. We have a light in front.
When it turns on, you have a minute left; and when it turns red
your time is up and we would appreciate your summing up. We
have your whole statements in the record, and Members have pre-
sumably read it and the staffs have, and we have questions crafted
on the total testimony.

Let me start with Mr. Rispoli, followed by Ms. Nazzaro, and then
Mr. Friedman.

Thanks for being with us.

STATEMENT OF JAMES A. RISPOLI, DIRECTOR, OFFICE OF EN-
GINEERING AND CONSTRUCTION MANAGEMENT, U.S. DE-
PARTMENT OF ENERGY

Mr. RispoLI. Good morning Mr. Chairman, members of the com-
mittee. I am pleased to be here to discuss acquisition and project
management at the Department of Energy.

The Department takes the concerns raised by both the General
Accounting Office and the Office of the Inspector General in their
recent reports on major management challenges very seriously.
Frankly, we agree with these independent assessments and are
taking actions to aggressively address not only the management
challenges, but all of the challenges contained in these reports. In
fact, after being briefed by the GAO and the IG on these reports,
the Deputy Secretary has directed his senior executives to develop
timely, coordinated, and comprehensive action plans to address
these challenges. He is personally tracking those corrective actions
monthly, and expects them to be resolved prior to the next series
of GAO and IG reports on management challenges. The Comptrol-
ler General and the Department’s Inspector General have indicated
their support for working with us in development of corrective ac-
tion plans to ensure these challenges are resolved once and for all.

My own focus, I joined the Department 3 years ago from indus-
try, in management of engineering and construction, and our focus
of my office has been in the area of project management, one of the
key concerns raised by the GAO and the IG. I would like to provide
a brief overview of where DOE now stands with respect to its
project management activities.

Secretary Abraham has identified project management as an
overarching theme affecting all of its major program activities,
whether it involves high energy physics, weapons maintenance and
development, environmental remediation, or other energy projects.
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It is very important, therefore, to conduct these projects within a
disciplined framework to ensure that project goals, including cost,
schedule, and performance, are monitored and achieved. I would
1iﬁie to now tell you what we have done and are doing to accomplish
this.

In October 2000, the Department issued a directive on Program
and Project Management for the Acquisition of Capital Assets. It
provides a framework to identify projects based on mission need;
conduct appropriate acquisition planning; develop alternative ac-
quisition approaches; accomplish other essential project planning,
including risk assessment; establish realistic cost and schedule
baselines; and track and measure the execution of projects to those
baselines.

The Deputy Secretary has directed that all new projects must be
approved by a designated senior official; that is, all projects, $5
million and above, must be approved by either him or an Under
Secretary or an Assistant Deputy Secretary. Once that project is
approved, the acquisition strategy and evaluation of alternatives
must be approved by the same level of approval official.

This is a significant change from what it was before. Knowing
that a program’s strategy will be questioned by senior management
at that level is driving more thorough analysis, consideration of ac-
quisition alternatives, the full range of acquisition alternatives, in-
creased risk management, and better integration of project and ac-
quisition practices. Cultural change is very difficult. We continue
to push hard to effect these changes.

Additionally, there are other significant actions we have under-
taken in the past 2 years, and they include the following: each
project now contains measurable performance outcomes; metrics
are provided monthly to the Deputy Secretary and senior manage-
ment officials on every project above $5 million, that is the require-
ment; executive level management reviews of all major projects are
required quarterly; portfolio performance metrics, showing perform-
ance and trends by Program Secretarial Office, are provided to the
Deputy Secretary on monthly basis, it focuses senior-most attention
on program accountability. The Department conducts external re-
views to verify cost, schedule, and technical performance aspects of
all projects above $5 million before they go in the budget, effective
October 2000.

The Department recently implemented a major new develop-
mental program for the improvement of Federal project manage-
ment skills. We will begin certifying project managers this year by
competency level. This initiative builds on a prior program estab-
lished about 5 years ago for contracting officers. With the addition
of project managers to that program, DOE is one of the very few
agencies, outside of DOD, to have an umbrella program for certifi-
cation of both contracting officials and project management offi-
cials.

A few other initiatives that we are pursuing. The Department
has an aggressive target that 85 percent, this year, of its projects
be performing within 10 percent of cost and schedule targets. Two
years ago, the Department had no capability to track, assess, and
report on our project portfolio. In fact, we did not have a list of our
project portfolio. Today we have that list, and we are performing
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at 74 percent within those cost and schedule targets as tracked
against baselines in effect since January 2002.

We are institutionalizing the requirements of that October 2000
directive on project management into a more comprehensive Project
Management Manual. I would like to point out to you that the
management practices in this manual are strongly supported by
the National Academy of Science’s committee on oversight of DOE
project management and they implement OMB’s Capital Program-
ming Guide, which is found in the statute.

To provide a strong focus on these initiatives, the Deputy Sec-
retary, as I mentioned, is doing quarterly reviews with his senior
management officials. Additionally, the Secretary has established a
Blue Ribbon Commission to review and recommend criteria that
can be used in the future to support decisions on re-competing or
extending laboratory M&O contracts.

In conclusion, on behalf of Secretary Abraham and his manage-
ment team, allow me to affirm DOE’s commitment to build on
these initiatives and work with this committee to improve the over-
all accomplishment of the Department’s missions.

This concludes my formal remarks. I would be happy to respond
to your questions.

[The prepared statement of Mr. Rispoli follows:]
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Good morning Mr. Chairman. I am pleased to be here to discuss acquisition and project
management at the Department of Energy. The Department takes the concerns raised by the
General Accounting Office and the Office of Inspector General in their recent reports on major
management challenges very seriously. Frankly, we agree with these independent assessments
and are taking actions to aggressively address not only the management challenge on contract
management, but all of the challenges contained in these reports. In fact, after being briefed by
the GAO and the IG on these reports, tﬁe Deputy Secretary directed his senior executives to
develop timely, coordinated, and comprehensive action plans by April 15 to address these
challenges. He is personally tracking these corrective actions monthly, and expects them to be
resolved prior to the next series of GAO and IG reports on management challenges. The
Comptroller General and the Department’s Inspector General have indicated their support for
working with us in the development of corrective action plans to ensure these challenges are

resolved once and for all.

The Department’s acquisition management problems are grounded not only in pure contracting
disciplines, but in other areas directly affecting acquisition programs, notably project and

program management.

My focus has been in the area of project management, one of the key concerns raised by GAO
and the IG. 1 would like to provide a brief overview of where DOE now stands with respect to

its project management activities.

Secretary Abraham has identified project management improvement as an overarching theme
affecting all of its major program activities, whether they involve high energy physics research,
weapons maintenance and development, environmental remediation, or alternative energy
sources. Many of these projects are inherently high risk, difficult to estimate in terms of cost,
and complex both in terms of technology applications as well as safety management
implications. It is, therefore, important to conduct these projects within a disciplined framework

to ensure that project goals, including cost, schedule, and performance are monitored and
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achieved. It is also important to know when and why these goals are not being achieved in order
to provide senior management and Congress with the necessary visibility to make sound

investment decisions. Here is what we have done and are doing to accomplish this.

In October 2000, the Department issued a directive on Program and Project Management for the
Acquisition of Capital Assets. This prescribes a process to be followed by federal employees in
the execution of DOE projects. The directive was the result of broad recognition of the need for
improvement in the management of the Department’s projects, documented by two studies of the
Department’s project management by the National Academy of Science and reviews by the 1G,

the General Accounting Office, and the Congress.

The directive provides a framework to: identify projects based on mission need; conduct
appropriate acquisition planning; develop alternative acquisition approaches; accomplish
essential project planning, including risk assessment; establish a realistic cost and schedule

baseline; and track and measure the execution of the project to the established baseline.

Acting in response to the President’s Management Agenda, the Department is aggressively
emphasizing several core management principles to strengthen this directive. First and foremost
the Deputy Secretary has directed that all new projects must be approved by a designated senior
management official. That is, all projects above $5 million must be approved by an Assistant
Secretary, an Under Secretary or the Deputy Secretary. Once a project is approved, the
Acquisition Strategy must be approved by that same avthority.

These are significant changes. They represent a departure from traditional Departmental
practices. Mandating senior executive approval for these two critical points forces rigorous up
front planning. Knowing that a program’s strategy will be questioned by senior management is
driving more thorough analysis, consideration of a range of acquisition alternatives, increased
risk management, and better integration of project and acquisition practices. Culture change is

always difficult. ‘We continue to push hard to effect these changes.
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Some of the most significant actions we have undertaken in the past two years to improve Project

and Acquisition Management include the following:

o FEach project contains measurable performance outcomes; performance is
measured, and performance mefrics are provided monthly to the appropriate
executive official.

o Executive level management reviews of all major projects are required quarterly.
This demonstrates management commitment, facilitates early identification of
problems, and focuses attention on solutions.

o Portfolio performance metrics, showing performance and trends by Program
Secretarial Office, are provided to the Deputy Secretary on a monthly basis.
Again, this focuses sentor executive attention on Program accountability.

o The Department conducts External Independent Reviews to verify cost, schedule,
and technical and performance aspects of all projects above $5 million.

o The Department has recently implemented 2 major new developmental program
for the improvement of federal project management skills. The Project
Management Career Development Program includes 26 core and elective courses
covering the range of project management skills. Additionally we will begin
certifying project managers by competency level this year. This initiative builds
on a similar program established for the acquisition workforce. As aresult of that
initiative, over 85 percent of our coniract specialists have achieved professional
certification to the level required of specialists in Department of Defense. With
this enhancement, DOE is one of the few agencies to have developed a
comprehensive caresr management and certification umbrella program for other

workforce disciplines associated with acquisitions.
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I'would like to discuss other project management initiatives we are currently pursuing:

o The Department is about to launch a significant benchmarking program utilizing the
Project Management Institute’s Organizational Project Management Matuarity Model
(OPM3). This benchmarking program will focus on the management competency
areas and levels of attainment. OPM3 will be piloted at the Department’s Idaho site
the week of March 24, 2003. If we find the information useful we will extend this
benchmarking effort to other sites during FY 2003.

o The Department has set an aggressive target for FY 2003 that 85 percent of its
projects be performing within 10 percent of cost and schedule targets. Two years ago
the Department had no capability to track, assess, and report on our project portfolio.
Presently we are at 74 percent as tracked against baselines in effect since January

2002.

o We are currently institutionalizing the requirements of the October 2000 directive on
project management into a more comprehensive Project Management Manual. T
would like to point out that the management practices in this manual are strongly
supported by the National Academy of Science’s committee on oversight of DOE

project management and implement OMB’s Capital Programming Guide.

o Utilizing the best management practices contained in the Project Management Manual
as a starting point, the Department is developing a Departmental policy for all
management initiatives (including acquisitions) that has as its core the establishment
of clearly defined goals and results-oriented performance measures to enable a
determination of improvements in contractor performance. These best practices are
consistent with the recommendations contained in the National Academy of Sciences

report on Improving Project Management in DOE.



18

Going beyond project management, neither contracting nor project disciplines can be wholly
effective without good program management. Secretary Abraham is commiited to this goal,
consistent with the framework provided by the President’s Management Agenda. Our various
programs are undergoing comprehensive reassessments ranging from reconstituting research
portfolios to a major reorganization of our weapons program. One recent example of this
significant change in focus is within the Department’s environmental management program. Ina
nutshell, that program has redefined its mission objectives as well as its operational culture. It is
no longer being managed as a long term Departmental business line, but rather from a short term
remediation and site closure mentality. This has drastically shifted work priorities, resource
allocations, and acquisition strategies. As a result, the Department is pressing its contractors for
results, expediting site closure, revising performance objectives, and is changing its contract

administration focus.

To provide a strong focus on these initiatives, the Deputy Secretary has instituted quarterly
reviews with his senior management officials to assess both program and project portfolio

performance.

The Secretary has established a Blue Ribbon Commission to conduct an assessment of, and
provide recommendations for changes to, the Department’s policies and procedures for its
laboratory management and operating contracts. This Commission will review and recommend
criteria that can be used in the future to support decisions on re-competing or extending

laboratory M&O contracts.

On 2 final note, 1 would also like to apprise you of the work being done at the Department to
develop a comprehensive plan that will for the first time link budget development and execution
with performance. The Department has established an oufcome-oriented system. Wehaveseta
course of action that entails substantive improvement of our performance measurement system,
changing our approach to evaluating programs and making decisions, and revamping business

management systems to provide the necessary information. When fully implemented, the
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management of DOE will be approaching real-time access to all performance metrics, with
appropriate financial data, and the capability to “drill down” to specific measures of interest.
Conversely, we will be able to summarize metrics at the Department’s Strategic Plan goal level,
and at a glance, see the progress and status of each goal. This data will be used not only during
the budget process, but also serve as an early warning system which will allow managers at all

levels to make changes, add resources, or terminate unproductive efforts.
In conclusion, on behalf of Secretary Abraham and his management team, allow me to affirm
DOE’s commitment to build on these initiatives and work with this Committee to improve the

overall accomplishment of the Department’s missions.

