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Report Highlights: Audit of VA’s
ADVANCE and the CSEMO Human
Capital Programs

Why We Did This Audit

The Chairman of the Senate Committee on
Veterans' Affairs asked us to assess how
effectively VA manages its ADVANCE
human capital program, including CSEMO.
Funding for ADVANCE totaed about
$864 million  from FY 2010 through
FY 2012.

What We Found

VA achieved many of its program goals.
Since FY 2010, it met its annual employee
training goals by training  over
135,000 employees. However, VA needs to
strengthen its management of interagency
agreements with the Office of Personne
Management (OPM) and improve its
measures to more accurately assess program
impact. These weaknesses occurred because
VA deployed ADVANCE rapidly and did
not establish adequate controls over
interagency agreement costs and terms.

Asaresult, VA lacks reasonable assurance it
effectively spent program funds during
FYs2010 and 2011 and that its spending
plans for FY 2012 will achieve the intended
impact on VA’s workforce. Because VA
did not evaluate the reasonableness of
interagency agreement service fees, we
estimated OPM’s 4.5 percent standardized
service fee during FY 2011 cost VA an
additional  $2.5 million—although some
unavailable data limited our ability to
conduct a full review of several interagency
agreements.

What We Recommended

We recommended the Assistant Secretary
for Human Resources and Administration
assess Whether its relationship with OPM is
in VA’s best interest and improve the
ADVANCE program by developing
processes to collect and monitor contractor
costs as well as timely and complete
information on interagency agreement terms
and improve program impact measures.

Agency Comments

Although the Assistant Secretary for Human
Resources and Administration disagreed
with certain aspects of our report, he
concurred with the recommendations and
provided plans to implement the
recommendations. Appendix D includes the
full text of the Assistant Secretary’s
comments.

OIG Comments

VA needs to improve its management over
interagency agreements and develop
improved program outcome measures. We
believe our estimates of service fee
overpayments are  reasonable  and
conservative based upon the data available
at the time of our review.

LINDA A. HALLIDAY
Assistant Inspector General
for Audits and Evaluations
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Audit of VA’'s ADVANCE and CSEMO Human Capital Programs

Objective

VA’s Human
Capital
Investment
Plan

ADVANCE
Budget

INTRODUCTION

The VA Office of Inspector General (OIG) conducted this audit to assess
how effectively VA manages its ADVANCE human capital programs,
including the Corporate Senior Executive Management Office (CSEMO).
We conducted this audit at the request of the Chairman of the Senate
Committee on Veterans Affairs.

As part of the Secretary’s initiative to transform VA
into a 21% century organization, VA’'s Human Capital AD“NCE

Investment Plan was branded as ADVANCE and
launched in FY 2010 as an agency-wide effort to build and sustain VA's
succession and workforce planning. VA’s Office of Human Resources and
Administration manages the ADVANCE program, which provides services
including:

TRANEFORMING POTENTIAL INTD FERFORMANCE

e Veterans' employment

e Recruitment and retention services

e Labor management

e Employee compensation and safety
e Workforce development and training

VA reorganized and funded severa of its training academies under
ADVANCE, including VA’s Learning University (VALU). VA established
CSEMO to centralize the recruitment, selection, training, development, and
management of its senior executive service workforce. CSEMO reports to
VA'’s Chief of Staff.

Funding for ADVANCE from FY 2010 through FY 2012 totaled a reported
$864 million. CSEMO was funded through ADVANCE at about $32 million
through FY 2012. The ADVANCE budget is made up of interdepartmental
fund transfers from each VA administration and severa staff offices. For
example, the Veterans Health Administration, VA’s largest administration,
provided about $813 million (94 percent) of the total budget funding
ADVANCE from FY 2010 through FY 2012.

Appendix A provides further discussion on the ADVANCE and CSEMO
programs. Appendix B details our audit scope and methodol ogy.

