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Introduction

NIH Administrative Restructuring Plan

 “…there are few items more urgent than ensuring that the Federal government is well run and results-oriented… Federal managers are greatly limited in how they can use available financial and human resources to manage programs; they lack much of the discretion given to their private sector counterparts to do what it takes to get the job done…With Freedom to Manage will come clear expectations of improved performance and productivity.” President George W. Bush, The President’s Management Agenda, 2001

“…the purpose of [research and development] is to generate knowledge and ideas, an endeavor that, in comparison with other organized activities, is oblique, hard to predict, unwieldy to measure, and difficult to judge except in hindsight. Because of these characteristics, much of the conventional wisdom of administration… may not be directly applicable...”  -- Alice Sapienza, D.B.A., Managing Scientists, 1995

The National Institutes of Health (NIH) is fundamentally a scientific institution – and the coin of the realm is knowledge. NIH leads the world in producing and supporting brilliant, creative ideas that advance our understanding of human health and disease which can ultimately lead to novel interventions that may positively affect the lives of every human being on earth.  As one of the largest components of the Department of Health and Human Services (DHHS), NIH is accountable to the American people for the wise and efficient use of the public’s funds. The scientific and managerial success of the Human Genome Project is but one example illustrating that when given the opportunity, NIH as an agency can excel not only as a renowned producer of brilliant and global scientific advances, but also as an expertly managed, efficient user of human and financial resources
. The goal of this report is to synthesize the findings of a broad, expedited analysis of how we manage NIH so as to identify key opportunities to further improve efficiency while preserving and perpetuating the unparalleled record of scientific excellence established to date.  This report intends to outline a process of evidence-based changes coupled with a plan for continuous outcome monitoring that will further streamline NIH administrative functions, enhance productivity, and allow movement of FTEs from administrative functions to scientific in order to meet new oversight mandates and facilitate the NIH science mission.

Every element of the NIH’s large and complex organization exists to support science.  This review of options for consolidation and increased efficiencies has been driven by the need to foster the NIH scientific mission.  Awarding billions of dollars in grants, providing clinical care for patients, developing safe research facilities, and integrating state-of-the-art information technology with intramural research are examples of the vast range of academic and administrative scientific activities conducted by NIH every day.  The management of scientific enterprises such as NIH must differ from that of many of the other activities of other DHHS – if not all other Federal – organizations.  Placing a man on the moon or a projectile within inches of it’s target has not proved to be as daunting a task as curing the common cold.  There are a number of characteristics which distinguish scientific enterprises from all others.  The products of scientific enterprises are knowledge and ideas which are often difficult to measure in tangible terms thus making the alignment of rewards and outcomes more difficult.  Although the key drivers of the enterprise are scientists, typically with highly specialized training and expertise, the enterprise could not efficiently or effectively function without the strong administrative staff who are integral to the success of the scientific enterprise.  Scientific enterprises rely heavily on creativity and flexibility for many of their core activities as required by the nature of problem-solving.  As an inherently different paradigm, creativity cannot flourish within the necessary constraints of rigid administrative structures which are most often formatted by policies and procedures established via known or anticipated practices and/or variables.  NIH scientists, who have often chosen to forego opportunities for substantial financial gain in the private sector, are like many scientists in that they are primarily driven by so-called “intrinsic motivators” 
-- they are passionately driven by the work itself, by the personal satisfaction that comes from solving problems.  Bureaucratic barriers that make the work itself less satisfying or more burdensome to the scientists and science administrators may have a dramatic negative impact on the ability of NIH to recruit and retain those who are the most fundamentally motivated.  These differences and others require tailored management approaches in order to achieve excellence in scientific enterprises.  The founding of the NHGRI Intramural program provides a perfect example. 

In 1993 a decision was made to start an intramural program in genomics, as a new component of what was then called the National Center for Human Genome Research, in response to the clear and present opportunities as well as Congress’ authorization language that mandated an IRP.  NIH had many areas of great scientific strength in 1993, but genomics had newly arrived on the scientific scene, and expertise in this field was largely lacking on the Bethesda campus.  It was thus essential to recruit several outstanding mid-career scientists from outside NIH to come and serve as Branch Chiefs for this new enterprise.  The strategy that worked was to invite a number of these world-renowned geneticists from many different institutions to a brainstorming meeting at the Stone House, and then seek to recruit those who showed interest.  The ability to recruit these six scientists as a group, many of whom had always hoped to work together, greatly added to the excitement of the new opportunity.  Ultimately, all but one of the highest priority recruits was successfully brought on board in less than a year.  Succeeding in this enterprise required several capabilities that are now at risk.  Here are just three examples:  1) A dedicated Human Resources team within the institute that understood the details of the science involved in this new field, developed highly effective and trusting relationships with the potential recruits (all of whom initially expressed deep concern about "working for the government"), and went the extra mile to help recruits and their families make the transition.  2) The ability to outfit highly sophisticated laboratories, requiring the purchase of specialized instruments such as confocal microscopes, DNA sequencing machines, and oligonucleotide synthesizers, which could never have been done without dedicated expertise in the administrative staff devoted to acquisitions.  3) The ability of a well-trained and scientifically sophisticated Budget Officer to set up the initial complex budget formula and then to establish tracking tools, recognizing that the science involved was substantially different than that going on in other parts of NIH.