This concludes my formal remarks. I would be happy to respond to your questions.
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Chairman ToMm DAvis. Thank you very much.
Ms. Nazzaro.

STATEMENT OF ROBIN M. NAZZARO, DIRECTOR, NATURAL RE-
SOURCES AND ENVIRONMENT, U.S. DEPARTMENT OF EN-
ERGY

Ms. NAzZZARO. Thank you, Mr. Chairman and members of the
committee. I am pleased to be here today to discuss the status of
contract and project management at the Department of Energy. As
we noted earlier, for over a decade, GAO, the IG and others have
identified problems with DOFE’s contracting practices and contrac-
tor performance. Projects were late or never finished, and project
costs escalated by millions and sometimes billions of dollars. It is
in this context my testimony today focuses on, first, DOE’s progress
in implementing contract and project management reforms; second,
the extent to which these reforms have resulted in improved con-
tractor performance; and, third, observations on DOE’s latest im-
provements.

In summary, since the mid-1990’s, DOE has implemented a num-
ber of initiatives to improve its contracting and management of
projects. As you noted, these contract reforms focused on develop-
ing alternative contracting approaches, increasing competition, and
using performance-based contracts. However, DOE continues to en-
counter difficulties in implementing these reforms. For example,
one of the initiatives now requires performance-based contracts at
all of DOE’s major sites. These contracts incorporate performance-
based statements of work and identify performance measures and
objectives that DOE will use to evaluate the contract’s perform-
ance. However, some of these contracts contained ineffective per-
formance measures. DOE was not focusing on high priority out-
comes, was loosening performance requirements over time without
adequate justification, and was failing to match appropriately chal-
lenging contract requirements with fee amounts. Thus, one could
question whether these reforms have resulted in improved contrac-
tor performance.

DOE has developed little objective information to demonstrate
whether the reforms have improved results. Most of DOE’s evi-
dence of progress has been anecdotal. On this basis, DOE can cer-
tainly point to some success. However, our analysis suggest that
performance problems continue to occur. For example, in Septem-
ber 2002, we reported that based on a comparison of results of
major DOE projects in 1996 and 2001, there was no indication of
improved performance. In fact, costs increased and schedule delays
were actually more prevalent in 2001 than they had been in 1996.
Furthermore, problems with individual projects and with site oper-
ating contracts continue to appear. Problems are beginning to
emerge at the Hanford site in Washington State, where a contract
is in place to address the high level tank wastes. We learned re-
cently that although the baseline for this $4 billion project was es-
tablished in May 2002, as of January of this year the project was
already 10 months behind schedule and the contractor was estimat-
ing cost increases and other adjustments to this contract that could
total over $1 billion.
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The limited progress to date is discouraging. DOE has a long way
to go before it can claim that its contracting and project manage-
ment problems are behind it. But we have seen a more promising
indication that at least a part of DOE has a better understanding
of its problems. DOE’s current Environmental Management team
has taken encouraging steps that could help to foster improve-
ments in contract and project management. The scope and mag-
nitude of some of the reforms being contemplated indicate to us for
the first time that the environmental management team has seen
and understood the full extent of the challenges that DOE faces.
These actions are encouraging, but making these new policies a
matter of practice will require strong leadership, clear lines of ac-
countability and responsibility, and effective management systems
to monitor results.

Thank you, Mr. Chairman. That concludes my statement. I
would be pleased to respond to any questions you may have.

[The prepared statement of Ms. Nazzaro follows:]
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Mr. Chairman and Members of the Commitiee:

We are pleased to be here today to discuss the status of contract and project
management reforms in the Department of Energy (DOE). DOE spends more money on
contracts than any other civilian federal agency because it relies primarily on contractors
to operate its sites and carry out its diverse missions. These missions include
maintaining the nuclear weapons stockpile, cleaning up radioactive and hazardous
waste, and supporting basic energy and science research activities. For fiscal year 2001,
DOE spent about 90 percent of its total annual budget, or about $18.2 billion, on
contracts. Of that amount, DOE spent about $16.2 billion on contracts to manage or

operate 28 major DOE sites.

For over a decade, GAO, DOE’s Office of Inspector General, and others have identified
problems with DOE’s contracting practices and the performance of its contractors.
Projects were late or never finished; project costs escalated by millions and sometimes
billions of dollars; and environmental conditions at the sites did not significantly
improve. At the same time, contractors were earning a substantial portion of the profit
(fee) available under the contract. Because of these problems, since 1990 we have
designated DOE confract management as a high-risk area vulnerable to fraud, waste,

abuse, and mismanagement.

To address these and other problems, DOE began a series of reforms in the 1990s that
were intended to, among other things, strengthen DOE's contracting and project
management practices, hold contractors more accountable for their performance, and
demonstrate progress in achieving the agency’s missions. In this context, contracting
practices include, among other things, selecting the type of contract (such as fixed-
price), deciding whether to ask contractors to compete for the contract or offer it only to
a single contractor, and determining the performance measures that will be used to
assess and reward the contractor’s performance. Similarly, project management

practices include, among other things, planning, organizing, and tracking project

1 GAQ-03-570T DOE Reforms
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activities and costs; training to ensure expertise of federal project managers; and project

reporting and oversight.

In addition, in February 2002, DOE’s environmental management team launched an
improvement initiative that places additional emphasis on contracting and project
management reforms in the cleanup program, which represents almost a third of the
department’s overall budget. This initiative followed a review by DOE managers, who
concluded that the waste cleanup program was not achieving the desired results and that
further improvements were needed to make the program effective, including

improvements in contracting and project management.

In this context, my testimony today focuses on (1) describing DOE’s progress in
implementing contracting and project management reforms, (2) assessing the extent to
which these reforms have resulted in improved contractor performance, and (3}
providing observations on DOE’s latest improvement efforts. My testimony is based on
our past work in this area as well as the findings of DOE's Inspector General and the
National Research Councii, who, at DOE’s request, independently reviewed DOE’s

project management practices.
In summary:

» Since the mid-1990s, DOE has made some progress in implementing initiatives to
improve both its contracting practices and its management of projects, but it
continues to encounter difficulties in implementing these reforms. Contract
reform began in 1994 and consisted primarily of initiatives in three key areas—
developing alternative contracting approaches, increasing competition for
contracts among potential bidders, and using performance-based incentives in the
contracts. For example, DOE now requires performance-based contracts at all of
its major sites. These contracts incorporate performance-based statements of
work and identify performance measures and objectives that DOE will use to

evaluate the contractors’ performance. DOE has also increased the proportion of

2 GAO0-03-570T DOE Reforms
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contractors’ fees tied to achieving the performance objectives. Nevertheless,
difficulties remain in implementing the reforms. For example, numerous studies
and reports found that DOE'’s performance-based contracts had ineffective
performance measures. DOE continues to modify and test its performance
measures by, for example, developing multiyear and multisite measures that are
more closely aligned with the department’s missions. Regarding project
management reforms, DOE began its reform effort in 1999 in response to
recormmendations from the National Research Council that were intended to
improve DOE’s oversight and management of projects. Among other things, DOE
implemented new policy and guidance for developing and controlling projects and
established a project office to lead the initiative. However, in November 2001 the
National Research Council reported that, although DOE had taken some positive
steps to address its recommendations, the department still did not adequately
plan projects before starting them and had no training program for federal ‘project
managers. DOE is continuing its efforts to implement its project management

initiative.

While DOE has made some progress in' implementing its contracting and project
management initiatives, available information raises doubts about the extent to
which these reforms have resulted in improved contractor performance, DOE has
developed little objective information to demonstrate whether the reforms have
improved results. However, in September 2002, we reported that, based on a
comparison of 25 major DOE projects in 1996 with 16 major projects in 2001, it
did not appear that DOE'’s contractors had significantly improved their
performance over the period. In both sets of projects, over half had both schedule
delays and cost increases. And the proportion of projects with significant cost
increases and schedule delays was actually higher in 2001 than in 1996. For
example, 38 percent of the projects we reviewed in 2001 had doubled their initial
cost estimates, compared with 28 percent in 1996, Furthermore, problems with

'U.8. General Accounting Office, Contract Reforms: DOE Has Made Progress, but Actions Needed to
Ensure Initiatives Have Improved Resuits, GAQ-02-798 (Washington, D.C.: Sept. 13, 2002).

3 GAD-03-570T DOE Reforms
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individual projects and with site operating contracts continue to appear. These
include a 3-year delay and $2.1 billion cost increase to submit the license
application for the Yucca Mountain waste repository project in Nevada and
allegations of contractor fraud, waste, and abuse at the Los Alamos National

Laboratory in New Mexico.

* In 2002, we saw DOE’s management team take encouraging steps that could help
to foster improvements in contract and project management. The Environmental
Management program, which administers DOE’s waste cleanup program,
completed a frank and open assessment of problems with the program and
initiated a number of additional reforms. These initiatives included improving
contract and project management and streamlining business practices. DOE has
also been working on agencywide initiatives, including developing an integrated
budgeting and program resulis information system and placing increased
emphasis on human capital initiatives to develop the department’s future leaders.
Although these management actions are encouraging, making these new policies a
matter of practice will require strong leadership, clear lines of accountability and

responsibility, and effective management systems to monitor results.

Before I discuss these issues in greater detail, I would like to explain why improving

DOE’s contracting and project management practices is so important.

Background

DOE's missions include developing, maintaining, and securing the nation’s nuclear
weapons capability; cleaning up the environmental legacy resulting from over 50 years of
producing nuclear weapons; and conducting basic energy and science research and
development. The department carries out these diverse missions at over 50 major
installations in 35 states. DOE'’s contractors manage and operate these facilities and
sites and undertake the construction of new facilities under the direction of department
employees in program offices at DOE headquarters and in its field offices. With a DOE

4 GAO-03-570T DOE Reforms
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workforce of about 16,000 employees and over 100,000 contractor staff, the department
relies heavily on its contractors to accomplish its missions. Because DOE spends about
90 percent of its annual budget on contracts, DOE’s ability to direct, oversee, and hold

accountable its contractors is crucial for mission success and overall effectiveness.

In 1990, we designated DOE contract management as a high-risk area vulnerable to
fraud, waste, abuse, and mismanagement because DOE relies on contractors to carry out
its missions and because of its history of both inadequate management and oversight and
failure to hold its contractors accountable for results. In our January 2001 report on
DOE’s major management challenges, we broadened the definition of contract
management to include both contracting and project management.” This expanded
definition reflects our view that contracting and project management activities and
responsibilities are interrelated and that effective performance in both areas is essential
if DOE is to achieve its mission goals. In January 2003, we reported that the high-risk
designation for DOE contract management still applies.”

DOE Has Made Progress in Implementing Contracting and Project Management
Reforms, but Difficulties Remain

Since the mid-1990s, DOE has made progress in its efforts to improve both its
contracting practices and its management of projects, but the department continues to
face problems in implementing these reforms. In 1994, DOE began evaluating its
contracting practices and implementing a series of reforms intended to improve results
by enhancing contractor performance. Because of continued problems with the
management and oversight of DOE’s projects, the conference report accompanying
DOE's fiscal year 1998 Energy and Water Development Appropriations Act directed DOE

to obtain an independent review of its project management capabilities. DOE contracted

*U.8. General Accounting Office, Major Management Challenges and Program Risks: Department of
Energy, GAO-01-246 (Washington, D.C.: Jan. 2001).

*11.8. General Accounting Office, Major Management Challenges and Program Risks: Department of
Energy, GAG-03-100 (Washington, D.C.: Jan. 2003).

5 GAO-03-570T DOE Reforms
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with the National Research Council (Council) for this study, and in 1899 began its project
management initiative to implement the Council’s recommendations.’

Contract Reforms Focused on Developing Alternative Contracting Approaches,
Increasing Competition, and Using Performance-Based Contracts

As we reported in September 2002, the department has made progress in implementing
three key contract reform initiatives—developing aliernative contracting approaches,
increasing competition, and converting to performance-based contracts—-although DOE

continues to encounter challenges in implementing these initiatives.”

Using Alternative Contracting Approaches

One of the major focuses of DOE's contract reform initiative was to develop alternatives
to the traditional contracts used to manage and operate its major sites and facilities.
Under these traditional “management and operating” contracts, one primary contractor
performed almost all of the work at a site, the contractor had broadly defined statements
of work, and DOE reimbursed the contractor for virtually all costs. As a result, work
under these coniracts focused more on anmal work plans and budgets rather than on
specific schedule and cost targets for accomplishing work. In implementing alternatives
to these contracting arrangements, DOE intended to use the best contracting alternative
given the required work and the objectives and risks associated with that work. To
accomplish that goal, the department encouraged the use of different contracting
approaches, such as fixed-price coniracts that would shift the risk for performance to
the contractor rather than the government, or “closure contracts,” which tie the

contractor's fee to cleaning up and closing a site rather than meeting annual targets.

However, DOE did not always systematically determine the best contract type for a given
situation and thus experienced problems with implementation. For example, we

* National Research Council, Improving Froject Management in the Department of Energy (Washington,
D.C.: June 1999).