VA Office of Inspector General 1
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Finding

Alignment
With Federal
Human Capital
Reforms

RESULTS AND RECOMMENDATIONS

VA Needs To Improve ADVANCE Program Management

ADVANCE adligns with Federal human capital reforms by centralizing
workforce training and senior executive recruitment and development.
However, VA needs to strengthen its management of interagency
agreements—which represents a significant portion of ADVANCE
spending—and improve its assessment of program impact. Management
weaknesses occurred because of:

e A rapid program deployment with limited program planning
¢ Inadequate monitoring of interagency agreement terms and costs

e Unreliable assessments of ADVANCE's Return On Investment (ROI)

As aresult, VA lacks reasonable assurance that it effectively spent program
funds during FYs 2010 and 2011 and that its spending plans for
FY 2012 will achieve its intended impact on VA’s workforce. Further, VA
reported it did not evaluate the reasonableness of interagency agreement
service fees. We estimate the Office of Personnel Management’s (OPM)
standardized service fee of 4.5 percent during FY 2011 cost VA an additional
$2.5 million.

ADVANCE dligns with OPM’s Federal human capital reforms related to
workforce development, recruitment and retention, leadership management,
and succession planning. For example, CSEMO integrates the recruitment,
hiring, and management of VA’s senior executives. Targeted at VA’s senior
executives, CSEMO developed and launched its mgor initiative, the VA
Senior Executive Strategic Leadership Course. The stated purpose of this
course is to build the knowledge and skills of VA’s senior executives,
focusing on leadership and decision making. The VA Chief of Staff invested
significant time and commitment to this initiative to convey the value of a
healthy organizational culture and the importance of communication between
VA’s senior executives. CSEMO aso provides newly appointed senior
executives with a standardized array of training and career development
tools, such as executive coaching, to ensure newly appointed senior
executives have access to the same resources.

In October 2011, VA launched MyCareer @VA, an online resource that gives
VA employees the opportunity to develop their skills, abilities, and
competencies, as well as research career possibilities within VA. Program
officials reported that engaging employees this way supports employee
development and improves retention. In 2012, MyCareer @VA was
recognized as a program that focuses on innovation in the public sector and

VA Office of Inspector General 2
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Interagency
Agreements
Total About
$400 Million

Inadequate
Management
of Interagency
Agreements

Inadequate
Planning and
Research

was awarded third place for the Deloitte Public Sector Innovation Award for
the 21% Century.

Since FY 2010, VA entered into over 50 assisted acquisition interagency
agreements valued at about $400 million with OPM to obtain goods and
services to support ADVANCE and CSEMO. Assisted acquisition
interagency agreements allow a servicing agency, such as OPM, to award
and administer contracts for services or goods on behalf of a requesting
agency, such as VA. VA entered into interagency agreements with OPM to
obtain services such as:

e Leadership and project management training for employees
e Human resource program development expertise

e Information systems development

A servicing agency can charge a requesting agency for its acquisition
assistance. In FY 2010, OPM assessed VA an average 3.2 percent service
fee! In FY 2011, VA reported that OPM charged VA a standardized service
fee of 4.5 percent on amost all of its interagency agreements. Program
officias reported that the standardized service fee for FY 2012 is
3.75 percent.

VA did not adequately manage its interagency agreements with OPM. We
found VA’ s acquisition planning to be inadequate to justify its determination
that interagency agreements with OPM represented the best procurement
approach. VA aso did not develop effective processes to alow it to assess
the costs and terms of its interagency agreements with OPM.

Acquisition planning and market research is required by the Federd
Acquisition Regulation (FAR) to promote and provide for competition as
well as identify the most suitable contract type.

The FAR also requires agencies to assess whether an assisted acquisition
interagency agreement represents the best procurement approach and if this
method is cost effective by taking into consideration:

e The authority, experience and expertise of the servicing agency to meet
the requesting agency’ s needs and time schedule

o Cost effectiveness by taking into account the reasonableness of agency
service fees

We examined VA’s determination and findings statements for the
20 interagency agreements reviewed. We found VA’s assessments to

! See Appendix B for a detailed discussion on how we calculated the average service fee VA
paid OPM in FY 2010.
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determine that interagency agreements with OPM represented the best
procurement approach to be inadequate.

