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The Department of Veterans Affairs FY 2008 Asset Management Plan (AMP)

The Department of Veterans Affairs (VA) is committed to supporting the President’s
Management Agenda and the Federal Real Property Asset Management Initiative. The
Asset Management Plan (AMP) details how VA complies with Executive Order 13327
and fully reflects the Federal Real Property Council’s current guiding principles and
elements, which are essential for an effective Federal asset management plan.

VA publishes its AMP on an annual basis. The AMP describes VA’s capital asset
management philosophy and serves as the blueprint for effectively managing assets to
provide a safe and appropriate environment for the delivery of cost-effective benefits to
veterans. The AMP is a living document that provides a high-level view of how VA
manages its assets, and incorporates the most up-to-date techniques and business
practices used inside and outside of VA.

By employing best business practices and maximizing the functional and financial value
of our capital assets through strategic acquisitions, allocations, operations, and
dispositions, VA will also continue to ensure that all capital investments are based on
sound business principles and — most importantly — meet our veterans’ health care,
benefits, and burial needs.
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Executive Summary

Within the Department of Veterans Affairs (VA), the Office of Management has the
primary responsibility for the governance, oversight and policies for the
Department’s current and future capital assets according to the guidelines and
requirements of the Office of Management and Budget (OMB) Circular A-11, the
Federal Real Property Council (FRPC), the Federal Acquisition Streamlining Act, and
the Government Performance and Results Act (GPRA). Each of these guidelines has
distinct requirements that VA has incorporated into polices for acquiring and
managing capital assets. The major elements of these guidelines are:

Strategic vision;

Manage what we have most effectively;
Make prudent investments;

Measure performance; and

Dispose or reuse assets we no longer need.

AR S

Strategic Vision

VA has both health care and non-health care assets. The CARES (Capital Asset
Realignment for Enhanced Services) study is the most comprehensive analysis of
VA'’s health care infrastructure that has ever been conducted. This master planning
process analyzed all VA medical centers, culminating in a final CARES decision that
provided the blueprint for current and future medical facility infrastructure needs to
support health care delivery for veterans. However, 18 sites proved to be too
complex for the initial analysis; therefore, a second phase was conducted to determine
suitability for future health care and re-use activities. These studies included
evaluating outstanding health care issues to recommend health care delivery options,
developing capital plans, as well as determining the highest and best use for
unneeded VA property. As of Spring 2008 all 18 studies have been completed.
Selected capital projects to implement CARES are listed in Appendix E.

Assets not related to the CARES process are considered Non-CARES. Assets in this
classification are acquired and managed to suit the unique functions of the National
Cemetery Administration (NCA), the Veterans Benefits Administration (VBA), and
Staff Offices. Non-CARES asset decisions are evaluated and scored through processes
similar to CARES, and take the current and future benefit delivery needs of veterans
and the mission of each resident function into consideration.

Manage What We Have Most Effectively
VA’s capital asset management program emphasizes ensuring capital investments

fully support the agency mission and strategic goals across all administrations within
the Department. VA uses a life-cycle approach to manage and maintain its assets. A
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life-cycle management approach develops and monitors asset performance using
physical assessment, operational and financial criteria. There are four stages in the
life-cycle of capital assets: formulation, execution, steady state, and disposal.

The formulation stage of asset acquisition includes the following: identifying a need,
concept definition, business case development, technical and strategic review,
business case approval, funding authorization, and budget appropriation. The
execution stage of the life-cycle includes the project award or procurement of the
asset; the steady-state stage is the operations and maintenance phase of in-service
assets; and the disposal stage is the final stage in the life-cycle where assets are retired
or disposed of.

During the steady state of an asset, it is VA policy to fully fund the maintenance and
repair of medical equipment and critical facility systems. VA must also account for
the estimated costs of deferring maintenance on all other asset types. Deferred
maintenance is the delaying of maintenance and routine repairs that may result in
either physical damage, lack of performance, or a decline in the useful life or
production of its assets. The failure to properly address routine maintenance and
repairs over time increases the operational funding required to maintain and repair

existing assets. VA’s estimated deferred maintenance costs for financial purposes, as
of the end of FY 2007: $3.7 billion.

VA also tracks its infrastructure needs through Facility Condition Assessments
(FCAs). FCAs include correction estimates for VA-owned land and buildings. Land
and buildings, including major systems, found to be in poor condition, critical
condition, or at the end of its useful life-cycle are identified in the FCA reporting
process. Correction costs do not include those major systems that are rated in fair or
better condition. VA’s total infrastructure FCA-needs are approximately $6.9 1 billion
as supported by the VA’s comprehensive Facility Condition Assessment Report.

The Department is addressing the current FCA deficiencies by:

e Providing $1.028 billion in funding to upgrade, maintain, or replace
existing facilities.

e Utilizing $573 million in non-recurring maintenance (NRM) funds in FY08
to address maintenance and FCA deficiencies; $550 million in FY07
supplemental appropriations and $326 million in additional FY08
appropriations to address FCA needs.

e Requesting $1 billion in NRM to address maintenance and FCA issues.

1 As of June 1, 2008, the FCA needs are approximately $6.9 billion.

2
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Make Prudent Investments

VA develops and implements capital asset management tools and initiatives in order
to improve asset management to ensure all capital investments are based on sound
business principles and - most importantly - meet our veterans” health care, benefits,
and burial needs.

e OMB Exhibit 300/Business Case Applications: Business cases include a
detailed project description and justification, with a focus on strategic
mission alignment; implementation information; cost and schedule
information; alternatives considered; cost-effectiveness analysis; and risk
analysis.

e VA Capital Investment Decision Models: VA'’s capital investment decision
models provide a structure to evaluate capital investment proposals. Each
investment proposal that passes the validity assessment is weighted and
scored by the VA Capital Investment Panel, (VACIP) using customized
decision models and analytic hierarchy software. The scores generated by
the decision software result in a list of investments ranked in priority order
for potential funding and execution. These scored proposals are presented
to the Strategic Management Council (SMC) for recommendation to the
Secretary for inclusion in the annual budget submission.

As a result of the capital investment process for CARES, VA fully or partially funded
42 major construction projects from FY 2004-2009 2. The total cost of the 42 projects is
$6.2 billion and $3.9 billion 2 has been appropriated for these projects. Of these 42
projects, Chicago, Pensacola, North Chicago, San Diego, and Tampa are physically
complete. There are two projects that meet the definition of CARES but are funded
outside the CARES investment process. These two projects are Biloxi and New
Orleans, which received emergency appropriations due to Hurricane Katrina.

Measure Performance

The Department tracks the project management performance of its asset acquisitions
such as construction projects. During the asset execution stage, VA monitors the time
schedules and costs of active projects and compares them against the planned
schedule. Project management measures are important to ensure projects are
completed in a timely and cost-effective manner. They also provide early alerts of
unnecessary delays and/or cost overruns.

The performance of VA’s operational assets, which occur during the steady state of an
asset’s life cycle, is measured against VA’s capital portfolio goals and Federal Real
Property Council (FRPC) measures. Aligned with the FRPC measures, the VA capital
portfolio goals ensure resources are maximized, assets (including veterans and VA
staff) are safeguarded, and all opportunities (public, private, or a combination

% The $3.9 billion includes VA’s FY09 request of $397,652,000 for major construction projects.

3
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thereof) are fully explored. The goals allow VA senior management to monitor the
overall health of the Department’s capital asset portfolio and engage in corporate
decision-making.

Additionally, VA measures asset performance by comparing its assets internally and
externally through benchmarking. VA’s Capital Asset Management System (CAMS)
provides the means and data to compare certain asset expenses to industry or
commercial benchmarks for its leasing and energy programs. Benchmarking and
trend analyses are also done within VA, encompassing comparisons across fiscal
years and between VA facilities.