*U.S. General Accounting Office, Gontract Reform: DOE Has Made Progress, but Actions Needed to
Ensure Litiatives Have Improved Results, GAO-02-798 {Washington, D.C.: Sept. 13, 2002).
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reported in May 1998 that DOE’s use of fixed-price contracting was appropriate when
projects were well-defined and when uncertainties could be allocated between DOE and
the contractor.” When these conditions did not exist, cost overruns and schedule delays
could occur. DOE has used fixed-price contracts for both small, relatively simple
projects, such as laundry services, as well as for large, complex cleanup projects. We
reported that this approach was generally not successful in controlling costs on large,
complex cleanup projects, such as the project to retrieve high-level tank wastes and
prepare the wastes for disposal at DOE’s Hanford, Washington, site because of the high
level of technical uncertainty and risk. To more systematically select the type of
contract, DOE has been developing and implementing a formal strategy to evaluate
contracting and financing alternatives and the associated business and technical risks
before deciding on the best contracting approach.

Increasing Competition

Federal law generally requires federal agencies to use competition in selecting a
contractor. However, until the mid-1990s DOE contracts for the management and
operation of its sites generally fit within an exception that allowed for the use of
noncompetitive procedures. As part of its contract reform initiative, DOE changed its
contracting rules to set competition as the standard approach to awarding contracts.
Under these revised regulations, the percentage of major site contracts awarded
competitively (competed) increased to 56 percent as of 2001, up from 38 percent as of
1996. By 2001, 10 of the 11 contracts that had not been competed were for managing
research and development centers which are statutorily exempt from mandatory
competition.” Despite this exeraption, DOE evaluates these contracts towards the end of

their current contract term to determine whether they should be extended or competed.

*1.S. General Accounting Office, Department of Energy: Altemative Financing and Contracting Strategies
for Cleanup Projects, GAO/RCED-98-169 (Washington, D.C.: May 29, 1998).

"The vne exception was the major site contract for the management of DOE’s West Valley Demonstration
Project in New York state. According to DOE procurement officials, the contract has been extended
because of the limited amount of cleanup work remaining at the site and the lack of interest by other
contractors to compete for the work.

7 GAO-03-570T DOE Reforms
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DOE has thus far decided on noncompetitive extensions for these contracts for research
and development centers, including some for contractors that have experienced
performance problems. For example, in 2001, DOE extended the managing and
operating contracts with the University of California, the coniractor operating Los
Alamos and Lawrence Livermore National Laboratories. The University of California has
operated these sites for 50 years or more and is the only contractor ever to have
operated them. In recent years, we and other organizations have reported significant
problems with laboratory operations and management at these two laboratories—
particularly in the areas of safeguards, security, and project management.” Although
congressional committees and others have called for DOE to compete these contracts,
DOE so far has opted to address these performance problems with specific contract
provisions. However, it remains to be seen whether DOE will be successful in improving

the University of California’s performance using this approach.

Using Performance-Based Contracts

Before DOE initiated its contract reforms, major site contracts generally had broad
statements of work that focused more on annual budgets and work plans rather than
specific results to be achieved. Feesunder these contracts usually consisted of a base
amount that was guaranteed (fixed) plus an award amount that was paid if the
contractor met general performance expectations.” In the mid-1990s, DOE began
restructuring its major site contracts to use results-oriented statements of work and to
incorporate performance incentive fees that were designed to reward the contractor if it
met or exceeded specific performance expectations in priority areas. As of 2002, DOE
reported that all of its major site contracts incorporated performance-based techniques
to define requirements and measure results. To further emphasize the importance of the
performance-based approach, DOE has increased the proportion of contractor fees tied

° For example, see U.S. General Accounting Office, Department of Energy: Key Factors Underlying Security
Problems at DOE Facilities, GAO/T-RCED-99-159 (Washington, D.C.: Apr. 20, 1999); 1.8, General
Accounting Office, Nuclear Security: Improvements Needed In DOE's Safeguards and Security Oversight,
GAO/RCED-00-62 {Washington, D.C.: Feb. 24, 2000); and A Special Investigative Panel, President’s Foreign
Intelligence Advisory Board, Science at its Best, Security at its Worst: A Report on Security Problems of
the U5, Department of Energy (Washington, D.C.: June 1999).

® The contract fee is the amount DOE pays to the contractor over the allowable costs under the contract.
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to achieving the performance objectives to 70 percent in fiscal year 2001, from 34 percent

in fiscal year 1996.

Despite this progress, development of good performance measures has continued to be a
challenge for DOE. Numerous studies and reports found that DOE's performance-based
contracts contained ineffective performance measures. For example, in 2001, DOE’s
Office of Inspector General reported on the performance measures in three major site
contracts.” According to this report, DOE was not focusing on high-priority outcomes,
was loosening performance requirements over time without adequate justification, and
was failing to match appropriately challenging contract requirements with fee amounts.
The department disagreed with this report, stating that it was not appropriate to evaluate
the overall success of performance-based contracts by looking at individual performance
measures. However, DOE continues to modify and test its performance measures to
focus on developing performance incentives that are more directly linked to the priority

missions at a site. For example, DOE has developed multiyear incentives in the

together activities at four production sites. Nevertheless, the department acknowledges

that it must make further progress in this area.

Project Management Reforms Ranged from New Policy and Guidance to an Improved

System to Track Project Performance

DOE’s initiative to reform project management stems from 1999 National Research
Council recommendations for improving DOE project management. The Council
reported that DOE’s construction and environmental remediation projects take much
longer and cost about 50 percent more than comparable projects by other federal
agencies or projects in the private sector. It also reported that DOE'’s project
management practices fell far short of best practices in a number of areas, when

compared with other government agencies and the private sector. The areas included

°11.S. Department of Energy, Use of Performance-Based Incentives at Selected Departmental Sites,
DOE/G-0510 (Washington, D.C.: Jul. 9, 2001).
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DOE’s policies and procedures; documentation and reporting; project planning and
controls; risk management; project reviews, acquisition, and contracting; organizational
structure, responsibility, and accountability; and the selection, training, and skills of

personnel.

Since 1999, when DOE established the Office of Engineering and Construction
Management to lead the project management initiative, the department has been working
to implement the Council’s recommendations. In particular, in 2000, DOE issued anew
policy, order, and gnidance on managing and controlling projects. In 2001, DOE
established new guidance that required the approval of projects of $5 million and above
at the assistant secretary level or higher, and a project tracking system and monthly
status reports on all projects with total costs over $5 million. Furthermore, in 2002, DOE
established a performance goal that 85 percent of its major projects would have less than

a 10-percent variance in either cost or schedule.

Despite these steps, many implementation challenges remain. In a November 2001
follow-up report, the Council noted that although DOE had taken positive steps in
response to the recommendations in the 1999 report,” change had been inordinately
slow, and there was no evidence that DOE’s project management practices in the field
had actually improved. Furthermore, DOE still had inadequate up-front project plarning,
no consistent system for evaluating the relative risks of projects, and no project
management training program in place. The Council concluded that DOE was not in
control of many of its projects and had virtnally abdicated its ownership role in

overseeing and managing its contracts and contractors.

" National Research Council, Progress in Jmproving Praject Management at the Department of Energy—
2001 Assessment {(Washington, D.C.: Nov. 2001),
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Available Information Raises Doubts About Extent to Which Contract and

Project Management Reforms Have Improved Contractor Performance

DOE has little objective information demonstrating whether its reforms have resulted in
improved contractor performance. Instead of measuring outcome-oriented performance
results, DOE has primarily gauged progress by measuring the implementation of the
initiatives and by reviewing individual contracts. While DOE can point to examples of
success, objective performance information on overall resuits is scarce. Indeed, the
evidence on DOE major projects that we developed suggests that contractor

performance may not have improved.

Contractor Performance May Not Have Improved

In our September 2002 report, as a potential indicator of contractor performance, we
evaluated changes in cost and schedule for 16 of DOE’s major projects as of 2001 and
compared them with similar information we developed on DOE’s major projects in 1996.
We found no indication of improved performance; in both groups of projects, over half of
the ongoing projects were experiencing significant cost increases, schedule delays, or
both. Furthermore, as shown in table 1, the proportion of projects experiencing cost
increases of more than double the initial cost estimates or schedule delays of 5 years or
more increased over the 6-year period. For example, the initial cost estimate in 1998 for
the spent nuclear fuels dry storage project at the Idaho Falls site was $123.8 million, with
a completion date of 2001. In 2002, the cost estimate for this project was $273 million,
with a completion date of 2006. Appendix I contains additional information on DOE’s

ongoing major projects as of December 2001.

11 GAG-03-5707 DOE Reforms
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Table 1. Cost Overruns and Schedule Delays for Ongeing Projects in 1998 Compared with Ongoing Projects
in 2001

Number of projects
18986 2001
Nurnber of projects reviewed 25° 18 »
Projects with a cost estimate of more than 7 {28%) 6 {38%)
doubie the initial cost estimate
Projects with schedule delays of 5 years or 8 (32%) 6 (38%)

more

“We evaluated 34 projects in 1996 with estimated costs greater than $100 million. However, nine of the projects were environmentat
restoration projects, and DOE's original andfor current cost estimates did not estimate costs through project completion. In 1998,
DOE divided these environmental restoration projects into multiple projects at each site, Therelore, we excluded these projects from

our gurrent analysis.
"There are 10 additional projects with total project costs greater than $200 million, but those projects had either recently started or
have been suspended.

Source: GAO.

The projects we reviewed—with estimated costs ranging from $270 million to $8.4
billion—may not be representative of all DOE projects.” Although this comparison
provides only a limited measure of contractor performance, it does raise questions about

the overall impact of DOE’s initiatives on improving contractor performance.,

Anecdotal Evidence Provides No Overall Measure of Improved Performance

Most of DOE’s evidence of progress has been anecdotal. On this basis, DOE can

certainly point to some successes. For example:

+ Officials at DOE’s Albuquerque operations office pointed out that after competing
the contract for the Pantex site, the new contractor met production levels that

were not achieved by the previous contractor.

 As of January 2002, DOE records indicated at least 42 ongoing projects with estimated costs greater than
$100 million, We did not review all of DOE’s capital projects with costs over $100 million because of the
level of effort that would have been required, since DOE does not maintain centralized information on
those projects. Furthermore, {ive of the ongoing projects we reviewed in 2001 began before the advent of

DOE's contract reform initiatives.

12 GAO-03-570T DOE Reforms
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o Ina 1999 internal review of its performance-based contracting practices,” DOE
reported that “anecdotal evidence supports that the proper use of well-structured,
performance-based incentives is leading to improvements in performance at some
DOE sites.” One of the examples cited was at Rocky Flats, where DOE reported
that contractor performance had improved with a new contractor, selected in

1995, and with performance-based incentives in the contract.

However, we have identified numerous projects or sites where performance problems

continued to occur. For example:

» The National Ignition Facility at Lawrence Livermore National Laboratory in
California is designed to produce intense pressures and temperatures to simulate
in a laboratory the thermonuclear conditions created in nuclear explosions., We
reported in August 2000 that the estimated cost of the facility had increased from
$2.1 billion to $3.3 billion and that the scheduled completion date had been
extended by 6 years to 2008, We attributed these major cost and schedule
changes to inadequate management by the contractor and DOE oversight failures.

¢ Paducah, Kentucky, is the site of DOE facilities used to enrich uranium for use in
nuclear power plants. There is considerable waste material on site and significant
on-site and off-site ground water contamination. In 2000, we reported that DOE’s
cleanup plan contained several assumptions and uncertainties that could
significantly increase the time and add billions of dollars to the cost of cleaning up
the site.” For example, not all areas needing cleanup were included in the plan
and assumptions about available funding to address the problems were

unrealistic.

®U.8. Department of Energy, Follow-up Assessment of the Effectiveness of Actions Taken to Improve
Performance-Based Incentives in Performance-Based M: ¢ and M ment and Integration

Contracts (Washington, D.C.; Mar. 31, 1999).

¥ U.8. General Accounting Office, National Ignition Facility: M: and Ove Failures Caused
Major Cost Overruns and Schedule Delays, GAO/RCED-00-271 (Washington, D.C.: Aug. 8, 2000).

¥ 11.8. General Accounting Office, Nuclear Waste Cleanup: DOE’s Paducah Plan Faces Uncertainties and
Excludes Costly Cleanup Activities, GAO/RCED-00-96 (Washington, D.C.; Apr. 28, 2000).
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¢ The Yucca Mountain Site Characterization Project, Nevada, is developing a high-
level waste repository. The original project baseline estimated a total project cost
of $6.3 billion and an October 2001 date for submitting a license application.
DOE's latest estimate is that the license application will not be submitted until
December 2004, with an estimated cost of almost $8.4 billion, We reported in
December 2001 that DOE had stopped using the baseline to manage the project
and was using estimates that were never approved or incorporated into the
official project baseline.”® Using baseline and change control procedures is

essential to ensuring that the project is being managed effectively.

