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Federal Contracting of Commercial Activities:
Competitive Sourcing Targets

Summary

TheBush Administrationinitiated adistinctive program of competitivesourcing
in 2001. The thrust of this reform is to subject commercia activities to public-
private competition, using the policy and instructions contained in Office of
Management and Budget (OMB) Circular A-76. (Commercial activitiesare defined
as federa activities that could be performed by the private sector.) Asrequired by
the Federal Activities Inventory Reform (FAIR) Act (P.L. 105-270), agencies
compile lists of their commercia activities (and associated full-time equivalents
(FTEs)) and submit them to OMB by June 30 of each year.

An important component of the Administration’s initiative has been the
introduction of goals or targets. In 2001, OMB announced a long-term goal for
competitive sourcing: submit 50% of the FTEs listed on FAIR inventories to
competition. No deadline accompanied this goal. OMB also established interim
goalsfor agencies. compete 5% in FY 2002 and an additional 10%in FY 2003. OMB
also devel oped an executive branch management scorecard to rate agency progress
on the President’ s Management’ s Agenda (PMA), of which competitive sourcingis
one component.

In 2002, some critics of the competitive sourcing targets suggested that they
were arbitrary. Congressional interest in the competitive sourcing targets, and how
they were devel oped, wasreflected in two legislative measuresin 2003. Section 647
of P.L. 108-7, Division J (H.J.Res. 2, 108" Congress) required OMB to “provide
considered research and sound analysis’ in support of itsgoals or facethe possibility
that funds made available in the bill (which was the Consolidated Appropriations
Resolution) could not be used to apply, enforce, or establish any goal or target for
competitivesourcing. TheHouse Committee on Appropriationsreport (H.Rept. 108-
243) that accompanied H.R. 2989, the FY 2004 appropriationshbill for Transportation,
Treasury, and Independent Agencies, directed OMB to submit reports to the Senate
and House Appropriations Committees on any new competitive sourcing targets.
H.R. 2989, as amended and passed by the Senate, also included two provisions on
competitive sourcing, though neither addressed the issue of targets or goals.

AnOMB report, Competitive Sour cing: Conducting Public-Private Competition
in a Reasoned and Responsible Manner, issued on July 24, 2003, explains
competitive sourcing strategy. Although thereport did not explicitly statethat it was
responding to Section 647 of P.L. 108-7, Division J, it did note that OMB had
dropped itsnumerical targets, opted for acollaborative (OMB-agency) processinthe
development of competition plans, and revised the competitive sourcing criteriafor
the executive branch management scorecard. A second OMB report, dated
September 2003, focused on agency competitive sourcing activities. In December
2003, OMB rel eased guidance on the preparation of agency competitionplans. This
report will be updated if additional guidance regarding competitive sourcing plans
or targetsis released.
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Federal Contracting of
Commercial Activities:
Competitive Sourcing Targets

Introduction

Competitive sourcing, aterm coined by the Administration of President George
W. Bush, refers to a government-wide initiative to subject activities or functions
performed by federal agencies that are deemed commercial to public-private
competition. A commercial activity is defined by the Office of Management and
Budget (OMB) as*arecurring servicethat could be performed by the private sector,”
whereas “an inherently governmental activity is an activity that is so intimately
related to the public interest asto mandate performance by government personnel.”*
As explained by the Administrator of the Office of Federal Procurement Policy
(OFPP) in early 2002:

Competitive sourcing is a means to an end, with the means being competition
(generally public-private competition) and the end being better management of
our government and better service for our citizens.?

OMB expects competitive sourcing to result in “significant performance
improvements,” such as reducing costs, improving accountability, or increasing
efficiency.?

1 U.S. Office of Management and Budget, Circular No. A-76 (Revised), May 29, 2003, pp.
D-2and A-2. Availableat [http://www.whitehouse.gov/omb/circulars/al76/ar6 _incl_tech
correction.pdf], visited Jan. 3, 2005.

2 U.S. Congress, House Committee on Armed Services, Subcommittee on Military
Readiness, statement of Angela B. Styles, Administrator, Office of Federal Procurement
Policy, unpublished hearing, 107" Cong., 2™ sess, Mar. 13, 2002, available at
[ http://armedservices.house.gov/schedul es/2002.html#mar02], visited Jan. 6, 2005, p. 5.
Angela Styles resigned as Office of Federal Procurement Policy Administrator effective
Sept. 15, 2003. Robert Burton served as interim Administrator until Nov. 21, 2004, when
David Savian was confirmed as the Administrator.

3 Testimony of Office of Federal Procurement Policy Administrator Angela Styles, in U.S.
Congress, Senate Committee on Governmental Affairs, Who's Doing Work for the
Government?: Monitoring, Accountability and Competition in the Federal and Service
Contract Workforce, hearing, 107" Cong., 2" sess., Mar. 6, 2002 (Washington: GPO, 2002),
p. 49.
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Thepolicy andinstructionsfor conducting public-private competitionsarefound
in OMB Circular A-76 and accompanying attachments. Initially issued in 1966, the
circular was released in its most recent revised form on May 29, 2003.*

Inventories of commercial functionsand inherently governmental activitiesare
another component of the competitive sourcing initiative. The Federal Activities
Inventory Reform (FAIR) Act of 1998° requires federal agenciesto compilelists of
their commercial activities and submit them to OMB by June 30 of each year. The
first set of inventories was produced in 1999. The requirement for agencies to
prepare lists of their inherently governmental activities and to submit them to OMB
along with their FAIR inventories was established in an OMB memorandum dated
April 3,2001.°

This report examines OMB’s competitive sourcing targets and the executive
branch management scorecard, and shows how they have changed over time.

Competitive Sourcing Targets

2000 Targets

The Bush Administration’s interest in competitive sourcing apparently began
during the 2000 presidential campaign. Then-Governor George W. Bushreportedly
said in a speech on June 9, 2000:

Today, hundreds of thousands of full-time federal employees perform tasksthat
could be done by the private sector. | will put as many of these tasks as possible
up for competitive bidding. If the private sector can do abetter job, it should get
the contract.”

2001 Targets

Shortly after the inauguration of President Bush, OMB issued two memoranda
on government reform, which included references to Circular A-76 competitions.
Thesetwo documentsconstituted theinitial public announcement of what would | ater
be designated the Administration’s competitive sourcing initiative. The first
memorandum, dated February 14, 2001, notified agencies and departments that the
President envisioned agovernment that woul d be citizen-based, results-oriented, and

“ SeeadsoU.S. Office of Management and Budget, “ Performanceof Commercial Activities,”
Federal Register, vol. 68, no. 103, May 29, 2003, pp. 32134-32142; CRS Report RL32017,
Circular A-76 Revision 2003: Selected Issues, by L. Elaine Halchin.

®P.L. 105-270 (Oct. 19, 1998); 112 Stat. 2382; 31 U.S.C. 501 note.

®U.S. Office of Management and Budget, “ Y ear 2001 Inventory of Commercial Activities,”
Memorandum M-01-16, April 3, 2001, available at [http://www.whitehouse.gov/omb/
memorandalindex.html], visited Jan. 5, 2005.

"Tichakorn Hill, “OMB Plansto Compete 400,000 More Jobs,” Federal Times, vol. 37, no.
3, Feb. 19, 2001, p.1.
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market-driven. The five government-wide reforms announced in the memorandum
were:

delayering management levels to streamline organizations; reducing erroneous
payments to beneficiaries and other recipients of government funds, making
greater use of performance-based contracts; expanding the application of on-line
procurement and other E-Government services and information; and expanding
A-76 competitions and [devel oping] more accurate FAIR Act inventories.®

A second memorandum from OMB, issued March 9, 2001, provided additional
guidance, setting specific competitive sourcing targets for FY2002. The
memorandum directed agencies to compete or convert a minimum of 5% of thefull-
time equivalents (FTES)® listed on their FAIR inventories using Circular A-76
procedures.® This memorandum aso included a long-term goal for competitive
sourcing:

The President’ s commitment isto open at least one-half of the Federal positions
listed on the FAIR Act inventory of commercial functions to competition with
the private sector.™

No deadline accompanied the long-term goal. In a memorandum prepared for the
July 11, 2001, meeting of the President’s Management Council, OMB reportedly
applied the 50% target to the 2000 FAIR inventories.

Review of the 2000 FAIR Act inventoriesidentified 850,000 civilian Full-Time
Equivalents (FTE) performing commercial work. Thisfigure represents 53% of
the government's civilian workforce. The President has committed to
incrementally opening one-half of these 850,000 FTEs, or 425,000 of the FTE][ 5]
identified on the 2000 FAIR Act inventories, to public-private competition or
direct conversion to private sector performance.*

8 U.S. Office of Management and Budget, “ Performance Goals and M anagement I nitiatives
for the FY 2002 Budget,” Memorandum M-01-11, Feb. 14, 2001, p. 2. Available at
[http://www.whitehouse.gov/omb/memoranda/index.html], visited Jan. 5, 2005.

