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MEMORANDUM FOR SEE DISTRIBUTION

SUBJECT:  Strategic Sourcing Program

1.  Reference memorandum, DAIM-CS, 22 Oct 99, SAB (Encl 1).

2.  One of the primary results of the 1997 Quadrennial Defense Review (QDR) was a clear requirement to make the DoD workforce a more efficient organization.  To achieve that requirement, the Army established minimum savings targets.  Two years ago, the FY99-03 POM provided savings targets to be met exclusively through Competitive Sourcing (A‑76 cost competition studies).  These targets were distributed to the Army’s installation-owning MACOMs headquartered in the U.S.  To date, the program has not involved addressees.

3.  This summer, when the results of the Federal Activities Inventory Reform (FAIR) inventory revealed that DoD may be unable to achieve those targets exclusively through A-76 studies, OSD initiated a Strategic Sourcing Program.  Strategic Sourcing includes both A‑76 studies and other means—such as reengineering and consolidation—to achieve QDR savings targets.  The Army is using the term “Business Process Review” (BPR) to identify such non-A‑76 studies within our Strategic Sourcing Program.  (For details, see the referenced memorandum and briefing to the VCSA and selected MACOMs, both enclosed.)

4.  To ensure that the Army meets its QDR savings targets, we are now requesting that addressees identify recently completed, on-going, and planned studies that we can include in the Army Strategic Sourcing Program.  It is important that these studies be identified and included in the Army’s FY02-07 POM.
5. HQDA will not decrement addressees' resources as a result of your identification of studies by 20 Mar 00 in reply to this memorandum, provided that a valid use for the saved resources is later identified.  (This does not mean that such saved resources are protected from reduction as a result of other unrelated initiatives.)
6.  Studies to be identified may include BPRs as well as A-76 cost competition studies and direct conversions as defined in AR 5-20, Commercial Activities Program.  BPRs can include elimination of obsolete practices; consolidation of functions or activities; reengineering and restructuring of organizations, functions or activities; adoption of best business practices; activity based costing (ABC) management; privatization of functions or activities—in short, any review that achieves savings.  The goal of a BPR is to determine whether processes can be eliminated, improved, or streamlined.
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SUBJECT:  Strategic Sourcing Program

7.  For each BPR that has been implemented since 1 Oct 99 or is ongoing or planned, provide the following information:

· function (study title)

· installation (or activity)

· military and civilian spaces to be studied 

· estimated military and civilian spaces to be saved

· projected milestone dates (BPR started, BPR recommendations approved, implementation started, and implementation completed), and 

· a detailed description of the study.

8.  For each ongoing or planned A-76 cost competition study and direct conversion (or similar public-private competition), provide the following information:

· function (study title)

· installation (or activity)

· military and civilian spaces to be studied

· study initiation date.

9.  To meet OSD Strategic Sourcing study tracking requirements, additional information on each BPR will be required in the future as each study progresses.  This information is indicated in paragraph 4 of enclosure 2 to referenced memorandum.  An automated BPR tracking system is now under development.  Guidance on use of the system will be provided under separate cover.  (This system may be used for the identification of valid use of saved resources discussed in paragraph 5 above.)  

10.  Request you provide the information in paragraphs 7 and 8 above by 20 Mar 00.  (Please note that the requirements of the referenced memorandum do not apply to addressees.)  Also request you provide the name, office title and symbol, e-mail address, and DSN and commercial telephone number of your POC by 7 Jan 00.

11.  POC is Jim Wakefield, DSN 223-6836 or 703-693-6836, James.Wakefield@hqda.army.mil.







   {signed}

Encls





     R. L. VAN ANTWERP







     Major General, GS







     Assistant Chief of Staff







         for Installation Management
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       22 Oct 99

MEMORANDUM FOR SEE DISTRIBUTION

SUBJECT:  Strategic Sourcing Program


1.  One of the primary results of the 1997 Quadrennial Defense Review (QDR) was a clear requirement to make the DoD workforce a more efficient organization.  To achieve that requirement, the Army established minimum savings targets.  Two years ago, the FY99-03 POM provided savings targets to be met exclusively through Competitive Sourcing (A‑76 cost competition studies).  Last year, the Congress passed and the President signed the Federal Activities Inventory Reform (FAIR) Act, requiring each federal agency to publish an inventory of its commercial activities and, within a reasonable time, review those activities to consider competing them with the private sector.  Currently, the Army has announced A‑76 studies that, when completed, should meet about half of the QDR goal of annual savings of over $800M.  These announced studies involve about one quarter of the manpower reported as commercial activities under FAIR.