« Los Alamos National Laboratory, New Mexico, is one of DOE’s primary locations
for research on nuclear weapons. Allegations of contractor fraud, waste, and
abuse and of poor internal controls by the University of California, which operates
the laboratory for DOE, ha§e surfaced in the last few months and have led to
numercus investigations (currently ongoing) and questions about the adeguacy of

DOE'’s oversight of laboratory activities and personnel

Problems are also beginning to emerge at the Hanford site in Washington State, where a
contract is in place to address the high-level tank wastes. We learned recently that,
although the baseline for this $4 billion project was established in May 2002, as of
January 2003, the project was already 10 months behind schedule, and the contractor
was estimating cost increases and other adjustments to the contract that could total over
$1 billion. DOE withheld provisional fee payments to the contractor in January 2003,

based on this “unacceptable performance.”

Although interesting and sometimes revealing, anecdotal information provides no overall
measure of whether the performance of DOE’s contractors is improving or getting worse.
DOE appears to have recognized the limitations of anecdotal information and is taking
steps to implement a departmentwide project analysis and reporting system. Sucha

1.8, General Accounting Office, Nuclear Waste: Technical, Schedule, and Cost Uncertainties of the Yucca
Mountain Repository Project, GAO-02-181 (Washington, D.C.: Dec. 21, 2001).
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system, if successfully implemented, eould provide the information needed to conduct

overall assessments of contractor performance.

Achieving Improved Contractor Performance Will Require Commitment and

Perseverance

DOFE’s most recent management initiatives indicate that the department is aware it still
has a long way to go in improving contractor performance. While the limited progress to
date is discouraging, the frank admission of problems in the cleanup program and
subsequent improvement efforts are an encouraging sign. The 2002 “top-to-bottom”
review of the Environmental Management program concluded that process rather than
cleanup results had become the basis for cleanup approaches, contracts, and
performance measures.” Only about one-third of the budget was going toward actual
cleanup; the remainder was spent on maintenance, support activities, and fixed costs.
Furthermore, the review team concluded that DOE’s financial Hability would continue to
grow well beyond the $220 billion estimated at the time if significant changes to the
program were not made. The team’s report stated that without higher performance
standards and breakthrough business processes, cost growth and schedule delays would
continue to obstruct cleanup, and the risk to workers, the public, and the environment

would not be reduced.

The report recommended a series of initiatives to address these problems. These
initiatives include developing an accelerated, risk-based cleanup strategy; improving
contract management and establishing more meaningful performance measures for
contractors; improving project management; and streamlining business practices. In
addition, the report recommended implementing an effective human capital strategy to
increase the technical expertise of DOE staff and improve accountability for results,

10.8. Department of Energy, 4 Review of the Environmental Management Program (Washington, D.C.
Feb. 4, 2002).
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In addition to the efforts of the Environmental Management program, DOE is working on
improving its agencywide management information systems and human capital systems.
For example, in 2001, DOE began developing a unified planning, programming,
budgeting, and evaluation process to integrate budget and program results information.
Also in 2001, DOE began developing a training and certification program for federal
project management, and strategies to address skill gaps in its contracting and project

management workforce.

DOE has a long way to go before it can claim that its contracting and project
management problems are over. As we have reported before, making new policy a
matter of practice requires strong leadership, especially in an organization like DOE,
which has diverse missions, a confusing organizational structure, and a weak culture of
accountability.” But the scope and magnitude of the reforms being contemplated in the
Environmental Management program indicate to us for the first time that the
management team has seen and understood the full extent of the challenges DOE faces.
And because DOE expects to spend hundreds of billions of dollars in future years on
missions important to the well-being of the American people, such as cleaning up nuclear
wastes and ensuring the safety and reliability of our nuclear weapons, there are
compelling reasons to ensure that it has in place an effective set of contracting and

project management practices and controls.

Thank you, Mr. Chairman and Mermbers of the Committee. That concludes my
testimony. Iwould be pleased to respond to any guestions that you may have.

1.8, General Accounting Office, Departiment of Energy: Fund: al K Needed to Address
Major Mission, Structure, and Accountability Problems, GAO-02-51 (Washington, D.C.: Dec. 21, 2001).
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Appendix I
Cost and Schedule Pexformance on DOE’s Major Projects, as of December 2001

As we reported in Septernber 2002, table 2 shows the original and revised cost estimates
and completion dates for ongoing DOE projects with estimated costs greater than $200
million. We excluded from the table 10 additional DOE projects with estimated costs
greater than $200 million because the projects were suspended or only recently started
as of December 2001,

T A
Table 2: Original and Revised Cost Estimates and Schedule for DOE Projects with Estimated Costs Greater
than $200 Million as of December 2001

Dollars in millions Cost Schedule

Original Revised
Project name and construction fine cost  Hevised cost Original completion
number” i > timate _completion date  date
Advanced Mixed Waste Treatment $1,0788 $1,087.7° December 2002 December 2002
Project (87-PVT-2)°
Civilian Radicactive Waste Management 6,300.0 8,3948 October 2001 December 2004
Program®
Dual-Axis Radiographic Hydrodynamic 300 269.7 September 1990 December 2002
Test Facility (97-D-102)°
East Tennessee Technology Park Three- 283.9 348.1 December 2003 March 2004

Building Decontamination and
Decommissioning and Recycle Project

{OR-493)

Facilities Capability Assurance Program N/A 4458 NN June 2000

(88-D-122)'

Hanford Tank Waste Treatment and 12,48B.0° 4,350.0 2007 2007

immobilization Plant (01-D-416}

High-Level Waste Removal from Filled 886" 1,550.8 September 1989  September

Waste Tanks (93-D-187)' 2028

initial Tank Retrieval Systems (84-D-407) 245.0" 2749 March 2000" December 2018

National Ignition Fagility (96-D-111) 1,0736 2,2481 June 2002 September
2008

Silos N/A 338.1 N/A December 2006

Spallation Neutron Source (99-E-334) 1,332.8 14117 Beptember 2006 June 2008

Spent Nuclear Fuel Dry Storage (98-PVT- 1238 273.0 June 2001 December 2005

Hanford Spent Nuclear Fuels 714.8 1,600.0 2001 September
2008

Tank Farm Restoration and Safe 289.2 2863 June 2008 June 2008

Operations (97-D-402)

Tritium Extraction Facility (98-D-125) 380.7 401.0 June 2005 March 2008

Waeldon Springs Site Remedial Action 357.7° 905.2 September 1995°  September

Project 2002

‘Projects that are not funded as construction fine items do not have project numbers. Al costs, unless otherwise specified, are “total
project costs.” The cost data were chiained frorn DOE Congressional budget requests and other DOE-provided data. The term N/A
means cost or schedule not avallable or not yet developed.
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*For consistency we used, when available, preliminary budget estimates submitted to Congress as the basis for original cost
estimates.

“Total project cost for construction projects typically includes only the design, construction, and startup costs that precede production
operations. Total project cost for this project also includes estimated costs for over 10 years of production operations and other
asgociated costs. The revised completion date refers to completion of the construction phase.

“The contractor has submitted a “Request for Equitable Adjustment” of over $48 million due to a six-month schedule slip the project
experienced as a result of a delay in the issuance of envi permits, the Request for Equitable Adjustment is stilf
under review, the $48 million is not included In the revised cost estimate.

“The original baseline for this program included construction of the exploratory studies facility and, if suitable, a site recommendation
and a license application. The current scope of the program was broadened in 1997 to include all elements of the Civilian
Radioactive Wasie Management Program, which now includes development of license application, design and construction of
‘Yucca Mountain Repository, licensing interactions with the Nuclear Regulatory Commission, and development of a transportation
system. The revised completion date is only for the license application.

"We reported in 1996 that the current cost and completion date for the Yucca Mountain Site Characterization Project were $4,300
milion and March 2002, respectively. In 1997, DOE expanded the project to include the entire Civilian Radioactive Waste
Management Program.

“The original scope of this project at initial authorization in 1988 included two buildings and two single pulse flash x-ray machines.
The project has since undergone several changes in scope, which now includes three buildings, a containment vessel to reduce
emissions to the environment, a single pulse ine, and a muty i

"This amount is a totat estimated cost from the fiscal year 1988 Budget Request, which does not include other project costs. Other
project costs include supporting research and development and plant support costs during construction, activation, and startup.
There was no reguirement for a total project cost estimate in 1988.

This project has a few subprojects completing closeout activities and two stili underway. DOE anticipates additional funding needs
and a schedule extension to complete the final two subprojects,

‘We reported in 1996 that the current cost for the Facllities Capability Assurance Prograim was $447 million and the completion date
was not available, Ne cost estimate was avallable when the project was origihally proposed.

“This original cost estimate from the fiscal year 2001 Budget Request was based upon the privatization concept and included plant
operations through fiscal year 2018,

'DOE expanded the original scope of this project in fiscal year 1994 to incorporate three ongoing projects, which increased the total
project cost from $88.6 miltion to $828 million and the project completion date from 1898 to 2008 in the fiscal year 1996 budget. The
cost and schedule were revised again in fiscal year 2000 to include, among cther projects, the equipment and-infrastructure required
1o remove the high level waste inventory from nine additional tarks.

"We reported in 1886 that the current cost and completion date for the High Level Waste Removal project were $828.2 miltion and
Saeptember 2008, respectively, DOE expanded the scope of this project in 1994,

"We reported in 1996 that the current cost and completion date for the Initial Tark Retrieval System project were $358.2 million and
March 2010, respectively.

“The original and revised estimated costs nclude design, construction, startup, and operating costs. The revised completion date
refers to compietion of the construction and startup phase.

*In June 2002 DOE’s Office of Inspector General reported that the total project cost for the Tritium Extraction Facility could increase
1o as much as $500 million and that the facility may riot be completed until December 2006.

“We reporied in 1996 that the current cost and completicn date for the Weldon Springs Remedial Action Project were $865.0 million
and 2001, respectively.

Source: GAO analysis of DOE and National Research Council data.

{360322)
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Chairman ToMm DAvis. Thank you very much.
Mr. Friedman.

STATEMENT OF GREGORY H. FRIEDMAN, INSPECTOR
GENERAL, U.S. DEPARTMENT OF ENERGY

Mr. FRIEDMAN. Mr. Chairman and members of the committee, I
am pleased to be here at your request to testify on the Department
of Energy’s contract administration activities.

The Department, as you pointed out, is one of the most contrac-
tor-dependent agencies in the Federal Government. Currently, ap-
proximately 100,000 contract employees, plus numerous sub-
contract employees, support the Department’s mission at its con-
tractor-operated facilities. In fiscal year 2002, $15.7 billion, or near-
ly 75 percent, of the Department’s budget was spent on facilities
management contracts. Clearly, it is essential the Department of
Energy administer these contracts as effectively and efficiently as
possible. Consequently, the Office of Inspector General has per-
formed substantial work in this area.

Since the 1940’s, the Department and its predecessor agencies
have relied upon facilities management contracts for many of its
key operations. Through this mechanism, nearly 30 contractors
perform many of the Department of Energy’s most sensitive mis-
sions. This includes maintaining and securing the Nation’s nuclear
weapons capability, remediating environmental contamination from
past weapons production, and conducting leading-edge research
and development activities.

Facilities management contracts differ significantly from tradi-
tional cost-type contracts. In general, they indemnify the contrac-
tors for virtually all costs and liabilities incurred; are frequently
extended noncompetitively; do not require submission of traditional
invoices for review, approval, and payment; and, allow the contrac-
tor to draw funds from a letter-of-credit account as costs are in-
curred rather than bill the Department after the fact.

Over the past several years, based on criticisms of its contracting
practices, the Department has initiated a series of actions to mod-
ify and reform its contract administration activities. As you heard
earlier, the General Accounting Office reported in September 2002
that the Department has made progress in certain areas. These in-
cluded developing alternative contract approaches, working to in-
crease competition, and making greater use of performance-based
contracts. In addition, partially as a result of Office of Inspector
General reviews, the Department has recently completed a “top-to-
bottom” review of its environmental management program; modi-
fied its field structure to eliminate an unnecessary layer of man-
agement; and held the University of California accountable for pro-
curement and property deficiencies of Los Alamos National Labora-
tory.

Furthermore, again as you heard earlier, on March 17th, the
Deputy Secretary formally established a program to confront and
address broad management challenges facing the Department. De-
spite these efforts, our reviews have indicated that more needs to
be done. The Department has not always effectively monitored con-
tractor performance or held the contractors accountable for their
actions. Our reviews have disclosed continuing weaknesses, includ-



43

ing the failure to develop quantifiable, outcome-oriented contractor
performance measures; maintain a system to track critical aspects
of contractor performance; require strict adherence to contract
terms; require utilization of a full range of project management
tools and it has failed from time to time to rate and reward con-
tractors commensurate with their performance.

All of these points, Mr. Chairman, in my full testimony are iden-
tified with specific reports.

Failure of the Department to effectively manage certain aspects
of its contract operations has led to the use of taxpayer funds for
purposes not intended, wasteful management practices, and exces-
sive project costs. Based on the work the Office of Inspector Gen-
eral has completed over the years, we believe that Department
managers must place even greater emphasis on efforts to adopt
sound contract administration practices. Specifically, the Depart-
ment must develop its own realistic expectations of desired out-
comes; establish clear contractor performance metrics; closely mon-
itor contract activities; hold contractors accountable for their per-
formance; and work to maximize competition.