° A full-time equivaent (FTE) is “[t]he staffing of Federa civilian employee positions,
expressed in terms of annua productive work hours (1,776 [hours]) rather than annual
available hours that includes non-productive hours (2,080 hours)” (U.S. Office of
Management and Budget, Circular No. A-76 (Revised), p. D-5).

10y.S. Office of Management and Budget, “ Performance Goal sand M anagement Initiatives
for the FY 2002 Budget,” Memorandum M-01-15, March 9, 2001, p. 1, available at
[ http://www.whitehouse.gov/omb/memorandal/index.html], visited Jan. 5, 2005. Thedirect
conversion option, which could be used only under certain circumstances, allowed agencies
to convert work from the public sector to the private sector without holding a competition
between the government and private contractors. Direct conversions are no longer
permitted. This alternative was eliminated by OMB when it wrote the 2003 revision to
Circular A-76.

1 U.S. Office of Management and Budget, “ Performance Goal sand M anagement Initiatives
for the FY 2002 Budget,” p. 1.

12 July 11 OMB Review of Agencies FAIR Act Lists,” Government Executive, Daily
(continued...)
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Congressional testimony provided by the OFPP Administrator in 2002 confirmed
these figures:

The aggregate government-wide goal, established at the outset of the initiative,
envisions the competition of 425,000 full-time equivalent employees (FTEs) —
i.e., 50 percent of commercial FTEs.*®

In June 2001, a second interim target was established. In correspondence sent
to federal agencies, OMB advised agency heads that the competition/conversion
target for FY2003 was an additional 10% of the FTEs listed on their FAIR
inventories.

A third OMB memorandum, which was issued on April 3, 2001, effected a
significant change. Whereas FAIR required the compilation of lists of commercial
activities, OMB Memorandum M-01-16 directed agenciesto prepareinventories of
their inherently governmental functions and submit them with their annual FAIR
inventoriesto OMB.*

In August 2001, President Bush rel eased the President’ s Management Agenda
—FY 2002 (PMA).* The agenda consisted of government management reformsin
five areas. competitive sourcing, human capital, financial performance, electronic
government (e-government), and budget and performance integration.'” The
executive branch management scorecard, which was introduced in the President’s
FY 2003 budget proposal, and the accompanying standards for success are used to
assessand rate an agency’ sstatuson the Administration’ sfivegovernment reforms.*
The ratings are green (successful), yellow (mixed results), and red (unsatisfactory).
To achieve a green rating, an agency would have to:

12 (_..continued)
Briefing, July 23, 2001, available at [http://www.govexec.com/dailyfed/0701/072301pla.
htm], visited Jan. 5, 2005.

3U.S. Congress, House Committee on Government Reform, Subcommittee on Technology
and Procurement Policy, Oversight Hearing to Review the Findings of the Commercial
Activities Panel, hearing, 107" Cong., 2™ sess., Sept. 27, 2002 (Washington: GPO, 2003),
p. 43.

1 Information provided electronically by the Office of Federal Procurement Policy, Jan. 14,
2003.

5U.S. Officeof Management and Budget, “ Y ear 2001 Inventory of Commercial Activities,”
Memorandum M-01-16, April 3, 2001, available at [http://www.whitehouse.gov/omb/
memorandalindex.html], visited Jan. 5, 2005, p. 1.

16 U.S. Office of Management and Budget, The President’s Management Agenda — FY
2002, (Washington: OMB, Aug. 2001).

" See CRS Report RS21416, The President’ s Management Agenda: A Brief Introduction,
by VirginiaA. McMurtry.

# [pid., p. 10.



CRS5

[Complete] public-privateor direct conversion competitionson not lessthan 50%
of the full-time equivalent employees listed on the approved FAIR Act
inventories;

[Conduct] competitions and direct conversions ... pursuant to [an] approved
competition plan; [and]

[Ensure that] commercial reimbursable support service arrangements between
agencies ... [were] competed with the private sector on arecurring basis.

An agency that achieved some, but not all, of the green criteria, and avoided any red
conditions, would earn a yellow rating. An agency that met one or more of the
following criteriawould earn ared rating:

Completed public-private or direct conversion competition[s] on less than 15
percent of the full-time equivalent employees listed on the approved FAIR Act
inventories.

[Did not conduct] competitions and direct conversions ... in accordance with
approved competition plan.

No commercial reimbursable support service arrangements between agencies....
[were] competed with the private sector.®

Information about agency ratings on the competitive sourcing initiative, from 2002
through 2004, is available in Appendix A.

2002 Targets

No additional interim goals were announced in 2002, but two notable
developments concerning competitive sourcing targets occurred during the year.
Initially, agencieswere expected to competeatotal of 15% of their commercial FTEs
by theend of FY 2003. Congressional testimony provided by the then-Administrator
of OFPP in March affirmed that this had been the original goal.

We put 15 percent up over 2 years asagoal that we thought was appropriate for
almost every department and agency to meet because they had not subjected, as
agenera proposition — particularly at the civilian agencies — they had never
subj ected any of these jobsthat are clearly commercial in natureto the pressures
of competition.?

¥ U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, p. 1, available at
[ http://www.whitehouse.gov/omb/procurement/comp_sourcing 072403.pdf], visited Jan.
5, 2005, Attachment B.

2 bid.

2 Testimony of Officeof Federal Procurement Policy Administrator AngelaStyles,inU.S.
Congress, Committee on Governmental Affairs, Who's Doing Work for the Gover nment?:
Monitoring, Accountability and Competition in the Federal and Service Contract

(continued...)
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However, the Administrator also noted that OMB had begun working with
agencies to develop goals suited to their particular circumstances.

[W]e sat down with each department and agency over the period of the past, |
would say 6 to 9 months, to determine what was an appropriate plan for that
agency. There are agencieswhereit isnot appropriate right now for themto be
competing 15 percent.?

Next, at ahearingin September, the Administrator explained that the combined
target of 15% was a government-wide goal, not agoal that each agency wasrequired
to meet.

I would like to take an opportunity to clarify what is a tremendous amount of
confusion and misrepresentation about our goals. First, it's an aggregate 15
percent governmentwide goal. It’s not 15 percent at each agency.?

Criticism of OMB’ scompetitive sourcing targetssurfaced in 2002. The primary
allegation was that the goals or targets were arbitrary. In March, for example,
Senator George V. Voinovich voiced his concerns about OMB’ s targets.

I am concerned that the benchmarks the administration has adopted for its
competitive sourcing are arbitrary and potentially damaging, aswerethe Clinton
Administration’s downsizing efforts. What measurement criteria did the

administration useto come up with a50 percent figure? What isthelogic behind
it

In April, the Commercial Activities Panel (CAP) issued its report on Circular
A-76 and related issues.”® One of the panel’s recommendations was that the
government adopt 10 sourcing principles developed by CAP. The sixth principle
was: “Avoid arbitrary full-timeequivalent (FTE) or other arbitrary numerical goals.”
Whilethe panel did not comment explicitly about the Administration’ s competitive
sourcing targets, it did explain its rationale for avoiding arbitrary goals.

21 (_..continued)
Workforce, p. 18.

2 bid.

2 .S. Congress, House Committee on Government Reform, Subcommittee on Technol ogy
and Procurement Policy, Oversight Hearing to Review the Findings of the Commercial
Activities Panel, p. 139.

# U.S. Congress, Senate Committee on Governmental Affairs, Who's Doing Work for the
Government?: Monitoring, Accountability and Competition in the Federal and Service
Contract Workforce, pp. 19-20.

% The Commercial Activities Panel (CAP) was established at the direction of Section 832
of P.L. 106-398. Convened in spring 2001 by the Comptroller General, the panel was
charged with examining Circular A-76 and FAIR. Members included senior federal
government officials, industry and union representatives, and competitive sourcing experts.
After ayear-long study, CAP released its report, Improving the Sourcing Decisions of the
Government, on April 30, 2002.
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This principle reflects an overall concern about arbitrary numbers driving
sourcing policy or specific sourcing decisions. The success of government
programs should be measured by theresultsachieved interms of providing value
to the taxpayer, not the size of the in-house or contractor workforce. Any FTE
or other numerical goals should be based on considered research and analysis.
Theuse of arbitrary percentage or numerical targets can be counterproductive.®

Later in 2002, the Comptroller General commented, in correspondence and in
congressional testimony, on OMB’ s targets.

| have seen no evidence to indicate that [OMB’s] numerical FTE goals were
based on considered research and sound analysis.... In addition, | am not aware
that OMB’s FTE goals took into full account the capacity of agencies,
particularly civilian agencies, to conduct public-private competitions.?’

... | believetheadministration’ scurrent quotas, targets, call it whatever youwant,
violate the [sourcing] principles [recommended by CAP], because they are
arbitrary.”®

OMB’ s response to these charges was that the interim goals were an effort to
prompt agencies to establish the infrastructure necessary to conduct competitions.
At ahearing in September, the then-Administrator of OFPP elaborated on this point.