After we concluded our audit work, program officials provided additional
information regarding the extent of research during acquisition planning.
VA made broad statements regarding OPM’s exclusive expertise and
capacity to provide needed services and goods in many of the interagency
agreements reviewed. For example, VA made statements that it could find
no other product that surpassed the cost, quality, experience, and time-critical
response provided by OPM. Program officials also cited cost comparisons
they reportedly conducted of other Federa agencies, such as the General
Services Administration (GSA), concluding that OPM was the preferred
choice for the immediacy of their need and offered the same services as GSA
for approximately half the cost.

We could not evaluate VA'’s statements because officials could not provide
us with documentation to support the results of VA’s cost and capacity
comparisons between OPM and GSA. The FAR requires agencies to
maintain contract files that include documentation supporting key acquisition
decisions sufficient for an audit.

Inadequate VA did not fully assess service fees associated with assisted acquisition

Assessment of interagency agreements with OPM. VA paid OPM an estimated

Service Fees $14.4 million in interagency agreement service fees since FY 2010. The
FAR, as well as guidance from the Office of Management and Budget's
Office of Federal Procurement Policy, requires agencies to assess the
reasonableness of service fees in determining if an interagency agreement
represents the best procurement method.

Program officials reported they did not evaluate the reasonableness of
OPM’s service fees, including the 4.5 percent standardized service fee for
FY 2011, because they thought the fees were fair. We determined that VA's
standardized service fee agreement with OPM for FY 2011 was not
advantageous and cost VA an additional $2.5 million.? VA paid an average
service fee of 3.2 percent in FY 2010 that was less than the standardized
service fee for FY 2011.

Inadequate VA did not adequately monitor and account for specific program costs, such
'\C"ggt'éo””g of as consultant fees and contractor travel. VA did not require OPM to provide

detailed invoices that include specific program costs incurred through
interagency agreements. According to the Government Accountability
Office’'s standards for internal control Federal agencies should have controls
in place that alow them to reliably account for program costs. Program
officias reported they would have to obtain copies of contractor invoices

2 See Appendix B for a detailed discussion of how we calculated the additional costs to VA
under its FY 2011 standardized service fee agreement with OPM.

VA Office of Inspector General 4
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Inadequate
Monitoring of
Terms

Reasons for
Inadequate
Management

Impact of
Inadequate
Management

Some Program
Goals
Achieved—
ROl Unreliable

from OPM and review them manually to monitor and account for specific
program costs.

VA also did not adequately monitor the terms of its interagency agreements,
such as modifications, because its process to obtain timely copies of signed
interagency agreements is ineffective.  This type of monitoring would help
ensure that services and goods are being provided in accordance with agreed-
upon schedules and fees. Program officials reported that it took OPM as
long as 6 months to provide VA with signed copies of ADVANCE-related
interagency agreements.

Program management weaknesses occurred because of a lack of effective
internal controls over VA’s interagency agreements with OPM. VA'’s
processes did not ensure compliance with the FAR and guidance from the
Office of Management and Budget’s Office of Federa Procurement, as well
as access to timely and necessary interagency agreement cost and terms
information. Program officials reported that because of ADVANCE's rapid
deployment internal controls were being developed and revised during the
implementation phase of the program. Furthermore, program officias
reported there was acceptance that only OPM could provide the needed
resources and expertise through assisted acquisition interagency agreements.

As a result of VA’s ineffective internal controls over its management of
interagency agreements, VA may have missed opportunities for substantial
savings by not fully assessing the capacity and related costs of other Federal
agencies. Since FY 2010, VA entered into over 50 interagency agreements
with OPM valued at about $400 million. We estimate VA paid OPM about
$14.4 million in service fees for these interagency agreements. Without
access to complete cost data, VA cannot make fully informed spending
decisions for the ADVANCE program. Further, without access to complete
and timely copies of signed interagency agreements, VA is aso at risk of
making procurements out of the scope of the terms of its agreements with
OPM.

VA achieved many of its ADVANCE program goals. For example, since
FY 2010 it met its annual employee training goa by training more than
135,000 employees each year. As of the end of FY 2011, VA trained about
354,000 employees and plans to train 135,000 employees by the end of
FY 2012. CSEMO accomplished its FY 2011 goa of developing and
implementing its CSEMO Connect web site to enhance communication and
collaboration between VA's senior leadership and senior executives. VA
also reported it took steps to assess the quality of its workforce training, such
as instructor-led, classroom-based training and is considering expanding its
assessmentsto include all online training.

While VA is making progress in meeting its ADVANCE program goals, we
have concerns about the reliability of how it calculates the monetary value of

VA Office of Inspector General 5
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Conclusion

ADVANCE's impact. In December 2011, VA reported that ADVANCE
achieved a ROI of $604 million which exceeded VA’s origina investment of
$576 in the program for FY's 2010 and 2011.

Program officials report that in many instances data availability limited the
extent to which VA could determine the full impact of ADVANCE programs
like employee training. As aresult, VA used external studies to benchmark
VA’s ROI. For example, ROI estimates for ADVANCE's Information
Technology Academy and Acquisition Academy are based on studies that
are not directly applicable to VA. VA assumed a 38 percent rate of return
which is based on studies that found monetary returns on employee training
ranging from 7 to 38 percent. However, some of these study results are
based on training for newly hired employees in largely low wage
manufacturing industries.® We believe a more conservative estimate, such as
the median or mid-point of this range (23 percent), is a more reliable way of
measuring VA’s training ROI.

VA’s ROI anaysis aso attributes agency benefits such as reduced employee
turnover, improvements in the timeliness of the Veteran Benefits
Administration’s (VBA) supplemental education claims processing, and
reductions in employee sick leave usage to ADVANCE training courses. We
have concerns with this analysis because factors like the economy and other
VA initiatives—such as VBA'’s hiring surge of claims processors under the
American Recovery and Reinvestment Act—may aso account for these
benefits.

Monetary benefits may not provide the most accurate measurement of
program impact. While VA is aready assessing the effect of some
ADVANCE training on the development of its workforce, it should expand
these assessments to more fully measure program impact. For example,
changes in specific aspects of employee job performance following the
completion of related ADVANCE courses can provide data to evauate
whether the training had the intended effect. Broader assessments may allow
VA to more accurately measure the impact of ADVANCE on key agency
outcomes like improvementsin VBA’s claims processing timeliness.

Without improvements in how VA measures the effect of ADVANCE, VA
cannot be assured that ADVANCE is achieving the intended impact on VA's
workforce. In the absence of applicable benchmarks, VA should take steps
to collect data that alows it to more reliably estimate the impact of its
investments on key agency outcomes.

By aigning ADVANCE with Federa human capital reforms, VA has the
opportunity to leverage program resources to maximize the benefits of its

% Thang, N., Quang, T., and Buyens, D. (2010). The relationships between training and firm
performance: A literature review. Research and Practice in Human Resource Management,
18(1), pages 28-45.
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Recommendations

Management
Comments
and OIG
Response

new corporate approach to developing its workforce. By strengthening its
management controls and improving its program impact measures, VA can
improve its accountability over ADVANCE program funds. These controls
are critical for VA to effectively manage the risks associated with future
program implementation and to strengthen its management of active
interagency agreements.

1. We recommended the Assistant Secretary for Human Resources and
Administration conduct and document an assessment of its current
relationship with the Office of Personnel Management for acquisition
assistance to determine whether it isin VA’s best interest and conduct an
assessment of aternatives to facilitate making sound future program
decisions.

2. We recommended the Assistant Secretary for Human Resources and
Administration improve the management of ADVANCE interagency
agreement costs by developing processes to collect and monitor
contractor invoice datain relationship to the actual services provided.

3. We recommended the Assistant Secretary for Human Resources and
Administration improve the management of ADVANCE interagency
agreement terms by developing processes to collect timely and complete
information including copies of signed interagency agreements.

4. We recommended the Assistant Secretary for Human Resources and
Administration more accurately assess the effect of the ADVANCE
program on VA’s workforce by defining and improving its impact
measures.

The Assistant Secretary for Human Resources and Administration did not
agree with certain aspects of our report, particularly as it relates to the
management and oversight of interagency agreements and estimated service
fee overpayments. He provided management comments to our report, which
we address below. The Assistant Secretary concurred with our
recommendations and provided responsive implementation plans. We will
monitor VA’ s progress and follow up on the implementation of its plans until
all proposed actions are completed. Appendix D includes the full text of the
Assistant Secretary’ s comments.