Disposal

Disposal is the final stage in the life cycle of an asset. When VA determines that an
asset is no longer needed, disposal or reuse of the asset is considered. VA’s real
property disposal policy, Managing Underutilized Real Property, Including Disposal
(VA Directive and Handbook 7633) provides a standard methodology and criteria for
identifying appropriate underutilized assets for divestment.

When a real property asset is recommended for disposal, other VA entities are given
the opportunity to express interest in it. If there is no internal VA interest in the
asset, other disposal modalities may be considered in the priority order: enhanced-
use leasing, sharing, out-leasing, licenses, permits, easements and transfers (i.e.,
disposal via enhanced-use leasing authority, Capital Asset Fund, the State Veterans
Home program, and GSA authority) and like-kind exchanges. If none of these
options is viable, the property will become available for reuse by other Federal
agencies. If no other agency is interested, VA may utilize deconstruction,
mothballing, or demolition.
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CHAPTER 1: OVERVIEW OF VA
Introduction

VA provides world-class benefits and services to the millions of men and women who
have served this country with honor in the military. President Lincoln’s words
spoken nearly 150 years ago - “To care for him who shall have borne the battle, and
for his widow, and his orphan” - guide the efforts of more than 235,000 VA
employees who are committed to providing the best medical care, benefits, social
support, and lasting memorials to veterans and their dependents in recognition of
veterans’ service to this Nation. Within VA, there are staff offices as well as three
Administrations: Veterans Health Administration (VHA), Veterans Benefits
Administration (VBA), and National Cemetery Administration (NCA).

Veterans Health Administration (VHA)

VA operates the largest direct health care delivery system in America. VA meets the
health care needs of America’s veterans by providing a broad range of primary care,
specialized care, and related medical and social support services. VHA has a wide
range of land (15,708 acres), buildings (4,894) and equipment to accomplish VA’s
mission.

Veterans Benefits Administration (VBA)

VBA provides many benefits to the Nation’s veterans: compensation benefits,
pension benefits, education opportunities, vocational rehabilitation and employment
services, homeownership opportunities, and insurance services. VBA has smaller
equipment and land requirements than VHA, with the majority of its space needs
provided through direct or GSA leases (3, 742,084 SF).

National Cemetery Administration (NCA)

Through the National Cemetery Administration, VA honors veterans with final
resting places in national shrines and lasting tributes that commemorate their service
to the Nation. NCA requires land (16,770 acres) and equipment to accomplish VA’s
mission.

Staff Offices

The Department’s staff offices are critical to VA’s ability to deliver services to veterans
in a cost-effective manner. These offices provide a variety of services including
human resources management, financial management, information technology,
acquisition, and facilities management. Each Administration has its own asset



Asset Management Plan FY 2008

management function to implement and manage the goals and objectives of the
Department.

Office of Asset Enterprise Management (OAEM)

OAEM is one of six organizations under the jurisdiction of the Assistant Secretary for
Management. The Office of Management (OM) has two distinct missions: (1) to
support VHA, VBA, NCA, BVA, and staff offices as VA provides benefits and services
to our Nation’s veterans; and (2) to promote public confidence through stewardship
and oversight of VA business activities, ensuring their consistency with national
policy, law, and regulation. OM provides this support through strategic and
operational leadership for budget, financial management, acquisition and logistics,
and asset enterprise management functions.

OAEM provides oversight in the capital asset arena and works collaboratively with
all areas of the Department to ensure capital investments are based on sound business
practices and principles and - most importantly - meet our veterans’ health care,
benefits, and burial needs.

OAEM has primary responsibility for developing and promulgating the governance
policies, processes, decision-making, and performance measuring systems related to
the Department’s capital asset management. @ These responsibilities include
publishing the Asset Management Plan (AMP), coordinating the Presidential budget
and 5-Year Capital Plan for VA’s Major and Minor Construction programs, the 5-Year
Disposal Plan, as well as other infrastructure related programs and initiatives.

OAEM also participates as a key member on Federal interagency and White House
task forces, committees and councils that cover all aspects of effective stewardship,
accountability, and policy guidance for real property and capital assets in the Federal
government. OAEM also interfaces with OMB, GAO, Congress and interagency task
forces and work groups for the Department on VA capital programs.

Office of Construction and Facilities Management

To continue improving VA’s capital programs, the Department has centralized and
realigned VA’s construction and real estate programs. On February 18, 2007, VHA's
Office of Facilities Management reorganized and became realigned to the Office of the
Secretary as the Office of Construction & Facilities Management (CFM). CFM
provides design, major construction and lease project management, design and
construction standards, and historic preservation services and expertise to deliver
high quality and cost effective facilities in support of our Nation’s veterans. CFM’s
customers are VA employees in medical centers, community based clinics, regional
offices and national cemeteries.
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Key Strategic Planning Tool: Capital Asset Realignment for Enhanced Services

The Capital Asset Realignment for Enhanced Services (CARES) initiative—a
strategic planning process—provided a system-wide, data-driven assessment of
veterans’ health care needs within geographic markets, assessed the condition of
the infrastructure, and produced recommendations for the strategic realignment of
capital assets and related resources to better serve the needs of veterans. This
process identified the necessary infrastructure to provide high-quality health care
to veterans where it is most needed now, and in the future.

Through CARES, VA bases its plan for enhanced health care services on objective
criteria and analysis as well as cost-effectiveness, and in some cases, significant
capital asset restructuring. These plans take into account future trends in health
care delivery including changes in technology, demographic projections, physical
plant capacity, community health care capacity, facility condition assessments, and
work force requirements.

CARES provided a fundamental cornerstone upon which the capital asset
philosophy and strategies for the vast majority of VA’s asset inventory are
anchored.

VA Capital Asset Inventory

VA has a vast holding of diverse capital assets consisting of VA-owned buildings
and real estate, VA-leased buildings, enhanced-use and sharing agreements
pertaining to capital assets and major equipment. Assets include hospitals, clinics,
cemeteries, office buildings, and medical and non-medical equipment.

Overall, VA owns 5,242 buildings and 32,643 acres, holds 1,170 leases, and maintains
546 asset-related agreements. Each administration and VA’s Staff Offices maintain
portfolios of both owned and leased assets and agreements to serve their
organizational needs. Table 1-1 reports each organization’s portfolio of assets. Each
organization is briefly described in Table 1-1 on the following page.
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Table 1-1: VA Capital Asset Inventory

VA Capital Asset Inventory - Data as of: End of Year, 2007

A O ed A e = A e A et-Related Aaree e
a Bldgs. | Historic SF Vacant Acres Leases SF Enhanced Outlease Sharing Energy
Bldgs. SF Use Agreements | Agreements | Conservation
Leases * ** Measures
VHA 4,894 | 1531 | 142,035581 | 7,275,484 | 15,708 956 7,608,797 43 319 184 313
VBA 7 0 605,018 0 0 173 3,742,084 0 0 0 0
NCA 334 112 965,839 0 16,770 4 8,715 1 4 0 0
SO 7 1 1,592,008 0 165 37 1,771,994 2 3 0 0
VA TOTALS 5,242 1,644 145,198,446 | 7,275,484 | 32,643 1,170 13,131,590 46 326 184 313
* Includes only Awarded EU Agreements
** Includes Outleases, Permits, Licenses,
Intra-Agency, and Inter-Agency Agreements

Department of Veterans Affairs Office of Asset Enterprise Management

Veterans Health Administration (VHA); Veterans Benefits Administration (VBA); National Cemetery
Administration (NCA); Staff Offices (SO)

VA has implemented its capital asset management philosophy based on the
Government Performance and Results Act (1993); Federal Acquisition Streamlining
Act (1994); OMB’s Capital Programming Guide (Appendix 13 of OMB Circular A-11);
Executive Order 13327, Federal Real Property Asset Management; Executive Order
13423, Strengthening Federal Environmental, Energy, and Transportation
Management ; the Energy Policy Act of 2005; the Energy Independence and Security
Act of 2007; and other Federal initiatives.

e Government Performance and Results Act (1993): The Government
Performance and Results Act (GPRA), holds Federal agencies accountable for
using resources wisely and achieving program results. GPRA requires
agencies to develop plans for what they intend to accomplish, measure how
well they are doing, make appropriate decisions based on the information they
have gathered, and communicate information about their performance to
Congress and the public.

