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1.  Purpose:  To provide more information concerning the determination of functions that are good candidates for study as related to the OMB A-76 competition process.





2.  Background:  Reference (a) defines the process for conducting in-house to outside provider competitions.  However, a minimum amount of guidance is provided concerning the timing and program criteria for selection of functions to be competed.  The Center for Naval Analysis (CNA) conducted a technical review of the subject to develop a simple reference guide to better assist base commanders in determining what functions may be the best candidates for selection to study.  This guide paper is attached as enclosure (1).





3.  Policy:  Competitive Sourcing Support Coordinators will make enclosure (1) available to those activities which wish to have additional reference material dealing with commercial activities function selection for competition determinations.





4.  Point of Contact:  For additional information and questions, the following individual should be contacted:





Harold Usher:  (703) 325-7959, DSN: 221-7959








						B. L. STREICHER


						Director,


						Navy Competitive Sourcing Support Office
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�
CENTER FOR NAVAL ANALYSES


�4401 Ford Avenue ( Alexandria, Virginia 22302-1498 ( (703) 824-2000 ( (703) 824-2949 FAX


Date:       16 January 1998 / (CNA97-1576)


To:           Captain Burt Streicher, Director Outsourcing Support Office


From:      R. Derek Trunkey, Benjamin Scafidi, and Fran Clark


Subject:  Identifying good candidates for competition


	We are writing in response to your request for a simple guide that base commanders can use to determine what function are good candidates for competition.  We know that you already share many of the ideas expressed in this memo.  Please contact us at (703) 824-2000 if you would like us to pursue these issues further.





	We suggest four criteria for identifying functions that are good candidates for competition�:





Are there real or potential commercial suppliers?





Is the function separable?





Can a contract be written with sufficient control?





Will competition reduce costs?





Are there real or potential commercial suppliers?





	The easiest way to answer this question is to leaf through the yellow pages of the local phone book.  If there are four or more listings of private sector companies that perform the function, the function would be an excellent candidate for competition or privatization.  For example, day-care centers, housing services, landscaping maintenance, and many other functions will have multiple listings in any local yellow pages.  Even if the yellow pages do not list four or more providers, the function may still be successfully competed or outsourced.  For example, few yellow pages list ads for companies that overhaul aircraft engines.  Yet, private companies that are not locally based may be interested in providing the function, new companies may be created, or existing companies may be enticed to begin performing a particular function.





	If a function has been competed or privatized at another Navy installation, or in another Service, then the function would be a good candidate for competition or privatization.  Many Navy functions are performed in other departments in the government.  If this function has been competed or contracted in another installation, Service, or other government departments, an installation should have to justify why it is not considering that function for competition or outsourcing.  If the function is listed in the Commercial Activities inventory, it is an obvious candidate.  The inventory lists roughly 150 functions, and each one has been successfully competed or outsourced somewhere in DoD.





	Private companies often indicate their interest in providing particular functions for the Navy.  When this happens, again, the onus should be on the installation to justify why the function should not be competed or outsourced.





	In the end, the best way to determine the availability of multiple suppliers is to have a competition.  If no private firms bid, that may suggest a limited market for that service.  But it may also suggest, that the function needs to be rebundled, the Performance Work Statement was written poorly, or there was not adequate notice given to potential bidders.





Is a job separable?





	A particular function may appear to be a good candidate competition or outsourcing, but it may be related to other functions in a way that limits the desirability of competition or outsourcing.  For example, maintenance and parts supply can be separated, but doing so may lead to poor incentives or lack of accountability for some systems.  Bundling the two functions together for competition/outsourcing would provide clear lines of accountability.  Alternatively, the Navy could buy a warranty or rent the equipment and totally eliminate the maintenance and parts supply.





	To take another example, it may be difficult to separate welding classes from other course work, but by recruiting trained welders, cooks, or X-ray technicians, the Navy could eliminate this training altogether. (CRM 97�10).





	Other jobs in the Navy may have components that are inherently governmental.  In many of these jobs, the inherently governmental portions can be separated from the Commercial Activities portions.  For example, suppose that 20 government employees at one installation each spend 5 percent of their time making expenditure decisions for the government, which is an inherently governmental task, and each employee spends the remaining 95 percent of his or her time doing a Commercial Activity.  In this case, the 20 positions could be re-engineered: The inherently governmental task of making expenditure decisions could be consolidated and assigned to one employee, and the remaining 19 positions could be competed.  To increase savings, the Navy should limit the number of individuals who have inherently governmental authority.