Not only did this hands-on approach succeed in recruiting the leadership for the program in record time, the same flexibility and creative management style subsequently succeeded in hiring highly talented junior faculty.  In over a dozen national searches, the top scientific candidate was nearly always successfully brought to NHGRI, including candidates who had competing offers from the top academic schools in the nation.

The NHGRI intramural program has emerged to become one of the most highly regarded and cited research units in human genetics in the world.  

Extramural research is the primary means of funding scientific discovery at NIH and the grant system rests upon the bedrock of peer-review—a system that has become the envy of the global scientific community.  Most NIH funds are awarded to investigator-initiated projects with considerable resources  directed toward addressing specific health problems. The NIH’s twenty-seven Institutes and Centers (ICs) are central to the Department’s pursuit of its program objectives of advancing scientific and medical research, preventative health measures, biodefense, improved health outcomes, reducing health disparities, and improved quality of health care.

Administrative Restructuring

The NIH has long sought and implemented programs that enhance administrative efficiencies  This is  demonstrated most recently via the effort to create and develop the NIH Business and Research Support System (NBRSS).  The NBRSS will create an integrated database that promotes data sharing and provides information in "real time" to the users, ultimately significantly enhancing the efficiency of  the administration of the NIH scientific mission.  Dr. Elias Zerhouni, Director, NIH, has initiated an increased emphasis to looking at management structures.  In April, 2003, Dr. Zerhouni formed the Administrative Restructuring Advisory Committee (ARAC) chaired by the NIH Deputy Director to rigorously review business practices at NIH and to propose action plans to improve efficiency. Eight Working Groups were formed, each co-chaired by an institute or center director and a senior NIH executive, to focus on the following functions: Acquisitions, Budget, Equal Employment Opportunity, Finance, Facilities, Grants Management, Human Resources, and Information Technology. The groups were charged with the following tasks: 1) review current functional operation and organization , 2) recommend action plans to improve efficiencies in functional operations, eliminate unnecessary redundancy and inconsistency (some are necessary), and streamline both structure and function without detracting from and preferably enhancing NIH’s scientific mission, 3) identify required resources for and potential barriers to implementation of the proposed recommendations, 4) address human resource benchmarks necessary for guiding the allocation of resources to the function, and 5) identify performance metrics for monitoring outcomes after implementation of the recommendations. All decisions regarding the appropriate placement of administrative operations, whether in the individual ICs or in organized clusters of ICs or in a central consolidated structure, were to be made with emphasis on the unique scientific mission of NIH and the stewardship of that mission on behalf of Congress and the public .

The working groups asked hard questions and recommended bold changes, fully cognizant that some may convey risks for an otherwise highly successful research agency.  While a variety of restructuring options have been proposed for the eight functional areas, they fall into three broad categories:  structural consolidation of offices (Acquisitions; Information Technology; Equal Employment Opportunity); functional consolidation of selected operations and/or responsibilities coupled with changes in remaining decentralized operations to improve efficiency (Budget; Grants Management); and tentative consolidation decisions pending departmental actions or competitive review under OMB Circular A-76 (Finance; Facilities).  In each functional area, the options presented are those that best serve the Department’s program objective of advancing science and medical research while further strengthening the Department’s management objective of maximizing coordination and operational efficiencies of administrative functions.  

A Changing Environment

This review of administrative activities at NIH and the recommendations that have been proposed were informed by a range of forces that will impact any activity related to the administrative structure and function of the OPDIV.  The scientific enterprise is rooted fundamentally in the mind adept at complex problem-solving.  However, the successful and efficient extrapolation of insight into tangible work-product is a business that like any other business is inherently dependent upon and no better than the administrative support deployed.  In the scientific enterprise, the scientist is the franchise player that will be most likely to achieve potential when surrounded by a team of competent support.  NIH has earned it’s reputation as the worlds pre-eminent health science entity in great part through its determined and meticulous scrutiny of relevant issues employing resources unattainable to most global and private sector competitors.  NIH management of its scientific mission emphasizes the efficient procurement and presentation of research material to and from its scientists in effort to identify and endorse the most viable of research.  The OPDIV continues to explore new and better ways of supporting the ever changing scientific enterprise

Between FY 1993 and 2004, the NIH budget increased by 170%, while FTEs increased only 2.5%.  NIH’s efforts to control FTE levels, due in part to internal controls such as an ongoing administrative hiring freeze and realignment of resources, shows the OPDIV’s ever-constant commitment to ensuring and enhancing administrative efficiency.  During this period, the NIH also demonstrated leadership in critical HHS administrative support areas, such as Electronic Research Administration and the successful implementation of shared services centers.  At the same time, advancing science required increases in the both the volume and complexity of the grant portfolio.  For example, the number of cooperative agreements, which require labor-intensive scientific and administrative collaboration with grantees, increased 66% during this period.  Moreover, Congressional mandates, such as the establishment of new ICs in the areas of bioimaging, complementary and alternative medicines, and health disparities, with the addition of a significant increase in regulatory requirements, have also contributed to the expanding breadth and complexity of NIH’s enterprise.  And still, the NIH moderated growth in its FTEs and kept overall administrative costs well below private sector benchmarks.  . 