GPRA requires agencies to develop a five-year Strategic Plan, which includes a
mission statement and long-term goals and objectives; Annual Performance
Plans, which provide annual commitments toward achieving the goals and
objectives presented in the Strategic Plan; and Annual Performance Reports,
which evaluate an agency's progress toward achieving performance
commitments.

e Federal Acquisition Streamlining Act (1994): This act requires Federal agencies
to demonstrate sound decision-making and a results-oriented focus when
planning for projects and to effectively manage ongoing programs to achieve
intended results.
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e OMB’s Capital Programming Guide (Appendix 13 of OMB Circular A-11): The
Capital Programming Guide provides guidance for a disciplined capital
programming process, as well as techniques for planning and budgeting,
acquisition, and management and disposition of capital assets. Agencies are
provided flexibility in how they implement the capital programming process.
This guide is the template for Federal agencies to use long-range planning and
a disciplined, integrated budget process as the basis for managing a portfolio
of capital assets. The expected results are decisions that lead to achievement of
performance goals with the lowest life-cycle costs and least risk. This process
should provide agency management with accurate information on acquisition
and life-cycle costs, schedules, and performance of current and proposed
capital assets.

e Executive Order 13327, Federal Real Property Asset Management: The Federal
Real Property Asset Management Executive Order (EO) mandates all agencies
establish asset management plans. The Federal Real Property Council
established 24 data elements for real property that all agencies are to report on
annually at the asset level including the four performance measures: 1)
Utilization Rate; 2) Operations and Maintenance Cost; 3) Condition Index; and
4) Mission Dependency.

e Energy Policy Act of 2005 (EPAct 2005): EPAct 2005 sets a new reporting
baseline (2003) and annual target (2%) for Federal agency energy efficiency
improvement. It also calls for building-level electric metering in all Federal
buildings by 2012; reauthorizes Federal authority for energy savings
performance contracting through FY 2016, mandates that new Federal
construction and major renovation projects incorporate the Five Guiding
Principles of Sustainable Design and be designed to 30% below ASHRAE
(American Society of Heating, Refrigerating and Air-Conditioning Engineers)
standards; and sets minimum renewable electricity consumption targets by
year.

e Executive Order 13423, Strengthening Federal Environmental, Energy, and
Transportation Management: President Bush signed this executive order (EO)
on January 24, 2007. It builds on and supersedes five previously issued
“Greening the Government” EOs. Among other provisions, the EO sets the
following new and more stringent requirements: 1) Achieve a reduction in
energy consumption intensity (vs. FY 2003 baseline) of 3% annually from FY
2006-2015; 2) Achieve reduction in water consumption intensity (vs. FY 2007
baseline) of 2% annually from FY 2008-2015; 3) Ensure that 50% of required
renewable energy comes from new sources (those placed in service after
January 1999); and 4) By 2015, 15% of building inventory to incorporate the
sustainable practices in the Guiding Principles for Federal Leadership in High
Performance and Sustainable Buildings. For new Federal construction it sets
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additional requirements: 1) A 30% reduction in energy usage in new facilities;
2) A 20% reduction in energy usage for major renovations; 3) Implementation
of a collaborative, integrated planning and design process; 4) Total building
commissioning; 5) A 20% reduction of potable water and ; 6) Other
sustainability practices based on the Guiding Principles of Federal Leadership.

e Energy Independence and Security Act of 2007 (EISA 2007): This act, among
other things, integrated EPAct 2005 and EO 13423 energy efficiency goals for
Federal agencies, providing a schedule through 2008 and mandating 3%
annual improvement thereafter through 2015. It also requires agencies to
conduct energy audits at facilities constituting at least 75% of total agency
energy use every 4 years; mandates web-based tracking of energy conservation
measure implementation and use of a benchmarking system; calls for
equivalent metering of natural gas and steam use; and sets stringent fossil fuel
use reductions for new construction and major renovation projects.

VA acquires, manages and maintains its capital assets through the following
programs:

Major Construction

The Major Construction Program is for constructing, altering, extending, and
improving any VA facility, including planning, architectural and engineering
services, Capital Asset Realignment for Enhanced Services (CARES) activities, and
assessments and site acquisition where the estimated cost of a project is greater than
$10 million.

Minor Construction

The Minor Construction Program is for constructing, altering, extending and
improving any VA facility, including planning, assessment of needs, architectural
and engineering services, site acquisition and disposition, where the estimated cost
of a project is $10 million or less.

Non-Recurring Maintenance (NRM)

Non-Recurring Maintenance (NRMs) projects are the primary source for
infrastructure upkeep, replacement and upgrades for medical and administrative
facilities as well as national cemeteries. These projects are also used to provide a safe
and effective environment by correcting critical infrastructure deficiencies as
indicated in the Facility Condition Assessment (FCA) report. NRM projects range in
size from just a few thousand dollars to several million dollars.

Energy

VA’s energy management program is designed to meet the requirements of the
Energy Policy Act of 2005 and EO 13423, the Energy Independence and Security Act
of 2007 (EISA 2007), and to achieve internal goals. Since September 2005, a
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Department-wide, cross-functional task force has been coordinating energy
management activities. This task force is responsible for facilitating implementation
of VA’s Energy Management Action Plan, which serves as VA’s blueprint for
meeting its energy challenges. The energy program expanded in FY 2007 to include
environment and vehicle fleet management, and encompasses sustainable building
as well.

VA evaluates its portfolio of capital assets through the following:

Federal Real Property Council (FRPQC)

In January 2003, the Government Accountability Office (GAO) designated federal real
property a high-risk area in its Performance and Accountability Series: Major Management
Challenges and Program Risks. GAO cited long-standing problems with excess and
underutilized property, deteriorating facilities, unreliable real property data, and
costly space in its initial report on the topic.

To address and reinforce major reform efforts, Executive Order 13327, Federal Real
Property Asset Management created the FRPC. The FRPC is chaired by the Deputy
Director of OMB. Members include the Controller of OMB, the Administrator of
General Services Administration (GSA), and the appointed Senior Real Property
Officers from every federal agency. The Assistant Secretary for Management serves
as VA’s Senior Real Property Officer. Collectively the FRPC develops guidance and
establishes asset management principles, collects specified inventory data elements,
and performance measures for all Federal agencies.

Since its inception in 2004, VA has fully participated in FRPC efforts. This
participation includes an active role in three of the FRPC (sub) committees. They are
the Asset Management Plan Committee, Inventory and Performance Measures
Committee and Systems Committee. These committees generally meet on a quarterly

basis. GSA publishes common performance measures and standards adopted by the
FRPC.

Performance Metrics

VA follows FRPC guidance and OMB reporting requirements, in addition to
developing its own performance metrics. Asset performance is compared using both
internal and external benchmark analysis. Within VA, benchmarking encompasses
comparisons across fiscal years and between VA facilities.