L et mebeclear about the application of thisaggregate government-wide goal [ of
15%. Itisnotintended asan arbitrary quota, such asthe onesthat were put into
effect through most of the 1990s when the workforce was reduced by 324,580
FTEs.... Likeyou, Mr. Chairman [Representative Thomas M. Davig], | have
always opposed arbitrary FTE cuts and caps. As this Subcommittee has heard
me say before, competitive sourcing is not about outsourcing or downsizing the
workforce. Tothecontrary, itisabout creating incentives and opportunitiesfor
efficiency andinnovationthrough competition.... Thus, aswework with agencies
and evaluatetheir progress, thereal issueiswhether an agency’ splanfirst builds
an infrastructure for public-private competition and then implements
competitions over the long-term. While OMB will presume that an agency has
built such aninfrastructureif it competes 15 percent of itscommercial FTEs, we
have been careful not to apply this goal in arigid or arbitrary manner.

2003 Targets

P.L.108-7 (H.J.Res. 2,108™ Congress) Consolidated Appropriations
Resolution, 2003. Congressional interest in the Administration’s competitive

% Commercial Activities Panel, Improving the Sourcing Decisions of the Government
(Washington: GAO, 2002), p. 47.

#David M. Walker, Comptroller General, “Commercial ActivitiesPanel: Use of Numerical
Goals,” letter to Senator George V. Voinovich, Aug. 9, 2002, GAO-02-1022R, p. 2.

%.S. Congress, House Committee on Government Reform, Subcommittee on Technol ogy
and Procurement Policy, Oversight Hearing to Review the Findings of the Commercial
Activities Panel, p. 137.

# |bid., pp. 43-44.
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sourcing targets, and the question of whether the goals were arbitrary or were the
result of research and analysis, werereflected in Section 647 of P.L. 108-7, Division
J, the Consolidated A ppropriations Resolution, 2003. Thelegisation was signed by
the President on February 20, 2003.* In an effort to prevent the use of arbitrary
quotas and to learn more about OMB’s development of its competitive sourcing
targets, Congress included this provisionin P.L. 108-7:

While nothing in this section shall prevent any agency of the executive branch
from subjecting work performed by Federal Government employees or private
contractorsto public-private competition or conversions, noneof thefundsmade
available in this Act may be used by an agency of the executive branch to
establish, apply, or enforceany numerical goal, target, or quotafor subjectingthe
employees of the executive agency to public-private competitions or for
converting such employees or the work performed by such employeesto private
contractor performance under the Office Management and Budget Circular A-76
or any other administrative regulation, directive, or policy unlessthegoal, target,
or quotaishbased on considered research and sound analysis of past activitiesand
is consistent with the stated mission of the executive agency.

The accompanying conference report provided additional guidance:

If any goals, targets, or quotas are established following “considered research
and sound analysis’ under the terms of this provision [Section 647], the
conferees direct the Office of Management and Budget to provide areport to the
Committeeson Appropriationsnolater than 30 daysfoll owing theannouncement
of those goals, targets, or quotas, specifically detailing the research and sound
analysisthat was used in reaching the decision.®

OMB Projection for Competitive Sourcing. In April 2003, the
Administration reportedly revised the executive branch management scorecard
criteriaand itsgoals for competitive sourcing and the other four PMA reforms. Clay
Johnson [, who was the nominee for the position of Deputy Director for
Management at OMB at the time, and was confirmed subsequently, sent a
memorandum dated April 17, 2003,* to the President’s Management Council that
included projections from the managers of the five government-wide initiatives for
their respective reforms. The projections listed revised scorecard criteria and the
accomplishmentsthat each manager expected for hisor her program by July 1, 2004.
Therevised criteriafor agreen rating on the executive branch management scorecard
were:

%Pp.L.108-7 (Feb. 20, 2003); 117 Stat. 11, at 474; Consolidated A ppropriations Resolution,
2003.

3 U.S. Congress, Conference Committee, 2003, Making Further Continuing Appropriations
for the Fiscal Year 2003, and for Other Purposes, conferencereport to accompany H.J.Res.
2, H.Rept. 108-10, 108" Cong., 1% sess. (Washington: GPO, 2003), p. 1343,

%2 Jason Peckenpaugh, “OMB Sets New Targets for Management Agenda,” Gover nment
Executive, Daily Briefing, May 21, 2003, available at [http://www.govexec.com/dailyfed/
0503/052103p1.htm], visited Jan. 5, 2005.
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Agency has initiated plans to complete competitions on 50% of federal
government’s commercial activities (appropriate percentage and timing
determined for each agency individually);
Agency has completed at least 10 standard competitions since January ‘01;

Agency compl etes90% of all standard competitionsin 12-monthtimeframesince
June ‘03;

Agency completes 95% of all streamlined competitions in 90-day timeframe
since June ‘03;

Agency cancels less than 10% of publicly announced standard and streamlined
competitions since June ‘ 03;

Agency consistently identifies commercial and inherently governmental
activities; [and]

All commercial activities exempt from competition have OMB-approved
justifications.®

Therevised criteriafor yellow were:

Agency has completed the implementation of an OMB approved competition
plan for 2002-2003;

Agency has completed one standard competition or has publicly announced
standard competitions that exceed approved competition plans for 2002-2003;

Agency completes 75% of streamlined competitionsin 90-day timeframe;

Agency cancels less than 20% of publicly announced standard and streamlined
competitions; [and]

Agency has initiated plans to consistently identify commercial and inherently
governmental inventories throughout the agency.®

The 2004 projection for competitive sourcing included these goals:

[50% of all agencies will have] people, systems and resources ... in place to
conduct more than five public/private competitions a year in each agency;

75% of all agencies will have completed competitions within an average of 12
months;

¥ “OMB ‘Proud to Be' Assessment for Competitive Sourcing,” Government Executive,
Daily Briefing, Nov. 4, 2003, availableat [ http://www.govexec.com/dail yfed/0503/0503pla.
htm], visited Jan. 5, 2005.

* Ibid.
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Competitions for 15% of government’s commercial activities will have been
initiated or completed;

$1.5 hillion in annual savings from completed competitions will have been
realized;

60% of all agencies will have demonstrated improved productivity;

Stretch goal: If DOD commits to subject an additional 130,000 positions to
competitions, the civilian agencies will subject additional positions to
competition.®

These revised criteria and goals were in place for only a few months before OMB
opted for adifferent approach to competitive sourcing.

OMB’s July Report on Competitive Sourcing. In July 2003, OMB
announced that it had abandoned itsnumerical goal sand that agencieswould devel op
customized competition plans. However, the Administration’s executive branch
management scorecard remains in place, and OMB issued new criteria for the
competitive sourcing portion. These changes were provided in congressional
testimony by the then-OFPP Administrator on July 24, 2003, and were presented in
an OMB report, Competitive Sourcing: Conducting Public-Private Competition in
a Reasoned and Responsible Manner (hereafter referred to as the “competitive
sourcing report”), which was rel eased the same day.

Inits July 24, 2003 report, OMB described the Administration’s “strategy for
ingtitutionalizing public-private competition ...” and explained how its approach
toward the establishment and application of goals had changed. The strategy
includes:

1. Agency-specific competition plans that are customized, based on considered
research and sound analysis, to addressthe agency’ s mission and workforce mix;
and will be continually refined to reflect changed circumstances, improved
insight into agency programs, and experiences with conducting competitions;

2. A dedicated infrastructure within each agency to promote sound and
accountable decision making; and

3. Improved processes for the fair and efficient conduct of public-private
competition.®®

Inan explanation of itsinitial decision to use competitive sourcing goalsand its
subsequent decision to eliminate these targets, OMB stated:

% 1bid.

% U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, p. 1. (italicsin
original)
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To begin the process of opening commercial activities identified on workforce
inventories to competition, OMB instructed agencies to complete competitions
on 5 percent of these activities by the end of fiscal year 2002 and an additional
10 percent by the end of fiscal year 2003. Thesefigureswereintended to ensure
alevel of commitment that would help institutionalize use of thetool within each
agency.... With experience, OMB recognized that itsinitial numerically-based
directions were inadequate. The guidance provided no management incentives
or disincentives, no process for evaluating progress, and no mechanism for
interacting with the agenciesto reinforce strengths and correct weaknesses. To
address these concerns, OMB created scorecards to measure progress using a
traffic-light (i.e., “red-yellow-green”) grading system.... Under the scorecard
approach, numerical mandates were converted to incentives: an agency would
move from a “red” score to a “yellow” score if it completed competitions for
15% of the total commercial positions listed on their inventories.... The 50%
figure was meant to ensure that the dynamics of competition would be brought
to bear on a significant portion of commercial activities over time.... Through
individual interactionswith the agenciesto evaluate progress, OMB learned that
baselines would need to vary based on mission needs and conditions unique to
the agency. Through individual interactions with the agencies to evaluate
progress, OMB learned that baselineswould need to vary based on mission needs
and conditions unique to the agency.*’

In congressional testimony provided the same day that the OMB report was
issued, the then-Administrator of OFPP described how agencies prepare their
competition plans.