Currently, the NIH is charged with ever-growing scientific responsibilities to combat  the threat of bioterrorism and new infectious diseases such as SARS, monkeypox, and West Nile virus.  In addition, the burden of disease is now shifting from more acute and lethal forms of disease to chronic illness.  Since mid-century, chronic diseases are increasingly replacing acute conditions as the nation’s leading killers.  In fact, chronic disease is now responsible for more than 70 percent of all deaths.  At the same time, the U.S. population is aging and becoming more diverse. These changes require new and expanded research efforts in a wide variety of diseases and disabilities like diabetes, cancer, and Alzeheimer’s disease. 

While the NIH must become even more attentive to opportunities to increase efficiencies, the OPDIV is also obligated to ensure that rapid improvements in the prevention, diagnosis, and treatment of disease are realized.  With this in mind, shortly after his arrival at the NIH, Dr. Zerhouni began a consultative process by which the research community was asked to identify initiatives that NIH should pursue over the next decade that will have the biggest impact on the progress of medical research–to develop a scientific Roadmap. By definition, these initiatives will both transform the research enterprise and can not be accomplished by a single institute or a group of institutes.  These efforts, which range from the development of national molecular libraries to re-engineering the clinical research enterprise, will require new staff with different kinds of expertise and even more labor intensive programmatic activities.  And if the Roadmap is to be realized, this staff will need effective and efficient administrative support.  For example, the Roadmap exercise has identified the Molecular Libraries approach to identifying small molecule probes for biological pathways as a highly exciting and timely new initiative for NIH.  The founding of an NIH Center for Small Molecule Screening was identified as the highest priority of more than 40 proposed initiatives.  This Center, whose ultimate success will have powerful implications for the translation of basic science discoveries into treatments, is envisaged as needing to rapidly hire a staff of 30 - 40, including a need for very specialized scientific expertise from biologists, automation engineers, computational biologists, and medicinal chemists.  The Center will require highly sophisticated equipment to provide cutting edge screening capabilities for hundreds of thousands of compounds each week.  It would frankly be impossible to contemplate building such a center without the ability to marshal all of the necessary administrative expertise from HR, acquisitions, budget, facilities management, and other areas, keeping these close to the science and directly responsive to the needs of the Center leadership.

Today, as it is entering a new phase, the NIH continues to explore new and better ways of supporting the scientific enterprise and ensuring excellence in its stewardship of taxpayers funds.  To this end, NIH leadership is currently developing a new corporate governance, which promises to ensure the coherence, transparency, and efficiency of OPDIV decision-making. 

Recommendations

The recommendations that have been presented in the next several pages represent the beginning of a process that intends to lead to significant improvements in the efficiency of the OPDIV while maintaining essential services.  These services will continue to be an important factor in continuing and building upon the established NIH tradition of scientific excellence. The recommendations are driven by 1) the acknowledgement of the  inherent requirements of a scientific research enterprise, 2) the philosophy that managers should be empowered to manage which requires the linkage of authority and responsibility with the provision of incentives and support for managers to use the most efficient business practices, and 3) the up-front establishment of continuous performance monitoring to determine whether NIH goals are achieved.

NIH has defined the structural process for each area as appropriate in order for that area to provide the necessary support to the NIH mission.  This strategy integrates effective business management principles and the NIH portfolio of scientific missions with the Department and Presidential management objectives.  In the end, NIH has chosen to pursue a strategy that focuses on both addressing the administrative structure and improving the effectiveness of critical science support processes.  This strategy intends to result in the to the best outcome for NIH, DHHS, the Administration, the Congress, and the American public.

Proposed Consolidations:

At the OPDIV Level:

· Human Resources

· Equal Employment Opportunity

· Information Technology (IT) Infrastructure

· Facilities Management

· Most Financial Management

· Some Budget functions

Into Service Centers:

· Acquisitions

· Most Grants Management

· Some Financial service functions

Functions that Must Remain in IC to maintain integral relationship to scientific staff:

· Core IC-specific Grants Management functions

· Core IC-specific Budget functions

· Scientific computing (IT)

Overarching Themes

Through their deliberations, the working groups established four key factors to be considered when selecting the optimal structure:

· Avoid rigid implementation of a “one-size-fits-all” approaches that may cause serious disruptions of services;

· All proposed changes must include objective measures for performance evaluation;

· Flexibility before, during, and after the implementation of is critical to new structures;

· Many administrative functions are inextricably linked and mutually dependent, and decisions on restructuring must consider the impact on other functions.

Underlying consideration of the overarching themes, the working groups were to bear in mind that improvements in efficiency will be made only through the appropriate combined use of best business practices, automated tools, greater consistency, and economies of scale. 

Timing of change to maximize success of transition: Implementation should, whenever it is appropriate, occur in an incremental fashion to take advantage of technological advancements; to gain efficiencies and streamlining after initiation of changes in business practices; and to permit refinement as outcomes become apparent.  Implementing before tools are in place or fully developed, without the appropriate staff, greatly diminishes the capacity to perform effectively and to the desired levels of efficiency.  

Reliance on successful implementation of enterprise IT initiatives: Enterprise initiatives and integration of systems should be coordinated with reorganizations and business process changes.  A coordinated approach is absolutely necessary to plan the appropriate implementation, including the timing and sequencing of critical steps.  Efficiencies dependent on new automated tools can only be gained if the tools are in place in sync with the implementation of new business processes but could be offset by the requirement of more IT staff to support them.  Proper budgeting for operating costs, such as training and infrastructure improvements, also need to be considered when developing the implementation schedule.

Expert consultation: The current recommendations were composed in a short period of time, and further analysis and planning is required before implementation of many of the changes. In some areas NIH plans to partner with external experts such as the National Academy of Public Administration, to determine appropriate performance and outcome measures to be tied to comprehensive measurement systems.  Current performance data, NIH-wide, should be collected and assessed to define key measures and set performance targets.  NIH wants to provide both a comprehensive empirical assessment of operational and managerial improvement requirements and a framework for adopting best business practices and continuous improvement.  Systems will be developed to guide implementation and identify problems in a timely fashion so that proactive measures can be taken.  Additionally, as the proposed organizational changes are implemented, evaluation should occur at each increment so that refinements can be made along the way.  NIH will use NAPA, or another independent, outside contractor to review our recommendations, our progress, and our performance results, and will provide comments both to OS and to NIH.  
Integration of restructuring changes in conjunction with OMB Circular A-76 cost comparison: NIH will integrate the implementation of this administrative restructuring plan with its competitive sourcing program in a manner that supports the President’s Management Agenda.  NIH will design the competitive sourcing plan if the opportunity exists to use that process as a catalyst for change.  Preliminary selections have been made for functions to be cost-compared in FY 2004 and 2005, however, that list is being revisited to determine which functions could benefit from restructuring through both efforts.

In some cases NIH is proposing less rigid structures that can adapt quickly and accommodate specific needs of the mission, such as in Budget where the ICs retain the focus on scientific and programmatic goals relevant to individual congressional appropriations.  We balance this however, by recognizing core functions and the need to develop consistent performance elements and outcome goals. Some functions will be consolidated in the NIH Office of the Director while other functions will remain decentralized with greater oversight provided by both the NIH OD and the ICs. Where functions provide the same core services across the NIH improvements in efficiency are anticipated through the consolidation of certain services in clusters of service centers.   This approach is proposed for Acquisitions and Grants Management.  

Through ongoing introspection regarding NIH’s administrative approaches, some functional areas have already been substantively consolidated.  However, even in these areas, it has been recognized that there is a need to develop better outcome measures and performance metrics integrated into a monitoring plan that will  identify as early as possible when adjustments should be made.  Additionally, reorganization plans should consider the redistribution of remaining services that are no longer supported by consolidated or centralized offices.  Efforts should be made up front to define the totality of services provided and develop an implementation plan that addresses the distribution of all services, even if the decision is to no longer perform a service.  Additionally, NIH will continue to review activities in light of consolidation and A-76 to ensure that there is an appropriate balance between mission and support positions.
NIH is continually looking at its structures and the services they provide to seek additional opportunities to gain efficiencies.  NIH has recently reorganized facilities management and is currently working on streamlining processes for better accountability.  Some consolidation has also occurred during the development of the performance work statement for the facilities functions currently undergoing an OMB Circular A-76 cost comparison.  Given the significant financial and potentially legal implications of making further changes to that part of the organization, restructuring ideas have been primarily focused on the remaining parts of the organization. 

Functional Organizations

Equal Employment Opportunity

The NIH Office of Equal Employment Opportunity and Diversity Management (OEODM) is the focal point for NIH-wide policy formulation, implementation, coordination and management of the civil rights, equal opportunity, affirmative employment, and workforce diversity programs of the NIH, as mandated by EEO laws and regulations. The current Equal Employment Opportunity (EEO) and Diversity Management (DM) structure at the National Institutes of Health (NIH) is comprised of the OEODM and EEO Offices within each of the 27 NIH Institutes and Centers (ICs).  While each IC EEO Office shares a common mission, there are variations in the manner in which the programs are implemented.  In an effort to increase the consistency and efficiency in meeting legally mandated requirements and respond to the NIH mission to improve the diversity of the workforce and research environment, the OEODM and IC EEO Officers’ held an off-site retreat in December 2001. Building upon the retreat recommendations, the NIH proposes to centralize its EEO program to meet both the President’s Management Agenda and the HHS Secretary’s Management Objectives and Program Priorities.  NIH leadership is cognizant, however, that we must carefully consider the impact of restructuring, A-76 and other personnel changes to the workforce and the potential increasing need for this vital function.  

Recommendation:  Full Consolidation at the OPDIV Level

· Consolidate all IC EEO programs, functions, and personnel into the NIH Office of Equal Employment Opportunity (OEO) within Office of the NIH Director to provide overall management and oversight and six core functional teams.

· ICs will interface with OEO through staff assigned as liaisons to the ICs during Phase I, though ICs will continue to have the responsibility to assure diversity of each of their individual workforces.
· Centralize all key processes into six core functions in Phase II:
· Complaints Management,
· Minority Outreach and Recruitment
· Special Emphasis Programs
· Affirmative Employment
· Diversity Management
· Disability Programs

Implementation Schedule (2-year phased process)

Start: October 1, 2003

Completion phase I:  September 30, 2004

Completion phase II: September 30, 2005

Staffing Levels:

Current FTEs: 90

Phase 1 staffing level: 75

Post restructuring FY05 EEO FTEs: 64 (total reduction of 32%)

Next Steps:

· Develop benchmarks for determining appropriate staffing levels

· Develop and implement a data management system and a system for monitoring outcome metrics and adjusting operations accordingly

· Fully implement the Minority Outreach and Recruitment Program

· Throughout implementation, carefully consider impact of all restructuring activities and possible increase in demand on this function.

Facilities Management

Facilities and facilities-based services are already highly centralized and consolidated at the NIH level in the newly formed Office of Research Facilities (ORF) and the Office of Research Services (ORS). Most of the services are managed through performance-based contracts, and are provided in a commercial, fee-for-service manner.  The program policies, operating budgets, service levels, and charge-back rates are developed under the direction and approval of appointed advisory committees, the NIH Funding Advisory Review Board (FARB) and the Facilities Planning Advisory Committee (FPAC). These services operate within policies established by DHHS and a management framework that includes commercial benchmarks, explicit performance measures, and profit and loss accountability. In addition, a large component of the facilities activity (real property management services) is currently undergoing a competitive sourcing review in accordance with OMB Circular A-76. The review is scheduled to be completed by the end of this fiscal year.  Regardless of whether these functions are outsourced or retained in-house, the few facilities operations that are currently directed by ICs (e.g., NIA and NIDA operations at the Baltimore campus, NIEHS, and RML) will transition to ORF.

Recommendations:  Full Consolidation at the OPDIV Level

· Complete restructuring and establishment of ORF for facilities and engineering services.  Continue restructuring and business process re-engineering driven by A-76 study and FTE reductions.

· Consolidate management of all conference rooms for 50 or more persons into NIH Events Management operations.

Implementation Schedule:

Start:  A-76 review of real estate property management services currently underway

Completion: 1 Oct 03 + transition period for ongoing study.  Additional study complete 1 Oct 04

Staffing Levels:

Current FTEs (ORF): 585 (down from target of 738 due to vacancies and freeze restrictions)

Post-competition:  Historical data indicate potential savings of up to 15% in a most efficient organization.  Proposed reductions in property management staff will be known when MEO bid is final.  Outplacement of transitioned employees could impact actual realization of savings.

Next Steps:

· Complete A-76 competition of property management operations as a single performance-based contract to cover all grounds and facility management, operations, and maintenance; operation and distribution of utilities; as well as design and construction of interior alterations, renovation and repair, and certain new construction at NIH locations in Montgomery County, the Baltimore Bayview campus, the NIEHS campus in North Carolina, and the Rocky Mountain Labs in Montana.

· Explore opportunities for integrating existing NIH-wide support contracts (e.g. food services) into department-wide contracts to increase economies of scale while maintaining high-quality service delivery.

· Work with Department to develop new procedures for coordination of facilities planning and leasing

· Continue monitoring outcome metrics and adjusting operations accordingly
Financial Management  
The Office of Financial Management (OFM) provides consolidated scientific and administrative accounting and payment support to all NIH Institutes and Centers.  Some managerial accounting positions, however, reside in several central service organizations that provide trans-NIH support.  Under its already consolidated environment, the NIH has improved accountability, providing greater oversight and transparency of results through accurate and timely financial information. However, an aging, dated accounting system, and accelerated reporting requirements have placed increasing challenges on our ongoing goal of improving accountability and reporting.  NIH has been actively involved in the development of the Department-wide Unified Financial Management System (UFMS) and the NIH Business System (NBS), which will replace the aging Administrative DataBase (ADB).  These systems will bring about more standardized, streamlined, and integrated processes.  As implementation is carried out, evaluation of outcome measures will be required to provide feedback on opportunities for improvement and adjustments.

Recommendation:  Centralization of Most Financial Functions with Some Service Centers

· Most services are already centralized in OFM--maintain these services.

· Maintain central financial service units to provide dedicated, skilled support to these unique and diverse organizations

Implementation:  Already completed

Staffing Levels:
Current FTEs:  124 in OFM;  35 in central services clusters.  

Proposed FTEs:   124/35 (unchanged) For immediate short-term needs to support UFMS and NBS initiatives, we will hire additional temporary personnel.

Next Steps:

· Continue to support the development and deployment of the NBS and UFMS to replace outdated systems and bring us in compliance with mandated requirements.  Further restructuring or review under OMB Circular A-76 of financial management services should await full implementation of UFMS.  

· Work closely with the Department on the strategy for shared services once the UFMS is fully deployed.  

· Develop benchmarks for determining appropriate staffing levels with the implementation of new automation systems.

· Develop and implement a system for monitoring outcome metrics and adjusting operations accordingly.  Some appropriate outcomes include:  

· Elimination of material weaknesses in the accounting environment

· Ability to meet the accelerated financial statement preparation and reporting timelines (benchmarked from Department of Education's post-deployment ORACLE Federal Financials system report)

· Full compliance with Federal Financial Management Improvement Act  (benchmarked from Department of Education's post-deployment ORACLE Federal Financials system report)

Acquisitions Management 

Acquisition of goods and services at NIH is accomplished through a combination of point-of-use procurement mechanisms (i.e., purchase cards and DELPRO orders) and other simplified acquisition and contract mechanisms utilized by 15 NIH procurement offices. While some of the acquisition activities involve routine administrative service delivery (e.g., the purchase of copy paper), many involve highly specialized and expensive purchases such as the purchase of reagents or instruments for intramural research scientists.  R&D contract mechanisms involve a variety of acquisitions, including the conduct of large clinical trials and epidemiology studies, dissemination and evaluation of research results, and development of research resources for the scientific community.  Fifteen independent offices that report functionally to a central NIH acquisition office currently conduct R&D and Station Support Contracting, and Simplified Acquisitions.  These offices obligated 78% of the total dollars of NIH acquisitions in FY02 and provide varying levels of support to their customer bases, ranging from station support or R&D contracting, to full-service contracting as a Competitive Service Center.  The simplified point-of-use purchasing mechanisms are geared toward low dollar, quick and straightforward commodities and services.  Twenty-two percent of the total dollars of NIH acquisitions are spent through the point-of-use mechanisms.

Recommendation:  Consolidate 15 Acquisition Offices Into 6

· Consolidate 15 acquisition awarding offices into 6 full-service Consolidated Operations Acquisitions Centers (COACs), each with a Customer Service Board. COACs will exist under a dual reporting structure receiving central direction from the Head of the Contracting Activity (HCA) with input from the supporting ICs, 

· Continue simplified point-of-use purchasing mechanism, by non-acquisition personnel at ICs; increase oversight and incentives to assure exploitation of volume purchase discounts. 

· Continue NIH consolidated Indefinite Delivery/Indefinite Quantity service contracts (e.g., for logistical conference support, laboratory animal care) and explore opportunities for expansion.

Implementation Schedule:

Start:  October 1, 2003

Completion:  June 30, 2004 

Staffing Levels:

Current FTEs:  449

Proposed FTEs:  Appropriate levels to be determined by benchmarks.  Efficiencies will be gained upon full implement of iProcurement. 

Next Steps:

· Fully implement Oracle iProcurement (additional module to the NIH Business System)

· Develop benchmarks for determining appropriate staffing levels

· Develop and implement a system for monitoring outcome metrics and adjusting operations accordingly.

Grants Management  
The NIH grants management infrastructure ensures sound business and administrative procedures for its Congressionally authorized grant and cooperative agreement programs and is embodied in the grants management units that serve the twenty four funding Institutes and Centers, providing award administration, oversight and compliance responsibility (over 40,500 grant awards - $15 billion – in FY 2001).  The individual Congressional appropriation for each IC, and the Grant Management Officer’s role as the official authorized to commit the Government to terms and conditions, including expenditure of funds, argues for the close involvement of each grants management office in the extramural affairs of the IC.  There are a number of NIH-wide opportunities for consolidation of certain functions and responsibilities that will not deter from the primary responsibility of the GMO to the IC.  Furthermore, there remains considerable uncertainly about benchmarks for resources needed to efficiently manage the diverse portfolios of grants across the ICs.

Recommendation:  Establish Grants Management Service Centers

· Maintain IC-dedicated grants management staff to manage the grant portfolio.  At a minimum, each IC should retain a Grants Management Officer to ensure accountability and stewardship of appropriated funds.

· Establish service centers for the consolidated management of non-IC specific functions (e.g., grants close-out, fellowship appointments and terminations).  Establishing IC service center clusters based on workload and geographic proximity will enhance efficiency and maintain the intimate working relationship between grants management, program, and review staff.

· Consolidate oversight of training of all grants management staff into the central Office of Extramural Research. 

· Further develop a centralized process for reallocating grants management staff across ICs based on need.

Implementation Schedule:

Begin:  October 1, 2003

Completion:  September 30, 2004

Staffing Levels:

Current FTEs: Grants Mgt: 141 in OD/OER, 398 in ICs; Grants support under study for A-76
Proposed FTEs: some efficiency will be achieved through re-engineered work processes and electronic tools.  Appropriate staffing levels to be determined through benchmarking. 

Next Steps:

· Continue leadership role of NIH in consolidating grants management systems across DHHS OPDIVs via IMPAC II and (upon full deployment) NBS and eRA.
· Further develop uniform core business practices, including the mandatory use of common electronic tools, to assure consistency and efficiency of procedures across the IC grants management units.
· Pilot benchmarks for determining appropriate staffing levels.

· Refine and expand the system for monitoring outcome metrics and adjusting operations accordingly to ensure greater efficiencies.

Budget

The budget process in each of the NIH Institutes and Centers is driven by its Congressional appropriation, directed toward the pursuit of the public research mandate articulated in that IC’s specific mission.  Fiduciary and programmatic stewardship is accomplished through Budget Office development and implementation of strategies to meet the IC scientific and programmatic goals.  Given that the budget process occurs for three fiscal years simultaneously (formulation, presentation and execution), budget staff must have comprehensive knowledge of the overall mission of the IC, and specific familiarity with current year activity.  Budget staff in close proximity to scientific staff assures responsiveness, especially in light of the inherent unpredictability of basic research, and a responsible and timely deployment of resources in service to the IC mission.  While total consolidation of budget offices into a central office would greatly disrupt the efficiency and responsiveness provided by an IC budget office, additional consolidation of certain non-IC specific budget functions can be achieved.

Recommendation:  Consolidate More Budget Functions

· Retain core budget functions in the IC to maintain proximity to scientific staff to maintain fiduciary responsibilities.

· Further consolidate selected budget formulation, presentation and execution functions while retaining core budget functions at the IC level. Examples of activities to be consolidated: development of commitment base for intramural and other in-house activities in the formulation arena; entry of IC provided data into standard NIH format and graphs for the Congressional Justifications in the presentation arena; and end of year reports to NIH of IC obligations by various distributions in the execution arena.  

· Continue to streamline OD coordination functions (e.g., preparation of budget instructions, review of IC budget material) as well as the management of the preparation and submission of budgets and associated documents to Congress by automating processes.

· Strengthen the linkage between the NIH Associate Director for Budget (ADB) and the IC and CS budget officers.

Implementation Schedule:

Begin:  October 1, 2003

Completion:  January 1, 2004

Staffing Levels:

Current FTEs:  219; Proposed FTEs:  200 (Total reduction of 9%)
Next Steps:

· Develop benchmarks for determining appropriate staffing levels

· Develop and implement a system for monitoring outcome metrics and adjusting operations accordingly
Information Technology  
Informatics is increasingly becoming a cornerstone of biomedical research.  While the restructuring of Information Technology (IT) infrastructure at the NIH is intended to meet the Secretary’s goals towards more efficiency, all efforts must preserve and protect the robust programmatic aspects of IT as it pertains to scientific research (e.g., genomics, proteomics, bioinformatics and imaging sciences).  As a world leader in providing advanced communications tools to support biomedical research, NIH is required to continue to manage and improve the technologies that enable its services to reach the public and other research organizations around the world.  The strategy below will facilitate continued support of science while achieving consistency, uniformity, and standardization and eliminating unnecessary duplication.

Recommendation:  Further Consolidation of Infrastructure Functions at OPDIV Level

· Continue support of specialized programmatic IT research support functions in the ICs.

· Provide the appropriate electronic tools to execute the newly engineered, merged NIH business processes. 
· Continue consolidating within NIH infrastructure IT functions, such as e-mail, helpdesk, security, networks and architecture into a single NIH organization by Oct 2003. (Phase I)

· Expand current consolidation efforts by centralizing additional IT infrastructure services such as bandwidth to the wall plate, remote access and videoconferencing. (Phase II)

· Restructure lines of authority for all infrastructure IT activities to report to the NIH CIO.

· Continue active support of the Department’s HHSnet initiative to streamline Internet connectivity where common requirements exist.  Sustaining and enhancing vital NIH services (MEDLINE/PubMed, Clinicaltrials.gov, GenBank, etc.) that demand redundant and enhanced connectivity to the Internet, as well as ongoing development of emerging network technologies such as Internet 2, will require that NIH maintain control of these critical network operations.

· Expand partnering with other HHS OPDIVs to extend the service-center concept of e-mail services and continue serving the Office of the Secretary and HRSA.  A second migration of approximately 30,000 users to a single HHS e-mail system substantially diverts mission-related resources, without yielding savings to offset that cost.  
Implementation Schedule:

Begin:  Phase I currently underway; complete by October 1, 2003

Completion:  Phase II October 1, 2003; complete by October 31, 2004

Staffing Levels:

Current FTEs:  For Phase I, 82 FTE (+ 87 Contractor) = Total 169; Phase II, to be determined.

Proposed FTEs:  Appropriate levels are under analysis.  Per industry benchmarks, a reduction of up to 10% is projected through infrastructure consolidation. (Phase I & II) 
Next Steps:

· Develop benchmarks for determining appropriate staffing levels

· Develop and implement a system for monitoring outcome metrics and adjusting operations accordingly

Human Resources

The Departmental Human Resources (HR) consolidation is well on its way.  While the proposed structure is not viewed as optimal, we are working toward consolidation and continue to monitor the progress of the reorganization.  We have assessed the effects of the NIH HR consolidation to date.  While a number of positive results have occurred (e.g., strengthened oversight and authority, improved consistency in processing actions, and bringing together shared knowledge and expertise), consolidation of this function has already had a negative impact on other HR functions (e.g., consulting with IC management and scientific staff routinely on administrative problems and issues, delays in recruitment and benefit processing, and the loss of HR partnerships with management on strategic IC plans and activities to include recruitment and reorganizations, etc.) and warrants significant modifications to the plan.  A recent survey of senior NIH management showed that the level of HR strategic alignment to the IC mission (something NIH views as critical) went from good to excellent pre-consolidation to adequate to poor post consolidation for the majority of responses. The preliminary data from another assessment of Operations functions (see below) demonstrates that the OPDIV’s effectiveness and rapid response capacity is already compromised, and without a redirection of HR staff to operations will further decline.  In addition, a number of HR related activities are proposed to be moved out of HR and left to the OPDIV to manage.  Examples include the NIH Work/Life Center (which has received multiple awards) and mission specific training functions.  This comes at a time when outsourcing and restructuring activities will place a growing demand on services to help in transitioning our displaced employees.  These functions are essential to the success of these initiatives and must have adequate resources.  Alignment with HR is extremely important. Our proposal supports a model of consolidation at the OPDIV level with changes regarding timing of implementation, increased numbers and role of key HR managers, and an advisory/policy board.  Without these proposed modifications, continuation as planned may further diminish the OPDIV’s capacity and the nation’s leadership in biomedical and behavioral research. 

In line with the President’s Management Agenda, we must retain employees with knowledge and make use of flexibilities in place to acquire and develop a high-quality workforce.  We cannot reduce staff to an ineffective level before appropriate tools are in place, nor can we short ourselves of the very staff with key knowledge that are so important to work with the Institutes to develop strategic plans to acquire and maintain the staff that make NIH the premier research organization that it is.  

Recommendation:  OPDIV-wide Consolidation with Adjusted Staffing Levels

· Institute cross accountability and shared evaluation in the relationship of HR staff both to the NIH and the Dept. with direct reporting to the NIH.  This will ensure that organizations are not only more efficient but effective as well, by continually monitoring performance and making appropriate adjustments to meet client needs.  
· Postpone staff reductions envisioned for October 2003 until QuickHire and QuickClass are fully installed and tested, and staff is fully trained with the systems.  Maintaining a more appropriate staffing ratio of at least 1:70 during the transition will ensure that NIH organizations are provided adequate support. This is in alignment with the benchmarks recently conducted by NAPA..  The FTE level would then be approximately 271 as opposed to the 250 currently being proposed.

·   Increase the role and number of HR Account Managers at the Bethesda site. While the Dept proposes 1 to 2 account managers for the OPDIV, NIH proposes expanding the role of the HR Account Managers to serve as the key advisors to Institute or Center (IC) management to ensure that strategic objectives of the clients are being met.  For NIH, that includes designing and adjusting the administrative and support infrastructure to meet the scientific needs.  To do this the Account Manager needs to work closely with the IC to thoroughly understand their business needs.  We propose increasing the number of Account Managers (without decreasing operational support) that are envisioned for the Bethesda site to allow all large and medium size ICs to have an Account Manager full time on-site.  Also, we recommend some of the smaller ICs that are geographically co-located share an Account Manager accessible to the ICs’ managers.  These Account Managers would then be able to fulfill the critical role of HR in assisting ICs in day-to-day management while maintaining familiarity with the IC mission requirements.  Keeping the services close to the customer in this manner is clearly emphasized in the President’s Management Agenda.

· Establish an Advisory/Policy Board that consists of senior officials from the OP/DIVs to provide advice, input and feedback into the HR organizations reporting to the Deputy Assistant Secretary for Human Resources to maintain service standards, provide a mechanism to share feedback, and be an advocate for resources.

· Develop benchmarks for determining appropriate staffing levels

· Develop and implement a system for monitoring outcome metrics and adjusting operations accordingly
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Impact Upon Workload and Case Processing
In an attempt to measure the impact of HR restructuring at NIH on the workload of HR operations staff and on the time it takes to process selected personnel actions, a variety of data has been collected for comparison.  First, the additional workload on current staff as a result of staff reductions was measured.  Data was gathered on the number of personnel transactions processed during October/November/December 2001 (prior to the reorganization) along with the number of HR operations staff on board to handle those actions, and compared against data for October/November/December 2002 (after the reorganization).  The results are expressed in the table below:

Workload/Staff Comparison-1st Quarter of FY 2002 and 2003

Pre and Post HR Reorganization
	
	Oct/Nov/Dec 2001
	Oct/Nov/Dec 2002

	Total NIH Staff
	18,461
	19,067

	Total HR Operations Staff
	309
	202

	Total Actions processed
	21,562
	19,693

	Actions per Operations Staff
	70
	98


The data shows that while the total number of transactions processed is approximately 1,900 less for Oct/Nov/Dec 2002 than they were for Oct/Nov/Dec 2001, the HR operations staff has been reduced by almost 100.  This resulted in transactions per HR operations staff member increasing from 70 to 98 during comparable 3 month time periods--an increase in workload of approximately 40%.

Next, the impact of the staff reductions and the subsequent workload increase on the time it takes HR operations staff to handle sample cases was measured.  We selected merit promotion actions and career ladder promotions as good examples of typical cases processed in HR operations offices.  We asked each HR operations team that services an NIH Institute to examine five merit promotion and five career ladder promotion cases (for a total of approximately 100 cases for each type of action) for the time period of January/February/March 2002 (prior to the reorganization) and collect data on the time it took for the HR office to handle key aspects of the case (e.g.: post the vacancy announcement; refer the list of Best Qualified candidates to the selecting official after the announcement closed; effect the action); and then, to collect comparable data for January/February/March 2003 (after the reorganization).  These data provided information on the impact of staff reductions on HR operations processing times for typical personnel actions. The results are summarized in the following table:

Human Resources Metrics Summary
	
	Average # of Days to Post Announcement
	Average # of Days to Refer Candidates
	Average # of Days to Effect Actions

	Jan/Feb/March 2002
	7.15
	18.85
	16.7

	Jan/Feb/March 2003
	12.8
	21.8
	32.4


The data show that the reduction in HR operations staff has increased the time it takes to post vacancy announcements and to refer candidates to selecting officials; and, when considering the additional processing time requirements for effecting actions in EHRP, the time it takes to effect actions has nearly doubled. 

Similar data will be collected after the current DHHS restructuring effort is affected Particular attention will be paid to the impact upon HR case processing times with the implementation of automated systems such as QuickHire and QuickClass. 

Conclusion

NIH’s Administrative Restructuring Plan

The NIH Administrative Restructuring Advisory Committee (ARAC) has identified numerous opportunities to significantly improve the efficiency of the OPDIV while maintaining excellence in reaching its scientific mission. Our plan for consolidation and increased efficiencies, while driven by the scientific mission, also supports the management objectives of the President and HHS Secretary.  More importantly, the solutions have been crafted to the specific needs and circumstances of each function and the mission-driven focus of corporate NIH. Through teams of functional experts and senior officials, we looked at each area and its specific requirements, then prescribed a solution that focuses on ensuring the program is effective and achieving results.  Though the degree of change varies, the focus was the same—on the HHS Management Objective to maximize coordination and operational efficiencies of administrative functions while not compromising NIHs ability to carry our its primary mission—to uncover knowledge to improve people’s health.
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