Addressing the challenge of contract administration will require
the commitment of all parties involved. In this regard, the Office
of Inspector General will continue to focus on ways to help the De-
partment improve operations and specifically its contract manage-
ment practices.

Mr. Chairman and members of the committee, this concludes my
prepared remarks, and I will be pleased to answer any questions
that you may have.

[The prepared statement of Mr. Friedman follows:]
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Mr. Chairman and Members of the Comumittee, I am pleased to be here at your request to

testify on the Department of Energy's (Department) contract administration activities.

The Department is one of the most contractor dependent agencies in the Federal
government. It places great reliance on contract operations to accomplish its mission.

" The basic premise of this relationship is that contractors manage the day-to-day
operations, while the Department is responsible for administering the contracts to ensure
that the taxpayers receive fair value for their money and that the contractors are held

accountable for their performance.

Although the Department has made some progress in restructuring its confract activities,
our reviews have shown that the Department has not done an adequate job of contract
administration. As a result, taxpayer funds have not always been spent economically and
efficiently. Because of the critical importance of contract administration, the Office of

Inspector General (OIG) has performed substantial work in this area.

BACKGROUND

Facilities management contracts have been used by the Department and its predecessor
agencies since the 1940s. This continues today with key operations being performed by
over 30 such contractors. Currently, the Department, to include the National Nuclear
Security Administration (NNSA), has approximately 100,000 contract employees, plus

numerous subcontract employees, who support the Departmient's mission at jts contractot-
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operated facilities. In Fiscal Year 2002, for example, $15.7 billion, or nearly 75 percent,
of the Department's budget was spent on its facilities management contracts. The
Department's contractors use these funds to maintain and secure the Nation's nuclear
weapons stockpile, remediate environmental contamination from past weapons

production, and conduct leading-edge research and development activities.

The Federal Acquisition Regulation authorizes the Department to enter into these unique
facilities management contracts. We have observed a number of differences between
facilities management contracts and traditional cost-type contracts. Facilities

management contracts generally:

¢ Indemnify the contractors for virtually all costs and liabilities incurred;

* Have succeeding contractors retain all but a few employees of the preceding
contractor;

* Are frequently extended noncompetitively;

* Do not require submission of traditional invoices for review, approval, and
payment; and,

*  Allow the contractor to draw funds from a letter-of-credit account as costs are

incurred rather than bill the Department after the fact.

Because of these differences, the Department’s contractors have been provided significant
flexibilities. These flexibilities, in some cases, have led to great benefits, but they have

also created opportunities for mismanagement of taxpayer-provided resources.
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Over the past several years, based on criticisms of its contracting practices, the
Department has initiated a series of actions to modify and reform its contract
administration activities. These included developing alternative contracting approaches,
increasing competition, and using performance-based contracts. The General Accounting
Office’s report on contract reform (GAO-02-798, September 2002) addresses these
initiatives and the progress the Department has made. In addition, partially as a result of

OIG reports, the Department has recently:

* Completed a comprehensive "top-to-bottom” review of its environmental
management program;

e Modified its field structure to climinate an unnecessary layer of management; and,

+ Held the University of California accountable for procurement and property-

deficiencies at Los Alamos National Laboratory.

CONTRACT ADMINISTRATION CHALLENGES

Despite the Department's reform efforts, our reviews have indicated that more needs to be
done to strengthen its administration of contractor operations. In the past, the
Department has not always effectively monitored contractor performance or held the
contractors accountable for their actions. Our reviews have disclosed continuing

weaknesses, including the failure to:
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» Develop quantifiable, outcome-oriented contractor performance measures;
+ Maintain a system to track critical aspects of contractor performance;

» Require strict adherence to contract terms;

» Require utilization of a full range of project management tools; and,

s Rate and reward contractors commensurate with their performance.

Our recent special report on Management Challenges at the Department of Energy
(DOE/IG-0580, December 2002) highlighted the continuing challenges the Department
faces in contract administration. This report identified seven key management
challenges, which represented the most serious management and performance issues that
impacted the Department's ability to carry out its critical missions. Since the Department
is heavily reliant on contractors to perform its missions, contract administration
permeates all of these areas. A discussion of these challenges follows, and serves to
iltustrate the problems the agency has faced, and continues to face, in implementing an

effective contract administration strategy.

PROJECT MANAGEMENT/PROCUREMENT

Our reviews have shown that the Department's contractors continue to experierice
problems in managing large projects. At the request of the NNSA, we conducted a
review of the Tritium Extraction Facility under construction at the Savannah River Site,

operated by Westinghouse Corp. and Bechtel Inc. Our report, The Department of
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Energy's Tritium Extraction Facility (DOE/IG-0560, June 2002), disclosed that the
project might cost approximately $100 million more than planned and will not be
completed by February 2006, as scheduled. In this case, as well as in other projects we
reviewed, Department officials did not require that its contractors make full use of project
management controls. We raised similar concerns in our reports on the Pit Production
Project at Los Alamos National Laboratory, operated by the University of California, and
the Spallation Neutron Source Project at Oak Ridge National Laboratory, operated by

University of Tennessee-Battelle.

More recently, my office conducted a special inquiry at the Los Alamos National
Laboratory. The focus of this review was to determine whether the Laboratory had
engaged in a deliberate cover up of procurement irregularities and security concerns. Our
report on Operations at Los Alamos National Laboratory (DOE/IG-0584, January 2003)
noted that a series of actions taken by Laboratory officials obscured serious property and
procurement management problems and weakened relevant internal controls. These
actions created an atmosphere in which Los Alamos employees were discouraged from,
or had reason to believe they were discouraged from, raising concerns to appropriate
authorities. During the time peried in question, the Department gave fhe Laboratory an

excellent rating in both personal property management and procurement management.

In addition, our report on the U.S. Department of Energy’s Purchase Card Programs -
Lessons Learned (I1010P001, February 2002) disclosed misuse of purchase cards, the vast

majority of which were in the hands of contractor employees. Even when appropriate
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policies and procedures were present, they were not adequately enforced. The
Department's Chief Financial Officer, in a recent follow-up review, identified instances
where:

cardholders and approving officials did not follow established

procedures, and where existing controls and procedures were not

adequate to safeguard against misuse. Major causes included:

ineffective implementation of basic controls such as prior authorization

of purchases and approving official reviews, a proliferation of

cardholders, inadequate training, and a lack of specific criteria for

cardholder and approving official accountability for purchases.

ENVIRONMENTAL CLEANUP

In an effort to make the Department's environmental remediation program more effective
and efficient, Secretary Abraham directed the Office of Environmental Management to
conduct a "top-to-bottom" assessment of all aspects of this $210 billion program. The
2002 assessment report concluded that remediation activities, which are largely
performed by contractors, have not focused on reducing risk or completing the cieénup

with an appropriate sense of urgency.

Our reviews of the Department's contractor operations have disclosed similar problems.
In our report, Remediation and Closure of the Ashtabula Environmenial Management

Project (DOE/IG-0541, January 2002), we found that the Department had not required
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strict compliance with the terms of the remediation contract. For instance, the contractor
(RMI Titanium Co.) did not always follow the approved Department decommissioning
plan for the Ashtabula site. Additionally, the contractor incurred questionable costs and
developed new technologies instead of dedicating resources to site remediation activities.
As aresult, the cleanup effort at Ashtabula might not be completed until 2012 instead of
2003, as originally scheduled. This would extend the 10-year expected life of the project
to 19 years, resulting in a likely increase in project costs {and the burden on the

taxpayers) of over $60 million.

In our report, Disposition of the Department's Excess Facilities (DOE/IG-0550, April
2002}, we found that the Department and its contractors did not fully consider mission
requirements, risk reduction, and costs when prioritizing facility disposition activities at
contractor-operated facilities. In certain cases, disposition plans were in conflict with
requirements for new facilities. In other instances, facilities posing little risk to human
health and the environment were decommissioned while Department contractors deferred

disposition of buildings representing substantially greater risks.

Further, in our report, Treatment of Mixed Incinerable Waste (DOE/IG-0588, March
2003), we noted significant inefficiencies in the treatment and storage of the
Department's mixed incinerable waste at contractor locations. For example, the
Department continued to pay a contractor substantial costs and fees for operation of the
Toxic Substances Control Act Incinerator operations at Oak Ridge, even though

minimum burn requirements were not being met.
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INFORMATION TECHNOLOGY MANAGEMENT

With an estimated $1.4 billion annual expenditure for information technology (IT), it is
essential that the Department and its contractors develop and implement an effective IT
management investment and control process. The Clinger-Cohen Act of 1996 and the
E-Government Act of 2002 were intended to enhance the management and control of IT.
Further, the President’s Management Agenda encourages the use of electronic commerce
to make it simpler for citizens to receive high-quality services from the Federal

government while reducing the cost of delivering those services.

Although the Department continues to integrate IT into all aspects of its missions, it has
experienced a substantial challenge in fully implementing the requirements of the
Clinger-Cohen Act and related information security legislation. To iflustrate, our report,
Nuclear Materials Accounting Systems Modernization Initiative (DOE/IG-0556, June
2002), concluded that the Department had not adequately managed activities to redesign,
modernize and integrate its nuclear materials accounting systems. Presently, the
Department and its contractors maintain over 50 separate tracking systems, many of

which are duplicative and inefficient.

Similarly, we found that while the Department had taken a number of positive steps to
improve its unclassified cyber security program, many of its critical information systems,

particularly at contractor locations, remain at risk. For example, our report, The
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Department's Unclassified Cyber Security Program 2002 (DOE/IG-0567, September
2002), concluded that the Departiment and its contractors had not: (1) consistently
implemented a risk-based cyber security approach; (2) assured continuity of operations
through adequate contingency and disaster recovery planning; (3) strengthened its
incident response capability by reporting all computer incidents; (4) ensured that
employees with significant security responsibilities had received adequate training; or (5)

adequately addressed configuration management and access control problems.

NATIONAL SECURITY

‘While the deterrent provided by nuclear weapons has been, and continues to be, a key
component of the Nation's security posture, the Department and the Nation face a
complex set of challenges related to defending against worldwide threats. These
challenges, brought to the forefront by the events of September 11, 2001, require the

Department and its contractors to consider implerenting new security measures.

The OIG recently issued a report, The Department's Unclassified Foreign Visits and
Assignments Program (DOE/IG-0579, December 2002), which disclosed that two

contractor-operated laboratories had not adequately controlled unclassified visits and
assignments by foreign nationals. While such visits and assignments can benefit the
Departinent, the laboratories, and international partners by providing a forum for the

exchange of scientific information, they also pose certain security risks, We found that
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complete and up-to-date passport and visa information was not being maintained at the
two contractor-operated laboratories examined. Also, access to a contractor site was
frequently granted before reguired approvals were obtained and background indices
checks were performed. In addition, the laboratories were not forwarding complete and
up-to-date information on foreign visits and assignments to Department officials who

were responsible for managing this program.

The OIG has also reported on weaknesses in remote access to unclassified information
systems. In our report, Remote Access to Unclassified Information Systems (DOE/IG-
0568, September 2002), we found that many offices had not implemented risk-mitigation

strategies. Of the 13 Department and contractor organizations included in our review:

*» Ten had not considered the risk associated with remote access when developing
cyber secutity protection plans;

* Nine had not developed specific guidance addressing remote access security
requirements; and,

» Nine had not required the use of protective measures such as personal firewalls,
and up-to-date virus protection and systerns software, when accessing network

Tesources.

Inadequate protective measures placed critical Department and contractor unclassified

information systems at risk of attack from internal and external sources and could

10
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ultimately result in data tampering, fraud, disruptions in critical operations, and

inappropriate disclosure of sensitive information.

PERFORMANCE MANAGEMENT

The Department and its contractors have also been criticized for deficiencies in
performance management, an emphasis area in the President's Management Agenda.
Noted deficiencies included performance measures that: (1) were not quantifiable; (2) did
not support key goals; and, (3) were not results oriented. To illustrate, our report on
Environmental Management Performance Measures (DOE/IG-0561, June 2002) noted
that although the Office of Environmental Management had developed a number of
corporate and project-specific performance measures, these measures did not capture
overall program results. Specifically, the measures did not cover the majority of cleanup
projects or budgets at contractor locations, capture overall program performance, or
appropriately address risk. The lack of focus of the measures on overall program results
deprived the Department and its contractors of a valuable tool for monitoring the progress

of the cleanup program.

OIG reports have also identified specific contractor-operated programs that would have
benefited from enhanced performance measurement. For example, our report on
Synchrotron Radiation Light Sources at Lawrence Berkeley National Laboratory and

Stanford Linear Accelerator Center (DOE/IG-0562, July 2002) disclosed that the beam

11
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lines at Berkeley, operated by the University of California, were idle during 35 percent of
the time when we made observations. Berkeley did not have a centralized scheduling
system and, therefore, was unaware that additional beam time was available. Asa
consequence, scientifically-valid research proposals were rejected for study. We found
that the Department did not require its contractors to track and report actual use of the

facilities or establish useful performance measures to evaluate beam line use.