The preparation of competition plans beginswith the devel opment of workforce
inventories, as required by OMB guidance and the Federal Activities Inventory
Reform (FAIR) Act. Agencies first differentiate inherently governmental
activities from commercia activities.... Agencies then separate commercial
activitiesthat are available for competition from those that are not. In deciding
whether acommercial activity isinappropriate for potential performance by the
private sector, agencies take various factors into consideration, such as the
unavailability of private sector expertise, preservation of core competencies, or
the need for confidentiality in support of senior level decision making.... Once
an agency has identified commercial activities available for competition, they
consider, in a disciplined way, which of these might benefit most from
comparison with the private sector. Agencies are generally focusing use of
public-private competition on commonly available routine commercial services
where there are likely to be numerous capable and highly competitive private
sector contractorsworthy of comparisonto agency providers. They also consider
factors such as workforce mix, attrition rates, capacity to conduct reviews, the
percentage of service contracts, and the strength of the agency’s contract
management capabilities.®®

3 U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, pp. 4-5.

% .S. Congress, Senate Committee on Governmental Affairs, Subcommittee on Oversight
of Government Management, the Federal Workforce, and the District of Columbia, Then
and Now: An Updateon the Bush Administration’ sCompetitive Sourcing I nitiative, hearing,
108" Cong., 1% sess., July 24, 2003 (Washington: GPO, 2004), pp. 59-60.
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OMB’s competitive sourcing report provided sample profiles of agency
competition plans. For each agency listed, the profile identified the number of
positions and examples of commercia activities in the competition plan, and also
listed examples of commercial activities excluded from the plan. The report also
noted tsgat OMB would provide information by September 26, 2003, on agencies it
tracks.

OMB also used its 2003 competitive sourcing report to announce that it had
revised the competitive sourcing criteria for the executive branch management
scorecard. Thefirst column of Table 1 isaverbatim listing of OMB’ s criteriafor a
“green” rating. The second column setsforth possible questionsthat could be rai sed
and comments that could be made by agencies seeking to earn a*“ green” rating.

¥ U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, p. 6.
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Table 1. Revised Scorecard Criteria — Green

Criteria
An agency must have:

Analysis

An approved “green” competition plan to
compete commercial activities available
for competition.?

1. Doesthe criteriafor agreen
competition plan differ substantially from
OMB’sinitia plan to have agencies
compete 50% of their commercial FTES?
2. What was the rationale for selecting

FY 2008 as the target date to have
competitions publicly announced?

Publicly announced standard
competitions in accordance with the
schedule outlined in the agency “green”
competition plan.

1. Apparently, an agency will have to
announce publicly al standard
competitions listed in its competitive
sourcing plan in order to receive credit
for this standard.

2. Streamlined competitions are not
included in this standard.

Since January 2001, completed at least 10
competitions (no minimum number of
positions required per competition).

1. Does thisitem refer to standard
competitions, streamlined competitions,
or both?

2. Why does the measurement period
begin January 2001?

In the past year, completed 90% of all
standard competitions in a 12-month time
frame.

1. An agency that announces and
completes only one standard competition
within 12 months will receive credit for
thiscriterion. An agency that undertakes
10 standard competitions, but completes
only eight within the 12-month time
frame will not receive credit for this
criterion.

2. How many agencies have sufficient
resources and infrastructure to compl ete
90% of al standard competitions within
the time frame?

3. Apparently, an agency will not receive
credit for competitions for which the
competitive sourcing official has granted
atime limit waiver.”

In the past year, completed 95% of all
streamlined competitions in a 90-day time
frame.

1. An agency that announces and
completes only one streamlined
competition within 90 days will receive
credit for this criterion. An agency that
undertakes 10 streamlined competitions,
but completes only nine within the 90-
day time framewill not receive credit for
this criterion.

2. How many agencies have sufficient
resources and infrastructure to complete
95% of al streamlined competitions
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Criteria Analysis
An agency must have:

within the time frame?

3. If an agency decides to create a most
efficient organization (MEO) for a
function undergoing a streamlined
competition, what is the probability that
the agency will meet the 90-day deadline
and develop a competitive agency tender
and most efficient organization (MEO)?
4. Apparently, an agency will not receive
credit for competitions for which the
competitive sourcing official has granted
atime limit waiver.?

In the past year, canceled fewer than 10% | An agency that announces and completes
of publicly announced standard and one standard or one streamlined
streamlined competitions. competition will receive credit for this
criterion. An agency that undertakes 10
standard or streamlined competitions, and
then cancels a minimum of two will not
receive credit for this criterion.

OMB-approved justifications for all Circular A-76 does not state explicitly
categories of commercial activities that agencies must obtain OMB approval
exempt from competition. for written justifications for functions

assigned reason code A.°

Source: U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-Private
Competition in a Reasoned and Responsible Manner, July 2003, p. 1, available at
[ http://mww.whitehouse.gov/omb/procurement/comp_sourcing_072403.pdf], visited Jan. 5, 2005, p.
8.

Notes:

a. OMB guidance on the preparation of green competition planswasissued December 22, 2003. The
document isavailableat [ http://www.whitehouse.gov/omb/procurement/index.html], visited Jan.
5, 2005.

b. A competitive sourcing official (CSO) may grant a time limit waiver of up to six months for a
standard competition. Under the 2003 revision to Circular A-76, agencies are required to
designateaCSO (an assi stant secretary or equivalent level official) who will haveresponsibility
for implementing the circular.. (U.S. Office of Management and Budget, Circular No. A-76
(Revised), May 29, 2003, pp. 1 and B-6, available at [http://www.whitehouse.gov/omb/
circulars/a076/a76_incl_tech_correction.pdf], visited Feb. 10, 2004.)

c¢. An agency tender is the government’ s response to a solicitation. The MEO is the staffing plan of
the agency tender. It isthe entity that would perform the work where the government wins the
competition. A competitive agency tender (or MEO) is one that has a reasonable chance of
being selected to perform the work.

d. A CSO may grant atime limit waiver of up to 45 days for a streamlined competition (U.S. Office
of Management and Budget, Circular No. A-76 (Revised), p. B-5).

e. lbid., p. A-3.

The first column of Table 2 is a verbatim listing of OMB’s criteria for a
“yellow” rating. Thesecond column setsforth possible questionsthat could berai sed
and comments that could be made by agencies seeking to earn a“yellow” rating.
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Table 2. Revised Scorecard Criteria — Yellow

Criteria
An agency must have:

Analysis

An OMB approved “yellow” competition
plan to compete commercial activities
available for competition.

1. Apparently, OMB and each agency
will determine jointly how many FTEs
must be competed in order for a
competition plan to be approved by OMB
asa“yellow” plan.* What are the other
criteria, if any, for an approved yellow
plan?

2. What are the components of ayellow
plan?

Completed one standard competition or
publicly announced standard
competitions that exceed the number of
positions identified for competition in the

agency's “yellow” competition plan.

Are these two criteria comparable?

In the past two quarters, completed 75%
of streamlined competitionsin a 90-day
time frame.

1. How many agencies have sufficient
resources and infrastructure to complete
75% of all streamlined competitions
within the 90-day time frame?

2. Why isthere no criterion for
completing a specific percentage of
standard competitions within the 12-
month time frame?

3. If an agency decides to create an MEO
for afunction undergoing a streamlined
competition, what is the probability that
the agency will meet the 90-day deadline
and develop a competitive MEO?

4. Why is the measurement period two
guartersinstead of oneyear? (The
measurement period for the comparable
“green” criterion is one year.)

5. An agency that announces and
completes only one streamlined
competition within 90 days will receive
credit for this criterion. An agency that
undertakes 10 streamlined competitions,
but completes only 7 within the 90-day
time frame, will not receive credit for this
criterion.

6. Apparently, an agency will not receive
credit for competitions for which the
competitive sourcing official has granted
atime limit waiver.

In the past two quarters, canceled less
than 20% of publicly announced standard
and streamlined competitions.

1. An agency that announces and
completes only one standard or one
streamlined competition will receive
credit for this criterion. An agency that
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Criteria Analysis
An agency must have:

undertakes 10 standard or streamlined
competitions, and then cancels a
minimum of three, will not receive credit
for this criterion.

2. Why is the measurement period two
guartersinstead of oneyear? (The
measurement period for the comparable
“green” criterion is one year.)

Sour ce: U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-Private
Competition in a Reasoned and Responsible Manner, July 2003, p. 1, available at
[ http:/AMwww.whitehouse.gov/omb/procurement/comp_sourcing_072403.pdf], visited Jan. 5, 2005, pp.
7-8.

Notes:

a. U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-Private
Competition in a Reasoned and Responsible Manner, p. 6.

b. Under the 2003 revision to Circular A-76, an MEO isrequired for a standard competition, but itis
optional for a streamlined competition.

c. A competitive sourcing official (CSO) may grant a time limit waiver of up to 45 days for a
streamlined competition. Under the 2003 revision to Circular A-76, agencies are required to
designate CSO (an assistant secretary or equivalent level official) who will have responsibility
for implementing the circular. (U.S. Office of Management and Budget, Circular No. A-76
(Revised), May 29, 2003, pp. B-5 and 1, available at [http://www.whitehouse.gov/omb/
circulars/a076/a76_incl _tech correction.pdf], visited Jan. 5, 2005).

