Department of Energy
Washington, DC 20585

September 20, 2012

MEMORANDUM FOR INGRID KOLB
DIRECTOR
OFFICE OF MANAGEMENT

i s 7
THROUGH: KEVIN T. HAGERTY / //’/'/"/Z/O
DIRECTOR YV

OFFICE OF INFORMATIQN RESOURCES

FROM: PAUL BOSCO(P\
DIRECTOR

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 (IMS), which includes the Enterprise Risk Management (ERM)
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
duplication 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 management 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 hillion for postretirement medical benefits along with annual cash outlays for salaries
exceeding 59 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. The
directive will implement controls needed to address risks and opportunities as identified
in the ERM assessment.

IMPACT/COST-BENEFIT: Consolidation of contractual requirements will eliminate
duplication and inconsistencies between certain contractual provisions set forth in the
CRD of the 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 of the 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.

OPI/OPI CONTACT: Management and Administration, point of contract: Robert M.
Myers (202) 287-1584.

Ingrid Kolb, Director, Office of Management (MA-1}):

Concur: ’ﬂgy‘”o//é%ga\cur; Date: 70*’ / ?" / 2_

Standard Schedule for Directives Development Days

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 uniless otherwise specified
by the Directives Review Board.)

Attachments
1. IMS Executive Summary
2. ERM Assessment



DOE’s Integrated Management System
August 3, 2012

Secretary Chu released the DOE Strategic Plan in May 2011, which established a vision for transformational clean energy,
science, and security solutions that are significant, timely, and cost effective. Secretary Chu indicated that to successfully
achieve this vision will require a sustained commitment to management and operational excellence (identified as one of the
four strategic goals for the Department).

Strategic Goal: Tha strategic goal is "Achieving Management and Operational Excellence by establishing an operational and
adaptable 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 Management System, which inciudes an
Enterprise Risk Management Model, the day-to-day reaffirmation of our Management Principles, and the use of a Continuous
Improvement Cycie to support mission related plans and decision making.
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Quality Reaffirm
Management Management Continuous
Ferformance Principles Alignment: Improvement
{Day-to-Day) ASystems Approach Cycle

An Integrated Management System (IMS) can help to improve consistency In our processes and mission execution with
quality output.

An Integrated Management System should reaffirm DOE’'s Management principles on a day to day basis.
An Integrated Management System should involve an operational and adaptive framewaork for system thinking.

Alignment Is our Operating Model towards achieving Management and Operaticnal Excellence.
We are taking a systems approach to align DOE’s Strategy, Structure, Processes, and People such that they are better focused
on mission.

An Integrated Management System should have a continuous improvement cycle.
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 planning should include a clear statement of the “intent and purpose” of the change effort.

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

The planning should identify ‘up front’, the measures of effectiveness and/or measures of performance {metrics} which
characterize 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 Excellence”, and it is consistent with our Management principles including: “we will manage risk in fulfilling our
mission” and “we will succeed only through teamwork and continuous improvement.” Additionally, in these times 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 articulate the processes we use for program execution and governance. It will
better enable DOE to consistently speak with one voice to our contractors, customers, and stakeholders.

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

Department of Energy Enterprise Risk Management Model
Summer 2012 Update
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DECIDE: Leaders should be deliberate and clear when making decisions.
Decisions should be inclusive of a diverse group of men and women who are knowledgeable and experienced stakeholders.

Decisions should involve regular communication and collaboration, and should ensure that the decisions {change effort) are
understood amongst key stakehoiders, and that commitment {resources) and action is taken to achieve the “intent and
purpose”,

Key decisions [directives, orders, policy memorandum} should require that appropriate training be conducted to help ensure
understanding and commitment.

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

EXECUTE: Mission execution of decisions {change) should be performed in 3 safe, sacure, efficient, and effective manner
towards realizing ‘intent and purpose’.

Execution should include communication to provide leaders with real time feedback on the effectiveness of decisions {change].

ASSESS: Leaders should ask for and receive feedback on the decisions (change), and assess the adequacy and effectiveness of
those decisions (change). Assessments should include mission execution results via the same qualitative and guantitative
measures of effectiveness and/or measures of performance [metrics) which were developed during the planning phase of
the continuous improvemeant cycle.

e We should assess whether safe, secure, efficient, and effective mission execution improved, stayed the same, or
regressed as a result of the decisions {change)?

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

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

e We should assess whether the planped/anticipated risks to mission were realized or not (low risk, moderate risk, high
risk, etc.} per the Enterprise Risk Management model?

Assessments should involve communication and collaboration amongst key stakeholders.
Assessments should ‘trigger’ the need for any additional decisions {change) towards continual improvement.

COMMUNICATE: Throughout the continuous improvement cycle there should be regular communication and collaboration
amongst key stakeholders. We should leverage modern technology (e.g. powerpedia, websites, video teleconferences, desktap
virtual environments, etc.) to enhance our ability to communicate and collaborate.

In summary, 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 perfarmance without duplicating effort or unnecessarily validating results, Consistent with our Strategy (DOE
Strategic Plan), the initial efforts {calendar year 2012) to improve mission execution via the implementation of a DOE
Integrated Management System will be related to 3 strateglc challenges/opportunities and will involve the Implementation
of a Department wide Enterprise Risk Managemeant {ERM] model to inform decisions, the reaffirmation of the DOE
Management Principles, and the use of a “corporate” continuous improvement cycle:

*  Reguirements generation process - Align rales and responsibilities across the complex {e.g. 8 more consistent and
effective Requirements generation process);

=  Human Capital management - Develop the most highly-qualified, capable, and fiexible federal workforce {e.g. a more
consistent and effective M&O Contractor and Federal Human Capita! management process);

= Real Property management - Leverage infrastructure to support mission {e.g. consistent/effective Real Property
management).
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