Management Comment: The Assistant Secretary for Human Resources
and Administration disagreed with our finding that VA’s research to support
its determination that interagency agreements with OPM represented the best
procurement approach was inadequate. The Assistant Secretary stated VA
conducted market research at the outset of the ADVANCE program and
determined that an interagency agreement with OPM was the most effective
and efficient procurement method. In addition, the Assistant Secretary noted
a contracted study conducted in 2012 concluded interagency agreements with
OPM arein VA’sbest interest.

VA Office of Inspector General 7
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OIG Response: The FAR requires agencies—prior to entering into an
interagency agreement—to assess if an interagency agreement is the best
procurement method. This assessment should include an evaluation of the
servicing agency’s capacity to provide services and cost reasonableness,
including service fees.

We were provided no documentation to demonstrate that VA considered the
reasonableness of service fees as part of its best procurement approach
determination prior to entering into interagency agreements with OPM.
While VA officials reported they thought OPM’s service fees were
reasonable, they could not provide us with sufficient documentation to
demonstrate that a cost assessment was conducted as part of the best
procurement approach determination. We made numerous requests to VA to
provide us with supporting documentation during the course of this audit.

The Assistant Secretary cited a 2012 MITRE study that concluded VA is
recelving favorable service fee treatment from OPM in relation to other
federal agencies. We note this study was issued about two years after VA
entered into its first interagency agreements with OPM. Best procurement
method assessments should be conducted prior to entering into interagency
agreements as opposed to well after these interagency agreements were
signed and agency funds were committed. Furthermore, we were only
provided with excerpts of this study and as a result could not evauate the
methodol ogy supporting these results.

Management Comment: The Assistant Secretary disagreed with our
finding that VA’s standardized service fee agreement with OPM for
FY 2011 was not cost advantageous and cost VA an additional $2.5 million.
The Assistant Secretary contended that the FY 2010 average service fee
percent should include a $2.5 million interagency agreement with OPM for
program management. By including this interagency agreement, the
Assistant Secretary contends the total average service fee percent for FY
2010 was 4.52 percent rather than the 3.2 percent we calculated. As aresult,
VA achieved a dlight reduction in the average service fee in FY 2011 at
4.5 percent as compared to the average service fee of 4.52 percent in
FY 2010. The Assistant Secretary also noted that we did not acknowledge
VA reduced its standardized service fee for FY 2012.

OIG Response: We disagree with the Assistant Secretary’s assertion that
the average service fee for FY 2010 was 4.52 percent. To add a 1.32 percent
fee for program management to the average service fee percentage we
caculated for FY 2010 is inaccurate given the period of performance for
VA’'s $2.5 million program management interagency agreement. We aso
note the Assistant Secretary calculated a program management service fee
percent of 1.32 percent for FY 2010 based on our estimated total vaue for
interagency agreements in FY 2011—as opposed to FY 2010—of about
$189 million.

VA Office of Inspector General 8
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VA did not provide us documentation to support its contention that the
service feesit paid to OPM in FY 2010 did not include program management
support.  Further, the $2.5 million interagency agreement the Assistant
Secretary refers to and uses to justify an additional 1.32 percent program
management fee in FY 2010 had a period of performance from July 2010 to
July 2011 (that is, largely during FY 2011, not during FY 2010). VA spent
about $600,000 in FY 2010 and about $1.9 million in FY 2011 on this
interagency agreement. OPM did not assess this interagency agreement a
service fee. We believe we correctly estimated that VA overpad
$2.5 million in service feesin FY 2011.

In fact, we took a conservative approach in calculating our estimate of VA’s
service fee overpayment. Our estimate of VA’s overpayment would increase
significantly if we included the $1.9 million VA paid OPM for program
management in FY 2011 (as the interagency agreement’'s period of
performance started in July 2010) in addition to the 1.5 percent VA reported
it a'so paid OPM for program management in FY 2011.

Finally, our report does include a statement that the service fee with OPM for
FY 2012 is areported 3.75 percent. VA was unable to provide us with any
documentation detailing the terms of this standardized service agreement.