In summary, OMB’s initia competitive sourcing efforts, particularly those
effortsrelated totargetsor goal's, sought toinstitutionalize public-private competition
across the federal government and spur the devel opment of sufficient infrastructure
within agenciesfor carrying out competitive sourcing tasksand activities. Theinitial
goalsremained in place, with some modification — which lasted briefly, as aresult
of Clay Johnson 111’ s April 17 memorandum — until thethen-OFPP Administrator’s
congressional testimony on July 24, 2003. There does not appear to be any publicly
available information that documents whether OMB’s goals were successful in
prompting agenciesto establish infrastructures sufficient for conducting competitions
and performing related tasks. If only some agencies were successful in this area, it
remainsto be seen what means OM B might useto continueto promoteinfrastructure
development among federal agencies. Another related issue iswhether OMB plans
to assess the capability of each agency to handle its competitive sourcing workload.
While the revised scorecard criteriamay provide someinsight into these issues, the
criteriaaone may not be sufficient. The criteriatend to focus on output. However,
output-based criteria are not necessarily well-suited to measuring other features or
characteristics, such as agency capacity or the quality of competitions and
inventories.

H.R. 2989, Transportation, Treasury and Independent Agencies
Appropriations Act, 2004. The House Committee on Appropriationsreport that
accompanied the Transportation, Treasury, and |ndependent A genciesappropriations
bill for FY 2004 (H.R. 2989, 108" Congress) included arecommendation concerning
competitive sourcing targets. The committee report stated:
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The statement of the managers accompanying the Treasury and General
Government Appropriations Act, 2003 [P.L. 108-7] directed OMB to “provide
areport to the Committeeson Appropriationsno later than 30 daysfollowing the
announcement of those [competitive sourcing] goals, targets, or quotas,
specifically detailing the research and sound analysis that was used in reaching
the decision.” Although the 15 percent competitive sourcing target has been
reiterated on several occasions since the enactment of that Act, OMB’ s position
is that the reporting requirement has not been triggered because no new target
has been announced. The Committee notes that the 15 percent target is
government-wide, and separate targets could be established for individual
agencies depending on their circumstances. To the extent that OMB establishes
individual agency targetsinitsinternal guidance, the agency isdirected, within
30 days of establishing such targets, to submit areport to the House and Senate
Committeeson Appropriationsthat indi cateseach agency’ scompetitive sourcing
target. The report should specifically detail the research and analysis that was
used in determining each agency’ sindividual target, goal or quota. Totheextent
that such targets change over time, OMB is directed to maintain an up-to-date
record of such changes and convey the changes periodically to the House and
Senate Committees on Appropriations and the appropriate legidative
committees.*

H.R. 2989 was enacted as Division F of P.L. 108-199, which cameto be known
as the Consolidated Appropriations Act for FY2004.** The competitive sourcing
provisions arefound in Section 647. Section 647(a), which apparently appliesonly
to those federal agencies that receive appropriated funds under Division F, requires
agencies, for certain typesof public-private competitions, to prepareaplan for amost
efficient organizationsand to take into consideration how the conversion differential
would affect the contractor’ s cost estimate. Sections 647(a) through (e) are thought
to apply government-wide. Section 647(b) requires agency heads to submit annual
reports to Congress on their competitive sourcing activities. Required elements
includethe number of completed competitions; the number of announced, but not yet
completed, competitions, the number of FTESs associated with completed and
announced competitions; the cost of conducting competitions; estimated savings,
actual savings; the projected number of FTESs scheduled to be competed in the next
fiscal year; and a description of the agency’ s competitive sourcing decision-making
process. Theinitial report is due 120 days after the date of enactment, which was
January 23, 2004. The remainder of Section 647 allows agency headsto establish a
performance period greater than five yearsfor any agency function that waswon by
federa employees in a public-private competition; permits agency heads to use
appropriated funds for monitoring the performance of any activity that has been
subjected to a public-private competition; and requires that any work converted to
contractor performance cannot be moved to alocation outside the United Statesif the
work had previously been performed by federal government employees within the
United States.

“0U.S. Congress, House Committee on Appropriations, Departmentsof Transportation and
Treasury and Independent Agencies Appropriations Bill, report to accompany H.R. 2989,
108" Cong., 1% sess., H.Rept. 108-243 (Washington: GPO, 2003), pp. 167-168.

“1H.R. 2673, Agriculture, Rural Development, Food and Drug Administration, and Related
Agencies Appropriations Act for FY 2004.
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Providing “Considered Research and Analysis” to Congress. Itis
unclear whether OMB’s 2003 report qualifies as an appropriate response to the
reguirement for providing considered research and analysis on competitive sourcing
goalsto Congress, asrequired by P.L. 108-7 and reaffirmed by House action on H.R.
2989in2003. Without explicitly stating that it wasresponding to Congress’ srequest
for information, OMB’ s report provided an explanation for itsinitial goals of 5%,
10%, and 50%, and stated that OMB had dropped these goals in favor of targets
established through acollaborative process betweenitsel f and agencies.** Shouldthe
explanation for OMB’ sinterim and long-term goal s be deemed insufficient, the fact
that OMB has abandoned these goals could possibly be construed as relieving it of
the responsibility to provide considered research and analysisfor itsoriginal targets.

Nevertheless, it is possible that interest in competitive sourcing targets, and
OMB’srolein their development, could continue. Should Congress wish to obtain
the research and analysis used to devel op agency competition plans, it may need to
contact federal agencies and departments, including OMB. Language in OMB’s
competitive sourcing report noted that

[a] gencies have devel oped competition plansusing their commercial inventories
as a baseline® Specifically, agencies have considered, in a disciplined way,
which of the commercial activities available for competition might benefit most
from comparison with the private sector. Agency decisions have been informed
by a wide variety of factors, including, but not limited to: workforce mix,
attrition rates, capacity to conduct reviews, the percentage of service contracts,
and the strength of the agency’ s contract management capabilities.*

OMB aso acknowledged its role in agency competition plans.

Through individual interactions with the agencies to evaluate progress, OMB
learned that baselineswould need to vary based on mission needs and conditions
uniqueto the agency.* OMB reviewed all agency baselines and negotiated new
baselines with a number of agencies. These negotiations, in combination with
the continued broad discretion afforded to agencies to identify appropriate

“2 However, in awritten response to a July 24, 2003 letter from Senator Joseph Lieberman
on competitive sourcing targets, OMB Director Joshua B. Bolten stated that OMB’s
competitivesourcingreport, alsodated July 24, 2003, included “ facts, rational e, and strategy
supporting competitivesourcing.” (JoshuaB. Bolten, Director, U.S. Office of Management
and Budget, letter to Senator Joseph Lieberman, July 30, 2003.)

3 The use of past tense in this passage suggests that OMB had dropped itsinitial goalsand
had begun working with agencies on customized competition plans prior to the rel ease of
its July 24, 2003 report.

“ U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, p. 4.

“> The competitive sourcing report did not define or explain its use of the term “ baselines.”
Apparently, the reference in the second passage concerned the number of FTESs sufficient
for an agency to earn a yellow rating on its scorecard. (Information provided by the U.S.
Office of Management and Budget by telephone to the author, Aug. 18, 2003.)
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commercial activities, have allowed agenciesto create customized plansfor the
successful application of public-private competition.*

Anagency devel opsitsown competition plan, presumably following the process
described in OMB’ s competitive sourcing report.*” However, it appears that thisis
only aninitial plan. Thefinal planisaproduct of negotiations between the agency
and OMB.*? Therationale for afinal plan could include, in addition to an agency’s
documentation, the research and analysis OMB used in making its determination
about the contents of the agency’s plan and any changes that resulted from OMB-
agency negotiations.

The recommendation in the report accompanying H.R. 2989 notes that, in the
event that “OMB establishes individua agency targetsin itsinternal guidance,” a
report on competitive sourcing targetsis dueto the House and Senate A ppropriations
Committees. The question is how to interpret “internal guidance.” A broad
interpretation could include written and verba guidance, including negotiations
between OMB and agencies. A possiblebenefit of increasingthevisibility of OMB’s
guidance to agencies could be to dispel any concerns that OMB’ s expectations or
instructions are communicated, treated, or perceived as targets. Encouraging or
requesting agencies to publicize their competition plans prior to entering into
negotiations with OMB also could shed light on this phase of the competition plan
process. On the other hand, increased visibility of the process, particularly
communications between agencies and OMB, could disrupt the development of
agency competition plans and provide an opportunity for outside parties to attempt
to influence the process.

OMB’s Expectation: Compete 416,000 FTEs. By dropping the 50%
target, it would appear OMB had abandoned its goal of ensuring that “the dynamics
of competition would be brought to bear on a significant portion of commercial
activities.”* However, as OMB noted in its July 2003 report, “ approximately 26%
of the workforce from agencies being tracked under the PMA are engaged in
commercia activities that should be available for competition.”*® This statement
could possibly be construed as a prescription for federal government agencies.

The 26% equates to 416,000 FTEs.>* OMB estimated that there are 751,000
inherently governmental FTEs and 858,000 commercial FTES. The number of

% U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, p. 5.