Agency Mission and Strategic Goals

VA’s capital asset management philosophy emphasizes ensuring capital investments
fully support the agency mission and strategic goals. Capital investments must
contribute to carrying out the Department’s mission by filling performance gaps.
This important linkage between capital asset investment and performance and the
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Department’s mission and strategic goals is stressed throughout the life cycle of an
investment.

VA strives to meet the needs of the Nation’s veterans and their families today and
tomorrow by:

e Functioning as a single, comprehensive provider of seamless service to
the men and women who have served our Nation;

e Cultivating a dedicated VA workforce of highly skilled employees who
understand, believe in, and take pride in our vitally important mission;

e Continuously benchmarking the quality and delivery of our service
with the best in business and using innovative means and high
technology to deliver world-class service; and

e Fostering partnerships with veterans’ service organizations, the
Department of Defense and other Federal agencies, state and local
veterans organizations, and other stakeholders to leverage resources
and enhance the quality of services provided to veterans.

VA’s strategic goals guide our asset management goals. VA’s goals are listed below:

Strategic Goal 1 - Restore the capability of veterans with disabilities to the greatest
extent possible and improve the quality of their lives and that of their families.

Strategic Goal 2 - Ensure a smooth transition for veterans from active military
service to civilian life.

Strategic Goal 3 - Honor and serve veterans in life and memorialize them in death
for their sacrifices on behalf of the Nation.

Strategic Goal 4 - Contribute to the public health, emergency management,
socioeconomic well-being, and history of the Nation.

Enabling Goal - Deliver world-class service to veterans and their families by
applying sound business principles that result in effective management of people,
communications, technology, and governance.

Governance of VA’s Capital Asset Management

The Strategic Management Council (SMC) is the governing body within VA
responsible for overseeing effective and efficient capital asset management. Chaired
by the Deputy Secretary and composed of the deputies to each administration, as
well as the heads of a number of key staff offices, the SMC oversees the approval of
all capital investment proposals that exceed certain thresholds, represent a high risk
or high visibility, or are crosscutting. The SMC assesses and reviews capital
investment proposals; evaluates, scores, and prioritizes proposals; and makes
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recommendations to the Secretary for final approval. The table below provides the
capital investment thresholds by asset category requiring SMC review.

Table 1-2: Thresholds for Capital Investments Requiring SMC Approval

Total Acquisition Costs

Categories VHA VBA 3 NCA Staff Offices
Infrastructure Proposals ! $10M $10M $10M $2M

Medical Equipment $1M/piece N/A N/A N/A

Non-Medical Equipment $500,000/piece $500,000/piece $500,000/piece $500,000/piece
Information Technology:

Total Acquisition Costs or $10M or $2M or $1M or $1M or

Life-Cycle Costs $30M $6M $3M $3M

Leases/GSA Space Assignments $600,000 $600,000 $600,000 $600,000

Energy Savings Performance $7M/Facility or $7M/Facility or $7M/Facility or $7M/Facility or
Contracts 2 $10M/Multiple Facilities $10M/Multiple Facilities $10M/Multiple Facilities $10M/Multiple Facilities

Thresholds for Capital Investments Requiring Submission for Information Purposes Only
Total Acquisition Costs

Categories VHA VBA 3 NCA Staff Offices
Enhanced-Use Leases 4 $7™ $7M $7M $7M
Enhanced Sharing Agreements ~ ° $7M N/A N/A N/A

1Threshold includes the Construction and Medical CARE (NRM) appropriations.

2Multiple facilities means more than two facilities, with not one of the involved facilities value in the task order exceeding $7.0M.

3Business case application required for all new regional office building (at new or existing sites) in excess of $4.0M. These will be reviewed by the
Office of Management as part of the operating budget plan approval process.

“4Total value of proposal exceeds $7.0M in NPV over the term of the proposal (both VA and developers).

SEnhanced Sharing Agreements for space will use the E-U threshold. For all other VHA categories, existing threshold will apply.

VA Capital Investment Panel

The VA Capital Investment Panel (VACIP) is a senior staff level body created to
support the SMC. The panel is the liaison for the SMC and the administrations in
evaluating, improving or defending both the capital investment process and
individual proposals. The VACIP’s role is to assess and review capital investment
proposals, evaluate, score, and prioritize proposals, and make recommendations to
the SMC. As part of the VA’s capital investment and planning process, all major
capital investments are evaluated using a multi-criteria, weighted decision model.
VA evaluates the capital decision models criteria on an annual basis to ensure the
models appropriately reflect the current priorities, strategic goals and policy
decisions.

Monthly Performance Review

At the steady-state life-cycle phase, the performance of capital assets are tracked and
reported for oversight at two levels. A business group, chaired by OAEM and made
up of administration and staff office representatives, meets on a quarterly basis to
review and validate asset performance reports. Underperforming assets are
discussed with the group representatives. If necessary, the business group
representatives are asked to prepare action plans to correct underperforming assets.
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Capital asset performance reports are presented quarterly at the Secretary’s Monthly
Performance Review (MPR). The reports cover year-to-date performance and year-to-
year comparisons for VA overall and the administrations. The reports also share
administration action plans and progress, and incorporate plans for continuing
capital portfolio improvements. The quarterly MPR reports are a critical decision-
making element of VA’s President’s Management Agenda (PMA) Real Property
Initiative and scorecard.
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CHAPTER 2: VA’S CAPITAL ASSETS

The fundamental goal of VA’s capital asset philosophy is to ensure that all major
capital decisions, including high-risk and/or mission-critical projects, are based upon
sound business and economic principles; promote the One VA vision by linking
diverse but complimentary objectives; align with the overall strategic goals and
objectives of VA; address the Secretary’s priorities by emphasizing program
objectives in support of internal goals; and support the President’s Management
Agenda.

VA Asset Classes

VA'’s capital asset portfolio consists of four categories. VA views these assets as a
single comprehensive portfolio. At each stage of the asset’s life cycle, VA’s corporate
portfolio goals help identify deficiencies that VA can target to improve asset
efficiency and effectiveness in delivering services to veterans. VA’s asset classes
include:

1. Buildings and Land
e Building systems, additions, new construction, renovation,
parking garages, and acquisitions and disposal of properties.
This category also includes site acquisitions.
2. Equipment
e Medical Equipment: Any diagnostic or treatment modality used
in the delivery of health care. This category includes items such
as cardiac-catheterization laboratory equipment, magnetic

resonance imaging, and linear accelerators.

e Non-Medical Equipment: Non-recurring equipment items that
are used by VA for services not related to patient diagnostics.

3. Leases/General Services Administration (GSA) Space Assignments
e Direct Lease: A contract vehicle that enables VA to become a
tenant and rent space and accompanying building services for a

specified period at a negotiated rate.

e GSA Space Assignment: Leased space acquired from GSA.
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4. Agreements

Energy Savings Performance Contracts (ESPC): A legislated
mechanism that allows Federal agencies the option to pay for
energy efficiency improvements over multiple years out of
operating budgets, based on the savings generated by the
improvements. VA’s energy management program features
ESPC as one among a set of prioritized energy investment
funding and procurement vehicles. An ESPC contractor is
competitively selected to invest its capital in a set of VA-
identified energy improvements, which result in significantly
reducing VA energy costs and consumption over what would
have been the case had the investment not been made. VA
repays project costs out of the stream of cost savings generated
by the energy improvements.

Enhanced-Use Leasing: Leasing underutilized VA property on a
long-term basis to non-VA users for uses compatible with VA’s
mission. The Department is able to obtain facilities, services,
money, or other in-kind consideration for VA requirements that
would otherwise be unavailable or unaffordable.

Enhanced Sharing Agreement: Allows individual medical
facilities to contract for services with any health-care provider,
entity or individual. These contracts can include a wide array of
health care resources. There are no maximum dollar limitations
for the investments.