STOCKPILE STEWARDSHIP

The Department and its contractors are actively involved in maintaining the safety,
reliability, and performance of the aging nuclear weapons in the Nation's stockpile.
During the past year, OIG reports have addressed difficulties in meeting this critical
mission. For example, our report on the National Nuclear Security Administration's Test
Readiness Program (DOE/IG-0566, September 2002) disclosed that, based on the current
status of available human and physical resources, the ability of the Department and its
contractors to conduct an underground nuclear test within established parameters was at
risk. A report issued by the Nevada Operations Office, Enfianced Test Readiness Cost
Study, similarly concluded that the Department's ability to maintain a test readiness

posture of 24 to 36 months was "at risk."

In addition, our report on The Department of Energy's Pit Production Project, (DOE/IG-
0551, April 2002) disclosed that it was unlikely that the Department's contractor would

be able to produce a certifiable pit in accordance with its performance plans. The Los

12
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Alamos National Laboratory had the lead on this project. As of December 2001, over
half of the approximately 40 nuclear manufacturing processes that will be used to

produce pits were behind schedule.

More recently, our report, Refurbishment of the W80 — Weapon Type (DOE/IG-0590,
March 2003), disclosed that it is unlikely that NNSA's W80 refurbishment project, which
is estimated to cost over $1 billion, will meet its scope, schedule, and cost milestones.
Specifically, Lawrence Livermore National Laboratory, operated by the University of
California, and Sandia National Laboratories, operated by Lockheed Martin Corp., had
cancelled and delayed testing, weapon component completion, and support-facility

renovation activities, without notifying NNSA.

WORKER/COMMUNITY SAFETY

OIG reports have also identified problems related to contractor updates of safety
procedures. For example, our previously mentioned report on the National Nuclear
Security Administration's Test Readiness Program (DOE/IG-0566, September 2002)
disctosed that contractors at the Nevada Test Site had not fully incorporated enhanced
nuclear safety requirements into their nuclear explosives studies. Outdated or incomplete
procedures could affect the Department’s ability to resume underground testing should

the President determine that such tests are necessary.

i3
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Likewise, our report on the National Nuclear Security Administration's Nuclear
Explosive Safety Study Program (DOE/IG-0581, January 2003) disclosed that required
comprehensive safety studies at Pantex, operated by BWXT Pantex, LLC, had been
delayed for a majority of active nuclear weapons in the Nation's stockpile. Without
approved safety studies, NNSA faced disruption to its nuclear weapons surveillance
testing and dismantlement activities. In addition our report on Explosives Safety at
Selected Department of Energy Sites (DOE/IG-0578, December 2002) indicated that
improvements could be made in the areas of explosives, fire, and lightning safety at

contractor-operated facilities in Nevada and Tennessee.

CONCLUSION

Failure of the Department to effectively manage certain aspects of its contract operations
has led to excess expenditure of funds, use of taxpayer funds for purposes not intended,

wasteful management practices, and excessive project costs.

Based on the work that the Office of Inspector General has completed over the years, we
believe that Department managers must place even greater emphasis on efforts to adopt

sound contract administration practices. Specifically, the Department must:

¢ Develop its own realistic expectations of desired outcomes;
o Establish clear contractor performance metrics;

e Closely monitor contract activities;

14
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e Hold contractors accountable for their performance; and,

e Maximize competition.
Addressing the challenge of contract administration will require the commitment of all
parties involved. In this regard, the Office of Inspector General will continue to focus on

ways to improve the Department's operations and its contract management practices.

Mr. Chairman and Members of the Committee, this concludes my prepared testimony. 1

will be pleased to answer any questions.

15
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Chairman ToMm DAvis. Thank you.

I mean, unfortunately, the problems of DOE are not just confined
to DOE, it is a problem that is endemic in government. It is just
that DOE has such a large portion of contracts, such a large num-
ber, and so many big and cutting-edge areas; it becomes even more
complex. But this is not brain surgery, when you think about it.
You need well trained procurement officials who are in touch with
their customer and giving them the appropriate contract vehicles
so that they can choose the best vehicle. We have had examples
Whef{re we have tried to do fixed price contracts where it doesn’t
work.

Let me ask Ms. Nazzaro, what about share and savings con-
tracts? Have there been any let here; would that be an appropriate
vehicle in some of these cases? That certainly cuts the downside to
the Government.

Ms. NazZARO. I am familiar with the use of fixed price contracts,
but not with that.

Chairman Tom Davis. OK.

Anyone else familiar with it? The share and savings contract,
briefly described, is where a contractor comes in and says I can do
A, B, C, D for you. To the extent they share that, they can share
in the savings that the Government realizes. To the extent they
don’t, they end up eating it. For the contractor there is a larger up-
side, potentially. To the Government there is a lower downside.

Yes.

Mr. FRIEDMAN. I am sorry, Mr. Chairman. The contract that the
Department has entered into, the relatively recent contract, Rocky
Flats, which is a major environmental remediationsite, has many
of the same characteristics as you just described. So I am not sure
it is formally called the nomenclature that you have used, but es-
sentially that is the way it works.

Chairman Tom DAvIS. And you feel you have more control. Your
downside is certainly limited in a situation like that, isn’t it?

Mr. FRIEDMAN. Correct.

Chairman Tom DAvVIS. And ordinarily I am not for eliminating
downsides, you try to look for how you can save money the best,
but look, we can talk at length about what the cadre of procure-
ment officials is, how much training they are getting, what the ve-
hicles that are available to them are, but at the end of the day, I
was a government contracts attorney for 15 years for a major com-
pany, for a billion dollar company before I came. Usually when
things went wrong it was a combination of a communications issue
between the contractor and the Government; sometimes oversight,
sometimes it is a competence issue. But we also have issues where
we are just not using the right contracting vehicle. And that takes
experienced personnel.

My theory of contracting is pretty simple: your procurement offi-
cials are probably some of the most important officials in Govern-
ment, and you can’t pay them enough if it comes in. If somebody
brings a contract in on schedule or ahead of schedule and under
budget, there ought to be a reward for that. If they bring it in over,
there has to be some deterrence. And that is not the way the Gov-
ernment operates today. It is not your fault, it is the way we write
the rules; and maybe we need to look at some of those.
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Let me ask Mr. Rispoli. Human capital concerns make effective
oversight of contract and project management activities even more
challenging. In its September 2001 5 year work force reconstruction
plan, DOE included strategies to address skill gaps in its acquisi-
tion in project managerial Federal work forces. Have we made any
progress in that area? And do you think DOE has the resources to
provide adequate training for its acquisition and project manage-
ment work force?

Mr. RispoLl. Mr. Chairman, yes, we have. In January 2003, a
few months ago, we rolled out a career development program for
the Department’s project managers at all levels. The program
builds upon credentials derived from experience, particular train-
ing. There is, in fact, course work to be done, testing, and then a
certification process for each of four levels. In other words, there
is an entry level and there is a top level, level four. To attain the
top two levels, the certification process actually requires an inter-
view by a board of professionally qualified people. This is a depart-
mentwide program.

Chairman ToMm DAvis. What is the pay level for those top?

Mr. RispoLl. If I may, the pay level for the level four is envi-
sioned to be GS-15 and SES. The entry level, level one, is not
going to be GS-7 or 9, it is at a higher level, typically GS-11 or
thereabouts. And they would be qualified and certified to manage
the smaller projects. There is a tiered system. Basically to manage
a $400 million or above project, you would have to be a level four
person.

We have developed a set of courses. There are a total of 16
courses, of which 4 are core. I am sorry, 12 are core and 4 would
be electives. They include a wide variety of sources. For example,
some of them are put on by DOE or our contractors. But we also
go to NASA, to Stanford, to the Construction Industry Institute, to
the Center for Creative Leadership, and to the American Manage-
ment Association. So we have tried to find best-in-class courses
that fit the appropriate level of certification.

Again, we have rolled this out just in January. People have been
taking these courses, and the objective is that we would get 80 per-
cent of our people certified by the end of the 2-year rollout period.

You asked about resources. The initial cost in the first 2 years,
including all training and cost of tuition, enrollment, but not in-
cluding travel, is just under $2 million. And after the first 2 years
it will roll down to something like $1.3 million. That number is, I
believe, 0.001 percent of the value of a $40 billion project portfolio.
We certainly can afford to fund $2 million or $1.3 million per year.

Chairman Tom DAvis. Absolutely. Absolutely.

Mr. RispoLI. And as I mentioned in my statement, we believe we
are one of the only agencies, if not the only agency, to now have
a program that falls under the acquisition umbrella set up by
Clinger-Cohen. So we now have added the project management pro-
fessionals and the integrated project team members into the fold of
those who could have a career development ladder, as the contract-
ing officers already do, so that we can provide a more balanced de-
velopment experience for the entire team, as opposed to just those
in the contracting community.
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Chairman ToM Davis. Given some of the problems we have had
in contracts, is there any thought to bringing any of this in-house,
maybe building a more in-house cadre capability of doing this?

Mr. RispOLI. Yes, there is.

Chairman Tom DAvis. Because I don’t think you measure effi-
ciency by how many employees you have. I mean, some people do,
but that doesn’t tell me if I am saving money if they are doing the
job. In the case where you have a huge overrun, it certainly isn’t
advantageous.

Go ahead.

Mr. RispoLlL. Yes, Mr. Chairman, there is. And I didn’t mention,
but some of the courses are in fact offered by Feds, if that course
will have enough of a demand and we have the proper expertise
level. The reason we went to others like NASA and Stanford and
the Construction Industry Institute is because they have such a
level of expertise, it affords the opportunity for cross-fertilization.

Chairman Tom DAvis. Absolutely. And I have no problem with
that, but let me just ask. Some of the areas that we are farming
out right now to the private sector within the Department and run-
ning the labs, any opportunity, any thought of bringing some of
that in-house, given the experience we have had with contractors
in trying to build an in-house cadre? And if not, why wouldn’t you
do that? Do you understand what I am saying?

Mr. RispoLI. Perhaps you could rephrase the question?

Chairman ToMm Davis. Well, the fact is most of DOE’s work is
done by contracts.

Mr. RispoLl. Yes.

Chairman ToM DAvIs. It is not done by employees. I am just say-
ing is there any of this work that we could take in-house and build
an in-house bureaucracy to do it and build an in-house cadre of
people that could perform this work instead of outsourcing it, when
the outsourcing has had overruns and delays and has not been very
efficient?

Mr. RIsPOLI. Yes.

Chairman ToMm DAviS. Again, it goes back to my premise that I
am a great believer in outsourcing, I think it tests the marketplace
when it is done right. But when things keep going badly, some-
times you are better off maybe just bringing it to the Government;
you limit your liability to some extent. And you also keep contrac-
tors honest when you have an in-house capability.

Mr. RispoLl. Yes. This training, this entire career development
program, the whole purpose is intended to raise the level of com-
petency of Federal project managers, or people who are directly en-
gaged in the management of projects. We will open these courses
to contractors on a space available basis, as do some of the other
agencies, but the primary focus for this is to raise the competency
level of the Federal work force, the entire work force on the team.
So that would include safety people, project management people,
technical people, as well as the contracting officers. And we have
integrated it with the contracting community.

Chairman Tom DAvis. Thank you. My time is up.

Mr. Waxman.

Mr. WaAxMAN. Thank you, Mr. Chairman.

I thank the witnesses for their very helpful testimony.
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Ms. Nazzaro, one of the more disturbing statements in your testi-
mony was the DOE has little objective information showing its re-
forms have actually worked. You went on to say that the evidence
you have suggests that contractor performance may not have im-
proved. How is it possible that after almost a decade of so-called
reforms the Department still doesn’t have data showing it is on the
right track in improving contract and project management?

Ms. NAZZARO. Yes. If you will, the reforms that they have put in
place, if you would refer to them as like a toolbox. They now have
the tools; the problem is that they haven’t implemented to use
those tools appropriately. We have identified shortcomings in the
three reforms that we talked about today: the developing the alter-
native contracts, increasing the competition, and certainly using
the performance-based contracts. There are shortcomings in all of
those, and so it is really an issue of not identifying additional re-
forms, but appropriately implementing those using best practices.

Mr. WaxMAN. Well, what should the Department be doing to
measure the success of its reforms?

Ms. NAZZARO. One, they need data on what currently is going on
at the Department. Just this morning Mr. Rispoli was informing
me of some of the recent efforts now to try to gather data. Up to
this point, they don’t even know how many projects they are man-
aging, much less what the results of those projects are. And if you
don’t know the status and what is going on, you have no way to
keep them on track.

Mr. WAXMAN. Well, if they are making some progress in imple-
menting some of these new tools, these reforms, even without all
the data, why are there still so many projects with delays and cost
overruns? How do we explain this?

Ms. NaAzzZARO. Specifically on the use of performance-based con-
tracts, for example, they have put this provision in the contracts,
but they haven’t identified appropriate measures. They are meas-
uring process rather than results.