" Ibid., pp. 3-4.
% |bid., p. 5.

49 U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, p. 5.

% |hid., p. 3.

! In its competitive sourcing report, OMB did not specify whether the figures in its
aggregate workforce profile are FTES, positions, or some other unit of measurement.
Becauseitisstandard practiceto use FTEswhen discussing competitive sourcing i ssuesand
policies, itislikely that OMB’sfigures are FTEs.
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commercia FTEs includes 442,000 identified as commercial, but not available for
competition, and 416,000 identified as commercial and available for competition.
OMB’s report does not identify the source of these figures, and it does not include
an explanation of how commercia functions were sorted into the “available” and
“not available” categories. FAIR inventories reportedly were the source of these
numbers, and reason codes were used to determine whether acommercial function
should be classified as available or not available for competition.>

According to OMB’s estimate, the number of commercial FTEs available for
competition is 416,000. This figure represents 48% of the total number of
commercia FTEs, and it is comparable to the original long-term target for
competitive sourcing, 50%, which equated to 425,000 FTEs. While OMB elected to
eliminate the 50% long-term goal, it apparently expects agencies to compete 100%
of the commercia functions identified as available for competition. In a media
interview, the then-Administrator of OFPP stated:

What we' re looking for isfor an agency to have a plan in place — and a pretty
aggressive plan — to compete anything that’ s open to competition. Look at the
green standard on the scorecard, which says we contemplate having a plan in
place at every department and agency to compete every activity that is
commercial in nature and open to competition. To get to green we want pretty
significant plans in place to compete any activity that is commercial in nature.
That’ s about 418,000 [jobs].>*

The Administrator also reportedly said, “We still expect agencies to compete
everything open to competition.”* This statement might reflect the possibility that
the number of commercial activities available for competition could fluctuate from
year to year. Freed from blanket targets, such astheinitial goals of 5% and 10% that
each agency was expected to meet, agency personnel might, in reviewing their
commercia and inherently governmental lists, determine that some functions had
been erroneoudly classified. Whileit is easy to move functions from an inherently
governmental inventory to aFAIR inventory, or to shift an activity on acommercial
list from reason code A to reason code B, to do the reverse requires more work.

2 U.S. Office of Management and Budget, Competitive Sourcing: Conducting Public-
Private Competition in a Reasoned and Responsible Manner, July 2003, p. 3.

%3 Information provided by the U.S. Office of Management and Budget by telephoneto the
author, Aug. 8and 18, 2003. Commercial functionslisted on FAIR inventoriesare assigned
reason codes. A reason code indicates the status of a function with regard to competitive
sourcing. Reason code A indicates afunction isnot suited for private sector performance.
Reason code B indicates that afunction is appropriate for private sector performance. All
six reason codes are described in U.S. Office of Management and Budget, “Year 2003
Inventories of Commercial and Inherently Governmental Activities,” Memorandum M-03-
09, Mar. 14, 2003, avail able at [ http://www.whitehouse.gov/omb/memoranda/index.html],
visited Jan. 5, 2005.

> “‘No Two Agencies Are Alike : Quotas Unworkable, But Competitive Sourcing Still a
Priority, Styles Says,” Federal Times.com. Aug, 4, 2003.

> David Phinney, “OMB Backs Down. Now What? The Plan to Revise Competitive
Sourcing Expectations,” Federal Times.com, Aug. 4, 2003.
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When afunctionisdesignated asinherently governmental, or isassigned reason code
A, awritten justificationisrequired. Itispossiblethat this requirement could serve
asadeterrent to thereclassification of certain activities. Written justificationsarenot
required for commercial activities that are assigned reason code B, C, D, E, or F.*°
The challenge and appeal process could result in the shifting of functions from one
list, or reason code, to another. For example, a challenge, and subsequent appeal,
filed by the American Federation of Government Employees (AFGE) resulted in the
Department of Commerce moving its seafood i nspection function from theagency’s
FAIR inventory to theinherently governmental activitieslist.>” It remainsto be seen
how OMB and agencies might address differences, if any, that arise between
fluctuating agency inventories and OMB’ s estimate or expectation of the number of
commercial FTEsthat are available for competition.

OMB’s September Report on Competitive Sourcing. In September,
OMB released a supplement to its July 2003 report. In the supplemental report,
OM B described agency competitivesourcing efforts, explained how agency progress
is measured, outlined benefits associated with the 2003 revision to the circular, and
explained additional initiatives necessary for achieving success in competitive
sourcing.®

In the report’ s section on agency progress, OMB again addressed the issue of
competitive sourcing targets, and yellow plans and green plans:

By eliminating government-wide goals, OMB hopes to dispel any
misunderstanding or perception that competition should beappliedinaone-size-
fits-all manner to all agency commercial activities.... Focusing on the plans
agencies have devel oped will reinforcethetail ored approach to competition that
iskey for the successful use of competitive sourcing.

No agency is planning to compete all of its commercial activities. However, an
agency will be expected to lay out a reasonable plan (e.g., appropriately
sequenced and timed) for competing the activitiesthat, after considered analysis,
it has concluded are suitable for competition. This plan will constitute the
agency’s “green” plan on the management scorecard used to measure agency
progress and status on PMA initiatives. Agencies continue to have “yellow”
plans that serve as an intermediate step to green....

A few agencies have already achieved yellow status. All positionsintheyellow
plan need not have been competed in order to earn ayellow status. Nor must an
agency have competed all positionsin agreen plan to receive agreen status. In

% U.S. Office of Management and Budget, “Year 2003 Inventories of Commercial and
Inherently Governmental Activities.”

>” Amelia Gruber, “Union Pleased with Wins in 2002 FAIR Act Disputes,” Gover nment
Executive, Daily Briefing, Aug. 4, 2003, available at [http://www.govexec.com/dailyfed/
0803/080403al.htm], visited Jan. 6, 2005.

% U.S. Office of Management and Budget, Competitive Sourcing: Reasoned and
Responsible Public-Private Competition, Agency Activities, Sept. 2003, available at
[ http://www.whitehouse.gov/omb/procurement/comp_sourc_addendum.pdf], visited Jan. 5,
2005.
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addition, there are no predetermined times for moving from red to yellow or
yellow to green. Timeframeswill bebased onan agency’ sanalysisof itsmission
and workforce mix and other factors.>®

However, itis still not clear how ayellow competitive sourcing plan differs from a
green competitive sourcing plan. Restated, do agencies know, and understand, what
they must do to transform a yellow competition plan to a green plan?

OMB’ s September report included two tables that provided information about
the 24 agencies and departmentsthat it tracks. Table 3 shows how many FTEsin
each agency aredligiblefor public-private competitions. Column headingshave been
modified slightly as an aid to understanding the information presented therein.

* |bid., pp. 6-7.
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Table 3. OMB Estimates of Commercial Activities FTEs at Agencies and Departments Tracked under the PMA®

Agency or Department Total FTES Commercial FTEs Commercial FTEs Per centage of Total Per centage of
Availablefor FTEsThat Are Commercial FTEs
Competition Commercial That Are Available for

Competition

Dept. of Agriculture 98,500 46,500 35,600 36% 77%

Dept. of Commerce 26,500 8,400 4,800 18 57

Dept. of Defense 596,600 410,700 270,600 45 65

Dept. of Education 4,700 3,100 2,900 62 9

Dept. of Energy 15,100 7,800 4,700 31 60

Dept. of Health and 64,900 31,400 11,200 17 36

Human Services

Dept. of Housing and

Urban Development 9,200 8,000 3,600 39 45

Dept. of the Interior 70,200 33,900 23,000 33 68

Dept. of Justice 132,100 10,600 3,400 3 32

Dept. of Labor 16,400 6,200 2,600 16 42

Dept. of State 10,400 2,300 1,000 10 43

Dept. of 64,600 38,400 11,900 18 31

Transportation

Dept. of the Treasury 148,100 27,100 18,400 12 68
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Agency or Department Total FTES’ Commercial FTEs Commercial FTEs Per centage of Total Per centage of
Availablefor FTEsThat Are Commercial FTEs
Competition Commercial That Are Available for

Competition

Dept. of Veterans 221,500 190,500 7,600 3 4

Affairs

Environmental 17,400 600 400 2 67

Protection Agency

General Services 14,100 6,300 5,200 37 83

Administration

National Aeronautics

and Space 19,000 7,400 3,400 18 46

Administration

National Science 1,200 500 200 17 40

Foundation

Office of Personne 3,000 1,700 600 20 35

M anagement

Small Business 4,200 3,000 2,900 69 97

Administration

Smithsonian 4,500 1,300 0 29 0

Institution

Social Security 63,900 11,100 4,000 6 36

Administration

U.S. Agency for

Inter national 2,000 600 300 15 50

Development
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Agency or Department Total FTES’ Commercial FTEs Commercial FTEs Per centage of Total Per centage of
Availablefor FTEsThat Are Commercial FTEs
Competition Commercial That Are Available for
Competition
U.S. Army Cor ps of 27,900 23,300 16,500 59 71
Engineers (civil)?
Total 1,636,000 880,700 434,800 27 49

Source: U.S. Office of Management and Budget, Competitive Sourcing: Reasoned and Responsible Public-Private Competition, Agency Activities, Sept. 2003, available at
[ http://www.whitehouse.gov/omb/procurement/comp_sourc_addendum.pdf], visited Jan. 5, 2005, p. 10. The columnontheright (“ Percentage of Commercial FTEsThat Are Available
for Competition”) and the row of totals were added by the author.