Management Comment: The Assistant Secretary disagreed with our
determination that VA did not adequately assess the reasonableness of
OPM’s service fees. The Assistant Secretary stated that VA did assess
OPM'’s service fees against service fees charged by other agencies. In
addition, OPM’s service fee included program management support which
was not, according to the Assistant Secretary, included in any of the other
agencies’ assisted acquisition service fees.

OIG Response: We found VA's interagency agreement contract files to be
incomplete and insufficient to facilitate an audit as required by the FAR. For
example, interagency agreement contract files did not include documentation
detailing market research or assessments of the reasonableness of agency
service fees for the reviewed interagency agreements.

During the course of our audit, we made multiple requests to VA to provide
us with documentation to support its statements related to the results and
extent of its market research. VA provided us with market research
information after we concluded our audit work. However, we could not
verify thisinformation was created during the acquisition planning stage—as
required by the FAR— because the information was not dated.

Furthermore, VA did not provide documentation detailing that OPM’s
service fee is made up of two components—assisted acquisition services and
program management services. As aresult, we could not assess the Assistant
Secretary’s statements that OPM’s service fee included the provision of

VA Office of Inspector General 9
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services that other agencies do not include in their assisted acquisition
service fee structure.

Management Comment: The Assistant Secretary disagreed with our
finding that the terms and costs of interagency agreements with OPM were
not adequately monitored. The Assistant Secretary stated contracts issued
under the interagency agreements with OPM are firm-fixed-price contracts
which protect VA against contractor cost overruns. VA monitors and
accounts for costs such as contractor travel and consultant fees through the
management plan and from OPM’s deliverables receipt form that is
submitted to VA. The deliverables receipt form contains a description of the
goods and services and costs associated with the deliverables.

The Assistant Secretary stated the terms of interagency agreements with
OPM are subject to several layers of performance monitoring and review that
include monthly service agreement meetings with OPM, bi-weekly program
management reviews as well as aformal change control process.

OIG Response: We agree firm-fixed-price contracting can reduce the risk
of cost overruns. However, during the course of our audit, budget and
program officials reported that they could not provide us with cost data
related to consultant fees and contractor travel. These cost data were
specificaly requested by the Chairman of the Senate Committee on
Veterans Affairs. VA officials reported that OPM tracks these data and
OPM officials reported that capturing these costs would require a manual
review and accounting of contractor invoices. According to the Government
Accountability Office’'s standards for internal control, federal agencies
should be able—as stewards of public funds—to account for program costs.

The processes VA devel oped to monitor the terms of interagency agreements
assumes timely possession of signed interagency agreements. During our
audit work, acquisition and program officials reported that OPM was
significantly delayed in providing VA with signed copies of interagency
agreements. Officias reported that in some cases, they did not have copies
of signed interagency agreements to allow them to monitor an agreement’s
terms until well into the period of performance. Without timely and
complete copies of interagency agreements, VA’s processes to monitor
interagency agreement terms cannot be effective.

Management Comment: The Assistant Secretary in his concurrence with
our recommendation that VA more accurately assess the effect of the
ADVANCE program on its workforce by defining and improving its impact
measures stated that economic conditions were included in VA's ROI
analysis and proved to have no significant impact. Furthermore, the
Assistant Secretary pointed out that in addition to externa studies, VA also
used rigorous statistical data analysis and input from interna program
ownersto benchmark VA’s ROI.

VA Office of Inspector General 10
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OIG Responses We appreciate the methodological complexities of
measuring the impact of ADVANCE. From information provided by VA,
the ROI for ADVANCE and specificdly initiatives such as the IT Academy
and the Acquisitions Academy are based on studies of industries and
employees that are not directly applicable to VA and its workforce. We
recognize that it may be difficult to find a benchmark by which to measure
ADVANCE and pointed out in our report that VA should consider a more
conservative estimate of the expected ROI based on findings from previously
published studies. Specifically, rather than attributing a 38 percent ROI
based on study results that cited a range of 7 to 38 percent, we believe using
amore conservative estimate, such as the median or mid-point (23 percent),
would be more reasonable.

Data provided to OIG did not include details of analyses that were reportedly
conducted to measure the impact of external factors such as the economy and
the availability of employment outside of VA. As a result, we cannot
comment on the level of significan