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WILL “NETWORX” WORK? A REVIEW OF
WHETHER A CENTRALIZED GOVERNMENT
TELECOM PLAN JIBES WITH AN EVER-
EVOLVING MARKET

THURSDAY, FEBRUARY 26, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 11:20 a.m., in room
2154, Rayburn House Office Building, Hon. Tom Davis of Virginia
(chairman of the committee) presiding.

Present: Representatives Tom Davis of Virginia, Burton, Ose,
Cannon, Waxman, Maloney, Cummings, Tierney, Van Hollen, and
Norton.

Staff present: Melissa Wojciak, staff director; David Marin, dep-
uty staff director/director of communications; Ellen Brown, legisla-
tive director and senior policy counsel, Edward Kidd, professional
staff member; John Brosnan, GAO detailee; Teresa Austin, chief
clerk; Brien Beattie, deputy clerk; Phil Barnett, minority staff di-
rector/chief counsel; Kristin Amerling, minority deputy chief coun-
sel; Michelle Ash, minority senior legislative counsel; Mark Ste-
phenson, minority professional staff member; Earley Green, minor-
ity chief clerk; Jean Gosa, minority assistant clerk; and Cecelia
Morton, minority office manager.

Chairman ToM Davis. The meeting will come to order. Good
morning, thank you everybody for your patience. We had to get
through some of those bills.

I want to welcome everybody to today’s oversight hearing on the
GSA’s proposed government-wide voice and data telecommuni-
cations program Networx. Through this hearing, we hope to gather
information from industry and other stakeholders, including GSA,
to determine whether GSA’s proposed acquisition strategy con-
tained in its request for information issued in October will be effec-
tive in today’s ever-evolving telecommunications environment.

GSA’s Federal Technology Service [FTS], in coordination with the
Interagency Management Council, is responsible for ensuring that
Federal agencies have access to affordable telecommunications and
networking services and solutions that meet agency mission re-
quirements. FTS has traditionally met this responsibility through
large, government-wide contracts, such as the current FTS 2001
contracts for long distance and international telecommunications
services, and the Federal wireless telecommunications contract.
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Networx would be GSA’s fourth generation government-wide
telecommunications program. We are interested in learning wheth-
er GSA’s overall acquisition strategy is likely to provide robust
competition from the entire spectrum of the marketplace. Further,
we need to example narrower but still-significant issues related to
the proposed acquisition, such as transition strategies, appropriate
contract performance period, billing requirements, and the use of
minimum revenue guarantees.

The key to success here is to make GSA take advantage of the
wealth of information that’s been made available to it in response
to the RFI and through this hearing. This knowledge, not merely
the designs of the past, should guide the structuring of a flexible
telecommunications program, based on current and future markets
and evolving government needs.

[The prepared statement of Chairman Tom Davis follows:]
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Opening Statement of Chairman Tom Davis
“Will Networx Work? A Review of Whether a Centralized Government
Telecom Plan Jibes with an Ever-Evolving Market.”
February 26, 2004
10:00 a.m.
Room 2157, Rayburn House Office Building

Good morning, I would like to welcome everyone to today’s oversight
hearing on the General Services Administration’s (GSA) proposed
government-wide voice and data telecommunications program, Networx.
Through this hearing, we hope to gather information from industry and other
stakeholders, including GSA, to determine whether GSA’s proposed
acquisition strategy, contained in its Request for Information issued in
October, will be effective in today’s ever-evolving telecommunications
environment.

GSA’s Federal Technology Service (FTS), in coordination with the
Interagency Management Council (IMC), is responsible for ensuring that
federal agencies have access to affordable telecommunications and
networking services and solutions that meet agency mission requirements.
FTS has traditionally met this responsibility through large, government-wide
contracts such as the current FTS2001 contracts for long-distance and
international telecommunications services and the federal wireless
telecommunications contract. Networx would be GSA’s fourth generation
government-wide telecommunications program.

The Committee is interested in learning whether GSA’s overall
acquisition strategy is likely to provide robust competition from the entire
spectrum of the marketplace. Further, we need to examine narrower, but
still significant issues, related to the proposed acquisition, such as transition
strategies, appropriate contract performance period, billing requirements,
and the use of minimum revenue guarantees. The key to success here is for
GSA to take advantage of the wealth of information that has been made
available to it in response to the RFI and through this hearing. This
knowledge, not merely the designs of the past, should guide the structuring
of a flexible telecommunications program based on current and future
markets and evolving government needs.
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Chairman Tom DAvis. I would now recognize the distinguished
ranking member, Mr. Waxman.

Mr. WaxXxMAN. Thank you, Mr. Chairman. I am pleased to join
you today to review the administration’s preliminary observations
on how to purchase telecommunications services when the current
FTS 2001 contracts expire. As everyone knows, this committee has
historically played a role in the development of the acquisition
strategy for the Federal Government’s telecommunications needs. I
look forward to working with you, Mr. Chairman, the administra-
tion and the private sector to ensure that the Federal Government
continues to receive the best price and highest quality service to
meet those needs.

The Federal Technology Service at GSA has administered the
current Federal telecommunications program, FTS 2001, and its
predecessor, FTS 2000. While not totally without problems, the
program has been a success. The Federal Government pays be-
tween 1.5 and 2 cents per minute for long distance service, well
below the best commercial rate. Over its lifetime, the program has
saved the American taxpayer close to $2 billion by leveraging Fed-
eral buying power and encouraging continuous competition. Any fu-
ture acquisition should retain these critical features. Could you
imagine what the Federal Government could do in the area of
pharmaceuticals if we used the collective buying leverage of the
Federal Government for Medicare recipients to get the best price,
so that we could get the best price, best quality and protect the
consumers from high prices, as well as the Treasury and the tax-
payers?

GSA issued a request for information last October that provides
the outlines of an acquisition strategy for the new program, and
has received comments from a wide cross section of the industry.
Now is the time to examine questions about whether the proposed
strategy will address the fiscal, technological and socioeconomic
priorities of the Federal Government. Will the strategy generate
enough continuous competition to assure the best price in quality?
How will the new technologies be integrated into the program? Will
small and minority businesses have sufficient opportunities under
the proposed strategy? And what is the best way to ensure a
smooth transition from the existing to the new contracts? These are
just a few of the questions that I would like to see addressed today.

Mr. Chairman, I thank you and I look forward to hearing from
our witnesses. I want to tell the witnesses that we all have a lot
of things going on, and I have a conflict. But if I'm not here, I cer-
tainly will be monitoring the testimony, my staff is here, and we’ll
be working with all of you to pursue the best policy. And I would
hope that we can keep the record open, so that if there are further
questions we want to submit for answers in writing, we’'d like to
ask that for the record.

Chairman Tom Davis. Thank you.

Any other Members wish to make opening statements? The gen-
tleman from Indiana, Mr. Burton.

Mr. BURTON. Mr. Chairman, I want to commend you for holding
this hearing this morning. Although the current government tele-
communications contract will not expire until 2006, we need to
begin today discussing and debating how we want the contract to
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be structured. Communications and information sharing is in many
ways the life blood of our government.

If we cannot successfully communicate with our constituents or
between various Federal agencies or even each other, the business
of government will come to a screeching halt. Particularly in the
post-September 11 world, it’s extremely important that we do this
thing right.

Today’s hearing gives us an opportunity to listen to the thoughts
of the GSA, the telecommunications industry and the other stake-
holders about the positives and potential negatives of GSA’s pro-
posed contract strategy as outlined by them in their October 2003
request for information. The best solution to this important govern-
ment procurement issue is going to take compromise by all the
major stakeholders, and everybody is probably not going to be com-
pletely happy with the final product. I know that from past history.

Mr. Chairman, after overseeing the process the last time this
contract was up for consideration, I learned a few valuable lessons.
At the end of the day, I hope we will be able to work together to
develop a policy that ensures robust and fair competition, contains
enough flexibility to provide new technology and innovative solu-
tions to government’s ever-evolving information technology needs,
such as in the areas of network, Internet and cybersecurity, emer-
gency preparedness and response, disaster recovery and continuity
of services in a crisis. Above all, that it’s affordable, efficient, well
managed and a good value for the American taxpayers.

So in closing, Mr. Chairman, I want to thank you once again for
getting the ball rolling by convening this hearing today. I sincerely
hope we can work together in an open, fair and bipartisan way to
continue moving this process forward constructively. I probably
won’t be able to listen to all the witnesses because we’re getting a
briefing on a trip we’re taking over to Iraq. But I certainly will fol-
low this very closely, Mr. Chairman.

Chairman ToM DAvis. Thank you, and we look forward to your
guidance on this. You have some experience in this, having gone
through it before, and I appreciate your interest. Any other Mem-
bers wish to make opening statements?

Ms. NORTON. Mr. Chairman, I would like to make a statement.

Chairman Tom DAviS. The gentlelady from the District of Colum-
bia.

Ms. NORTON. Mr. Chairman, I'm going to the floor, but I'm going
to try to remain here to hear these witnesses. I'm impressed that
we are here dealing with perhaps the most competitive and techno-
logically driven industry in the country, that literally changes by
the minute. We therefore, it seems to me, are in the catbird seat,
given the fact that we are surely the largest customer that any of
these players could desire.