Notes:

a. Initsreport, OMB stated that these figures are estimates based on initial 2002 inventories submitted to OMB. Because some agencies and departments submit separate inventories
for their Offices of Inspector General (OIGs), these figures may not include OIG inventories. The Department of Homeland Security is not listed because it did not exist when
the 2002 inventories were submitted to OMB. (U.S. Office of Management and Budget, Competitive Sourcing: Reasoned and Responsible Public-Private Competition, Agency
Activities, p. 10.)

h. Inthe September report from OMB, there is no description or definition of what makes up the total FTEs. It islikely that this column includes inherently governmental FTEs and
commercial FTEs. A full-time equivaent (FTE) is“[t]he staffing of Federal civilian employee positions, expressed in terms of annual productive work hours (1,776 [hours])
rather than annual available hours that includes non-productive hours (2,080 hours).” (U.S. Office of Management and Budget, Circular No. A-76 (Revised), p. D-5.)

c. Therelatively small number of FTEs identified as commercial and available for competition probably is due to the fact that 38 U.S.C. 8110(a)(5) prohibits the Dept. of Veterans
Affairs from using funds from three appropriation accounts (medical care, medical and prosthetic research, and medical administration and miscellaneous operating expenses)
for public-private competitions. The Dept. of Veterans Affairs General Counsel issued amemorandum on April 28, 2003, affirming this prohibition. (Dept. of Veterans Affairs,
General Counsel, Use of Heal th-Care Accountsand the Revol ving Supply Fund to Conduct Competitive-Sour cing Sudiesof VHA Activities, Memorandum V AOPGCADYV 7-2003,
April 28, 2003.)

d. The Army Corps of Engineers provides services for both the public (for example, environmental management and restoration) and the military (for example, military engineering
and construction). The use of the term “civil” in this table indicates the FTEs are associated with work that the Corps does for the public. See U.S. Army Corps of Engineers
at [http://www.usace.army.mil], visited Jan. 6, 2005.
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The aggregate figures presented by OMB in the September report are slightly
different from the numbers shown in the July report. Thetotal number of FTEswas
1,609,000 in the July report; it was 1,636,000 in the September document. The
number of inherently governmental FTEs increased from 751,000 to 755,300.
However, the largest gain occurred among FTEs performing commercial activities.
InJuly, OMB reported there were 858,000 commercial FTEs, of which 416,000 were
availablefor competition. In September, the corresponding figureswere 880,700 and
434,800. No explanation was provided for the discrepancy. However, OMB noted,
in both reports, that the figureswere estimates. Thus, neither set of figures might be
accurate, and possibly the numbers could change again. The 2003 commercial
activities inventories, which have not been released to the public yet, could yield
figures that differ from what OMB has reported.

The percentage of total FTEs that are commercia ranges from a low of 2%
(Environmental Protection Agency) to a high of 69% (Small Business
Administration). Twenty agencies identified at least 10% of their FTEs as
commercial. Three agencies (Department of Education, Small Business
Administration, and U.S. Army Corps of Engineers (Civil)) indicated that at least
50% of their FTEsare performing commercial activities. The percentagefor thetotal
number of commercial FTES (880,700) was 27%.

Excluding the Smithsonian Institution, which does not have any commercial
activities available for competition, the percentage of commercial FTES that are
available for competition ranges from 4% (Department of V eterans Affairs) to 97%
(Small Business Administration). Twelve agencies identified at least 50% of their
commercial activities as available for competition. Five additional agencies
classified 40% to 49% of their commercia activities as available for competition.
The aggregate percentage for this category is 49%, which issimilar to the 2001 goal
of 50%.

As it did in its July report, OMB described a rigorous process that agencies
follow in managing their competitive sourcing efforts, including the classification of
functions (as commercial or inherently governmental) and the assignment of reason
codes to commercial activities® If agencies annual FAIR submissions are
modifications of the previous year’s submissions, then it is possible that the initial
inventories, which were submitted in 1999, are the baseline. If thisisthe case, did
civilianagencies in 1999 havethe capability, and asufficient understanding of FAIR
and Circular A-76, to undertake awell-informed, thoughtful , strategic review of their
activitiesandtheassociated FTES? V erifying that agency employees, and contractors
hired to assist in developing inventories, adhere to the process described by OMB
would be difficult. Agencies have not publicized the methodology or procedures
they use, including research and analysis, to develop their inventories (or their
competition plans).

In its September report, OMB also presented profiles of agency competition
plans. The report does not explain whether there are any differences between a

€ U.S. Office of Management and Budget, Competitive Sourcing: Reasoned and
Responsible Public-Private Competition, Agency Activities, Sept. 2003, pp. 2-5.
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profileand aplan. A profileincludesthe number of FTESin an agency competition
plan, examples of commercial activities included in the competition plan, and
examples of commercial activities excluded from the competition plan. A
competition plan might include more detailed information, such as the number of
public-private competitionsan agency plansto conduct, thelocation of competitions,
the number of FTEs associated with each competition, and a tentative competition
schedule.

Table 4 displays the number of positions listed in each agency’ s competition
plan. It isunclear why onetablein the OMB report usestheterm “FTES’ while the
other tablerefersto “positions.” To avoid misrepresenting OMB’ sinformation, the
following table uses both terms as OMB used them. Because one position does not
necessarily equal one FTE, the calculation of percentages might not be completely
accurate, but, at a minimum, the figures in the right column are indicative of the
percentage of commercial positions that are included in agency competition plans.
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Table 4. Number of Positions in Agency Competition Plans

Agency or Number of Number of FTEs | Percentage of
Department Positionsin Available for Commercial
Competition Plan® | Competition® Positions I ncluded

in Competition
Plans

Dept. of 5,822 35,600 16%

Agriculture

Dept. of 1,203 4,800 25

Commerce

Dept. of Defense 67,800 270,600 25

Dept. of 220 2,900 8

Education

Dept. of Energy 1,180 4,700 25

Dept. of Health

and Human 2,510 11,200 22

Services

Dept. of Housing

and Urban 870 3,600 24

Development

Dept. of the 3,041 23,000 13

Interior

Dept. of Justice 432 3,400 13

Dept. of Labor 420 2,600 16

Dept. of State 306 1,000 31

Dept. of 3,029 11,900 25

Transportation

Dept. of the 4,523 18,400 25

Treasury

Dept. of Veterans 2,500° 7,600 33

Affairs

Environmental

Protection Agency 215 400 54

General Services 734 5,200 14

Administration

National

Aeronautics and 921 3,400 27

Space

Administration
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Agency or Number of Number of FTEs | Percentage of
Department Positionsin Available for Commercial
Competition Plan® | Competition® Positions I ncluded

in Competition
Plans

National Science Plan under review 200 Not available

Foundation

Office of

Per sonnel 284 600 47

M anagement

Small Business Plan under review 2,900 Not available

Administration

Smithsonian 0 0 0

I nstitution

Social Security 1,691 4,000 42

Administration

U.S. Agency for Plan under review 300 Not available

I nternational

Development

U.S. Army Corps

of Engineers 5,711 16,500 35

(civil)®

Total 103,412 434,800 24

Source: U.S. Office of Management and Budget, Competitive Sourcing: Reasoned and Responsible
Public-Private Competition, Agency Activities, Sept. 2003, availableat [ http://mwww.whitehouse.gov/
omb/procurement/comp_sourc_addendum.pdf], visited Jan. 5, 2005, pp. 10-14. The column on the
right (* Percentage of Available Commercia Positionsin Competition Plans’) and the row of totals
were computed by the author.

Notes:

a. Inits September report, OMB used theterm“FTES’ inonetable, “positions’ in another. To avoid
misrepresenting OMB’ s information, this table uses both terms as OMB used them.

b. A full-time equivalent (FTE) is*“[t]he staffing of Federa civilian employee positions, expressed in
terms of annual productive work hours (1,776 [hours]) rather than annual available hours that
includes non-productive hours (2,080 hours).” (U.S. Office of Management and Budget,
Circular No. A-76 (Revised), p. D-5.)

c. Therelatively small number of positionsincludedinthe Dept. of Veterans Affairs' competition plan
probably isdueto thefact that 38 U.S.C. 8110(a)(5) prohibits the department from using funds
from three appropriation accounts (medical care, medical and prosthetic research, and medical
administration and miscellaneous operating expenses) for public-private competitions. The
Dept. of Veterans Affairs General Counsel issued a memorandum on April 28, 2003 that
affirmed this prohibition. (Dept. of Veterans Affairs, General Counsel, Use of Health-Care
Accounts and the Revolving Supply Fund to Conduct Competitive-Sourcing Studies of VHA
Activities, Memorandum VAOPGCADYV 7-2003, April 28, 2003.)

d. The Army Corps of Engineers provides services for both the public (for example, environmental
management and restoration) and the military (for example, military engineering and
construction). The use of the term “civil” in this table indicates the FTEs are associated with
work that the Corps does for the public. See U.S. Army Corps of Engineers at
[http://www.usace.army.mil], visited Jan. 6, 2005.
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From among the 21 agenciesthat have completed competition plans, 16 planto
subject to competition at least 15% of the FTEs that are available for competition.
Three additional agencies plan to compete 13% or 14% of their commercial
activities. Excluding the Smithsonian Institution, which does not have any positions
initscompetition plan, thelowest percentageis 8 (Department of Education) and the
highest percentage is 54 (Environmental Protection Agency).