The Life-Cycle Approach

Many of the asset management principles to which VA adheres, and which the
Federal Real Property Council (FRPC) has endorsed, are being implemented through
a life-cycle approach. The Department’s asset management philosophy is to reduce
underutilized space and the associated operating costs. The Department employs
performance management techniques to monitor asset performance on a regular
basis through the entire life cycle of an asset. Each significant capital investment is
tracked through its entire life cycle: formulation, execution, steady state, and
disposal. The chart on the following page represents the life-cycle process.
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Figure 2-1: Capital Investment Life Cycle

Milestone 0-1 Milestone 2 Milestone 3 Milestone 4
> Formulation > > Execution > > Steady—state> > Disposal >
Concept definition to Project award through Maintenance in the The retirement and
funding authorization & build-out operational state disposal of assets
budget appropriation or
business case approval

1. Formulation Stage

The formulation stage of the life-cycle approach begins when a need is identified and
the concept for a capital asset is developed and proposed. The formulation stage
ends when the business case is approved and the asset is funded. The three phases
within the formulation stage are discussed below.

Functional Development Phase: The functional development phase is at
the operational level, and may occur either at Central Office or the field
level. This phase is where needs are realized, gap analyses are
completed, proposals are developed, and solutions are ultimately
applied. In this phase, initial ideas for capital investments are developed
and concept papers are completed.

The functional development phase provides the foundation to support
the need for a new capital asset. Data is gathered on strategic linkage,
alternatives, cost-effectiveness and risk as the business case is formed.
The varying levels of review strengthen the case for a new capital asset.
Proposals undergo review first within each administration (VHA, VBA,
and NCA) or staff office. A decision is made whether to return the
proposal for further development, decline the proposal, or forward the
proposal for higher-level consideration by the SMC.

OMB 300 Application Business Case

As part of the functional development phase, OMB Exhibit 300 business
case applications are developed. These comprehensive Exhibit 300
business case applications contain much of the information needed for
senior management to make well informed decisions regarding specific
capital assets. VA has utilized the Exhibit 300 application since FY 2000
and began entering Exhibit 300 applications in the VA’s Capital Asset
Management System (CAMS) beginning in the FY 2004 budget cycle.
The business case application captures critical asset specific information
including building profile, performance measures and goals, financial
management data, and exit strategy and serves as an historical record.
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As a web-based system, CAMS allows VA personnel including facility
managers, capital asset managers, project managers, and Central Office
staff to access the application and update or track project performance
throughout the asset’s life cycle. The most important elements of the VA
business case include:

e Detailed project description and justification, with a focus on strategic
alignment;

e Implementation information;

e Cost and schedule information;

e Alternatives considered;

o Cost-effectiveness analysis; and

e Risk analysis.

The information contained in CAMS allows VA to capture and review detailed
project information and strategic linkages for capital investment decisions.

For the FY 2010 planning cycle VA improved the application review process
for VHA major construction projects to better gauge the cost of these projects.
In order to develop more accurate cost and project scopes, VA decided to
prioritize its projects earlier in the planning cycle than in previous years. To
accomplish this, the Exhibit 300 business case application and corresponding
decision model criteria were revised, with more emphasis placed on improving
infrastructure quality, workload projections, and strategic goals.

By making the review process earlier in the budget preparation cycle, VA is
allowing its engineers and cost estimators additional time to develop more
refined project proposals to submit as part of the 2010 budget request, as well
as future budget years. This process improvement will allow VA to make
better informed decisions on which projects to recommend for funding going
forward.

Strategic Linkage

Each application must provide a description and justification that addresses
VA or administration-specific strategic goals.

Alternatives Considered

An alternatives analysis is an evaluation of all feasible options addressing a
known performance gap. Options are evaluated against each other to
determine potential strengths and weaknesses prior to requesting project
funding. The comparison of strengths and weaknesses allows the Department
to make a sound decision on the options considered.
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OMB has provided a list of seven possible alternatives which can be
considered during the formulation stage of a capital asset project. During the
formulation of a proposal, a minimum of four alternatives must be considered,
one of which must be the status quo to use as a comparative baseline. Two
other alternatives that must also be investigated are renovation and contracting
out. Other alternatives that can be considered during the formulation process
are build, buy, lease, and share. The Exhibit 300 has a specific section for
entering alternatives analysis data as well as a section for explaining why the
chosen option is the preferred option for meeting program goals. The table on
the below presents potential alternatives for the project categories including
but not limited to the following options:

Table 2-1: Potential Alternatives3

Status Contract Total
Project Category Renovate Build Buy Lease Share for ,
Quo : Options
Function

Infrastructure X X X X X X X 7
Lease X X X X X

Non-Medical X X X X X

Equipment

Medical X X X X X 5
Equipment

Enhanced-Use X X X X X 5
Leasing

Enhanced Sharing X X X X 4
Agreement (ESA)

Energy Savings X X X X X 5
Performance

Contract (ESPC)

Cost-Effectiveness Analysis

Cost-effectiveness analysis (CEA) is an important component of the VA
decision-making process. It is a useful tool for evaluating competing
alternatives. Cost-effectiveness analysis evaluates the total life-cycle costs per
project, and then compares it against other viable alternatives (e.g., lease, build,
contract out) and the status quo. Each capital investment project application
has a section devoted to CEA. VA has developed a standard template to
collect and analyze significant cost data and compare alternatives. Once users
populate the constant value fields in the template, it automatically calculates

® Alternatives in this table are for illustrative purposes only and are not to be construed as a complete listing as
enhanced-use leases, enhanced sharing agreements, and energy savings performance contracts that have multiple

options.
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inflated and discounted values including net present value for all the
alternatives considered. This data is reviewed by the VACIP to assist VA in
making sound capital decisions, and ensure alternatives are compared in a
consistent and appropriate manner. Projects that provide the most services in
a more cost-effective manner will receive higher scores in the evaluation
process.

Risk Analysis

Risk analysis identifies the possible factors that can affect capital investments.
The risk evaluation process is completed for each alternative and is composed
of three steps: identifying and scoring risks; rationalization; and control.
There are ten significant risk components to be considered:

e Schedule;

e Initial costs;

e Life-cycle costs;

e Technical obsolescence;

e Feasibility;

e Reliability of systems;

e Dependencies and interoperabilities;

e Surety (asset protection);

e Creation of a monopoly; and

e Capability of agency to manage the project.

Technical Review Phase: In the technical review phase, approved proposals
have been developed into either planning or acquisition applications and
receive technical and financial scrutiny from Department-wide councils or
administration boards, as well as initial prioritization within the owner
organization.

Proposals that do not pass a technical review are returned for further
development, while proposals that do pass are forwarded to the VA Capital
Investment Panel (VACIP) for strategic review.

Strategic Review Phase: Proposals of all asset types within the Department
are reviewed. The VACIP validates and scores the proposal applications and
prioritizes the proposal applications through its scoring methodology across
asset types. The VACIP then provides recommendations to the SMC on which
projects to include in the annual budget request to OMB. The SMC
recommends approval of scored proposals, and submits them to the Secretary
for final approval. CARES projects are ranked based on six criteria, including
service delivery enhancements; safeguarding assets (patient life- safety
projects); special emphasis (e.g., spinal cord injury, blindness, serious mental
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illness); capital asset priorities/portfolio goals; Departmental alignment (DoD
collaboration and strategic alignment); and financial priorities. Non-CARES
projects are scored and ranked by the VACIP, using some of the same criteria
with the exception of service delivery enhancements and special emphasis
criteria. A customer service criterion is included with the non-CARES model.
Brief descriptions of the criteria utilized for both models are included in
Appendix A.

VA Capital Investment Decision Models

The strength of the VA capital investment planning process is that it
encourages continual improvement and refinement as a response to customer
needs. Stakeholder suggestions, veteran needs and environmental factors are
monitored in order to modify the decision model to address changing needs
and priorities. VA revisits its decision model and re-evaluates the criteria and
sub-criteria on an annual basis to ensure the decision model is meeting these
needs.

The capital investment decision models used by VA provide a structure to
evaluate capital investment proposals. The structure is part of a multi-
attribute decision methodology, the Analytic Hierarchy Process (AHP), which
is used to score capital investment proposals. AHP is an established, accepted
process used in a number of commercial and public industries. AHP software
allows multiple factors to be considered, while imposing a disciplined
approach to the decision-making and prioritization process. A hierarchical
approach helps to structure the problem and break it down into specific
components. These components are called decision criteria (definitions of the
criteria and the specific models are found in Appendices A and B). AHP uses
a hierarchical model comprised of a goal, criteria, sub-criteria, and alternative
outcomes for each problem or decision. Such models combine evaluations or
decisions using both quantitative and qualitative criteria.

The VACIP uses the capital investment decision models and decision software
to evaluate and score capital investment proposals. The scores are generated
by the decision software and result in a list of investments ranked in priority
order. The VACIP then provides recommendations to the SMC on which
projects to include in the annual budget request to OMB. The SMC
recommends approval of scored proposals to the Secretary for final approval.
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2. Execution Stage

Once an asset is approved by OMB and receives funding by Congress, it enters the
execution stage of its life cycle. Here the emphasis is on measuring planned and
actual schedules (design and construction awards, and activation dates, or
acquisition) and costs at each phase of the asset’s initiation. Performance indicators
have been developed, tracking each type of asset.

3. Steady-State Stage

Once an asset becomes fully operational, the steady-state life-cycle stage is entered.
A steady-state asset is no longer monitored based on its own project milestones and
health, but is merged into the overall facility operations. The tracking of health in
steady state is performed at the facility or station level. VA is developing further
performance analysis down to the building level. VA’s corporate portfolio goals are
generally focused on the steady-state phase of capital asset life-cycle.

VA’s Capital Asset Management System (CAMS) is the Department’s recognized
system for tracking and reporting the performance of steady-state assets. CAMS
merges data from multiple systems from across the Department. Two primary
sources of data for VA steady-state capital assets are the Capital Asset Inventory
(CAl) database (for inventory information) and VA’s Financial Management System
(EMS) (for financial data). CAI is operated by the Office of Construction & Facilities
Management, with data input and maintenance accomplished locally using desk-top
web access. The database contains essential inventory information on all VA
administrations. The major components of the CAI database are:

e Owned buildings

e Land

e Leases

e Space Driver (space usage model)

e Facility Condition Assessment

e Historic Preservation

e Asset-based agreements such as enhanced-use leases, sharing
agreements, donations, permits, licenses, energy agreements and Inter-
agency agreements.

e Disposals

VA has two key efforts underway to improve data analysis. The first is Business
Intelligence (BI), an Office of Asset Enterprise Management (OAEM) initiative to
enhance the current Capital Asset Management System (CAMS) data reporting
capabilities with the addition of a customized BI toolset. Some of the current
reporting requirements are beyond the technical capability of the current CAMS
architecture or are inefficient to use. BI will also cut CAMS maintenance costs by
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reducing the number of servers required to run the system. BI is scheduled for
production in FY 2009.

The Federal Financial Management Improvement Act of 1996 requires accountability
of actions taken and control over the Federal government’s financial resources. The
Office of Asset Enterprise Management (OAEM) is responsible for developing,
implementing, and maintaining a capital asset management system that will enable
VA to collect, analyze, monitor, and report data regarding VA’s capital asset
portfolio. The following capital assets qualify as Agreements to be included in
CAMS:

e Enhanced-Use Lease (EU);

e Enhanced Sharing Agreements (ES);

e Energy Savings Performance Contract (ESPC); and

e Outlease (VA space or land in use by a non-VA entity either by lease,

permit, license or donation).

In order to improve the Department’s ability to track costs and revenue associated
with an agreement, unique codes are issued for each agreement centrally by OAEM
and tracked in VA’s accounting and financial management system.

VA is assessing the data fields captured in CAI, with the aim of improving reporting
functions and work processes associated with real property. Ultimately, this
improved data structure will be absorbed into VA’s future Strategic Asset
Management (SAM) IT system, which will become the system of record for all VA
assets.

The other key source system for CAMS is FMS. FMS is VA’s accounting system and
CAMS extracts obligation and expenditure information to sort into cost categories
(e.g., operating and maintenance, leasing, energy, etc). The data is available at the
local facility, region, administration and national levels.

Other elements required for tracking and reporting on steady-state assets include
energy consumption and workload data. These additional source systems include:

e VHA Support Service Center (VSSC) - VHA & VBA energy consumption

e VHA'’s Patient Treatment File (PTF) and Outpatient Clinic (OPC) file - VHA
workload

e NCA’s Management and Decision Support System (MADSS) - NCA workload
and energy consumption

e VBA’s Workload Management (DOOR) - VBA workload

e VA PAID - Workload

Data from CAMS can be viewed separately or in collectively to track the health of
steady-state assets. For example, CAMS reports space utilization using CAI data, as
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well as provides summary reports on costs per gross square foot using FMS and CAI
data. CAI and FMS played a critical role in meeting Federal Real Property Council
inventory reporting requirements.

4. Disposal Stage

The final stage of an asset’s life cycle is disposal. If an asset proves to be
underutilized or costly to maintain, it is considered for disposal. VA has developed a
real property disposal policy to identify these assets. Disposal is discussed in
Chapter 5
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CHAPTER 3: VA’s CAPITAL PORTFOLIO, VALUATION AND FUNDING

VA uses two primary mechanisms for measuring the value of the Department’s
assets, book value and plant replacement cost. Book value follows standard
accounting practices (cost less depreciation) and plant replacement value is the
market value to replace an existing asset and is consistent with FRPC guidance.

Book Value

Each year VA publishes audited consolidated financial statements, which include the
book value of capital assets. Capital assets include land, property, plant, and
equipment. The book value is the net amount shown for an asset from the balance
sheet. It equals the gross cost less the related valuation account. Book value is based
on historical cost and will differ from present market value.

The FY 2007 audited financial statements reflected the following book values:

Book Value ($ in millions)

as of Sept 30, 2007*
Land and Improvements $ 389
Buildings 7,914
Equipment 1,498
Construction in Progress 1,573
Other 802
$12,176

*Source: VA FY 2007 Annual Performance and Accountability Report

Plant Replacement Value

Consistent with FRPC requirements, VA annually calculates and reports the
replacement value of its existing buildings and structures. The FRPC guidance
defines replacement value as “the cost of replacing the existing constructed asset at
today’s standards.” VA uses the following formula provided in the guidance:

Replacement Value = Square Feet x Unit Costs x Overhead Factor

The square footage of VA’s owned buildings and structures is taken directly from its
capital asset inventory. Unit costs are determined by the Office of Construction &
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Facilities Management’s (CFM) Capital Cost Guides and vary according to an asset’s
function (e.g., hospital, office, warehouse, etc.) and geographic location. VA used a
construction overhead factor of 5.8 percent in FY 2007, per OMB economic
assumptions.

FRPC guidance defines replacement value as “the cost of replacing the existing
constructed asset at today’s standards.” Overall, VA reported a total replacement
value of buildings and structures at $85.249 # billion for FY 2007. VA reports
replacement value for FRPC purposes at the individual constructed-asset level.

VA’s Capital Asset Funding Mechanisms

In concert with VA’s capital asset management philosophy and business practices,
the Department develops an annual budget request to submit to Congress.