So I will be interested to know whether the acquisition strategy
that is proposed will provide the government the opportunity to
take advantage of competition from many sources. I want to see
them all go at one another with, to a fare-thee-well. Because we
are the ones who will benefit if they have to kill each other in order
to get this contract. [Laughter.]

The technology changes every moment, the reason the technology
changes is precisely because this industry wants to stay competi-
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tive. It stays so competitive that it’s often difficult to keep up with
what technology one ought to have. We don’t need to have, I sup-
pose, minute by minute state-of-the-art technology, but we cer-
tainly ought to encourage the government to keep up with the
changing technology. And we need to say to these guys, “We're
here, let’s see what you’ve got,” for the best company with the low-
est bid, go at it, and the more you go at it, the better off we’ll be.

Thank you very much, Mr. Chairman.

Chairman Tom Davis. Thank you very much.

The gentleman from Maryland.

Mr. CuMMINGS. Thank you very much, Mr. Chairman.

Mr. Chairman, I thank you for holding this hearing to collect in-
formation from stakeholders in the General Services Administra-
tion’s proposed government-wide voice and data communications
program, Networx.

It’s my hope that this hearing will serve as an opportunity for
us to explore whether GSA’s proposed acquisition strategy will
serve as the best solution in our current technologically advanced
society. The current telecommunications program, FTS 2001, will
expire in 2006. It is important that we are able to implement a new
program in a timely, effective and cost-efficient manner.

In the RFI request issued by the FTS in October 2003, the stated
goals of Networx were to assure continuity of services, achieve best
value by leveraging the government’s buying power to obtain the
lowest possible prices, while maintaining quality, provide access to
a broader range of service than currently available, and provide ex-
panded opportunities for small businesses. It is at this hearing
where we can determine whether or not the FTS-proposed Networx
does in fact accomplish these goals, or whether it must be adapted
to further meet the concerns of all stakeholders involved. I have
four main concerns that I hope the witnesses will address today.

First, Networx must have the ability to not only offer but keep
up with new technological advances. In light of September 11 and
our continuous need to effectively address issues related to our Na-
tion’s security, we must be sure that any new telecommunications
program we implement is capable of supporting new technologies
as they are developed.

Second, the bidding process for Networx must remain a competi-
tive process that does not exclude either new or smaller entities
from entering the government-sponsored program. This bidding
process must also allow for companies with specialized tele-
communications technology to compete in our ever-evolving tech-
nology economy.

Third, Networx must remain cost-effective in its new form. If the
program does not continue to save the government money, espe-
cially in our current budget crunch, then it will miss its most im-
portant aim.

And last, Networx must allow for an affordable and efficient
transition from the current FTS 2001 telecommunications program.
We must be guaranteed that by 2006 there will be a smooth and
non-problematic transition into the new program.

With that said, Mr. Chairman, I look forward to hearing from to-
day’s witnesses, and once again, Mr. Chairman, I thank you.

[The prepared statement of Hon. Elijah E. Cummings follows:]
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Statement of Congressman Elijah E. Commings
House Government Reform Committee
On
“Will Networx Work? A Review of Whether a Centralized Government
Telecom Plan Jibes with an Ever-Evolving Market”
February 26, 2004 at 10:00 a.m.
Thank you, Mr. Chairman for holding this hearing to collect information
from stakeholders in the General Services Administration’s (GSA) proposed
government-wide voice and data telecommunications program, Networx. It
is my hope that this hearing will serve as an opportunity for us to explore

whether GSA’s proposed acquisition strategy will serve as the best solution

in our current technologically advanced society.

The current telecommunications program, FTS 2001, will expire in 2006,
and it is important that we are able to implement a new program in a timely,
effective, and cost efficient manner. In the RFI request issued by FTS in
October of 2003, the stated goals of Networx were: “to assure continuity of
services, achieve best value by leveraging the government’s buying power to
obtain the lowest possible prices while maintaining quality, provide access
to a broader range of service than currently available, and provide expanded

opportunities for small businesses.” It is at this hearing where we can
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determine whether or not the FTA proposed Networx does in fact
accomplish these goals, or whether it must be adapted to further meet the

concerns of all stakeholders involved.

I have four main concerns that I hope the witnesses will address today:

« First, Networx must have the ability to not only offer, but keep up
with new technological advances. In light of 9/11 and our continuous
need to effectively address issues related to our nation’s security, we
must be sure that any new telecommunications program we
implement is capable of supporting new technologies as they are

developed.

» Second, the bidding process for Networx must remain a competitive
process that does not exclude either new or smaller entities from
entering the government sponsored program. This bidding process
must also allow for companies with specialized telecommunications

technology to compete in our ever-evolving technological economy.
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» Third, Networx must remain cost effective in its new form. If the
program does not continue to save the government money, especially

in our current budget crunch, then it will miss its most important aim.

» And lastly, Networx must allow for an affordable and efficient
transition from the current FTS 2001 telecommunications program.
We must be guaranteed that by 2006, there will be a smooth and non-

problematic transition into the new program.

With that said, Mr. Speaker, I look forward to hearing from today’s
witnesses, and once again, thank you Mr. Chairman for holding today’s

hearing.
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Chairman ToMm DAvis. Thank you very much.

We have a great first panel, we have a great second panel. Let
me say in the second panel, we held a lot of them in the back room.
And this is where we could have sold tickets. We had SBC, Sprint,
Verizon, MCI, AT&T, Winstar, BellSouth and Level 3 all in the
same room, and by all accounts, it was fairly harmonious. So it’s
a historic first. [Laughter.]

On the first panel we have Steve Perry, the Administrator of the
U.S. General Services Administration; Sandra Bates, no stranger to
this committee, the Commissioner from the Federal Technology
Service, U.S. General Services Administration; Linda Koontz, the
Director of Information Management Issues from the U.S. General
Accounting Office; Drew Ladner, our Chief Information Officer at
the U.S. Department of the Treasury; and Mel Bryson, the Director
on Information Technology, Administrative Office of the U.S.

ourts.

It’s the policy of this committee that we swear witnesses in be-
fore their testimony. If you’ll rise with me and raise your right
hands.

[Witnesses sworn.]

Chairman Tom Davis. Thank you very much.

Commissioner Perry, we'll start with you and then we’ll move
straight on down the line. Your total statement is in the record.
Not everybody is here to hear it, so you don’t need to go over the
time, because that’s in the record, and most of the Members will
get it off the record. Then we’ll have our questions, a lot of them
are cued to what your testimony is. So if you can take about 5 min-
utes, keep your testimony to 5 minutes. We have a light in front
of you. When the orange goes on, that means you have 1 minute
left, 4 minutes are up.

Steve, thanks for being with us, and thanks for doing a great job
over there.

STATEMENTS OF STEPHEN A. PERRY, ADMINISTRATOR, U.S.
GENERAL SERVICES ADMINISTRATION; SANDRA N. BATES,
COMMISSIONER, FEDERAL TECHNOLOGY SERVICE, U.S. GEN-
ERAL SERVICES ADMINISTRATION; LINDA D. KOONTZ, DI-
RECTOR, INFORMATION MANAGEMENT ISSUES, U.S. GEN-
ERAL ACCOUNTING OFFICE; DREW LADNER, CHIEF INFOR-
MATION OFFICER, U.S. DEPARTMENT OF THE TREASURY;
AND MELVIN J. BRYSON, ASSISTANT DIRECTOR, ADMINIS-
TRATIVE OFFICE OF THE U.S. COURTS

Mr. PERRY. Thanks, Mr. Chairman. I appreciate the opportunity
to testify to the committee on this very important subject.

As has been pointed out, we all know that having an effective
and efficient telecommunications program in the Federal Govern-
ment is very important. It’s not only important because we spend
billions of dollars to obtain these services, but it’s important be-
cause this is critical to the communication interactions, and the
data transfer of information that we have to do to support the day
to day operation of the government.

So we're happy to be here today to talk about our plan for
transitioning from FTS 2001 to the new program that we call
Networx. The Networx contract, as has been pointed out, will be
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the fourth generation of telecommunication contract in the govern-
ment that started in the mid-1960’s. Each successive contract that
has been put in place has been an improvement over the prior con-
tract. We expect that will continue to be the case with the new
Networx contract that’s being put in place.

FTS 2001 certainly has been a success, as Mr. Waxman pointed
out. We've derived savings in the government of nearly $2 billion
from that program. In short, GSA telecommunications programs of
the past have in fact been successful, and as we move forward, we
believe we can build upon the lessons learned and the solid founda-
tion that is now in place to make the new program even more suc-
cessful as we move to the future.

Last October you invited us to talk to this committee about our
plans for beginning the transition process and developing a new
Networx program as well as an acquisition strategy. Since that
time, Sandy Bates and her team have benefited from numerous
meetings with the committee staff and we continue to seek your
counsel and support. Additionally, as was pointed out, we’ve had
very valuable discussions with customer agencies, and we’ve had
very valuable discussions with the telecommunications industry
and other interested parties.

The level of interest is perhaps unprecedented. The quality of
comments and the exchange of information and ideas that we’ve re-
ceived to date have been very, very helpful. Through this dialog, we
are receiving many excellent ideas that we will continue to consider
and, where appropriate, incorporate into the development of the
Networx telecommunications program, as well as the formulation
of our acquisition strategy.