Another example would be in using these performance-based con-
tracts, often they are changing the baseline, you know, without jus-
tification. So, again, you are not measuring it from what your first
costs were, but you are changing it and now they are saying, you
know, they met their objectives. Well, they met revised objections,
they didn’t meet their baseline objectives. So, again, it is the use
of these performance measures that need to be improved.

Mr. WAXMAN. Are there other factors beyond the contract and
project management problems you have identified that explain the
persistent acquisition management failures?

Ms. NAzzARO. There are many functions that contribute to the
acquisition problems, and they are at a number of different levels
within the organization. So, yes, beyond just the project manage-
ment level, DOE has systemic problems that we have reported on
in the past, some being they are changing missions; you know, the
fact that they have multiple missions; they have a confusing orga-
nizational structure. So there are systemic issues, certainly, that
contribute to these problems as well.

Mr. WaxXMAN. I would like to ask you about some of the cleanup
projects you singled out in your testimony. You mentioned a $4 bil-
lion waste retrieval and treatment project at Hanford, WA, which
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after less than a year is apparently 10 months behind schedule and
subject to huge cost increases. Can you talk about the Hanford
project and its problems, and explain why the Department’s con-
tract management there appears to be so unsuccessful?

Ms. NazzAro. I don’t have any specifics as to why that is any dif-
ferent than any other project. That is relatively new data that we
just found out that this is occurring. We do have ongoing work
looking at this project; however, these are systemic problems that
occur, it is not just project-specific, that one is any different than
the others.

Mr. WaxMaN. Well, what about the cleanup plan for Paducah,
KY? As I mentioned in my opening statement, Paducah is a public
health and environmental catastrophe, the extent of which is still
unknown. Is GAO taking steps to ensure that the long-overdue Pa-
ducah cleanup plan is on track?

Ms. NAzzZARO. We do have a legislative mandate that was just in-
cluded in the omnibus appropriation bill for us to look at Paducah,
so that will be a project that we will be undertaking very shortly.

Mr. WAXMAN. Mr. Rispoli, could you tell us what the Department
is doing to ensure the effectiveness of the Hanford and Paducah
cleanup operations?

Mr. RispoLl. Mr. Waxman, I can tell you that in general, includ-
ing Hanford and Paducah, we now have an industry standard set
of performance measures that give us a monthly health check on
all projects of the Department; those are but two. The Hanford
project is one of those which surfaced last May as being a difficult
challenge for the Department, for specific example. We have done
several independent reviews at Hanford since then to try to assist
the responsible line organization to improve its management. We
believe that the latest indicators are that the problems are being
quantified and addressed in an appropriate way.

I would have to take the rest of that question on Hanford, in par-
ticular, for the record since, as you know, environmental manage-
ment actually manages the site.

Mr. WAXMAN. My time is up, but I would hope that you would
be able to provide details about both of these cleanup efforts. And
I would like to ask if you would agree to brief the committee about
your operations at those sites so that we can get into more of the
details about them.

Mr. RispoLl. Yes, sir.

Mr. WAXMAN. Thank you.

Thank you, Mr. Chairman.

Chairman ToM DAvis. Who is next with questions? Mr. Tierney.

Mr. Bell, any questions?

Mr. Ruppersberger.

Mr. RUPPERSBERGER. He is far senior.

Mr. BELL. Thank you very much for your testimony here today.
I want to try to get a handle on how this situation has evolved and
followup on some of Mr. Waxman’s and the chairman’s line of ques-
tioning.

Ms. Nazzaro, based on your testimony, the Inspector General’s
Office and GAO reported these problems long ago; these were not
recent findings. Is that accurate?
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Ms. NazZZARO. Yes, that is. For example, on the issue of technical
expertise, our work goes back to the 1980’s in identifying problems,
and we have had work as recent as 2002 where we reported on the
National Ignition Facility. We talked there about the reason for the
cost overruns and the schedule delays, and attributed that in part
to technical expertise issues. And the National Research Council
has recently done work along the same line, as far as training.

Mr. BELL. Now, I assume, after the problems were first reported,
that certain reforms were implemented. Is that fair?

Ms. NAZzZARO. These reforms that we referred to today?

Mr. BELL. No, other reforms. Was any action taken after the
complaints were first raised or the problems were first pointed out?

Ms. NAzzARO. Certainly after the mid-1990’s I am told that they
implemented a program to update the expertise of all of their staff.
This came out after a body of work that we did on major systems
acquisitions in 1996.

Mr. BELL. And is it safe to assume, based on the testimony we
are hearing today, that whatever reforms were implemented were
not successful?

Ms. NazzAro. That is what we are seeing, that in 2000 we found
problems. The National Research Council recently found problems.
You know, it is our understanding that DOE is still working to put
in place the appropriate training for their employees and the exper-
tise to manage these projects.

Mr. BELL. And, Mr. Rispoli or Ms. Nazzaro on this, I mean, you
have talked about a number of things that will be in place now, but
how can we have any assurance that we won’t be back here in a
couple of years talking about the same problems?

Mr. RispoLIL. May I?

Mr. BELL. Sure.

Mr. RispoLl I think it is important to note that the directive
that set out the new requirements was issued in October 2000, and
although we don’t at all disagree with GAQO’s findings in 2001 and
the National Academy of Science’s findings in 2001, there had not
really been a chance to have projects under construction that had
already complied with the requirements.

For example, we now send a baseline to the Congress only after
my office does an independent review. Well, none of those projects
that were assessed by either of those two, the GAO or the National
Academy’s committee in 2001, were projects that had that vali-
dated baseline. Additionally, that baseline, if it is broken and we
have to come back to the Congress, the Deputy Secretary must ap-
prove that new decision personally if that decision will involve a
breach of more than $5 million.

So we have installed a very tight set of controls, but those con-
trols were not in place when the projects looked at in 2001 were
generated in the years before, in the budget years. Those controls
were put in place only since October 2000. And now we are begin-
ning to build a body of data where we can go back to assess, look
for common causes, reasons projects succeed, reasons they fail. We
are about to do that this year, now that we have about 2 years
under our belt, to find what are the common causes, the best man-
agement practices for success, and what are the things that cause



66

failure; and we are doing that this year, now that we have a couple
of years of history available to us.

Mr. BELL. And the data would be available.

Mr. RispoLl. The data is now available, and that was not avail-
able before for projects under the new processes.

Mr. BELL. Also, I want to go back to something the Chair was
asking about as far as outsourcing and moving more functions in-
house. And you talked about project managers, but is that the only
function that you all are really focusing on as far as bringing more
in house?

Mr. RisPoLI. Our main focus in my office is the entire project
management process. Our belief is that if you don’t have qualified
Federal staff, you can cover that either of two ways, depending
upon your time demands. One is to get your people certified
through our new program, but also we have successfully used con-
sultants who are not part of the M&O community, when needed,
to help with things like cost control, configuration control, the in-
stallation of this earned value management system, which is a na-
tional standard that we now mandate as the standard metric for
success.

The monthly reports are based upon a nationwide industry
standard that is an ANSI standard. And we have had some trouble
implementing that because our people were not used to it. So we
either train Feds to know how to do it or we bring in special con-
sultants to help the Feds to be able to do that.

Mr. BELL. Thank you, Mr. Chairman.

Chairman Tom Davis. Thank you very much.

Mr. Ruppersberger.

Mr. RUPPERSBERGER. First thing, I thank you all for being here.
I know this has been a long-term problem, and sometimes it
amazes me how long a problem can go until we really get to the
point where we are here now in an attempt to fix it.

And I know that Mr. Rispoli, you know, you have inherited this
problem, and I think if you look at how we work in this Govern-
ment and how we resolve these issues, I think it has got to come
from the top. And I think when the top, when the secretary has
a responsibility and then he gives that responsibility to whoever is
going to perform or who is going to have oversight, that there has
to be accountability. And I applaud you for having the Assistant
Secretary, if that is going to be the job, and I don’t know. Do you
think the Assistant Secretary will be able to change this culture
and to make sure that the people involved trying to resolve the
problem, the oversight on the contracts, will that be able to deal
with the problem?

Mr. RispoLl. Sir, I believe so. It is actually even much higher
than the various Assistant Secretaries. Our senior-most acquisition
official is our Deputy Secretary, Kyle McSlaro; and he is the one
who has put out the policy, he is the one who has demanded that
the reports be submitted monthly on metrics. He is the one who
has initiated quarter reviews. He has reporting to him two Under
Secretaries, of course, the Administrator of the NNSA and the
Under Secretary for Environment, Science, and Engineering, Mr.
Bob Cart. And so it emanates from the very top; it embraces the
whole organization.
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And, yes, I think that this is the appropriate level. When people
in the field know that the Deputy Secretary is looking at the status
of their projects on a monthly basis, which ones are within the
bounds and performing well and which ones are not, I can guaran-
tee you that there is a much greater level of interest in getting on
with the improvements as opposed to paying them lip service.

Mr. RUPPERSBERGER. Well, those are the basic fundamentals of
management.

Mr. RispoLl. Yes, sir.

Mr. RUPPERSBERGER. Giving someone their mission, holding
them accountable.

Now, also with management, it is the issue of giving people the
resources to do the job; training. Also, do we have the people that
can do the job? If not, do we have training in progress, or are we
going to go out and seek those individuals that can do this type of
job? Because a lot of it, it seems to me, has to do with up-front
planning.

Mr. RispoLl. Yes, you are absolutely correct again. I think that,
to answer parts of your question, it is mixed. I believe that some
of our project locations have the adequate Federal staff to provide
the oversight. We would like to think that they are qualified, but,
you know, we have provided this career development program to
give them access to training at no cost at their level; we would pay
for that training, essentially. Again, it is only $2 million a year to
do this entire program. So I think that the mix of numbers of peo-
ple and qualifications of the people can be improved as we go
through this process.

Mr. RUPPERSBERGER. Let me ask you this. Has there been a
time, throughout this process, when the performance has been low,
that the Department has terminated a contractor? Sometimes you
need to send a message. Has that been done? And I think it is
something we need to look at, the termination. Or is it because we
d%l}?’t want to terminate because we can’t get anybody else to do the
job?

Mr. RispoLlL. I am not personally familiar with the termination,
but you mentioned earlier the up-front planning. We do require an
evaluation of acquisition alternatives, and I can tell you that the
performance of the M&O is considered during that evaluation of al-
ternatives. So when you are looking at adding a project, let us say
a $100 million project or $200 million, where it could either go to
the M&O or directly to another contractor, I can answer you di-
rectly that, yes, I am familiar with cases where it is not going to
the incumbent M&O but, rather, going to another contractor be-
cause the evaluation of performance was part of that evaluation of
alternatives.

Mr. RUPPERSBERGER. Have you considered in your planning com-
petition contracts?

Mr. RispoLL. I might clarify that my purview does not include the
selection of the contractors but, rather, the performance in the
project arena, the performance metrics and the proper management
of the projects.

Mr. RUPPERSBERGER. The reason for a lot of my questioning is
basically there is a problem. We need to dissect what is going on
and make sure that we have the right people and the right re-
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sources, also the right systems, and to make sure that at the very
top, that the Secretary takes care of this issue. $16 billion is a lot
of money to be mismanaged, and I think it is time that we have
to really focus on this. And I hope Mr. Chairman and our ranking
member will continue to focus on this, because we have to deal
with it; and it should be. There are other agencies in this Govern-
ment that are doing well, and GAO is identifying it and you are
making recommendations.

OK, thank you. That is it.

Chairman Tom DAvis. Thanks for your questions.

Mr. Rispoli, you have done very well for today’s preparation. You
have done a good job, I think, trying to explain the Department.
You know, this is a lot of money, when you take a look. It is a lot
of money. And I don’t think these problems are just in the Depart-
ment of Energy, I think a lot of them are systemwide, but because
of the fact that you are the largest non-defense agency to contract
out, and because you have had some very notable and high-profile
contracting failures, we thought we would kind of use you as an
example here of what has gone wrong and how do you correct it.
But it is a lot of money that could be spent a lot more efficiently.

I am going to turn to Ms. Nazzaro and ask her a few questions.

Your testimony makes the point that implementing contract and
project management reforms is not a good measure of the results
of those reforms. Could you elaborate on that a little bit?

Ms. NAZZARO. Yes. The reforms themselves, as I referred to with
Mr. Waxman, are the tools by which DOE could better manage
their contracts and their project management. Where we have seen
the downfall is in the implementation of those reforms. And it is
not an issue of that we feel that DOE doesn’t have the capability
to do it, it is more do they have the will to do it; and that is where
we have seen the change of late, that we really feel that there is
a difference in the attitude.

It is really an issue over, you know, measuring process, which is
all these reforms are, versus results. And what we are really say-
ing is we want to see the results of the reforms; and that is where
there has been a problem and that there is very little data to show
us the results, are the projects now coming in on time and within
cost.

Chairman Tom DAvis. Why do these things go bad? I mean, is
it lack of appropriate oversight; is it lack of appropriate training
to understand before the product comes through? Sometimes these
things get so far down the line and they are just out of hand and
it is hard to pull them back. Is there a coziness or reluctance to
question a contractor when they come before you?

