
Department of Energy 
Washington. DC 20585 

September 20,2012 

MEMORANDUM FOR INGRID KOlB 
DIRECTOR 
OFFICE OF MANAGEMENT 

THROUGH: 	 KEVIN T. HAGERTY //~;/ "D 
DIRECTOR /L:.Jj1/1l Lli 
OFFICE OF INFORMA~IRESOURCES 

FROM: PAUL BOSCO~\ . 
DIRECTOR \ 0 
OFFICE OF ACQUISITION AND 

PROJECT MANAGEMENT 

SUBJECT: 	 Notice of Intent to Revise Department of Energy Order 350.1, 
Contractor Human Resources Management Program 

In revising the subject Order, the writing team will follow the Department's Integrated 
Management System (IMSt which includes the Enterprise Risk Management (ERMJ 
assessment, and is outlined in the attached executive summary. 

PURPOSE: Department of Energy Order 350.1 which establishes responsibilities, 
requirements, and cost allowability criteria for the management and oversight of 
contractor human resource management programs, is being revised to remove 
contractor requirements from Chapter IV, Compensation, Chapter V, Benefits, and 
Chapter VI Pensions. This change would eliminate the potential variance and/or 
dupifcatlon between the CRD and the contract Special H Clause alleviating delays in 
mission execution (i.e., improve mission execution). 

JUSTIFICATION: This directive supports the strategic goal of achieving management and 
operational excellence by better aligning requirements related to Federal oversight of 
contractor human resource manage'ment programs, Such oversight is needed to ensure 
that costs reimbursed for such programs are reasonable pursuant to the Federal 
Acquisition Regulations. 
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The attached ERM assessment indicates that the risks are significant if adequate Federal 
oversight controls are not in place to prevent overpayment of compensation and benefit 
costs. With a long-term unfunded liability of approximately $16 billion for pensions and 
$14 billion for postretirement medical benefits along with annual cash outlays for salaries 
exceeding $9 billion and benefits exceeding $1 billion, the risks of an adverse impact on 
mission work are very significant. 

The Directive is applicable to all departmental elements managing contracts that require 
Departmental approval of compensation and benefit programs for reimbursement 
purposes. Programs/Functional Offices involved in the ERM assessment of contractor 
human resources oversight included National Nuclear Security Administration, Office of 
Science, and Management and Administration. Results of such assessment were 
coordinated with Office of Environmental Management and field subject matter experts 
and General Counsel. Further, the integrated risk management team, which oversaw the 
assessment of existing controls, included a contract representative. 

There are no valid external, consensus or other "Standards" (e.g., ISO, VPP, etc.) 
available which can be used in place of this directive. 

The proposed revision to the directive does not duplicate existing laws, regulations or 
national standards and it does not create undue burden on the Department. 'rhe 
directive will implement controls needed to address risks and opportunities as identified 
in the ERM assessment. 

IMPAa/COST-BENEFIT: Consolidation of contractual requirements will eliminate 
duplication and inconsistencies between certain contractual provisions set forth in the 
CRD ofthe Order and the contract's Special H Clause. Also, the elimination/modification 
of low risk controls could generate some savings. For example, flexibility will be provided 
to allow the Under Secretary to reduce the frequency ofthe benefit value study from 
every two years to every three years. 

POST·IMPLEMENTATION ASSESSMENT: Contractor adherence, through the review of 
cost reports, to the cost principles set forth in Federal Acquisition Regulation 31.205-6 
will be the criteria used to measure successful implementation of the revised directive. 
Another indication of successful implementation of the revised directive will be 
consistency in the Federal oversight process measured through feedback from 
contractors. With appropriate oversight and cost controls in place, the Department 
should prevent overpayment, or see a reduction, in compensation and benefit costs. 
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WRITER: Robert M. Myers (202) 287-1584. 

OPljOPI CONTACT: Management and Administration, point of contract: Robert M. 

Myers (202) 287-1584. 

Ingrid Kolb, Director, Office of Management {MA-l}: 

concuq1~-j/~cur: ________ 
•
10-/9- /ZDate: 

Standard Schedule for Directives Development 

Draft Development Up to 60 days 

Review and Comment (RevCom) 30 

Comment Resolution 30 

Final Review 30 

Total 150 

(NOTE: The standard schedule of up to 150 days will be used unless otherwise specified 
by the Directives Review Board.) 

Attachments 
1.IMS Executive Summary 

2. ERM Assessment 



DOE's Integrated Management System 

Augu~t 3, 2012 


Secretary Chu released the DOE Strategic Plan In May 2011, which established a vision lor t ransformational clean energy, 
science, and security solutions that are sig nificant, timely, C1nd cost effecllve. Secretary Chu Indicated that 10 successfully 
achieve this vision will require a sustained commitment to management and operational exU!lience (Identified as one of the 
four strategic goals for the Department ). 

5tr~teglc GOill: The strategic goal Is "Achieving Management and Operational Excellence by establishing an operational and 
adapta ble framework that combines the best wisdom of all Department stakeholders to maximize mission success.» 

Achieving Management and Operational Excellence (Strategic Goal) includes Improving the safe, secure, efficient, and 
effective mission execution via improved management processes called the Integrated ManaBement System, whkh Includes an 
Enterprise Risk Management Model, the day·tO-day reaffirmaUon of our Management Principles, and the use of a Continuous 
Improvement Cycle to support mission related plans and decision making. 

DOE Integrated Management System 


An Integrated Management System OMS) can help to Improve consistency In our processes and mission exeOJtlon with 


quality output. 