So Mr. Chairman and members of the committee, one of the
things I want to emphasize in my remarks is that we will assure
you that we understand the importance of the proposed govern-
ment-wide telecommunications program and we are committed to
achieving implementation of the new program in a very successful
way. Before I turn the presentation over to Sandy to talk about
this in some more detail, I'd like to just highlight a few of the cus-
tomer requirements that we’ve learned from our discussions with
customers and industry partners and that GSA has committed to
achieve in this acquisition.

The first is service continuity. That is, we will ensure that all
services currently provided under FTS 2001 are transitioned to the
new Networx contract without interruption.

Second is transition assistance. The Networx contract will in-
clude requirements for contractors to assist agencies in achieving
a timely, efficient transition from the current contract to the new
contract.

Then of course, best value. Networx contracts will offer tele-
communications services to Federal agencies at highly competitive
prices that are at or below current levels. Additionally, agencies
can use the Networx contract to meet their telecommunications
needs without incurring the costs of developing their separate ac-
quisitions.

And flexibility, the Networx program will give customer agencies
maximum flexibility to adapt to changes in the competitive eco-
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gomic and technology environment of the telecommunications in-
ustry.

Alternative sources. Networx will provide choices to agency cus-
tomers in selecting from among multiple contractors for services
that they require. That will provide for the robust competition that
you spoke of.

In the area of operations support, Networx contracts will inte-
grate ordering, billing and inventory management to the extent
necessary to meet agency requirements. The Networx contracts ad-
ditionally will be performance based.

And last but certainly not least, GSA is placing a strong empha-
sis on the utilization of small businesses by our Networx service
providers.

So I want to assure the committee that we understand how im-
portant this is and we’re working on it that way. We do hope that
the result of our work will be that even those agencies that have
not taken advantage of the benefits of GSA’s telecommunications
programs in the past will realize that they have the opportunity to
do so, to obtain the telecommunications services that they need, to
achieve their agency’s missions and at the same time, save money
for their agencies and of course for the American taxpayer.

Mr. Chairman, we thank you for holding this hearing. I look for-
ward to continuing to work with you and the other members of the
committee to make this new Networx contract a reality. Thank you.

[The prepared statement of Mr. Perry follows:]
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Good morning Mr, Chairman and Members of the Committee.
Thank you for the opportunity to testify today on the General
Services Administration’s (GSA’s) proposed government-wide

telecommunications program called “Networx.”

At previous hearings of this Committee, we have discussed the
efforts GSA is making to improve our performance in providing
“best value” service to Federal agencies and to the American
taxpayers. We are applying this effort across all areas of GSA
including the Public Buildings Service, the Federal Supply

Service, and the Federal Technology Service.

We are here today to discuss the Federal Technology Service
plan for developing the “Networx” telecommunications program to

replace the expiring FTS 2001 telecommunications program.
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Specifically, we will discuss the objectives, timetables and our

acquisition strategy for the new program.

This new Networx contract is the fourth major competitive
acquisition of a government-wide, fuil service telecommunications
program to provide voice, data, video, and other
telecommunications and networking services and solutions to
support Federal agencies in the achievement of their missions. It
all began in 1964 with the original Federal Telecommunications
System, followed by FTS2000 from 1988 through 1998, FTS2001

from 1998 through 2006, and soon, Networx.

Each of these telecommunications programs has enabled Federal
agencies to have access to affordable telecommunication
services and solutions that meet agency mission requirements.
FTS has worked closely with this Committee, with our customer
agencies on the Interagency Management Council, and with the
entire community of stakeholders to properly leverage the volume

of Federal government requirements to provide extraordinary
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value through low pricing and reliable delivery of
telecommunication services that are critical to the efficient and

effective operation of each Federal agency.

The current FTS2001 program, now in its sixth year, certainly has
provided value. The low prices obtained thus far have resulted in
approaching $2 billion in savings to the Federal Government.
Additionally, the FTS2001 and related “Crossover” contracts have
provided the flexibility agencies need to adapt emerging
technologies. The contract has been modified 229 times to meet
changing customer requirements. Each year the value provided
by the FTS 2001 contract has been improved through price

reductions and service enhancements.

Last October, at your invitation, | was pleased to discuss with the
Committee the goals, overall features of the Networx
telecommunications program and the proposed strategy for

Networx to replace the FTS2001 telecommunications contract
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and several of our other expiring contracts. We continue to seek

your counsel and support as we finalize this work.

Additionally, discussions with customer agencies, the

telecommunications industry and other interested parties are well
underway, and many excellent ideas have been shared with GSA
as we consider options for the various features that will comprise

our eventual acquisition strategy.

In my brief remarks today, | want to assure you that GSA
recognizes the importance of our proposed Networx acquisition
program. We are committed to achieving a successful
implementation of Networx, including a well-planned, properly
managed transition from FTS2001. This is a top priority of our

agency.

Sandra Bates, Commissioner of the Federal Technology Service,
and her team has kept GSA’s Senior Leadership Team informed
over the past several months regarding the release of the

Networx “Request For Information” (RFI), and of our ongoing

4



18
dialogue with Congress, the telecommunications industry and our
agency customers. The level of interest, the quality of the
commentary, and the exchange of information and ideas we have
experienced to-date encourages us. The overall effectiveness of

Networx can only improve by having an open dialogue.

At the same time, there remain questions and concerns with
GSA’s approach o Networx. We are listening to those concerns,
reviewing them carefully and where applicable we are factoring
those concerns into the formulation of the acquisition strategy. in
a few moments Commissioner Bates will highlight the specific
concerns raised through GSA’s RFI process and how GSA has
fundamentally altered from our original approach based on input

thus far received.

In addition, Commissioner Bates will address the specific aspects

of the proposed strategy released in the RFI.
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I would like to share with you the basic requirements our
customers have determined are critical to GSA’s Networx

acquisition strategy:

Service Continuity — Ensuring that all services currently provided

under FTS2001 are transitioned without interruption to Networx.

Highly Competitive Prices — Offering telecommunications prices
through Networx that are at or below current levels to assure
stability and predictability in agency’s telecommunications

budgets.

High Quality Service — Networx will require contractors to
provide reliable and efficient service to meet customer agency

missions.

Full Service Industry Partners — Networx will meet agencies’
needs for a broad array of services and the ability to meet a
majority of agency telecommunications needs without high

administrative overhead cost.
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Alternate Sources — Networx will provide choices to agency
customers in selecting from among muttiple contractors for some
services and leveraging the prices of multiple offerors on specific

task order requirements.

Operations Support — Networx contracts must integrate
ordering, billing, and inventory management to assist agencies in

operations and back office functions associated with Networx.

Transition Assistance — We will require Networx contracts to

include provisions for timely and efficient transitional services.

Performance Based Contracts — Networx will rely upon
performance-based contracts with Service Level Agreements to

the extent possible.

Small Business Participation - GSA is placing strong emphasis
on the utilization of small businesses by our Networx service

providers.
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GSA's approach focuses on meeting continuity requirements for
current in-place services, to ensure robust competition, and to
obtain benchmark pricing. Further, we endeavor to include all
services offered under FTS2001 as well as a broader range of
additional network enabled technologies and services, including:
Embedded security; broadband access; iP-based networking; and

managed network services.

It is important to note that Networx gives customer agencies
maximum flexibility to adapt to changes in the competitive,
economic and technological environment of the

telecommunications industry.

GSA has not finalized our Networx strategy, and you have my
assurance that we will carefully consider input from Congress, this
Committee, industry partners and other interested parties as we
contemplate how best to bring the successor of FTS2001 to

market.
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Our goal in crafting this acquisition strategy is to provide federal
agency customers with the ability to purchase networking
solutions from GSA that bring best value, taxpayer savings, high-
quality service and innovation in support of their missions. Our
priorities will be to smoothly transition agency customers from
FTS2001, to minimize costs and service disruptions, o provide
ongoing flexibility in meeting the government’s ever evolving and
increasingly complex telecommunications requirements, and to
assure that as many agencies as possible choose GSA as their
source for telecommunications solutions. Whether directly through
the Federal Technology Service, or through other GSA
procurement methods, we must assist our federal customers in
maximizing savings while benefiting from the full-service, value

added business options we provide.

GSA recognizes that agencies have a choice when it comes to
buying telecommunications services. Not everyone chooses GSA

to meet their needs — as much as half of the government's
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telecommunications spending occurs outside of GSA programs. If
more agencies were to choose GSA, the government would
benefit from less spending and better prices, and the taxpayer
would save more from GSA's best value programs. The
challenge for us is to find ways to attract more agencies to choose

GSA and realize those benefits.

To meet this challenge, we are committed to a three-pronged
approach: First, we must make sure our programs offer the
latest, most innovative and most cost effective products, services
and solutions that meet government’s requirements. Second, we
must get the word out — we must make sure all agencies are
aware of the solutions and value available through GSA's
programs. And third, we must actively engage with key decision
makers across government to assure that they have the best

available information on which to base their buying decisions.

10
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The input and feedback received through the Networx RFI
process, and today, during this hearing, will be essential to the

successful execution of this approach.

| look forward to hearing the opinions and views of GSA’s agency
customers, the participants on the industry panel assembled
today, and the Members of this Committee. | am happy to answer

any questions you may have.

1
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Chairman ToMm DAvis. Thank you very much.

Ms. Bates, thanks for being with us.

Ms. BATES. Good morning, Chairman Davis and members of the
committee. Thank you for inviting me to appear before you this
morning. I have submitted a detailed written statement, so I will
now address the particular issues you raised in your letter.

Effectiveness of the strategy. I readily agree that the proposed
October strategy can be improved. We are committed to improving
it, industry has suggested items for improving it. For example,
some respondents question having separate, staggered universal
and select acquisitions. Some believe that universal could over-
shadow select and result in significantly fewer opportunities for se-
lect awardees. This is a fair concern.

Our challenge is to understand the tradeoff and strike an appro-
priate balance between the desire to be all-inclusive and the need
to foster meaningful and effective competition. And there are other
areas where industry feedback has been extremely valuable. In
each case, we are evaluating the effects of the suggested alter-
natives and working to develop a more refined and a more effective
approach.

Transition. Since May 2003, the IMC-led transition working
group has been planning for the Networx transition. Both FTS and
our customers are committed to a well-planned, well-executed and
effective transition at the lowest possible cost.

Contract performance periods. We have received a variety of com-
ments. The suggestions range from 5 years to 15 years. The final
contract duration should attract meaningful competition, justify the
resource investment and minimize contract-required transitions.

Billing. We've clearly heard that the billing data elements con-
tained in the RFI may be overly burdensome to industry. However,
we need to understand how we can strike the appropriate balance
between agencies’ needs for information and industry’s ability to
deliver it with their established commercial offerings.

Services and technologies needed by the government. We believe
that Networx should support the continuity of our customers’ exist-
ing network communications infrastructure. Networx must also
look beyond 2006 to the future by providing new capabilities that
will be enabled by the networks of tomorrow.

We understand that today not all agencies have selected FTS for
contracts for all of their telecommunications needs. Some may be-
lieve they can obtain better prices through their own negotiations.
For others, the prospect of transitioning complex infrastructure
from one contract to another may drive their decision. Then there
are those who may be concerned that using an FTS program will
mean loss of control over selection of technical solutions, manage-
ment of their infrastructure or provider relationships.

Let me assure you, Networx will continue to build on FTS’ prov-
en success in negotiating the best deals in the industry. We are
committed to making a transition smooth and efficient for all cus-
tomers. Networx will assure flexibility, individually tailored solu-
tions and continuous technology refreshment. For FTS success also
depends on fostering productive relationships between customers
and providers.



26

Centrally managed program acquisitions. I certainly believe that
we have demonstrated the value of such an approach in the govern-
ment networking arena. One example of tangible value that comes
from central management, price negotiation. I think we can all
agree that telecommunications pricing is not straightforward. For
agencies to develop individual capabilities for pricing analysis and
negotiation would be duplicative and inefficient at the least.

FTS has routinely achieved price levels well under the market,
sometimes as low as half the market rates. Agencies negotiating in-
dividual contracts cannot be assured of such aggressive pricing. Be-
cause we do our homework on behalf of all agencies, we can lever-
age the government’s buying power to achieve the greatest benefit.
Nevertheless, we are open to all ideas, including those that might
mean significant change. We are not afraid of finding the right an-
swer or of finding a better answer. In fact, we want to do so and
I think our job is to do so.

We are committed to crafting a strategy that ultimately reflects
best value results and innovation to support the missions of gov-
ernment. Mr. Chairman, we are pleased to have delivered an initial
strategy that is already serving its purpose as the basis for produc-
tive interaction. I expect to come away from this hearing with more
%ood ideas. I will be happy to address your questions that you may

ave.

[The prepared statement of Ms. Bates follows:]
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Good morning, Chairman Davis and Members of the Committee. Thank you for
inviting me to appear before you this morning. As always, it is a pleasure to discuss
FTS programs that support critical agency requirements and address the future of
Government telecommunications. As we develop programs that address the ever
changing network technology landscape, we welcome the opportunity to share our
perspectives and to solicit ideas and support from the Members of this Committee. In
my remarks, | will address the work we are doing to provide our customers critically

important technologies to fulfill their mission needs well into the next decade.

Introduction and Background

As you know, the Network Services business line within the Federal Technology
Service, formerly called the Federal Telecommunications Service, was established to
provide mandatory voice telephone service to all Federal Agencies. That charter has
expanded, over the past four decades, to include a broad array of technology services
and solutions that agencies use today, not because they are mandatory, but because

they represent the best value in the marketplace.

The current FTS2001 program, now starting its sixth year, certainly exemplifies best
value. The FTS2001 and Crossover contracts have been modified 228 times for the
benefit of all agencies, and have grown from an acquisition offering 21 core services, of
which 80 percent were switched voice, to a much more robust acquisition offering 35

core services, of which nearly 60 percent are now data. Advanced services and
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networking technologies have been incorporated into the FTS2001 and Crossover
contracts at a rate nearly parallel to their introduction into the commercial market.
Moreover, price reductions and service enhancements, such as embedded security
offerings, have continuously improved the overall value of the contracts to agency

customers.

While the scope and structure of the FTS Network Services program has grown
commensurate with rapid changes in our industry and technology, certain fundamental
objectives remain as important today as they were four decades ago. First, we believe
we have demonstrated there is significant government-wide value in providing
centralized contracting and program management expertise to develop, award,
implement, and administer contracts to meet complex agency needs for networking
technology services. Second, leveraging the government's large volume of
requirements continues to prove a successful formula to acquire high quality
telecommunications and networking services at the lowest possible prices. Finally,
coordinated transition planning and life-cycle operations support helps to achieve
government-wide efficiencies. FTS has a proud tradition of carrying out its mission to
meet these objectives by working closely with this Committee, with user agencies
through the Interagency Management Councif (IMC), and with the entire community of
stakeholders. We are pleased to continue working together as we plan for the
replacement of several of our expiring contracts. As in the past, we are depending on
your counsel and support as we plan the next generation of telecommunications

acquisition strategies.
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Throughout the tumultuous period that has characterized telecommunications
deregulation, and despite the complexities of the industry environment we face today,
our acquisition strategies have served our customer agencies well. The FTS2001
program is a resounding success, providing state of the art services at unparalieled low
prices. The program achieved its primary objective, as established by this Committee,
of ensuring the best service and price for the government while maximizing competition
in acquiring those services. In so doing, we reaffirmed the benefits of coordinating
across agencies to achieve economies of scale in the acquisition of networking
services. And, we have confirmed the idea that by working together we can minimize
the resources needed to acquire a large volume of service across a significant number
of agencies. Quantitatively, the results have been significant. When compared to best
commercial pricing, FTS2001 savings are approaching $2 billion across all agencies

and will continue to accrue until the contracts expire.

Importantly, these savings benefif all customers, from the smallest Commission fo the
largest Agency. All receive the benefits of service enhancements, technology
upgrades, intra-program competition, and continually declining prices. In this sense
FTS2001 users are treated equally. Those who use more save more, but those who
use less save as well since they pay prices they would have little hope of achieving on
their own. Even agencies who choose to do their own acquisitions benefit from the low

prices achieved in FTS2001 as those prices set a standard to be matched or bettered.
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The huge cost savings on FTS2001 do not reflect the whole story. The program also
provides agencies with a fast and flexible migration path for acquiring advanced
technologies and services. Users have recognized that the FTS2001 contracts have
built-in pracesses for acquiring commercial technologies as soon as they are introduced
into the marketplace. This means, for example, that all agencies can obtain the
services and technologies they require —~ from common every day service to
sophisticated services that support such missions as law enforcement and homeland
security. Agencies can move toward internet Protocol-based Virtual Private Networks
(IP VPNs) that will support a host of new applications and services to meet the
demands of the present as well as the future. And agencies benefit from the flexibility
to move forward at their own pace, as their mission demands evolve and as budgets

permit.

The FTS2001 program will end in just under three years. FTS has begun looking to the
future and | would now like to turn the Committee’s attention to our initial ideas for the
successor program FTS is developing. Our goal is to build upon the success of our
current program to create a new acquisition that will enable Government to continue to
take advantage of emerging technologies while creating greater contracting and
management efficiencies. Let me stress that these plans, just like the planning for
FT82001 a decade ago, will evolve based on a collective dialogue with all of our
stakeholders, including our agency customers, the Members of this Committee, the

oversight Committees of the other Chamber, and industry.
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FTS Networx Goals

FTS is calling our follow-on program, “FTS Networx” (with an “X"). We have chosen this
name because it conveys our belief that the future of telecommunications is
increasingly about networking and efficiencies that can be achieved through the use of
enhanced technology and services. While we believe that Networx shouid be designed
to support the continuity of our customers' current networking communications
infrastructure as it will exist almost three years from now, near the end of the FTS$2001
program, it must also look beyond 2006 to the future by providing the new capabilities
that will be enabled by the networks of tomorrow. Ideally, Networx will entice agencies
to move away from their legacy arrangements and to embrace the benefits of the

future.

The infrastructure for these newly emerging networks is being deployed as we speak.
These so-called “converged” networks will enable the delivery of all types of services —
voice, data, and video — over a single unified Internet Protocol (IP) infrastructure. This
environment will have a dramatic and beneficial impact on the services delivered and
on the management of those services as well. We will be able to access information
using mobile, fast, and secure communications in ways we can now only imagine. This
future is near, and FTS plans to deliver these capabilities and efficiencies to our agency

customers as industry brings them to market.
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In partnership with our customers as represented by the inter-agency Management
Council we have established goals for Networx that reflect FTS’ ongoing responsibilities
to our agency customers and our responsibilities as a procuring agency. Most
importantly, our goals reflect our belief that we must assure continuity of
telecommunication services and solutions for our customers — and I'm referring to
continuity for what will exist three years from today. FTS2001 provides
telecommunications services to tens of thousands of locations worldwide. Government
users depend on FTS2001 for uninterrupted service to perform their missions, and we

must ensure that service continues following the expiration of the current contracts.,

In addition, we believe that we must continue to provide best value for all services and
solutions by attracting the most innovative and highest quality services from industry at
the best possible prices. With your guidance and support, FTS2001 established a
benchmark for innovative acquisition that successfully leveraged competition, provided
greater choice for federal agencies, and provided a means to engage industry
throughout the life of the program. We believe the Networx program must do no less in
creating a competitive framework that will achieve comparable success within the

current and evolving environment.

Next, we believe we must respond to a changing marketplace by providing access to a
broader range of services and service providers than on previous FTS
telecommunications contracts. We have seen the benefits of the

FTS2001/Metropolitan Area Acquisition strategy as defined in the Federal
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Telecommunications Statement of Principles and we plan to continue in that strategic
direction to provide the opportunity for more companies to compete over the life of the
program. We believe that continuous competition among a larger number of
competitors will allow access to new technology more quickly while maintaining

downward pressure on prices throughout the program life.

Finaily, we seek to offer expanded opportunities for small and medium sized
businesses. We believe it will be possible for the Networx strategy to provide

opportunities for smail and medium sized businesses to compete.

Focusing on these goals and working in collaboration with our customer agencies, we
developed an initial acquisition strategy for the Networx program. Last fall we shared
that strategy with this Committee. Subsequently, we released the strategy to industry
and the public in the form of the Networx Request for Information (RF1). The RFi
solicited both general and specific feedback on the proposed Networx strategy that is
critically important as we compare our approach to meeting the Government's

requirements with industry’s ability to respond.

I will now briefly summarize the highlights of the Networx program strategy proposed in

the October 2003 RFI.
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Networx Description

The RFI proposed that FTS would conduct two phased acquisitions: Networx Universal
and Networx Select. Networx Universal would be competed among providers, or teams
of providers, who could offer a comprehensive range of domestic and international
services. Service providers would be required to provide service to all government
locations currently served under existing programs, as well as all commercial locations
served by the offeror. This acquisition would be structured to provide Government
Agencies with uninterrupted service to all locations currently served and ensure
continuity for mission essential activities. The acquisition would be structured such that
the competition to win a Universal contract would provide industry with incentives to

offer their most attractive prices.

The Networx Select acquisition would establish contracts with more focused service
offerings and more flexible geographic coverage. While Networx Universal would
require a full and comprehensive set of global offerings, Networx Select would aliow
each industry provider more flexibility, within the framework of the acquisition, to
propose a subset of the required services and geographic coverage based on their core
competencies and competitive advantages. This program would offer opportunities for
all players in the telecommunications and networking marketplace. Since Select was
proposed to be conducted after the Universal competition, the Universal prices would

serve as a benchmark that would yield highly competitive prices for Select.
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Services on the Networx acquisitions would include all the services on FTS2001
including services added as modifications during the life of the contracts. In addition,
approximately 20 new services would be added reflecting new technologies and new
customer requirements. The technical service sections of the Networx acquisition
would use a performance based specification approach to foster performance-based
contracting by Networx customers through the inclusion of detailed performance metrics
for each service. These metrics would serve as the basis for contract-defined incentive-
based Service Level Agreements upon contact award, providing our agency customers

with new leverage for ensuring best-practice service delivery.

Transition to Networx

As we look to the future and the eventual award of replacement contracts for FTS2001,
we are reminded of the challenges associated with moving from one contract to
another. In anticipation of those challenges, FTS, together with the IMC, have identified
transition lessons learned and begun the process of planning for the Networx transition.
In May of 2003 we established an IMC-led transition working group and, working with
that group, we have agreed on actions that must be undertaken in order to be ready to
move forward following the award of the Networx contracts. These actions include the
identification of transition funding, FTS and agency roles and responsibilities, inventory
requirements, site planning, methods for reporting the progress of the transition, as well

as other activities that will help to achieve a more efficient transition.
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Networx RFl and Responses

Mr. Chairman, | am happy fo report to the Commiittee that the RFI process has been
very successful. We see that there is healthy interest in the program as demonstrated
by the large number and high quality of responses provided. We believe the RF| has
succeeded in stimulating the type of dialogue we seek with our stakeholders. That
dialogue is critical to the success of the strategy development phase we are in right

now.

As | have only a brief time to make my remarks, | will attempt to summarize both the
extent of the participation in the RF1 process as well as the nature of the comments we

received.

As to the extent of the participation in the RFI process, Mr. Chairman, we received over
700 substantive comments from nearly 50 respondents. Our experience suggests that
50 responses is a relatively large number, indicative of great interest in the program.
Overall, the respondents to the Networx RFI covered all market segments, including
traditional long distance carriers, local carriers, integrators, small and medium sized
businesses and a few agencies as well. We were especially pleased to receive weli

over a dozen responses from small businesses.

10
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In general, there was highly useful and constructive feedback from the respondents on
the services described in the RFI and on significant aspects of the strategy. For
example, most respondents agreed that Networx is needed and appropriate to provide

the complex tailored solutions required by agencies.

In the area of biiling, there was general consensus that the Government’s billing data
requirements as outlined in the Networx RF! are too extensive. Respondents generally
preferred to offer their commercial billing solutions, or retain current FTS2001 data
requirements, rather than incur the expense of undertaking complex modifications to

their systems to meet Government requirements.

Respondents generally agreed that our technical service requirements and pricing
approaches are sound and cover the appropriate offerings. Industry agreed with our
plan to use a performance specification. The responses indicated that converged
service offerings are just now emerging. Although there are no commercial standard
offerings either technically or with respect to price structure, industry challenged us to

develop an innovative service description which will allow them to bid this service.

Overall, Mr. Chairman, we believe that the responses to the RFi were thorough and

constructive. In addition, we continue to engage industry in an active dialogue seeking

feedback to refine our strategy.

1"
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Summary of Networx Benefits
With these responses in mind, FTS continues to review the information obtained from

its stakeholders. The Networx strategy to mature as a result of all input we receive.

So, as we move forward and continue to develop the strategy, let me summarize the
benefits we anticipate realizing from the ultimate Networx strategy, in whatever form it

takes.

First, Networx should offer an orderly migration to the future. We are increasingly
convinced that IP based services are the future. Within two years we expect to see
substantial advances in P service quality, reliability, and performance. We must plan
carefully now to reap the benefits of these new capabilities. That means we must
ensure that Networx provides appropriate stability for the legacy services that will allow
government agencies the time needed to chart the most efficient course for deploying
and using all-IP infrastructures. In addition, we must ensure that Networx includes,

from a wide array of providers, the IP-based services needed to enable this migration.

Second, the Networx program must enable effective management of our future risk as
we navigate through the fluid and dynamic industry environment. We do not know who
will be the dominant service providers in the future. Perhaps it will be those we know
today, but significant change is also possible. For example, a very significant

transaction in the wireless component of our industry was consummated just last week.

12
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Accordingly, we believe we must anticipate that new IP services may lead to new
service provider options. The dual acquisition approach we proposed in the RF! is one
way to open the federal telecommunications market to a wider array of service
providers while also providing the Government greater flexibility in adapting to future
industry change. Maybe there are better ways to accomplish this. Members of industry
have suggested alternatives both in their RF| responses and as recently as last week at
the public forum sponsored by the Industry Advisory Council. We are happy fo receive

them. We are considering them, and we continue to be open to all suggestions.

Finally, as | stated earlier, we must manage performance of the Networx program
through performance-based contracting vehicles. We seek to reinforce both program
stability and flexibility using incentives to drive our partners’ performance. We are
currently developing some of the building blocks for defining measures of performance
in the basic Networx contracts. We are also considering ways to incorporate specific
agency business performance indicators, requirements, goals, and incentives within the
task order processes under the basic contracts. We also intend to use performance
management to realize improvements in everything from transition performance, to
billing systems compliance, to trouble-reporting, to service and technology
enhancement. Experience tells us loudly and clearly that this is no simple undertaking

and we need help from all in this area.

in short, we intend for the Networx program strategy to build on all we have learned

from the past and to accommodate anything that we might encounter in the future. The

13
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RF1 offered a starting point for the considerable dialogue needed to develop the very
best approach. Frankly, a number of aspects of the RFI strategy are unlikely to persist
given the feedback already offered to us so far. The input we have received to date
has given us much to reflect on and much to evaluate. Much work is left to be done.
One thing we know for sure is that we cannot do it alone. We need criticisms, opinions,
advice, and sincere debate to make Networx what it needs to be. After all, in the end, it

is not just FTS' program, it is our program ~ all of us.

Response to Committee invitation Letter

Mr. Chairman, in your letter inviting me to appear here today, you outlined several
issues and topics about which you intend for the Committee to gather information. In
particular you indicated interest in assessing the effectiveness of the proposed RF!|
strategy, including issues about transition, contract performance periods, billing needs,
and services and technologies requirements. You also indicated interest in gathering
multiple perspectives on the centralized program approach to acquiring the

Government's telecommunication needs.

As for the effectiveness of the strategy as embodied in the October RF!, | would readily
agree that the proposed October strategy can be improved, and that we are committed
to improving it. Industry has told us that, and we wanted to hear about how they would
suggest it be improved. Its purpose as a straw man or reference strategy has been
served. As | indicated earlier we continue to receive much food for thought from our

stakeholders.

14
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For example, we heard that some question having separate staggered Universal and
Select acquisitions. Some believe that Universal could overshadow Select and result in
significantly fewer opportunities for Select awardees. That is a fair concern although it
does not reflect the intent we had in mind when we conceived that aspect of the RF|
proposal. However, now we have received some substantial suggestions that can help
us to refine our thinking. As is the case with many aspects of the strategy, our
challenges is to understand the trade-offs and strike an appropriate balance between
the desire to be all-inclusive and the need to foster meaningful and effective

competition.

We have also heard from some that Minimum Revenue Guarantees (MRGs) do not
need to be so large that they reduce agency flexibility in selecting providers. The effect
of large MRGs could be to lock out competition where it might otherwise take place.
Naturally, we would fike nothing more than to be assured we can obtain the best
competitive results without establishing an MRG “straight jacket” effect. Again we have

received substantial comments and opinions for consideration.

And there are other areas as well where such feedback has been extremely valuable.

All of the issues you enumerated in your letter have been the subject of dialogue. In

each case as a result of feedback from stakeholders we are assessing the effects of

15
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suggested alternatives, and working to develop a more refined and, we hope, more
realistic approach that reflects a better, understanding of our stakeholders’ concerns
and preferences. This is already stimulating new ideas and analyses within our

strategy team.

| spoke briefly about the steps we are taking on transition planning and our goals to get
ahead of the curve this time around and do a better job. We are actively engaged in
these activities and both FTS and our customers are committed to a well planned, well

executed, effective transition.

We have received a variety of comments regarding contract performance periods. The
suggestions range from 3 years o 15 years. We believe the best performance period
for the Networx strategy will likely attract meaningful competition as well as justify the

resource investment required to plan and conduct an acquisition of this magnitude.

Regarding billing, we clearly heard that the billing data elements contained in the RF|
may be overly burdensome tfo industry. Of course this view has been raised in the past,
and does not come as a surprise. And, we must bear in mind that billing issues are not
confined to the government arena. However, we need to understand how we can strike
an appropriate balance between agencies’ needs for information, and industry’s ability
to deliver it with their established commercial offerings. Industry recognizes, | believe,

that we cannot accept 20 or 40 different billing formats, and we

16
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understand that industry cannot be expected to revamp their entire infrastructure just to
provide us with a certain number in a certain place on an invoice. We will do our best

to at least make a significant increment of progress.

As for the value of centrally managed program acquisitions, as | stated earlier, we
certainly believe we have demonstrated this value in the Government networking arena.
We have the performance measures to illustrate and support our claims. Time and
again when OMB or GAO or others need statistics, analyses, or other quantitative data
about the government's use of telecommunications, FTS, in our central management
role, can provide it. Yet we are more than a statistical service offering mere facts and
figures. For example, our leadership and cross-government management role was
most valuable during the planning and preparations for Y2K, and again in the damage
assessment and emergency response activities immediately following 9-11. We are
engaged on an ongoing basis with all our customers — more than 200 of them. We
work across a broad spectrum of agencies and with many providers. The knowledge
and experience we have accumulated adds tangible value across our customer base.
We provide engineering analyses, business analyses, strategic consuiting, and
ultimately better solutions, because we draw from a multitude of experiences across
government. We act as a clearinghouse for information and ideas, from agency to

agency, GSA to oversight body, industry to agency, industry to industry, and so forth.
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For example, telecommunications pricing is not straightforward. | am reminded of this
every time | look at my home phone bill or see the orange-haired fellow on the TV
commercials | think we are all so familiar with. For agencies to develop individual
capabilities for pricing analysis would be duplicative and inefficient at the least. In
addition, without a centrally managed capability, there would be no accumulation of
data across agencies to provide a federal management perspective. In the past, GAO
has pointed to the difficulties of collecting government-wide information about
telecommunications costs and usage when gathering such data from agencies one-at-
a-time. Telecommunications pricing, usage and cost data gathered individually from
agencies would undoubtedly vary considerably making comparisons difficult or

impossible.

Inability to collect meaningful data quickly and reliably has many potentially negative
implications in several respects. Perhaps the most tangible result would be a likely loss
of leverage in negotiations. Without some knowledge of the price levels being
negotiated across government, agencies would have little reliable data on which to
base their price evaluations of proposals. Given that we have routinely achieved price
levels well under the market, sometimes as low as halif the market rates, agencies
negotiating contracts at 15 or 25 percent discounts to market might rightly think they are
getting the best possible deal. But such deals would be 50 percent higher than our

prices.
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Because we do our homework on behalf of all agencies, and collect data from a wide
variety of sources, we can offer the best perspective on pricing available anywhere.
Under the terms of our contracts, the our partners agree to provide data about their
best deals fo us. We also coliect raw data from other sources for analysis, and we
consult with experts in telecommunications contract negotiations to round out our
understandings of best practices, best rates, and pricing trends. The pricing tools we
have deployed on the web are available to anyone who wants to use them. Each
month the website receives tens of thousands of hits, from hundreds of users, pricing
FTS2001 services. All of this translates into tangible bottom line value for our

customers and the taxpayer.

Furthermore, the qualitative value of a centrally managed program can be observed in
the IMC itself. The IMC as an institutional coalition of agency technology managers
acts as a clearinghouse and technology management transfer agent as well. Agencies
come together at the IMC table and discuss issues both common and unique to their
agency missions and technology deployments. Without an IMC, established at the
behest of Congress, to advise the FTS programs, it would be much less likely that such

valuable exchanges of information across agencies would ever take place.

These are just two aspects of a centrally managed telecommunications program that |

offer for consideration to the Members of this Commiittee.
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As we look to the future, we see the changing telecommunications environment to be
characterized by exciting new technologies and applications that offer great potential,
accompanied by significant levels of risk and uncertainty. We believe that a centrally
managed approach will enable government to navigate the uncertainty more
successfully, will yield better results for our customer agencies, and will reduce costs to

the taxpayer.

Nevertheless, Mr. Chairman, we are open to all ideas including those that might mean
significant change to GSA and FTS and the roles we have traditionally performed in
service to the Government. We are not afraid of finding the right answer, or of finding a
better answer. In fact, we want to do so, and we think it is our job to do so. We are
committed to looking beyond the diverse assertions to define the issues and determine
the pertinent facts and data surrounding the issues. Only then can we begin to
assemble the ingredients that will make for an intelligent and robust strategy. We need
a strategy built on a foundation of substance, not fad or fashion since we know fads
and fashions will change several times at least between now and, say, 2012 or 2014,
We are commiitted to crafting a strategy that in the end reflects a balance among the
variety of competing interests and leads to best value results and innovation that will

enable government to achieve its mission.
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Closing

Mr. Chairman, as in the past, we have coordinated our strategy development with our
Agency customers and have received their active support. The RFI process and
meetings with industry stakeholders have provided us with comments and suggestions
on all aspects of our strategy. | hope to come away from this hearing today with more
ideas and suggestions. We will continue to encourage comments and perspectives that
will further shape and refine the process we have initiated. We are pleased to have
delivered an initial strategy that is already serving its purpose as the basis for
productive ongoing discussions. We look forward to the journey as we strive to build on
our past accomplishments, incorporate lessons we have learned, and ultimately
harness the innovation and entrepreneurial spirit of American Industry to capture the
networking solutions required to meet the future requirements of our agency customers

in support of the American Taxpayer.

 would be happy to address any questions you may have at this time.
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Chairman ToMm DAvis. Thank you very much.

Ms. Koontz.

Ms. KooNTZ. Mr. Chairman, members of the committee, I am
pleased to participate in this hearing on the General Services Ad-
ministration’s next generation telecommunications acquisition pro-
gram, known as Networx. As you know, GSA’s planning for this
program is taking place within an environment of tremendous
change in the telecommunications industry, in underlying services
and technology, and potentially in the regulatory environment.

In this context, the Networx initiative can be viewed as a signifi-
cant opportunity for the Federal Government to flexibly acquire
and apply innovative telecommunications services offered by indus-
try to improve agency missions. However, GSA will have to over-
come significant challenges if the full potential of the Networx pro-
gram is to be realized.

The first of these challenges is ensuring that an adequate inven-
tory of information about existing telecommunications services is
available to give planners an informed understanding of govern-
ment-wide requirements. The ongoing research we are doing for
you, Mr. Chairman, on private sector best practices in tele-
communications acquisition and management, have indicated that
leading organizations view a baseline inventory as an essential
first step to telecommunications requirements analysis and subse-
quent sourcing decisions. Quite simply, before you can chart a
course for the future, you have to know where you are.

Second, establishing specific measures of success to aid acquisi-
tion decisionmaking and effective program management. Again, our
work on private sector best practices highlights the need to estab-
lish outcome-oriented program goals on which to base acquisition
planning decisions, and corresponding measures to assess over time
whether the goals are being met by the program.

Third, structuring and scheduling the contracts to ensure timely
delivery of competitively priced telecommunications services that
meet agency mission needs. The varying views of industry rep-
resentatives commenting on the request for information raised fun-
damental questions about the soundness of the proposed acquisi-
tion approach. For example, some raised concerns about the broad
service and geographic requirements of the universal contracts and
the effect that could have on competition. Further, others raised
questions about the timing of the awards. It appears that agencies
could be asked to make decisions regarding their use of universal
service contracts before information is available regarding select
leading edge services and solutions that might be more suitable for
their needs. The process of sorting out these varying views is a dif-
ficult one. However, proceeding with a better understanding of re-
quirements, goals and measures should help GSA in its efforts to
structure the contracts. Further, it will be important for GSA to
continue to solicit and implement stakeholder feedback.

Last, ensuring a smooth transition from the current contracts by
initiating appropriate implementation planning actions. Three
years ago, we testified before you on the transition difficulties expe-
rienced with the FTS 2001 program. To avoid a repeat of these
problems, GSA will need to establish strong program management
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and ensure that agencies have detailed inventories needed for tran-
sition.

In our recent conversations with GSA, they agreed with these
challenges and shared with us their plans to develop baseline in-
ventories and measures of success, prepare for the transition and
continue to work toward a final acquisition strategy. While these
statements are very encouraging, leadership from GSA and com-
mitment from stakeholders in resolving these issues will be essen-
tial in establishing efficient, cost effective and secure telecommuni-
cations services.

Actions taken and decisions reached in the coming months to
more fully define the Networx program will significantly influence
the telecommunications choices Federal agencies will have for the
next several years. Unless GSA follows through to resolve the chal-
ltﬂing%s outlined today, the potential of Networx may well not be re-
alized.

That concludes my statement, and I'd be happy to answer any
questions at the appropriate time.

[The prepared statement of Ms. Koontz follows:]
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GSA Faces Challenges in Planning for
New Governmentwide Program

What GAO Found

QOver the past year, GSA has acted to ensure that all interested parties——
including industry and agency users—have had a chance to comment on the
development of the successor to FTS2001 and associated contracts. In its
planning for the Networx acquisition, GSA cited five goals for the program:
(1) continuity of telecommunications services, (2) best value, (3) strong
competition, (4) a broad range of services and providers in a changing
marketplace, and (5) expanded opportunities for small businesses. To
achieve this, GSA plans two acquisitions: Networe Universal—broad-
ranging services with global coverage, and Networy Select—leading-edge
services but more geographically limited. The table below displays GSA's
proposed schedule for the two contracts.

GSA’s proposed schedute tor Networx Universal and Networx Select acquisitions as of
February 2, 2004

Milestone Networx Universal Networx Select
Diaft RFP’ released Spring 2004 Winter 2005
_Draft RFP responses due Summer 2004 Spring 2005
Final RFP released Fall 2004 Summer 2005
Final RFP responses due Winter 2004 Fall 2005
Source selection complete Fait 2005 Summer 2006
Contract award(s} Wm_ter 2005 Fﬂ.z_gos

“Request for proposals
Source: GSA

To take full advantage of the opportunities offered in these new contracts,
GSA will need to address four key chalienges:

+  Ensuring that an adequate inventory of information about existing
telecommunications services and assets is available, to give planners an
informed understanding of governmentwide requirements.

+ Establishing specific measures of success to aid acquisition decision
making and effective program management,

»  Structuring and scheduling the contracts to ensure timely delivery of
competitively priced telecommunications services that meet agency
mission needs.

» Ensuring a smooth transition from the current contracts by initiating
appropriate implementation planning actions.

Both leadership from GSA and commitment from stakeholders in resolving
these issues will be essential to establishing efficient, cost-effective, and
secure telecommunications services. If this can be achieved, the Networx
contracts will be optimally positioned to leverage the power and creativity of
today’s telecommunications marketplace to carry the federal government
forward well into the 21" century.

United States General Accounting Office
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Mr. Chairman and Members of the Conunittee:

I am pleased to participate in the Committee’s hearing on the General
Services Administration’s {GSA) next generation governmentwide
telecommunications acquisition program, known as Networx. As you
know, GSA's planning for this program is taking place within an
environment of tremendous change—in the telecommunications industry,
in underlying services and technology, and potentially in the regulatory
environment. In this context, the NetworX initiative can be viewed as a
significant opportunity for the federal government to flexibly acquire and
apply innovative telecommunications services offered by industry to
improve agency operations. As requested, today I will discuss the
background for this current initiative and provide an overview of the
acquisition planning activities completed to date. I will also describe four
challenges that GSA and executive branch agencies will need to address in
the next few months as planning for this major acquisition proceeds.

In brief, over the past year, representatives of GSA, federal agencies, the
Interagency Management Council (IMC), the telecommunications industry,
and other interested parties have engaged in planning and dialogue over
the replacement for the current Federal Telecommunications System
(FTS) 2001 and associated contracts. This replacement acquisition
program is known as FTS Networx.! GSA and the IMC have taken steps to
ensure that all interested parties have had an opportunity to comment on
at least a portion of their plans for this major initiative and to help refine
their acquisition strategy. Nevertheless, significant challenges remain for
GSA and the IMC to address in the coming months to help ensure a
successful outcome for a more clearly and fully defined Networx program
with respect to

ensuring that adequate inventory information is available to planners to
provide an informed understanding of governmentwide requirements;

establishing measures of success to aid acquisition decision making and
enable effective program management;

structuring and scheduling the Networx contracts to ensure that federal
agencies have available to them the competitively priced

"The IMC consists of senior government information resources management offictals from
agencies using FTS 2000. The council provides guidance to GSA officials in administering
telecommunications contracts.

Page 1 GAO-04-486T
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telecoramunications services they need to support their mission
objectives; and

initiating the implementation planning actions needed to ensure a smooth
transition from current contracts to Networx.

My remarks today are based on our previous reviews of GSA’s federal
telecommunications programs, including iraplementation of the current
FTS2001 contracts, as well as research to date into sound
telecommunications planning and management practices that you recently
requested. In addition, we reviewed comments submitted by industry and
federal agencies to a request for information issued by GSA last October to
provide information to potential industry offerors regarding its Networx
program plan, and to solicit comments from industry regarding its
acquisition strategy. We also attended the Industry Advisory Council's
February 17, 2004, forum held to obtain additional industry views on the
Networx program and strategy.” We conducted our work in January and
February 2004, in accordance with generally accepted government
auditing standards.

Background

According to GSA, its Federal Technology Service, in conjunction with the
IMC, is responsible for ensuring that federal agencies have access to the
telecommunications services and solutions needed to meet mission
requirements. Its current program to provide long- distance
telecommunications services—¥FTS2001—has two goals: to ensure the best
service and price for the government, and to maximize competition for
services.

In implementing this program strategy, GSA awarded two contracts for
long-distance services-—one to Sprint in December 1998 and one to MCI
WorldCom in January 1999. Under the terms of these contracts, each firm
was guaranteed minimum revenues of $750 million over the life of the
contracts, which run for four base years and have four 1-year-extension
options. If all contract options are exercised, those contracts will expire in
December 2006 and January 2007, respectively. According to GSA, federal

*The Industry Advisory Council is a broadly based organization of information technology
professionals representing rore than 400 cc i ¥ ide that provide prod and
services to the government. Member firms include telecommunications companies,
hardware and seftware providers, systems integrators, and professional services
companies.

Page 2 GAO-04-486T
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agencies spent approximately $614 million on FT'S2001 services during
fiscal year 2003 alone.

Related governmentwide telecommunications services are provided by
other GSA contracts: the Federal Wireless Telecommunications Service
contract and the FTS Satellite Service contracts. The wireless contract
was awarded in 1996 to provide wireless telecommunications products
and services to all federal agencies, authorized federal contractors, and
other users. The satellite services contracts are a series of contracts for a
variety of commercial off-the-shelf satellite communications products and
services, including mobile, fixed, and satellite services. According to GSA,
these contracts will expire in late 2004 and in 2007, respectively.

We have periodically reviewed the development and implementation of the
FT82001 program and assessed its progress. In March 2001 we reported to
you on the delays encountered during the government’s efforts to
transition from the previous FTS 2000 to the FTS2001 contracts, the
reasons for those delays, and the effects of the delays on meeting FTS2001
program goals of maximizing corpetition for services and ensuring best
service and price.” We recommended that GSA take numerous actions {o
facilitate those transition efforts. In April 2001 in testimony before you, we
reiterated those recommendations and noted that the process of planning
and managing future telecommunications service acquisition would
benefit from an accurate and robust inventory of existing
telecommunications services.' Ultimately, GSA acted on our
recommendations and the transitions were successfully completed.

GSA’s Network
Program
Development Actions
Are Continuing

GSA is now planning its FTS Networx acquisition program, including the
awarding of new governmentwide contracts for a broad range of long
distance and international voice and data communications services,
wireless services, and satellite telecommunications services. These
contracts are intended to replace the existing FTS2001, Federal Wireless
Telecommunications Service, and FTS Satellite Service contracts. GSA
and the IMC has identified five goals for the Networx acquisition program:

1.5, General Accounting Office, FTS2001: Tr ition Cl Teop ize Program
Goals, GAO-01-289 (Washington, D.C.: March 30, 2001).