Ms. NAZZARO. On the project basis, we have identified a number
of problems historically. One certainly is with up-front planning.
Another is the use of an approach that DOE calls a concurrent de-
sign and build, that they start building the project while they are
still designing the project. The other has to do with the technical
complexities of some of these projects. Technical designs are incor-
porated into the plan before they have reached maturity or have
been fully developed. So on a project basis it is those kinds of
things.
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Chairman Tom DaAvis. And in theory, I guess, they think you
could speed it up if it works up, but if it doesn’t, if the design ends
up not being what they thought it was, it just gets more expensive.

Ms. NAzzZARO. Correct. And we have seen instances where, you
know, they have had to undo things.

Chairman Tom DAvVIS. And we end up paying for both, right?

Ms. NAZZARO. Yes.

Chairman Tom Davis. And that is the difficulty. That is where
you need contracting vehicles that limit the Federal Government’s
exposure when a contractor comes and says, hey, I can do A, B, C.

Now, sometimes we don’t tell them exactly what we want, and
that is a different issue, and that goes to training and also close-
ness to the customer.

Mr. Rispoli, do you want to respond to that?

Mr. RispoLL Yes, Mr. Chairman. I agree with Ms. Nazzaro, espe-
cially on her point about the up-front planning. We have put a lot
of emphasis on this.

I should tell you that up until the new directive was issued in
2000, October 2000, and there was a chance to implement it, our
commitments with Congress were made based upon no design.
That is a generalization, but that is absolutely true. One of the rec-
ommendations of the National Academy of Science is that we ought
to move more toward DOD modeling, where they have an engineer-
ing design, they call it preliminary design, finished before we give
the Congress that commitment. We implemented that in the budg-
et. We now are in our third year of doing that.

If we don’t do the up-front planning right, the evaluation of alter-
natives and the definition of scope and cost and performance up
front, before the commitment is made to you, then it is a recipe for
failure because you have based it on nothing. It would be like try-
ing to build a house without even having a drawing.

So now we do have processes in place. As I mentioned, we are
in our third year of using a dedicated design fund that is in the
budget for these projects such that by the time the project data
sheet comes to the Congress with the commitment, we have pre-
liminary engineering accomplished. That is the new norm for the
Department, but it is only in place for the past three budget cycles,
including the current one.

So, again, when I say that we didn’t have enough experience yet
to the other Congressman’s question, we are just now getting
enough to be able to do this.

Chairman Tom Davis. OK.

Let me just ask Ms. Nazzaro. I mean, there are a lot of causes,
obviously, for a contract gone awry. I mean, for the most part,
where do you fix the blame proportionally, the Government for lack
of oversight or maybe not giving the requirements appropriately or
communication; the contractor for kind of overselling, buying in,
saying what they want to keep it going?

I don’t want to go back to the days where we would have regula-
tions that apply to every contract. I want to trust the buyers out
there, the procurement officers, and give them a whole stable full
of contracting vehicles and find the right vehicle to get the best
value for the Government. Ideally, that is what works. And we will
still have failures; people are going to make mistakes, and we have
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to understand that, but it is more efficient in the long-term. But
when you see these, it kind of makes you wonder.

If you could proportionally fix fault on these.

Ms. NAzzARO. I don’t know that you can proportionally fix fault.
We certainly have identified problems at both the DOE manage-
ment level as well as with the contractors as far as lack of account-
ability.

Chairman ToMm DAvis. And if you would just indulge me one
more question. We have rules right now. When a contractor has a
bad contract, they can face everything from given consideration in
the next contract to debarment, depending on what happens. We
have a range of issues. When a contractor doesn’t perform, that
word gets out, how is that handled so that everybody is warned
that they have failed once or twice? And is that taken into account
when we give them another job?

Ms. NaZZARO. I mean, I can respond in one of the more recent
examples now with the University of California. In this case, they
are managing federally funded research and development centers.
They have held the contract for over 50 years, and they have been
the only contractor to ever hold that contract. Those contracts are
not competed, you know, they are just extended.

Chairman Tom DAvVIS. Any problems with it?

Ms. NaAzzarO. Certainly after Los Alamos, which is one of the
areas in which they manage, as well as Lawrence Livermore, but
certainly the recent issues with Los Alamos.

Chairman Tom DAvis. I mean, that is, again, competition some-
times will get you a better result, even if you give it to the same
people. They have to retool it and come back. That is why we use
competitive sourcing in Government.

Mr. Waxman.

Mr. WAXMAN. Mr. Friedman and Ms. Nazzaro gave us, I think,
excellent testimony in raising serious concerns about DOE’s con-
tract and project management. It is easy to blame the DOE, but
Congress has some responsibility for doing our oversight to see that
the Department makes sure that its contract reforms are on track.

Are there particular ongoing projects or contracts that the com-
mittee should monitor as part of its oversight mission, Ms. Nazzaro
or Mr. Friedman?

Ms. NAZZARO. There are a number of ongoing projects that we
would certainly put into that category, one being the Hanford vitri-
fication program; another would be Yucca Mountain; and a third
the development of the separation technologies at Savannah River.

Our reason for identifying these as possible candidates would be
they are all large projects, they have all had problems in the past,
they continue to have problems, and particularly with Hanford, it
is one of these, under the example that I gave to Mr. Davis, where
they are using the concurrent design and build approach to it.

Mr. WAXMAN. Well, I hope that Chairman Davis will join us in
ensuring that the committee takes an active role in monitoring the
projects you have mentioned, with the assistance of GAO. To that
end, I am going to ask my staff to sit down with the majority staff
and see if they can come up with an oversight plan we can all
agree on.
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Mr. Rispoli, can you assure us that the Department will work
with this committee by providing documents and information as we
try to monitor the success of DOE’s ongoing contract management
reforms?

Mr. RispoLl. Yes, Congressman Waxman, we would be very
pleased to work with your staff to share what we are doing, to take
suggestions. We believe that we are well on the way, but we would
appreciate consulting with them to show and share what we are
doing.

Mr. WAXMAN. Thank you very much.

Thank you, Mr. Chairman.

Chairman Tom Davis. Thank you very much.

I hlaven’t had a shot at Mr. Friedman yet. He is sitting there pa-
tiently.

Mr. FrRIEDMAN. I feel, Mr. Chairman, like I have just gotten a
call from my dentist to say the root canal therapy is not going to
happen today, it will happen sometime in the future. But go right
ahead.

Chairman ToMm DAvis. Many of your reviews of individual DOE
projects finds problems with adhering to cost, schedule, technical
baselines. Based on your experiences with these reviews, are these
problems due to unrealistic estimates in the project baselines, inad-
equate oversight by project managers, or is it possible that the
technical complexities of these projects is such that it is just nearly
impossible to develop accurate baseline estimates?

Mr. FRIEDMAN. Well, frankly, I think the answer to your question
is all of the above. There is no question that in many respects, es-
pecially in the environmental remediation arena and some of the
leading-edge technologies, some of the projects undertaken by the
Department are challenging, very challenging from a technology
point of view. So I think it is, frankly, all of the above. But we do
find significant problems in terms of baselining and change control
systems as the projects proceed.

Chairman ToM DAvis. OK. Over the past several years, DOE has
taken steps to identify skill gaps in its acquisition and project man-
agement work forces, and we have had this conversation. In your
opinion, have these efforts led to the development of an adequate
training program to give these work forces proper skills or not?

Mr. FRIEDMAN. Well, one historical note, if I can. Ironically, in
the 1950’s, 1960’s, and 1970’s, the Department of Energy, in part
under the Atomic Energy Commission, had the gold standard in
terms of internships and programs to bring along Federal man-
agers into the management arena, and, unfortunately, there was a
15, 20-year gap in which that has not taken place, and the Depart-
ment has suffered as a result of it.

In 2001, we identified human resources as a significant manage-
ment challenge, and we dropped it in the 2002 management chal-
lenge report because we think progress has been made, and you
have heard some of the aspects today. There have been a number
of intern programs that have been developed, so we think we are
making progress and on the right track.

Chairman ToMm DAvis. We passed legislation in the last Congress
on the tech corps. I don’t know if you are familiar with this, but
this would allow people from Government to go out into industry
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for a year or two, get some up-to-date training on some of the latest
innovations technically and come back into Government. For the
extent they go out, they owe additional time to the Government,
and vice versa.

Is this the kind of program that could be helpful sometimes in
getting people trained and understanding leading-edge tech-
nologies? Any thoughts on that?

Mr. FRIEDMAN. Well, I think it is a perfect example of what could
be done, frankly. One of the things that we found over time is that
frequently the Federal managers, very well intentioned, do not
have an entrepreneurial mind-set and do not completely under-
stand how the business world works, in a sense. So I think the sort
of interchange that you are referring to might in fact give Federal
project managers the opportunity to see the process from the other
side, might help them actually in the long-term in their Federal re-
sponsibilities.

Chairman Tom Davis. From both sides. The other thing is we
are never going to pay Federal employees enough and comparable
to what they are getting on the outside, but the ability to be the
best at what you do and to go out and get training on the leading
edge of these things is an exciting thing.

Mr. FRIEDMAN. It is.

Chairman ToM Davis. And I think it adds to morale, as well.

Anything else anyone wants to add?

Mr. RispoOLIL Yes, sir, if I may, Mr. Chairman.

Chairman Tom DAvis. Yes, please.

Mr. RispoLI. Again, we agree with the comments that Mr. Fried-
man just made. Our career development program, I couldn’t give
you a complete summary.

Chairman Tom Davis. Do you like the Tech Corps too? That was
my bill.

Mr. RispoLl. But it does include a 1-year rotation with industry
and it does provide for up to a 15 percent annual increase in pay
for those who are in the Corps and performing well.

Chairman ToMm Davis. Good.

Mr. RispOLI. So we have tried to address those things.

Chairman ToMm DAvis. I like that. OK, thank you very much.

Mr. RispoLl. Yes, sir.

Chairman ToMm DAvis. Mr. Waxman, any additional questions?

Mr. WAXMAN. No.

Chairman ToMm DAvis. I want to thank Mr. Waxman again for
calling this to our attention. This has been helpful to us. Obviously
we are going to keep close eyes on it.

I want to thank the GAO, as always, for their good work in this
area. We have a number of other areas we are going to work with
you on these procurement areas.

Mr. Friedman, thank you for your work on this.

Mr. Rispoli, you have responded quickly for not having a long
time to work on it and up-to-date.

But, as you know, it is a long way from having the program as
we talked about to implementing it and getting the final results,
and so we are going to continue to monitor this closely.



73

If anyone has anything they would like to add in the next 2
weeks, before the close of the hearing, please feel free to supple-
ment it.

I just want to thank all of you for attending today’s important
oversight hearing. I want to thank our witnesses and, again, Con-
gressman Waxman and other Members for participating. I apolo-
gize we don’t have anyone else from our side, but, as I said, they
are in a mandatory conference right now. They are getting beat up
on the budget, so I came here.

I want to thank my staff and Mr. Waxman’s staff for organizing
this. I think it has been very productive.

And these proceedings are adjourned.

[Whereupon, at 12:20 p.m., the committee was adjourned, to re-
convene at the call of the Chair.]

[The prepared statement of Hon. Wm. Lacy Clay follows:]
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Statement of the Honorable William Lacy Clay
Before the

Government Reform Committee
Thursday, March 20, 2003

“Breathing Fumes: A Decade of Failure in the Energy
Department Acquisitions”

Mr. Chairman, the Department of Energy’s (DOE) financial
statistics are startling. The DOE budget outlays at 28 major sites
costs American taxpayers approximately 21 billon dollars in
operational costs, 18 of the 21 billion is spent for contracting
activities annually, 16 of the 18 billion is expended on outside
contracts leaving 2 billion to support a full time workforce of
approximately 16,000.

The Government Accounting Office (GAO) and the DOE
Inspector General’s Office have rightfully charged the DOE with
mismanagement. Over the last ten years, DOE has developed a
questionably poor performance record not only on how it spends
its funding running day-to-day operations, but also in the cleaning
up radioactive waste often left behind by reckless contractors in
our communities.

Why is it that the DOE’s Inspector General Office (1G),
consistently pointing out the poor acquisition practices of the

DOE? Inadequate contract management, cost over-runs, and a
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failure to have accountability plague the DOE. I suspect that part
of the reason is poor fiscal and managerial control.

I hope today that we will be able to be enlightened to the
underlying cause of the problem and develop a better
understanding of the so-called reform plan at DOE.

Mzr. Chairman as you already know last night the President
spoke to the American people informing them that American
missiles were launched on Iraq. In these perilous times it is
incumbent that agencies such as the DOE be more responsible with
their resources. The DOE is responsible not only to safeguard
energy facilities against terrorism, but to also protect America’s
communities against accidental mishaps. My constituents expect
more accountability for their money.

Ilook forward to hearing from today’s witnesses and urge
them to speak freely about the challenges that lie ahead.

Mr. Chairman, I ask unanimous consent to submit my

statement into the record.
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