An Integrated Management System should reaffi rm DOE's Management principles on a day to day basis, 


An Integrated Management System should Involve an operational and adaptive framework fo r system thinking. 


Alignment Is our Operating Model towards achieving Management and Operational Excellence. 

We are laking a Sy~tems approach 10 align DOE' s Sualegy, SuuW.lfe, Processes, and People such that Ihey are better focused 

on missIOn. 


An Integrated Management System should have a continuous Improvement C)lcle. 


Plan, Decide. Execute, and Assess with Communication throughout - is our continuous Improvement cycle. 
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PLAN : Leaders should conduct rigorous 'up front ' planning when leading change towards Improvement. 

The plann ing should Include a clear statement of the "intent and purpose" of the change effort. 

The planning should be Informed by the potential costs. benefits. r isks. and effect on safe and secure mission performance, 
DOE's Enterprise Risk Management (ERM) model is germane In this effort. 

The planning should Identi fy 'up front' . the measures of effectiveness and/or measures of performance (melrics) which 
character ize the successful achievement of 'Intent and purpose' . 

The planning should be Inclusive of a diverse group of men and women who are knowledgeable and experienced stakeholders. 

The planning should involve regular communication and collaboration. 

Enterprise Risk Management (ERM) Is Important because It supports the Department's strategy to "achieve Management and 
Operational E)(cellence" . and it is consistent with our Management principles including: "we will manage risk in fulfililng our 
mIssion" and "we will succeed only through teamwork and continuous improvement.~ Additionally, in these t imes of austere 
budgets. we must take a deliberate, systematic approach for management and operations - how we make risk informed plans 
and decisions·, govern how we establish and Implement requirements, and how we hold ourselves accountable - so that we 
conSistently deliver results In the most safe, secure, efficient, and effective way possible. 

ERM will help provide a framework to clearly art icula te the processes we use for program e)(ecution and governance. It will 
better enable DOE to consistent ly speak with one voice to our contractors, customers, and stakeholders. 

The proposed Enterprise Risk Management (ERM) Model, when employed, should generally be at the polley and plans decision 

making level. 

Department orSnergy EnterprIse RIsk Management Model 

SUlnn}Cr 2012 Update 
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DECIDE: leaders should be deliberate and clear when making decilio05. 

Deci'iion'i should be inclu~ ive 01 a diverse group of men and women who are knowledgeable and experienced stakeholders . 

Oeclslons should involve regular communication and collaboration, and should ensure that the decisions (change effort! are 
utlderstood amoogst key stakeholders, and that commitment (resourcesl and action is laken to achieve the " intent and 
purposeH 

• 

Key decl~ lons (directives, orders, policy memorandum) should require thai appropriate training be conducted to help enS<Jfe 
understanding and commitment. 

Key decisions should be institutionalized (documented and signed) to ensure acwuntabllity, and to enable future changes 
towards improvement. 

EXECUTE: Mission execution of deCisiOns (change) should be performed In a safe, secure, efficient, and effective manner 
towards realil ing 'intent and purpose'. 

Execu tion should include communIcation to provide leaders with real Urne feedback on the effettiveness of decisions (change). 

ASSESS: leaders shou ld ask for and receive feedback on the deciSions (change), and assess the adequacy and eHec1\veness of 
those decisions (change!. Assessments should include mission ellecutlon results vIa the same qualitative and quant itative 
measures of effectiveness and/or measures of performance (metrles! which were developed during the planning phase of 
the continuous improvement cycle . 

• 	 We should il5sess whether safe, secure, efficient, and effective mission execution Improved, stayed the same, or 
regressed as a result of the decisions {changel? 

• 	 We should assess whether any planned/anticipate costs were achieved and by how much (additional costs, COSt 
savings, cost avoidance)? 

• 	 We should assess whether any planned/anticipated benefits to mission execution were achieved (reduced time, 
higher quality, Increased collaboration and teamwork, etc.)? 

• 	 We should assess whether the planned/anticipated risks to mission were rea lized or nOt (low risk, moderate risk, high 
risk, etc.) per the Enterprise Risk Management model? 

Assessments should involve communication and collaboration amongst key stakeholders . 

Assessme nts should 'trigger' the need for any additional decisions (change) towards continual Improvement, 


CQMMUNICATE: Throughout the continuous improvement cycle there should be regular communication and collaboration 

amo ngst key stakeholders. We should leverage modern technology (e.g. powerpedia, websites, video teleconferences, de sktop 

vlnuaol environments, etc.) to enhance our ability to communicate and collaborate. 


In su mm~ry , an integrated management system can eliminate redundancy and unnecessary requirements, and build on 

efforts to change our governance model to reflect reliance on strong Federal line oversight and Contractor Assurance Systems 

that confirm performance without duplkaUng effort or unnecessarily validating results. Consistent with our Strategy (DOE 

Strategk Plan), the in itial efforts (calendar year 2012) to Improve mission execution via the implementation of a DOE 

Integrated M,magement System will be related to 3 strategic challenges/opportunities and will Involve the Implementation 

of a Department wide Enterprise Risk Management fERM I model to Inform decisions, the reaffirmation of th e DOE 

Management Principles, and the use of it " corporitte" continuous Improvement cycle: 


Requirements generation process - Align roles and responsibilities a(IOS5 the complex (e.g. a more consisteOl and 

effe<tive ReqUtfemeng generation processl; 

Human Capital management - Develop the most highly-qualified, capable, and flexible federa l workforce (e .g. a more 

consistent and effective M&O Contractor and federal Huma n capital management process); 

Real Property management - leverage infrastructure to suppon mission (e.g. consistent/effective Real Prope ny 

management). 
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