*U.S. General Accounting Office, FTS2001: Contract Transilion Delays and Their Impact
on Program Goals, GAO-01-344T (Washington, D.C.: April 26, 2001).

Page 3 GAO-04-486T



56

Meet agency needs for a comprehensive acquisition that provides
continuity of current telecommunications services and solutions.

Obtain best value (lowest prices while maintaining quality of service
levels) for all services and solutions.

Encourage strong competition for the initial contract award(s), and ensure
continuous corapetition throughout the life of the program.

Respond to the changing marketplace by providing agency access to a
broad range of services and service providers.

Provide expanded opportunities for small businesses.

To achieve those goals, the program calls for two acquisitions—Networx
Universal and Networx Select. The Networx Universal contracts are
expected to satisfy requirements for a full range of national and
international network services. According to GSA, Networx Universal
seeks to ensure the continuity of services and prices found under expiring
contracts that provide broad-ranging service with global geographic
coverage. GSA expects all Networx Universal offerars to provide a full
range of voice and data network services, managed networking services
and solutions, and network access, wireless, and satellite communications
services. This acquisition is expected to result in multiple contract awards
to relatively few offerors because few are expected to be able to satisfy
the geographic coverage and comprehensive service requirements. GSA
also intends to apply competitive incentives to obtain best value for its
customer agencies, although those incentives are not yet defined. Further,
GSA expects to establish minimum revenue guarantees for these
contracts.

In contrast, GSA plans to award muitiple contracts for a more
geographically limited set of services under Network Select. GSA generally
describes these Select contracts as providing agencies with leading edge
services and solutions with less extensive geographic and service coverage
than that required by Networx Universal; specific Networx Select service
requirements have not yet, however, been defined. Details of pricing
structures and Select service delivery mechanisms are planned to be
provided in the Networx Select request for proposals, which GSA intends
to release in the summer of 2005.

GSA anticipates awarding both the Networx Universal and the Networx
Select contracts well before the expiration of the FTS2001 contracts.

Page 4 GAO-04-486T
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Networx Select will be awarded approximately 9 months after Networx
Universal. Table I displays GSA's schedule for these two acquisitions:

Table 1: GSA's proposed schedule for Networx Universal and Networx Select
acquisitions as of February 2, 2004

Milestone Netwaorx Universal Networx Select
Draft RFP* released Spring 2004 Winter 2005
Draft RFP responses due Summer 2004 Spring 2005
Final RFP released Fall 2004 Summer 2005
Final RFP responses due Winter 2004 © Fali 2005
Saurce selection complete Fall 2005 Summer 2006
Contract award(s) Winter 2005 Fall 2006

Source: GSA

“Request for proposals

Challenges Remain
Before Finalizing the
Network Acquisition
Program Strategy

Notwithstanding the acquisition planning activities completed by GSA and
the IMC to date, these entities face significant challenges in finalizing their
program strategy to ensure that Networx is appropriately defined,
structured, and managed to deliver those telecommunications services and
solutions that will enable federal agencies to most efficiently and
effectively meet their mission needs. Specifically, these challenges include:

Ensuring thal adequate inventory information is available to planners
io provide an informed understanding of governmentwide requirements.

Establishing measures of success to aid acquisition decision-making
and enable effective program management.

Structuring and scheduling the Networx contracts to ensure thai federal
agencies have available to them the competitively priced
telecommunications services they need to support thelr mission
objectives.

Initiating the impl tion pl & 172 needed to ensure a
smooth transition from current contracts to Networz.

Ensuring Adequate
Inventory Information

It is important that GSA and its customer agencies have a clear
understanding of agency service requirements in order to make properly
informed acquisition planning decisions. According to our ongoing

Page 5 GAO-04-486T
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research on best practices in telecommunications acquisition and
managenient, clear understanding comes at least in part from having an
accurate baseline inventory of existing services and assets, More
specifically, an inventory allows planners to make informed judgments
based on an accurate analysis of current requirements and capabilities,
emerging needs that must be considered, and the current cost of services.
Although leading organizations acknowledge that establishing and
maintaining such an inventory may be difficult, they view this baseline as
an essential first step to high-quality telecommunications requirements
analysis, and subsequent sourcing decisions associated with meeting those
requirements.

Despite this importance, it is not clear whether GSA and federal agencies
have yet established the comprehensive, accurate inventories needed to
support Networx planning. Mr. Chairman, you followed up on this issue in
your December 17, 2003, letter to GSA asking to what extent such detailed
inventories were currently being maintained and kept accurate and up-to-
date for use both in acquisition planning and future contract transitions. In
his response, the Administrator of General Services identified sources of
information provided by GSA and the FTS2001 vendors—for example,
monthly billing information-~that would be helpful to agencies in
developing inventories of existing services. In addition, the Administrator
noted that GSA is examining methods of incorporating better billing and
inventory data into the Networx program where practical. However, the
Administrator did not provide specific information on the extent to which
these inventories exist, or whether agencies are periodically validating
that information to ensure that it is accurate and complete. Further, the
Administrator acknowledged that the accuracy and completeness of
telecommunications service inventories varies among agencies. As a
result, without a clear understanding by GSA and its customer agencies of
the FTS2001 services used today and the applications they support, it is
unclear how properly informed Networx acquisition planning decisions
can be made.

Establishing Measures of
Success

Our research into recommended program and project measurement
practices, which we affirmed in discussions with private-sector
telecommunications managers, highlights the importance of establishing
clear measures of success to aid acquisition decision making as well as to
provide the foundation for accountable program management. Such
measures define what must be done for a project to be acceptable to the
stakeholders and users affected by it, and in so doing enables
measurement of progress and effectiveness in meeting objectives.

Page 6 GAO-04-486T
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Although GSA has established program goals, it has not yet defined a
comprehensive set of corresponding performance measures for the
Networx acquisition program. According to GSA’s Assistant Commissioner
for Service Delivery/Development, one of the criteria for measuring
Networx success will be identical to that used for FTS2001—that is,
savings as measured by contract service costs compared with best
commercial pricing. Further, according to this official, this was the sole
measure reported to the Office of Management and Budget for FTS2001.
While low pricing is an important criterion reflected in program goals,
GSA has not yet defined measures about how weil its final acquisition plan
will deliver the value (service plus price) that agencies need to improve
their operations and meet their mission needs. For example, GSA's
Networx environmental assessment indicates that agencies want this
program to support network planning and optimization, include simple
and understandable fees, provide management of contracts and
contractors on the agencies’ behalf, and include other elements of value.
GSA’s Assistant Comunissioner for Service Delivery/Development
recognizes the importance of having such measures, and told us that GSA
would be establishing such measures coincident with its actions to finalize
the Networx Universal RFP in the coming months. It will be important
that GSA follow through on this commitment to establish that appropriate
set of measures to evaluate the intended business value of the Networx
program and enable the effective management of this significant program
over time.

Structuring and Scheduling
Contracts to Deliver
Needed Services

Once agency requirements are adequately understood and measures of
success defined, structuring and scheduling the Networx contracts to
successfully encourage industry competition to obtain low prices and
high-quality, innovative services becomes the next challenge. The varying
views of industry representatives cornmenting on the request for
information raised fundamental questions about the soundness of the
proposed acquisition approach for accomplishing this. For example, large,
interexchange carriers, like those that haold the current FTS2001 contracts,
generally agreed with the broad scope of the Universal contracts. They
further suggested that services offered under Networx Select and
Universal should be mutually exclusive, and that all carriers should be
allowed to compete for both.

In contrast, other carriers criticized the approach. These carriers asserted
that some major telecommunications providers might be prectuded from
bidding on the Networx Universal contracts because of the broad service
and ubiquitous geographic coverage requirements described in the request
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for information. For example, one vendor stated that it was quite possible
that only traditional long distance carriers could effectively bid for
Universal, thus denying many players in the industry a realistic chance to
compete for major portions of the federal long distance business. One
carrier noted that, based on the procurement timetable, the timing of the
award for the Select contracts would minimize the opportunity to compete
for long-distance telecommunications services. Because of the 9-month lag
between the Universal and Select acquisitions indicated in the proposed
acquisition schedule, agencies could be asked to make decisions regarding
their use of awarded Universal service contracts before information is
available regarding Select leading edge services and solutions that may be
more suitable for their needs.’

Defining an acquisition strategy that appropriately balances the need to
ensure the continuation of existing telecommunications services in all
current government locations with encouraging strong competition to
obtain best value is a daunting challenge. However, proceeding from a
clear understanding of requirements and measures of success—as [
previously discussed--should aid in meeting this challenge by providing
guideposts for a decision that strikes an appropriate balance on contract
scope, program structure, and acquisition schedules that can defiver to
agencies competitively priced solutions that meet their mission needs.
Further, continuing to solicit and effectively implement feedback from
stakeholders should help GSA achieve this goal.

Initiating Implementation
Planning to Ensure
Smooth Transition

As we reported to you in March 2001, the current FTS2001 contracts got
off to a rocky start as significant delays in fransitioning to the new
contracts hindered timely achievement of program goals.® Factors
contributing to those delays included a lack of data needed to accurately
measure and effectively manage the transitions, inadequate resources, and
other process an