DRAFT

The Honorable J. Dennis Hastert

Speaker of the House

U.S. House of Representatives

Washington, DC  20515

Dear Mr. Speaker:


In accordance with the Office of Management and Budget Memorandum 04-07, Report to Congress on FY 2003 Competitive Sourcing Efforts, dated February 26, 2004, and section 647(b) of the Transportation-Treasury Appropriations Act, FY 2004 P.L. 108-199, enclosed is the Department of Veterans Affairs’ (VA) Report on its competitive sourcing efforts for FY 2003.


The Department reports on the Property Management Study within the Veterans Benefits Administration (VBA) completed in August 2003 under the old OMB A-76 Circular dated August 4, 1983 (Revised 1999).  The competition resulted in VA outsourcing its operations and management of the VBA Property Management Services to Ocwen Federal Saving Bank, of West Palm Beach, Florida.

· The study of approximately 276 FTE took over 3-years and the cost to conduct is estimated at over $1.7 Million.

· The Most Efficient Organization effort proposed a reduction in FTEs from 276 to 120 in a re-engineered organization and a projected cost savings of approximately $29 million over 4.5 years or $6.4 million per year.

· The selection of Ocwen should result in a projected savings from baseline of approximately $47 million over 4.5 years or $10.5 million per year.

All competitive sourcing activities within VA were terminated on 
August 5, 2003, as a result of an April 28, 2003, VA General Counsel (GC) opinion ruling that Section 8110(a)(5) of Title 38 U.S.C. prevents VA from conducting cost studies by Veterans Health Administration (VHA) comparing in-house and contractor costs of providing a product or service to VHA unless the Congress provides specific funding for the studies. .  The ruling suspended a competitive sourcing program designed to compete 28,000 VA jobs by the end of 2004, and roughly 55,000 jobs through FY 2008.  The competitions were all slated for functions within VHA.  
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The Department continues to urge Congress to enact the Administration's legislative proposal to provide such sums as necessary in VA’s FY 2005 Appropriation so that VA can proceed with reasoned and responsible competitive sourcing efforts.  If implemented, we project that VA’s 5-year competitive sourcing plan could produce a cost savings of approximately $1.3 billion.  

In the interim, VA has been examining options aimed at achieving the President’s Management Agenda (PMA) goal of “significant savings and noticeable performance improvements.”   VA’s leadership recently approved a process that integrates Management Analysis/Business Process Reengineering (BPR) with workforce planning as an alternative to meeting the PMA goals.  In conjunction with VA workforce planning efforts, a workgroup is being assembled to determine non-core, commercial, competitive functions for BPR opportunities, develop a Reengineering Plan for those functions and benchmark against the best in class in order to improve effectiveness, efficiency, and reduce costs.  The Department’s next step is to develop a 5-year BPR/Workforce Planning implementation plan.  


Should you have any questions on VA’s Competitive Sourcing program, please have a member of your staff contact Mr. Dennis Duffy, Acting Assistant Secretary for Policy, Planning, and Preparedness at 202-273-5033.






Sincerely yours,






Anthony J. Principi

Enclosure

IDENTICAL LETTERS WILL BE SENT TO THE FOLLOWING ADDRESSEES:
The Honorable Richard B. Cheney

President of the Senate

United States Senate

Washington, DC 20510

Dear Mr. Vice President:

The Honorable Arlen Specter

Chairman

Committee on Veterans’ Affairs

United States Senate

Washington, DC 20510
Dear Mr. Chairman:

The Honorable Bob Graham

Ranking Member

Committee on Veterans’ Affairs

United States Senate

Washington, DC 20510
Dear Senator Graham:

The Honorable Susan Collins

Chairman

Committee on Governmental Affairs

United States Senate

Washington, DC 20510
Dear Madame Chairman:

The Honorable Joseph Lieberman

Ranking Member

Committee on Governmental Affairs

United States Senate

Washington, DC 20510
Dear Senator Lieberman:

The Honorable Christopher (Kit) Bond

Chairman

Subcommittee on VA, HUD, and Independent Agencies

Committee on Appropriations

United States Senate

Washington, DC 20510
Dear Mr. Chairman:

The Honorable Barbara Mikulski
Ranking Member

Subcommittee on VA, HUD, and Independent Agencies

Committee on Appropriations

United States Senate

Washington, DC 20510
Dear Senator Mikulski:

The Honorable James T. Walsh

Chairman

Subcommittee on VA, HUD, and Independent Agencies

Committee on Appropriations

U. S. House of Representatives

Washington, DC 20515
Dear Mr. Chairman:

The Honorable Alan Mollohan

Ranking Member

Subcommittee on VA, HUD, and Independent Agencies

Committee on Appropriations

U. S. House of Representatives

Washington, DC 20515
Dear Congressman Mollohan:

The Honorable Tom Davis Ill

Chairman

Committee on Government Reform

U. S. House of Representatives

Washington, DC 20515
Dear Mr. Chairman:

The Honorable Henry Waxman

Ranking Member

Committee on Government Reform

U. S. House of Representatives

Washington, DC 20515
Dear Congressman Waxman:

The Honorable Christopher H. Smith

Chairman

Committee on Veterans’ Affairs

U. S. House of Representatives

Washington, DC 20515
Dear Mr. Chairman:

The Honorable Lane Evans

Ranking Democratic Member

Committee on Veterans’ Affairs

U. S. House of Representatives

Washington, DC 20515
Dear Congressman Evans:
