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The Guide has been developed by the Capital Programming Guide Group, made up of over 80
staff representing 14 agencies, and chaired by John Koskinen, Deputy Director for Management
at the Office of Management and Budget (OMB). G. Edward DeSeve, Controller, Office of
Federal Financial Management-OMB, and Philip R. Dame, Deputy Assistant Director, Budget
Analysis and Systems Divison-OMB, have served as the Group’s conveners.

The Guide is organized to reflect four phases of capital programming -- Planning, Budgeting,
Procurement, and Management-In-Use. The chapters have been developed by inter-agency
working groups, led by Scott Quehl, David Muzio, Larry Hush, Larry Magid, and Kathleen
Turco. Especidly significant contributions were provided by Robert Anderson, Mark Blace, Les
Bloom, Allan Brown, David Childs, Wendy Comes, Walter Groszyk, Michele Heffner, Richard
Kélet, Robert Kilpatrick, Bruce McConnell, Bernie Martin, Rusty Moran, M. Jane Morgan, Gay
Morris, Michael O’ Brien, Justine Rodriguez, Diane Savoy, Robyn Seaton, Jasmeet Seehra,
Marlon H. Sdllow, Justin Sullivan, Nathan Tash, Cindy Veneziano, and Victoria Viets. Margaret
Christian and Mary Chuckerel have provided administrative support.

Contributions by the Genera Accounting Office (GAO) have greatly enriched the Guide. GAO
will undertake a series of case studies on promising capita programming practices among private
industry and State and local governments to complement this effort.

The measuring stick of the Guide' s success’ isthe extent to which agency staff find it useful
-- in defining why a capital asset is necessary, what it will do, how it will be paid for and
acquired, and how the asset will be managed well. We ask for your support in distributing
this Guide widely in your agency, including program, budget, procurement, financial
management, and information resource staff. Please direct any comments to David Muzio,
Office of Federa Procurement Policy, OMB (phone 202-395-6805; fax: 202-395-5105; E-mail:
muzio_d@al.eop.gov).
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Managing the stock of Federal capital assets and planning, budgeting and acquiring assets is
important work. Large sums of taxpayer funds are involved and the performance of the assets
determines, to a large extent, how well the agencies are able to achieve their missions and provide
service to the public.

The National Performance Review and recent legislation suggest widespread concern in the
agencies and Congress that the Government must improve its performance in this area. Many
programs have not had a clear sense of mission, and life-cycle costs have not been given sufficient
consideration. It isimportant that agencies do not underinvest in new projects or maintenance of
existing assets that support high priority agency missions and services to the public. Agencies must
have an effective process for making investment decisions that puts funds in the right places. A
recurring theme in many asset acquisitions is that risk management is not central to the planning,
budgeting, and acquisition process. Failure to analyze and manage the risk inherent in capital asset
acquisition has too often resulted in cost overruns, schedule delays, and assets that fail to perform as
expected.

Agencies need to have a disciplined capital programming process that addresses the project
prioritization, risk management and other difficult challenges posed by asset management and
acquisition. The purpose of this guide is to provide guidance for a disciplined capital programming
process. At the same time, agencies are provided flexibility in how they implement the key principles
and concepts discussed. We expect the Guide to be revised as agencies gain experience and develop
improved best practices. However, the key principles and importance of thorough planning, risk
management, full funding, portfolio analysis, performance-based acquisition management,
accountability for meeting goals, and cost effective life-cycle management will not change. Asa
general presumption, OMB will only consider recommending for funding in the President’ s budget,
priority capital asset investments that comply with good capital programming principles.

This Guide is the result of an effort by many talented Federal employees to improve how the
Government manages and acquires capital assets. The group brought its expertise to the project and
sought out best practices from State and local governments and from industry leaders. The common
theme of the group was a desire for the Government to gain the reputation of good management of
capital assets in our quest to provide a Government that works better and costs less.
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CaPITAL PROGRAMMING GUIDE

| NTRODUCTION

The Guide' s Purpose

The purpose of this Guide is to provide professionals in the Federal Government a basic reference
on principles and techniques for planning, budgeting, procurement, and management of capital assets.
The Guide should help Federa agencies to achieve “ world class’ recognition for these activities and
achieve the maximum return on these investments. The guidance integrates the various
Administration and statutory asset management initiatives (including GPRA, Clinger/Cohen Act,
FASA, and others) into asingle, integrated capita programming process to ensure that capital assets
contribute to the achievement of agency strategic goals and objectives.

Agencies should use this Guide to help establish a capital programming process in each agency.
Effective capital programming useslong range planning and a disciplined budget process as the basis
for managing a portfolio of capital assets to achieve performance goals with the lowest life-cycle
cossand 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.
This information will help agencies make decisions on the best use of available funds to achieve
strategic goals and objectives.

While agencies are provided flexibility in how they implement the key principles and concepts of the
Guide, they are, expected to comply with existing statutes and guidance (cited in the text where
appropriate) for planning and funding new assets, achieving cost, schedule and performance goals,
and managing the operation of assets to achieve the asset’s performance and life-cycle cost goals.
This Guide does not discuss the entire strategic planning process, only that portion that pertainsto
the contribution of capital assets.

Definition of Capital Asset

Capitd assetsareland, structures, equipment, and intellectual property (including software) that are
used by the Federal Government and have an estimated useful life of two years or more. Capital
assets exclude items acquired for resale in the ordinary course of operations or held for the purpose
of physical consumption, such as operating materials and supplies. The cost of a capital asset isits
full life-cycle cogts, including all direct and indirect costs for planning, procurement (purchase price
and al other costsincurred to bring it to aform and location suitable for its intended use), operations
and maintenance, including service contracts, and disposal. Capital assets may or may not be
capitaized (i.e., recorded on an entity’ s balance sheet) under Federa accounting standards. Appendix
One defines capital assets more fully.

Threshold for Capital Programming
The capita programming process is useful for all long-term investments in capital assets. However,

agencies should consider the materiality of the investment to the agency -- both its cost and its
strategic significance -- in determining the level of effort devoted to capital programming.  Full
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analysis and management should be applied to capital assets (including major modifications or
enhancements to existing systems) that meet the criteriafor a“ mgor acquisition” in OMB Circular
A-11, Part 3, Planning, Budgeting, and Acquisition of Capital Assets. According to Circular A-11,
Part 3, mgjor acquisitions are capita assets that require specia management attention because of their
importance to the agency mission; high development, operating, or maintenance costs; high risk; high
return; or their sgnificant role in the administration of agency programs, finances, property, or other
resources. Mgjor acquisitions should be separately identified in the agency’ s budget. For small dollar
investments relative to the agency’s budget, the agency may wish to develop a less detailed
programming process based on the basic tenets presented in this Guide. A stratified capita
programming process involving more or less detail and review based on the size or strategic
importance of proposed investments may be appropriate, particularly in large agencies.

Capital Asset Management Infrastructure

A formal capital asset management infrastructure is a best practice used throughout industry and by
many government agencies to establish clear lines of authority, responsibility, and accountability for
the management of capital assets. An executive review committee, acting for or with the Agency
Head, should be responsible for reviewing the agency’s entire capital asset portfolio on a periodic
basis and making decisions on the proper composition of agency assets to achieve strategic goals and
objectives within the budget limits. This committee should be composed of the senior operations
executives, and the chief information, financial, budget and procurement officers. An Integrated
Project Team(s) (IPT) composed of a qualified program manager, and necessary personnel from the
user community, budget, accounting, procurement, value management, and other functions should
be formed, as appropriate, to: (1) establish a baseline inventory of existing capital assets; (2) analyze
and recommend alternative solutions; (3) manage the acquisition if approved; and (4) manage the
asst onceinuse. A sound financia management systemis another key ingredient for sound decision
making. Evenif the Guide's other recommendations are followed, agencies may make poor decisions
without this infrastructure.

Agencies may choose to plan for capital assets agency-wide or by bureau or functional area. A key
principle of the Guide is that this planning should not be duplicated by more than one group, and that
an executive review committee determine which of all the competing asset opportunities will be
recommended for funding each year. Many agencies have started to redesign their long-range
planning approach for information technology (I1T) capital assets by establishing an I T capital asset
infrastructure in accordance with the requirements of the Clinger/Cohen Act, Sec. 5122, Capital
Planning and Investment Control. Agencies having I'T resources investment boards, cross-functional
review teamsfor IT investments, standardized qualitative and quantitative criteriafor developing a
net risk-adjusted return on investment, and other processes that identify and rank 1T investments for
comparison with other competing asset opportunities by the agency executive review committee, have
an IT planning process consistent with the principles of this Guide.

Organization of the Guide
. This Guide is organized to reflect the four Phases of the capital programming process:

Planning, Budgeting, Procurement, and Management-In-Use. Each Phase is composed of a
number of Steps.
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. I ntegration with guidance or source materials relevant to a particular Phase and Step, as well
as a description of reporting requirements or formats, is also described.

. Also included are a Glossary and alist of Selected Capital Programming References.

Summary of Each Phase and Step

I. Planning Phase

The Planning Phase is the “core” of the capital programming process. Its products are applied
throughout the remaining Phases, and information from the other Phases flows into the Planning
Phase. Much as aroad map allows a traveler to plan a preferred route while keeping alternativesin
mind, good capital planning can help agencies develop, justify and carry out budget proposals,
procurement, and operationa responsibilities. Plans can expose “traffic jams’ agencies invariably
encounter and the alternate routes to avoid them. Planning should be undertaken because it results
in better use of scarce resources and makes decision making and implementation easier, not merely
for the sake of compliance.

Step 1.1 Strategic and Program Performance Linkage There is an unseverable link between
planning and budgeting, a connection through which an agency decides what to do and how to do
it well. The enactment of the Government Performance and Results Act (GPRA) of 1993 put into
law the means for developing strategic plans and connecting them to resource requests. This Guide
emphasizes the importance of linking capital asset planning, funding, and management, to agency
strategic plans and annual performance plans. In turn, future revisons of strategic and annual
performance plans should reflect the analysis and decisions of the Planning Phase.

Step 1.2. Baseline Assessment and Identifying The Performance Gap. Using value
management techniques (see appendix nine), the IPT should assess the extent to which existing capital
assets are helping the program achieve its strategic goals and objectives. This assessment should
evaluate the capacity of existing assets and those being acquired to achieve program goals, and
identify any performance gap. The evaluation criteria include applicability to mission, affordability
relative to future resource expectations, benefits, life-cycle costs, and agency capacity to manage the
asset. The executive review committee should review this assessment and determine, within budget
limits, at which level current and new assets should be funded to achieve strategic goals and
objectives.

Step 1.3. Functional Requirements. If agap between planned and actua performance isfound,
various options for addressing this “performance gap” -- both through capital assets and other means
-- should be identified. Program staff may find that identifying more detailed program requirements than
those established in the annual performance plan can help identify the proper size and scope of potential
options. Detailed functional requirements for capital asset options also should be defined. These
functional requirements should not be defined in equipment or software terms, but in terms of the mission,
purpose, capahility, agency components involved, schedule and cost objectives, and management capacity.

Step | .4. Alternativesto Capital Assets Before planning to acquire new capital assets, managers
should apply the “ Three Pesky Questions’ to ensure that: (1) the functions to be supported are mission
critical; (2) no other governmenta or private entity can do them better; and (3) agency business processes
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have been reengineered to optimize performance at the lowest cost. Agencies should select aternatives
over new capital assets to achieve the same programmatic goals whenever practicable and more cost-
beneficial, including new program design (e.g., the use of grants, vouchers, or regulation) or operational
improvements through such means as cross-servicing or short-term operating leases with commercial
providers. Benefit-cost analysisisthe primary method to compare alternatives and select the best solution,
given budget constraints. (See OMB Circular A-94.)

Step 1.5. Choosing the Best Capital Asset. If no cost-beneficial means for meeting program
performance requirements other than a capital asset are available, the IPT should determine: (1)
Availability - if the market can provide capital assets that meet detailed program and functional
requirements; (2) Affordability - if the alternatives available to satisfy needs are affordable; and (3)
Feasibility - if their costs and benefits merit their inclusion in the agency’ s portfolio of proposed assets to
be considered for funding by the agency’ s executive review committee. This process starts with a strategy
to review the market and ends with the development of an acquisition plan, outlining the best approach to
acquire the recommended asset. There should be arisk anadlysis that identifies how risk for the different
parts of the project will be isolated, minimized, monitored, and controlled. High risk should be
accepted only insofar as it can be justified by high expected returns, and only if project failure can be
absorbed by the agency without loss of service capability or significant effect on budget. Plans for
asset evaluation, operation and maintenance, and disposal should also be developed, with the costs
of their execution included in the feasibility analysis. If funding for the proposed asset is approved at
the end of the Budgeting Phase, these plans will be executed in the Procurement and Management-In-Use
Phases.

Step |.6. The Agency Capital Plan. The Agency Capital Plan (ACP) is the ultimate product of the
Planning Phase and should be the result of an executive investment review process of the capital asset
portfolio that reviews the work done in this Phase. The ACP should reflect trade-offs made between
funding the operational expenses for an existing asset and the acquisition of a new one. |If a proposed
acquisition can outperform an existing one for less or equal cost, the existing asset may be disposed of
before originally planned. The ACP should include a statement of the relevant agency strategic plans, an
analysis of the portfolio of assets aready owned by the agency and in procurement, the gap between
planned and actual performance, justification for new acquisitions proposed for funding, and related
information. Once the ACP is approved by the agency head, the agency may wish to include a summary
to support its budget justification to OMB and Congress.

1. Budgeting Phase

Step 11.1. Agency Submission for Funding in the Budget Year. This Step is the formal beginning
of the Budgeting Phase, when the agency head has decided that the planning for the portfolio of acquisitions
is complete and the budget proposal is ready for submission to OMB. Agency submissions should
demonstrate that the asset request is justified primarily by benefit-cost analysis, including life-cycle costs;
that all costs are understood in advance; and that cost, schedule, and performance goals for the
procurement are clearly identified and will be measured using an earned value management system or
similar system. Project risks and the probability of achieving project goals should be identified. Once
submitted, the agency may be called upon to defend the proposal formally in OMB’ s agency hearings, or
informally in many other ways. The proposal will undergo further scrutiny within OMB, including requests
for more information from the agency, before the OMB Director makes a recommendation to the President
regarding the proposal. The agency submission to OMB should be fully funded and consistent with the
Principles of Budgeting for Capital Asset Acquisitions, published with the FY 1998 Budget and shown in
Appendix Seven of this Guide.
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Step 11.2. Passback. In this Step, the agency is formally advised of the OMB Director’s
recommendation to the President regarding the acquisition. The recommendation may require considerable
changes from the initial agency request, including different funding levels, different modules for full
funding, changes in the performance goals, and alternatives for financing the proposal (e.g., user fees,
account structure). In this Step, the agency can normally appedl to the President or his advisors to overrule
or modify the OMB Director’ s recommendation.

Step 11.3. Agency Revision. In this Step the agency may have to redesign certain aspects of the
proposal or cost, schedule, or performance measures if funding has been reduced or other changes have
taken place as aresult of passback.

Step 11.4. Approved for the President’s Budget. If the proposal has cleared the review process, it
isready for inclusion in the President’ s budget proposal to Congress.

Step 11.5. Congressional Approval and OMB Apportionment. The proposa is likely to face
critical questioning by Congress. The agency and others in the Executive Branch may be called upon to
justify the request, much of which may be based on material in the ACP. The justification may take place
informal or informal hearings or presentations before authorizing or appropriations committees or staff.
Additional revisonsto the proposal may be required at various stages in the Congressional review process
if Congress changes the funding levels or takes other actions. The Budgeting Phase ends when
appropriations are enacted for the asset, OMB apportions the funds to the agency, and the acquisition is
adopted into the agency’ s annual operating plan.

I11. Procurement Phase

Step 111.1.  Validate the Planning Decision. Acquisition planning begins after the agency has
determined, in the Planning Phase, that a large expenditure for a capital asset is necessary. The
Procurement Phase formally begins once Congress has approved funding and OMB has apportioned it to
the agency. Thefirst action isto validate that the Planning Phase decision on direct purchase of the asset
or the need for development is till appropriate. Becalise ayear or more can lapse between the Planning
Phase decisions and the time the Procurement Phase begins, the agency should review the mission
need and the capabillities of the market to determine whether direct purchase of the asset can be made
or if development work is needed.

Step I11. 2. Manage the Procurement Risk. The most important aspect of the Procurement
Phase is managing risk to limit the number of projects that will not meet the established goals.
Before starting any procurement, the IPT should update the acquisition plan to ensure that the risk
management techniques considered in the Planning Phase are still appropriate. There are three key
principles for managing risk when procuring capital assets: (1) avoiding or limiting the amount of
development work; (2) making effective use of competition and financial incentives, and (3)
establishing a performance-based acquisition management system that provides for accountability and
measurement of program successes and failures (e.g., earned value reporting).

Step I11. 3. Consider Tools. There arethreetools that agencies should consider using to mitigate risk,
regardless of the amount of development work involved in the acquisition. The first, modular contracting,
breaks large acquisitions into smaller, more manageable modules where complex requirements can be
addressed incrementally in order to enhance the likelihood of achieving workable solutions within goals
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while alowing for subsequent modules to take advantage of technological changes. The second, two-phase
acquisitions, enables the agency to ask for limited capability information in the first phase, which allows
many firms to offer solutions without large expenditures. The government may then select the most
promising for the second phase of detailed cost and technical proposals. The third tool, competitive
prototyping, reducesrisk in development efforts by selecting contractors to produce prototypes of their
product so that the agency may select the most cost-beneficial design concept for further development or
production.

Step [11.4. Select Contract Type and Pricing Mechanism. After an agency has determined the
amount of development work -- if any -- that is anticipated for a given acquisition, the IPT should then
choose an appropriate pricing mechanism. The range of pricing mechanisms extend from firm fixed price,
which transfers all of the risk to the contractor, to cost-plus-fixed-fee, in which the government assumes
al of therisk. Careful management of the risk factors by the government should result in most contracts
being fixed price contracts.

Step [11.5. Issuethe Solicitation. Generally, increased exposure to agency functional requirements
will increase not only the number of firms responding to the solicitation, but also the quality of the bids.
The solicitation should explain the mission need (not equipment needs), schedule, cost, capability
objectives and operating constraints. Offerors should be free to propose their own technical approach,
main design features, sub-systems, and alternatives to schedule, cost and capability goals.

Step 111.6. Proposal Evaluation and Negotiation. Based on evaluation criteriain the solicitation, a
Source Selection Team (SST) of the IPT should evaluate proposals, and the contracting officer should
negotiate with offerors to determine the comparative values of proposals in meeting the criteriaincluded
in the solicitation document. The SST should then prepare analyses and recommendations for presentation
to senior management, specifically a Source Selection Authority (SSA).

Step [11.7. Contract Award. The SSA should review the SST's comparative analysis and
recommendations and selects the contractor to receive the contract. The SSA can aso cancel the
solicitation if cost, schedule or performance parameters proposed by the best value contractor do not
achieve program objectives within funding limitations. If cancellation of the solicitation occurs, the project
should return to the planning phase for review of other options.

Step [11.8. Contract Management. Once the contract isawarded, the IPT is expected to manage the
contract to achieve, on average, at least 90 percent of the cost, schedule and performance goals. The
contractor should use a performance-based management system, as specified in the contract, to manage
the contract and provide management information on the actual accomplishment of the goals compared
to the baseline goals, throughout the acquisition life-cycle. Agency financial management and control
systems should accumulate the actual costs of the project by the work breakdown structure, including both
contract costs and government program management codts, to track costs by major element of the contract,
and integrate them with performance indicators to give program managers a clear understanding of how
resources are connected to results. Agencies should ensure that these systems have the capability of
generating easily understood information that can be used by managers to make sound management
decisions. Systems that generate reams of data, but little information that can be easily understood and
used by management, are not good management tools.

Step [11.9. Acquistion Analysis. The IPT should receive monthly status reports on the performance

of the acquisition from the contractor-operated performance-based management system and the agency
financial management and control system. Following FASA, TitleV, if the acquisition is not achieving
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at least 90 percent of its cost, schedule or performance goals, the IPT should determine the reasons for the
deviations, the corrective actions planned by the contractor, and whether the corrective actions are likely
to result in the acquisition achieving baseline goals by contract completion. If the acquisition will not be
able to achieve basdline goals, the IPT must present an analysis with recommendations to the agency head
for adetermination on whether to continue the acquisition and seek additional funding through OMB, to
restructure the acquisition with lower goals, or to cancel the acquisition and return the project to the
Planning Phase to determine a new approach to achieving mission objectives. However, if the 10 percent
deviation criteria is too great a deviation from goals to meet the agency’s strategic goals and budget
limitations the agency may establish a lessor threshold. In either case, the agency may need to have
information about any deviations as early as possible so that corrective actions may be evaluated as soon
as possible and management decisions on the viability of the project be made before there is a significant
impact on the budget.

OMB’s RMO staff should review acquisition status information from the acquisition’s performance
management system at least once ayear, or as necessary, for acquisitions that are not achieving 90 percent
of goals. OMB should review the reasons for the deviation from goals, the reasonableness of the proposed
corrective actions, and the vdidity of increased cost estimates. Acquisitions that will not meet objectives
in a cost-effective manner should be recommended for termination. OFPP is responsible for submitting
to Congress an annual assessment of progress made by civilian agencies in achieving 90 percent of
acquisition goals.

Step 111.10.  Acceptance. Effective testing will determine whether the agency received the benefits
it anticipated and whether the system is acceptable for use in accomplishing the agency's mission. Final
acceptance will often depend on the successful outcome of testing. Agencies should invest adequate
resources to ensure that there is a thorough functional test plan. Although a contractor will design to a
specification, a contractor will build to the test plan -- successfully accomplishing the testsin the test plan
determines if the contractor gets paid. Having established a thorough test plan, managers should ensure
it isfollowed, that the tests are performed rigoroudly, and the contractor is not given an acceptable rating
unless each item of the plan is fully met.

V. Management-ln-Use Phase

Step IV.1. Operational Analysis. Operational analysis involves the collection of information
concerning a capital asset’s performance and the comparison of this performance with an established
baseline. Asset performance measures should include how well the asset supports customers and
stakeholders and how well the asset is managed by the agency. The outputs of this process are
recommendations to agency resource managers asto the asset’ s continued use, modification, improvement,
or termination.

Step IV.2. Execution of Operation and Maintenance Plan. Even the best planned, budgeted and
acquired asset will fail to adequately deliver to the public unless an operations and maintenance plan is
incorporated into the asset’s procurement process and properly executed. Proper maintenance can
ultimately prove less expensive than more frequent asset replacement. Operational analysis should indicate
when new technology can make the replacement of an asset less expensive than maintenance of the existing
asset.

Step IV.3. Post-Implementation Review. Post-implementation Review is a diagnostic tool to

evaluate the overall effectiveness of the agency’s capital planning and acquisition process. The primary
objective of a post-implementation review isto identify whether the asset is performing as planned and to

I ntroduction/ vii



ensure continua improvement of an agency’s capital programming process based on lessons learned, thus
minimizing the risk of repeating past planning and procurement mistakes.

Step IV 4. Execution of Asset Disposal Plan. Disposal of an asset is typically the end of the asset’s
life cycle, and represents the culmination of the processes discussed earlier in this Guide. Issues to be
considered include the action required to remove the asset from service, planning for transition to a
replacement if required, and final removal of the asset from the agency’ s property inventory. Disposal of
complex assets or systems may involve a multi-year process requiring significant effort and funding to
execute. In all cases, agency property specialists, guided by internal policy and applicable laws and
regulations, must work closely with agency executives to ensure cost-effective and timely disposal of assets.
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