	Bundling can dramatically reduce the number of inherently governmental functions, and thereby increase the number of good candidates for competition or privatization.  Instead of competing several base operation functions individually, all base operation functions may be bundled into one omnibus competition.  This would effectively outsource some routine contract management, but not ultimate authority or control.  In an omnibus contract, the government manages one contractor who is held accountable for overall performance.  This private contractor is responsible for overseeing the individual functions or subcontracts.  See CRM 9663 for more details regarding bundling.  This bundling can be done for new competitions or for existing contracts.





Can a contract be written with sufficient control?





	This is almost never a constraint.  One indication is that every commercial activity has been successfully outsourced somewhere in DoD.  Consider research and development, which is not covered by A-76.  The Navy has many contracts for research and development where output is hard to measure and there is substantial risk of failure.  Since good contracts have been written for these hard to measure functions, good contracts can be written for computers, maintenance, child care, or welding classes.





	Contracts must be carefully tailored to the particular function being examined.  For example, contracts for design of a new submarine, building an aircraft carrier, cutting the grass, and child care each have unique aspects that determine the best type of contract in terms of length, incentives, risk sharing, performance standards, etc.  The Navy has written many successful contracts across a broad range of functions.  Sharing this information and learning from mistakes as well as successes is crucial for writing good contracts.  It may be the first time an installation has outsourced a particular function, but it is not the first time the Navy has outsourced the function.  The outsourcing support office should be a good vehicle for sharing lessons learned.





Will competition reduce costs?�





	At CNA, we have formulated some rules of thumb for identifying the sources of savings and the functions that have produced the highest absolute savings and the highest savings per billet.�  More than half of all previously completed Navy competitions were for functions with ten or fewer positions.  These competitions only accounted for about 6 percent of total savings and were more than twice as likely to produce no savings.  We believe this is primarily a result of lack of flexibility for the contractor.  The main source of savings is that contractors can usually perform the same function with fewer personnel.  They do this by using part time, seasonal, and peak-load workers, offering overtime, and cross training workers.  For example, the same employee who cuts the grass in the morning can paint buildings in the afternoon.





	Large competitions are often more difficult to complete, but by focusing on competitions that involve 30 or more employees, the Navy could dramatically increase savings without making the competitions too cumbersome.  One way to increase the size of competitions is to include all supervisory and overhead personnel associated with a function as part of the competition.  Targeting functions with high overhead could also increase savings.





	Functions performed by military personnel typically produce large savings when they are competed or outsourced.  Training requirements, a relatively junior workforce, and frequent turnover probably account for military personnel being more expensive than civilian workers.





	These three functions have produced particularly high savings:





Real property maintenance





Installation services





Intermediate maintenance.





	There are some installations and activities whose primary mission is commercial in nature, such as calibrations labs, public works centers, medical facilities, and media centers.  In these cases, the Navy should consider competing the entire installation or activity.  This could lead to better outcomes relative to competing pieces of these installations or activities, because having either the government or a contractor perform an entire function will lead to clear lines of responsibility and accountability.





Beyond A-76 competitions





	If a function is not inherently governmental, it is a Commercial Activity unless there is a specific law prohibiting competition or outsourcing.  Therefore, the function should be considered as a candidate for competition or outsourcing.  Where laws prohibit competitions, the Navy should work to remove laws, regulations, or procedures that create barriers to competition or contracting.





	If a function is exempt from A-76 competitions, it should still be part of the Commercial Activities inventory.  Patient care and research and development fall into this category.  The Navy may contract for the provision of that function directly, rather than through A-76.





	For functions that are kept in-house for other reasons (core, smart buyer, lack of competitive markets), there are ways to pursue efficiencies without A-76 competitions.  For example, simple cost visibility and benchmarking can point to inefficiencies and areas for improvement.  Activity-based costing and reimbursable funding are two tools for increasing cost visibility avid benchmarking.
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� See CAN 97-1577 for a description of how to determine which functions are inherently governmental.  Functions that are not inherently governmental are by definition Commercial Activities and are therefore eligible for competition or outsourcing.





� A-76 competitions involve start-up and transition costs, which should be viewed as an investment to capture future savings.  Usually the investment is repaid very quickly.  In the 1980s the payback period was often less than 1 year.





� See CRM 96-63 for more details.