The Appropriations Process

Congress provides funds through an annual appropriations bill, for VA to make
payments out of the Treasury for specified purposes. Capital asset investments are
funded through the Construction, Major appropriation (for projects over $10

million) and Construction, Minor appropriation (for projects less than $10 million).

Major Construction

The Major Construction Program is for constructing, altering, extending, and
improving any VA facility, including planning, architectural and engineering
services, Capital Asset Realignment for Enhanced Services (CARES) activities,
assessments and site acquisition where the estimated cost of a project is $10 million
or more.

Accomplishments

e Since the initial CARES decision announcements in May 2004, 42 VHA
major construction projects have been fully or partially funded with
appropriations from FY 2004 - 2009. Two projects funded with
Hurricane Katrina emergency supplemental appropriations fell outside
the CARES investment process. The total funding received for the 42
projects is $6.2 Billion, including $3.9 Billion in FY 2009 major
construction appropriations. °

e Five projects have been completed in Chicago (Modernize Inpatient
Space), Pensacola (Outpatient Clinic), North Chicago (Surgical

* The $85.249 billion total replacement value is from the FY 2007 Federal Real Property Report (May 2008).
® This includes VA’s FY09 request of $397,652,000 for major construction projects.
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Suite/Emergency with DoD), San Diego (Seismic Correction to
Building 1), and Tampa (Spinal Cord Injury Expansion).

e Construction contracts have been awarded on seventeen projects.

e Ten projects are now in the design phase. Architect/Engineering firms
have been selected for each of these projects and these firms are in
various stages of design.

e Eight projects are in planning or pending site acquisition.

Challenges

e Two major challenges face the Department in continuing to implement
the CARES program. The first challenge is costs associated with a very
robust worldwide construction economy coupled with rapidly
increasing costs for labor and building materials. These market trends
are exacerbated by rising fuel prices. It has become increasingly
difficult to attract more than one or two bidders given the amount of
commercial work available to the industry. All of these factors make it
a challenge to stay within budget. Despite these challenges, VA
awarded 21 of 25 planned major contracts through FY 2007.

e The second challenge for VA is the significant funding required to
continue with the CARES process. Of the 42 projects that have been
included in VA’s budget requests, several have funding only for
design. An additional $2.2 Billion is needed for the construction of
these facilities.

Please see Appendix E for a status report on the CARES projects.

VA invests in capital assets through the Minor Construction appropriation account.

Minor Construction

The Minor Construction Program is for constructing, altering, extending and
improving any VA facility, including planning, assessment of needs, architectural
and engineering services, site acquisition and disposition, where the estimated cost
of a project is less than $10 million.

VA’s Capital Asset Budget Request Mechanisms

Maintaining VA’s Assets through Development of VA Facility Sustainment Model
VA developed a Department-wide sustainment model based on the framework

currently used by the Department of Defense (DoD). The DoD method utilizes a
Real Property Classification System (RPCS) for identifying, categorizing, and
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analyzing land and facilities around the world. DoD’s model defines sustainment
as the provision of resources for maintenance and repair activities necessary to
keep facilities in good working order over a 50-year service life. Maintenance and
repair activities encompass preventative maintenance tasks, regularly scheduled
adjustments, regularly scheduled inspections, emergency response, minor repairs,
and other components.

After reviewing VA’s infrastructure needs and projects, VA decided to determine the
necessary level of infrastructure dollars through the VHA actuarial model. The
model takes into account previous years expenditures and costs as well as future
workload projections in determining the funding level each fiscal year. In addition,
VHA has received supplemental appropriations to address its FCA deficiencies.

Non-Recurring Maintenance (NRM)

The NRM program objective is to maintain the safe, effective and efficient function of
VA'’s infrastructure of buildings, structures and land. NRM projects range in size
from just a few thousand dollars to several million dollars. VHA’s NRM program is
funded out of the Medical Facilities appropriation account. NCA requested $2
million in FY 2009 to begin an NRM program. VA uses its NRM dollars to expand
capacity where necessary as well as fix its FCA deficiencies.

Deferred Maintenance

Deferred maintenance is customary upkeep and repairs that have been postponed or
delayed, and because of the delay may result in physical damage, lack of efficiency,
decline in production, or other negative effects to the infrastructure or asset. The
Federal Accounting Standards Advisory Board (FASAB) Standard Number 6, as
amended, defines maintenance as: the act of keeping fixed assets in acceptable
condition. Activities include preventive maintenance, normal repairs, replacement of
parts and structural components, and other measures needed to preserve the asset so
that it continues to provide acceptable services and achieves its expected life.
Maintenance excludes activities aimed at expanding the capacity of an asset or
otherwise upgrading it to serve needs different from, or significantly greater than,
those originally intended (FASAB, 1996). Examples of deferred maintenance are
elevator service; heating, ventilating, and air conditioning system servicing; or
building inspections that are not performed when they should be, put off or delayed
for a future period.

Use of Facility Condition Assessments
In preparation for the CARES process, VHA contracted professional teams of

engineers and cost estimators to conduct detailed on-site Facility Condition
Assessments (FCA) of VA-owned buildings and land. At least once every three years,
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each VA facilities is now evaluated. The FCA rates the physical condition and
remaining useful life of a capital asset and sixteen major systems in a building (i.e.,
architectural, structural, mechanical, plumbing and transport, etc.). The FCA uses an
alphabetical rating system of A, B, C, D and F. The rating of “A” refers to a like-new
condition with 90% of the useful lifespan of the asset/system remaining. A rating of
“B” signifies an above average condition with over half of a useful lifespan remaining.
A “C” rating indicates an average condition with less than half the useful life
remaining. VA pays particular attention when buildings are given “D” or “F” ratings.
A “D” rating calls attention to a poor condition and indicates the asset/system being
rated is at the end of its useful lifespan. The FCA rating of “F” signifies a critical
condition requiring immediate attention.

The FCA database system records corrections and replacement cost information only
for assets and systems rated D or F. The correction and replacement costs include an
escalation factor to account for inflationary construction costs.

Infrastructure Protection

To fulfill VA’s statutory charge to respond to national emergencies, VA’s critical
facilities must be positioned to provide security and continued operations. VA has
taken the following actions to improve the system’s ability to respond to natural or
man-made disasters:

e Completed review of VA’s seismic deficiencies in accordance with
Executive Order 12941.  Facilities have been -categorized into
exceptional high risk and high risk categories. Mitigation costs have
been identified and are now being integrated into the Facilities
Condition Assessment database in FY 2008. In addition, escalation
costs will now be applied annually at the end of each fiscal year

e Completed Hurricane Assessments for 21 VA facilities located in high
risk hurricane areas. Studies identified mitigations to improve the
facilities’ ability to remain functional during and after a hurricane.
Estimated costs to mitigate the identified hurricane vulnerabilities are
based on 2006 as the base year.

e Completed Physical Security Infrastructure Assessments for VA
mission critical facilities. These assessments identified mitigations to
improve survivability based on 12 risk factors including man-made and
natural disasters.
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Recurring Maintenance Program

Recurring maintenance projects, like the NRM program projects, directly address the
deferred maintenance requirements of VHA’s infrastructure. =~ Only VHA has a
recurring maintenance program in VA, and it is funded out of the Medical Facilities
appropriation, and used to make routine repairs and maintenance on VA’s capital
assets.

Five-Year Capital Plan

The culmination of VA’s capital investment process that describes the selection of the
Department’s key capital acquisitions, based on funding requirements determined by
the above programs, is the 5-year capital plan.

In July 2004, VA produced its first 5-year capital plan. This plan provides a
framework for effective management of the Department’s capital investments that
will lead to improved resource use and more effective health care and benefits
delivery for our Nation’s veterans. The specific capital needs were provided to
Congress in VA’s first 5-Year Capital Plan and in each subsequent capital plan.