The OMB report does not explain whether the number of competitions per
agency includes new competitions (not yet started), ongoing competitions, or
completed competitions, or a combination thereof. Without alist of competitions
for each agency, there is no way to know the size of each competition (in terms of
number of FTES), or the geographic locations and particular units or offices
(including type(s) of functions) under consideration for public-private competition.
Also missing is any guidance or policy on how often agencies will update their
competition plans and whether updates will be instigated by the agency, OMB, or
through consultation between the two.

The percentage of available commercial positions in competition plans may
seem higher than expected, particularly in light of the elimination of the 15% and
50%targets. However, agenciespossibly could have decided, despitethe elimination
of these goals, not to change their competition plans. As reported in Government
Executive:

Itis... not clear that OMB’ s move to scrap broad targets will result in fewer job
competitions. It seemsto have had little, if any, effect sofar. After her [July 24,
2003,] announcement, [Angela] Styles [then OFPP Administrator] went to a
meeting of the President’s Management Council, composed of the deputy
secretaries of each Cabinet department. Shetold them that OMB waswillingto
renegotiate their initial competitive sourcing plans, designed when the White
House was still prodding agencies to compete 15 percent of their jobs deemed
“commercial” under the 1998 Federal Activities Inventory Reform (FAIR) Act.
But few agencies took her up on the offer. “I haven't had that many [agencies)
comeback intotalk,” shesaid. “I think the agenciesare pretty comfortable with
their plans.”®

Possibly, federal government agencies have not taken advantage of the opportunity
to revisit their competition targets and plans.

OMB Guidance on Green Competitive Sourcing Plans. In a
memorandum dated December 22, 2003, the Deputy Director for Management,
OMB, advised agencies on how to prepare a green competition plan.®> Developing
and implementing “a long-range competition plan [FY2004-FY2008] is a
fundamental standard for success in achieving a green rating” on the competitive

& Jason Peckenpaugh, “Weighing In on Job Competitions,” Government Executive, Oct.
2003, p. 74.

62 Clay Johnson |11, Deputy Director for Management, U.S. Office of Management and
Budget, “Development of ‘Green’ Plans for Competitive Sourcing,” memorandum to the
President’ sManagement Council, Dec. 22, 2003, available at [ http://www.whitehouse.gov/
omb/procurement/index.html], visited Jan. 5, 2005.
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sourcing scorecard. A rationale offered by OMB for having (and implementing)
long-term plans is that the information contained therein will “ensure that
competitive sourcingisacarefully and regularly considered option for improving the
cost-effectiveness and quality of its [agency] commercial operations.”® The
memorandum does not include guidance on how to prepare a yellow competition
plan.

A summary of the components, as required by the memorandum, isasfollows:

a. General decision making process. Explainthegeneral processtheagency uses
to determine which commercial activities are competed.

b. Activities to be announced for competition. Identify the activities that the
agency is planning to announce for competition in FY 2004 (or other period
negotiated with OMB).

c. Handling of other reason code “ B” activities. For activities that are not
identified initem ... b[above], but have been designated asreason code B on the
2003 FAIR Act inventory, identify management’s plan for taking timely and
effective advantage of competition.

d. Potential constraints. Identify the most significant factors (up to three) that
limit the agency from giving greater consideration to competitive sourcing than
isreflected initsplan. Alsoidentify what the agency isdoing to minimizethese
constraints and when it expects to have minimized the constraints.®

Additional, detailed guidance is provided in an attachment to the memorandum. No
deadline is provided for submission of initial agency competition plans. Updated
plans are to be completed by August 1 of each year, and if any changes have
occurred, agency management is expected to explain them. OMB’sinstructions do
allow for an agency to identify (a) functions and associated FTEs that will not be
subjected to competition by the end of FY 2008 (the agency must provide arationale
for any activities that are excluded from competition plans) and (b) functions, and
associated FTES, that need further study in order to determine whether they should
be subjected to competition by the end of FY 2008.%*

The notion of devel oping along-term competition plan that includes all agency
functions with reason code B is consistent with OMB’s July 2003 and September
2003 competitive sourcing reports. The criteriafor long-term competition plans, as
described in the December 22, 2003, memorandum, allows agencies to determine
which functions and how many FTEsto compete each year (that is, an agency tailors
aplantoitsparticular needs and circumstances), encourages agenciesto compete all
commercia functions that carry reason code B, and relies on agencies to develop
rationales for carrying out public-private competitions. These were significant
features of the reportsissued by OMB in 2003. The requirement for all commercial

% |pid., p. 1.
8 |bid., pp. 2-3 (italicsin original).
% |bid., Attachment A, p. 2.
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activities carrying reason code B to be included on long-term competition plans
appears to reinforce the expectation that al of these functions eventualy will be
subjected to public-private competition.

Conclusion

OMB’ s approach to the establishment and application of competitive sourcing
goals has evolved since the inception of the Administration’s competitive sourcing
initiative in 2001. Originally, the goals of 5% and 10% applied to each agency.
Later, the cumulative goal of 15% was characterized as a government-wide,
aggregatetarget. Meanwhile, Congress passed | egislation directing OMB to provide
a rationale for competitive sourcing targets. In summer 2003, OMB announced
publicly that it had abandoned its numerical goalsand that it had begun collaborating
with agencies on the development of their competition plans. At that time, OMB
also revised the scorecard criteriafor competitive sourcing. Additionally, although
OMB dropped the long-term goal of 50%, it indicated that it expected agencies to
compete all functions identified as commercial and available. Guidance issued by
OMB on green competition plans suggests that agencies should plan to compete
most, if not al, eligible commercial activities. It remainsto be seen how successful
various agencies will be in meeting the revised scorecard criteria and in meeting
OMB’s expectation for competing al igible functions.
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Appendix A
Table 5. Executive Branch Management Scorecard: Competitive Sourcing Ratings
FY 2002 FY2003% FY 2004
June30 | Sept. | Dec.31 | Mar. [June30 | Sept. | Dec.31 [ Mar. June Sept.
30 31 30 31 30 30
Dept. of Agriculture red red red red red yellow |yellow |yellow |yedlow |yelow
Dept. of Commerce red red red red red yellow [ yellow |yellow |vyelow | yellow
Dept. of Defense red red red red yellow | yellow |yellow [yellow | green green
Dept. of Education red red red red yellow |[yellow [yellow |yellow |yelow | yelow
Dept. of Energy red red red red red yellow | yellow | green green green
Dept. of Health and Human Services red red red red red yellow | yellow | green green green
Dept. of Homeland Security red red red red red red yellow [ yellow [yellow | yelow
Dept. of Housing and Urban Development red red red red red red red red red red
Dept. of the Interior red red red red red yellow |yellow |yellow |yedlow |yelow
Dept. of Justice red red red red red yellow [ yellow |yellow |vyelow | yellow
Dept. of Labor red red red red red red red red yellow | yellow
Dept. of State red red red red red red red red red state
Dept. of Transportation red red red red red yellow | yellow |yellow [ green green
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FY 2002 FY 20032 FY 2004
June30 [ Sept. | Dec.31 | Mar. |June30 | Sept. | Dec.31 [ Mar. June Sept.
30 31 30 31 30 30

Dept. of the Treasury red red red red red red red yellow [ yelow | yellow
Dept. of Veterans Affairs red red red red red red red red red red
Army Corps of Engineers red red red red red red red red red red
General Services Administration red red red red red yellow | yellow [yellow [yellow | green
Environmental Protection Agency red red red red red red red red yellow | yellow
National Aeronauticsand Space red red red red red red yellow [ yellow [yellow | yelow
Administration
National Science Foundation red red red red red red red red red red
Office of Management and Budget red red red red red red red red red red
Office of Personnel Management red red red red yellow | yellow | yellow | green green green
Small Business Administration red red red red red red yellow [ yellow [yellow | yelow
Smithsonian red red red red red red red red red red
Social Security Administration red red red red red red red red yellow | yellow
U.S. Agency for International Development red red red red red red red red red red

Sour ces: President’ s Management Agenda Scorecards, available at [http://www.whitehouse.gov/results/agenda/scorecard.html], visited Jan. 5, 2005.
Note:
a. Comparisons between ratings received in FY 2002 and subsequent fiscal years might not be valid since the criteria for green and yellow ratings were revised in 2003.



