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MEMORANDUM OF AGREEMENT


AMONG NAVAL SEA SYSTEMS COMMAND


AND AFFILIATED PROGRAM EXECUTIVE OFFICERS





Subj:  OUTSOURCING POLICY





Ref:   (a) NAVSEA A-76 Inventory, Dec 95


       (b) Circular No. A-76 Revised Supplemental Handbook              		 of Mar 96, Appendix 5





Encl:  (1) Outsourcing Decision Process 


	  (2) Outsourcing Team Near Term Actions





1.  Purpose:  This memorandum of agreement establishes policy and procedures for outsourcing initiatives for programs managed by NAVSEA and affiliated Program Executive Officers (PEOs).





2.  Background:  The Defense Planning Guidance cited the “need to reduce the burden of the defense support infrastructure,” and stated that “DoD Components will aggressively pursue outsourcing of functions and privatization of activities as a means of providing efficient and responsive support at reduced cost.”  The Navy Program Guidance directed components to “maximize outsourcing and privatization to the extent allowed under current law.”  The Navy plans to invest $441 million between FY97-02 to generate $1.2 billion recurring funds by the end of FY03 from cost reductions in the areas of base support, training, intermediate maintenance, and technical services.   The funds will be reallocated to procurement accounts. 





3.  Discussion:  To support the Navy’s plan to reallocate funds, NAVSEA and the PEOs are actively pursuing opportunities to reduce cost and increase efficiencies.  Outsourcing is one of the strategies.


 


4.  Outsourcing Decision Process:  Enclosure (1) is a top level summary of the process.  The following provides further definition:





    a.  Workload Baseline:  All workload will be reviewed to establish a baseline for outsourcing.  Workload coded inherently governmental in reference (a) will be validated to ensure compliance with reference (b).  Workload not validated as 


inherently governmental, or otherwise required to be performed in


house by statute or regulation, will be subject to further evaluation.





    b.  Risk Assessment:  A risk assessment will be performed on workload and functions identified as possible outsourcing
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candidates.  Minimizing risk to mission performance and maintaining required technical capabilities are the bases for outsourcing decisions.  The following sample risk factors are a guideline:





	    (1) Competitive market:  availability and 				        sustainability of private sector sources 


	    (2) Ability to define adequate oversight controls               


	    (3) Ability to describe function in a contract


	    (4) Workload stability and function scope


	    (5) Responsiveness to emergent requirements                                           


	    (6) Stand-alone or dependent function 


	    (7) Impact of contractor default


	    (8) Hazardous material handling


	    (9) Weapon quality and performance


	   (10) Knowledge and skills base impacts


        (11) Impact on DBOF stabilized rates


	   (12) Facilities (unique, size and location)


	   (13) Environmental, health and safety liabilities


	   (14) Contractor technical expertise and/or proven


	        past performance	


	


    c.  Candidate Development:  Workload not validated as inherently governmental will be considered for potential outsourcing.  Two approaches will be used, functional and product line.  


	


	   (1) Functional Approach:  Each Activity Group will conduct a review of all Commercial Activity (CA) functions performed at their sites for additional outsourcing oppor-tunities.  Stakeholders, e.g., unions and employees, must be invited to provide input.   





		  (a) A risk assessment will be conducted on all potential candidate CA functions using paragraph 4.b. or other factors pertinent to the function under study.





	       (b) Functions and workload identified may be bundled locally, regionally or nationally.  Bundling opportunities may include contracts administered by other organizations.   





	   (2) Product Line Approach:  PEOs and Program Managers will review their product lines for outsourcing opportunities.  Stakeholders, e.g., unions, employees, and field activities currently providing technical support, must be invited to provide input.





		  (a) Segment the program into functional areas (Work Breakdown Structure);





		  (b) Filter out all 100% privatized functions;
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	       (c) Screen for inherently governmental functions as well as functions needed to provide required government oversight;





		  (d) Perform a risk assessment on the remaining functions using the suggested factors outlined in paragraph 4.b.;





		  (e) Conduct a feasibility ranking of all functions considered in the previous step.  Rank on a continuum of “most feasible to outsource” to “most complex to outsource.”  This provides a ranking of candidates from low risk to high risk.





	   (3)  Other Efficiencies:  While conducting reviews of functions for potential outsourcing, activity and product line owners should be cognizant of more effective ways to perform in-house functions.





    d.  Business Case Analysis:  Outsourcing candidates should undergo a Business Case Analysis (BCA).  The purpose of a BCA is to determine if a formal A-76 cost comparison should be conducted by screening out those candidates for which there is no outsourcing benefit.  The value of conducting a BCA is to more quickly reach a decision point on the benefit of outsourcing the function or reorganizing to a more efficient in-house organization, saving both time and money.





	   (1) SEA 044 will compile a “cookbook” set of BCA tools.      





        (2) Activity and product line owners will be responsible for conducting BCAs.





    e.  A-76 Cost Comparison Studies:  The Command will conduct A-76 cost comparison studies when appropriate.  The Command may use the results of the BCA to help with the study.  If conditions permit conversion to contract without conducting A-76 cost comparison studies, the Command will consider doing so on a case- by-case basis.    





5.  Measures of Effectiveness:  Outsourcing data will be monitored from initiation through implementation.  At a minimum, the data should include:  a collection of performance measurement metrics, workload and functions contracted with the private sector, in-house efficiencies, and actual versus predicted savings.  The data may serve as a tool to assess and improve the quality of studies.  Activity and product line owners will provide input to SEA 044.  Specific input requirements will be defined under separate cover.





6.  Near Term Actions:  Enclosure (2) lists near term actions the Outsourcing Team will take to implement the policies and


procedures outlined in this memorandum of agreement.
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7.  Effective Date:  This memorandum of agreeement is effective upon approval by VADM Sterner, SEA 00.





  


______________________________  ____________________________


Mr. Timothy E. Douglass (Date)  RADM D. P. Sargent    (Date)


Program Executive Officer,      Program Executive Officer,


Undersea Warfare                Carrier, Littoral Warfare


						  and Auxiliary Ships 








______________________________  ____________________________


RADM R. E. Frick	    (Date)  RADM R. D. Williams   (Date)


Program Executive Officer,	  Program Executive Officer,


Submarines				  Mine Warfare








______________________________  ____________________________


RADM R. E. Rempt	    (Date)  RADM G. A. Huchting   (Date)


Program Executive Officer,	  Program Executive Officer,


Theater Air Defense 		  Surface Combatants/AEGIS		 	                           Program








            ____________________________________


	       VADM G. R. Sterner             (Date)


	       Commander, Naval Sea Systems Command
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