The most recent 5-Year Capital Plan provides the specific investments needed for
FY 2008 and future projects that may be considered for funding during FY 2009-
2013. The plan identifies the priority projects that would improve the delivery of
services and efficiency of operations at VA facilities.
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CHAPTER 4: VA PERFORMANCE METRICS & EVALUATION
METHODOLOGY

VA measures its capital asset performance through internal portfolio goals as well as
metrics set forth through Federal mandates. In fact, VA had capital asset metrics in
place before the FRPC was formed. VA corporate goals are aligned with FRPC and
energy principles where applicable. VA’s performance results are reported to OMB to
meet the President Management Agenda initiatives, and used internally for asset
management decision-making,.

VA Capital Portfolio Goals

VA’s capital portfolio goals are closely aligned with the asset management core
objective of providing a safe and appropriate environment for the delivery of benefits
and services to veterans in a cost-efficient manner. The VA capital portfolio goals are
consistent with the Department’s capital asset strategies to ensure resources are
maximized, assets (including veterans and VA staff) are safeguarded, and all
opportunities (public, private, or a combination thereof) are fully explored. The
goals also allow VA senior management to monitor the overall health of the
Department’s capital asset portfolio and provide for informed corporate decision-
making. VA capital portfolio goals include:

Decrease Energy Utilization

Decreasing the intensity of energy consumption in VA facilities has a direct impact
on minimizing the overall operational costs of those facilities. To achieve this, VA is
committed to leading the way in effective and efficient building operations and
management. VA is achieving this goal by placing energy management expertise at
the facility and regional level, proactively upgrading systems that do not meet
current standards, more accurately measuring and analyzing energy consumption
and costs, and conducting facility energy assessments to identify energy efficiency
improvement opportunities. The baseline calculation against which VA measures its
progress - traditional facility energy consumption per gross square foot - has been
updated to the 2003 base year, as directed in the Energy Policy Act of 2005.

Increase Intra/Interagency and Community-Based Sharing
Combining and sharing assets with other Federal, state, and local organizations,

departments, and agencies that embrace the mission, goals, and objectives of VA are
cost effective and viable approach to servicing our veteran’s needs.
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Increase Revenue Opportunities

Enhanced-use leasing authority provides VA with increased revenues that may then
be reinvested to meet other VA service delivery needs.

Safeguard Assets

Risk management and safeguarding assets are a top priority of the Department. VA
spends its infrastructure resources to maintain existing safeguards, make
improvements where necessary, and manage exposure and risk.

Maximize Highest and Best Use

Maximizing the highest and best use of VA assets is a combined effort of all VA
organizations. VA will increase the number of agreements for asset exchanges
(including in-kind consideration) and sales to acquire replacement property better
suited to care for and improve the lives of our Nation’s veterans. VA is also working
to increase the total number of agreements to ensure full utilization and optimum
performance of all VA assets. These agreements and programs - such as enhanced-
use leasing - also contribute to increased savings and cost avoidance.

Federal Real Property Council

The Government Accountability Office (GAO) has considered Federal real property
to be a high risk area for several years. In February 2004, the President issued
Executive Order 13327, Federal Real Property Asset Management. It established the
Federal Real Property Council (FRPC) to develop guidance and establish asset
management principles, collect specified inventory data elements, and performance
measures for all federal agencies. The FRPC is composed of Senior Real Property
Officers representing Federal agencies and cabinet level departments and is chaired
by the Deputy Director of the Office of Management and Budget (OMB). The
Assistant Secretary for Management serves as VA’s Senior Real Property Officer.

The FRPC is responsible for providing guidance and facilitating the implementation
of agency asset management plans. This tasking is accomplished through a myriad
of committees and workgroups both external and internal to the Department. Some
external committees include the FRPC Asset Management Planning Committee,
FRPC Inventory and Performance Measures Committee, FRPC Systems Committee
and the Federal Asset Sales Executive Steering Committee. Membership includes
Federal agencies and OMB. The following is a list of the guiding principles of the
FRPC.
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FRPC GUIDING PRINCIPLES

1. Support agency missions and 6. Provide appropriate levels of
strategic goals. investment.

2. Use public and commercial 7. Accurately inventory and describe
benchmarks and best practices. all assets.

3. Employ life-cycle cost-benefit 8. Employ balanced performance
analysis. measures.

4. Promote full and appropriate 9. Advance customer satisfaction.
utilization.

5. Dispose of unneeded assets. 10. Provide for safe, secure, and

healthy workplaces.

Some internal workgroups include the Capital Asset Management System Business
Group and the VHA Portfolio Workgroup, with membership from VA
administrations, staff offices and field Capital Asset Managers. These groups
function as representatives for their respective administrations and work with the
Office of Asset Enterprise Management to meet Federal and agency performance and
reporting requirements. Overall, VA portfolio performance is monitored by the VA
Management Performance Review Board, chaired by the Deputy Secretary, where
results are presented on a quarterly basis.

Federal Real Property Council Performance Metrics

In FY 2005, VA implemented the Federal Real Property Council (FRPC) Tier 1
performance metrics and aligned them with VA corporate goals. Tier 1 metrics vary
only in their broad approach to Federal real property. Where there is overlap, VA
goals are modified accordingly.

FRPC Tier 1 - Federal Real Property Metric Goals

(1) Percent of Space Utilization as Compared to
Overall Space (owned and direct-leased)

(2) Percent Facility Condition Index (owned
buildings)

(3) Ratio of Non-Mission Dependent Assets to Total
Assets

(4) Ratio of Operating Costs per Adjusted Gross
Square Foot (GSF) adjusting for inflation

Baseline = FY04

Baseline = FY05

Baseline = FY05

Baseline = FY04

VA has four real property metric goals aligned with the FRPC Tier 1 performance
measures: (1) decrease underutilized capacity using the percentage of space
utilization compared to overall space; (2) improve the facility condition index on
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owned buildings; (3) reduce the ratio of non-mission dependent assets to total assets;
and (4) decrease operating costs. These goals are discussed below.

Decrease Underutilized Capacity/Percent of Space Utilization as compared to
overall space (owned and direct-leased)

Decreasing unused and underutilized space is one key factor in the President’s
Federal Real Property Asset Management Initiative. This goal is consistent with the
FRPC facility utilization index: Percent of Space Utilization as Compared to Overall
Space (owned and direct-leased).

Percent Condition Index (VA-Owned Buildings)

VA performed condition assessments of all its medical facilities as part of the CARES
study. These assessments included estimates of repair needs for each building. VA
calculates its condition index annually. The condition index is the ratio of repair
needs to plant replacement value. The higher the condition index the better the
condition of the constructed asset. Condition index helps identify assets most in
need of repair and plan for upgrades or disposition. VA’s Capital Asset Inventory
(CAI) database includes both variables needed to provide a facility condition index
score, including the facility condition assessment and the plant replacement value for
each building. The Department currently conducts assessment updates on a three-
year cycle for all VA-owned buildings.

Ratio of Non-Mission Dependent Assets to Total Assets

Using an OMB-approved methodology, VA determines whether each asset (owned
and direct-leased buildings, structures, and land parcels) is mission critical; mission
dependent/not critical; or not mission dependent. All VA assets that are 70-100%
utilized are designated as mission critical. Assets that are 50-70% utilized are
designated as mission dependent/not critical. Assets that fall below 50 percent
utilized are designated as not mission dependent.

Mission dependency information is entered into the CAI, which feeds into CAMS for
tracking and reporting purposes. Mission Dependency is determined using the FRPC
Utilization Index.

Decrease Operational Costs/Ratio of Operating Costs per Gr