2.  This memorandum provides MACOMs the option to establish a Strategic Sourcing Program that includes both A‑76 studies and other means—such as reengineering and consolidation—to achieve their QDR savings targets and more rapidly approach a most efficient organization.  The term “Business Process Review” (BPR) will be used to identify a non-A‑76 study within a Strategic Sourcing Program that meets this purpose.  The main difference between a BPR and an A‑76 study is the BPR does not include a solicitation for private sector offers.  Draft OSD guidance for Strategic Sourcing is provided at enclosure 1.  
3.  OSD is providing this Strategic Sourcing option to enhance DoD's ability to meet the QDR savings targets.  Providing this option should not be interpreted as avoidance of A‑76 and its focus upon fair competitions to achieve both cost efficiency and the infusion of best business practices.  Rather, it extends opportunities to achieve efficiencies to all activities, not just commercial activities.  Ongoing A‑76 studies will not be canceled as a result of establishing a Strategic Sourcing Program.  They will not be reduced in scope under Strategic Sourcing unless the resulting A-76 study and associated BPR initiative will generate equal or greater savings.  A‑76 studies must be the major element of a MACOM’s Strategic Sourcing Program.  Strategic Sourcing also does not relieve MACOMs from the requirement to achieve all currently programmed civilian reductions (which may exceed QDR Competitive Sourcing reductions.)
4.  Enclosure 2 provides information requirements for establishing a Strategic Sourcing Program, including – 

· a general 5-year plan that identifies numbers of spaces to be studied and saved, by fiscal year,

· a specific 1-year plan that provides details for each BPR for the first year, and

· data entry into a BPR tracking system and a final report for each BPR.
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SUBJECT:  Strategic Sourcing Program

5.  Savings targets for MACOMs that establish a Strategic Sourcing Program must equal or exceed their QDR savings targets.  Rules for savings targets are provided at enclosure 3.

6.  One goal of the BPR is to reorganize in order to “package” commercial activities into organizational elements appropriate for competition.  Each BPR must include an assessment of the potential for future competition of portions of the function under study that have been designated as commercial activities.  The BPR must also include a plan for future A‑76 study of those commercial activities (Encl 4).

7.  MACOMs that wish to pursue establishing a Strategic Sourcing program should submit a general 5‑year plan and a specific 1‑year plan to this office by 1 Feb 00.  We will then include those plans in a request for OSD approval of an Army Strategic Sourcing Program.

8.  POC is Jim Wakefield, DSN 223-6836 or 703-693-6836.







   {signed}

Encls





     R. L. VAN ANTWERP







     Major General, GS







     Assistant Chief of Staff







         for Installation Management
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Office of Secretary of Defense (OSD) Draft Guidance on STRATEGIC SOURCING

The Strategic Sourcing Program is intended to maximize effectiveness, efficiencies and savings throughout the Department of Defense and provide an approach for DoD Components to use to meet their competitive sourcing goals.  It provides a broader approach than the traditional OMB Circular A-76 processes by extending the opportunities to achieve efficiencies to areas that are exempt from the A-76 competitive processes.  This Program should not be interpreted as avoidance or replacement of A-76 and its focus upon fair competitions to achieve both cost efficiency and the infusion of best business practices.  A-76 competition is, and will continue to be, a dominant factor in the Department’s plan to do our business more effectively and efficiently. Strategic Sourcing is consistent with the reinvention process described in the OMB Circular A-76 Revised Supplemental Handbook that states:

The reinvention of government begins by focusing on core mission competencies and service requirements.  Thus, the reinvention process must consider a wide range of options, including: the consolidation, restructuring or reengineering of activities, privatization options, make or buy decisions, the adoption of better business management practices, the development of joint ventures with the private sector, asset sales, the possible devolution of activities to state and local governments and the termination of obsolete services or programs. In the context of this larger reinvention effort the scope of (Circular A-76) is limited to the conversion of recurring commercial activities to or from in-house, contract or ISSA (Inter-Service Support Agreement) performance.

The Strategic Sourcing approach accounts for existing DoD manpower management processes that provide for a complete functional or organizational assessment of functions and activities that are both commercial and inherently governmental to achieve program objectives with the optimum balance between program performance and costs.  The goal is to determine whether processes can be eliminated, improved, or streamlined.  In those instances when improvements can be made within the existing framework, then those changes will be made.  The value of this approach is that an assessment of every function or organization is made--regardless of whether the function or activity is commercial or inherently governmental.  This approach cuts across all functions and organizations, permitting Components to take a complete look at how they do business and to proactively achieve savings in all their functions and activities rather than to focus only on commercial activities.  Strategic Sourcing will rely on a broad range of manpower management techniques to achieve savings rather than relying solely on A-76 competition.  This allows Components to consider a wide range of options, including elimination of obsolete practices; consolidation of functions or activities; reengineering and restructuring of organizations, functions or activities; adoption of best business practices; activity based costing (ABC) management; privatization of functions or activities; etc.--along with continued and extensive application of the A-76 competitive process.  

Strategic Sourcing does not eliminate any statutory, regulatory, or policy requirements, including 
10 U.S.C. § 2461, “Commercial or industrial type functions: required studies and reports before conversion to contractor performance; 10 U.S.C. § 2462 “Contracting for certain supplies and services required when cost is lower”; the Federal Activities Inventory Reform Act of 1998 (P.L. 105.270); OMB Circular A-76 and the Revised Supplemental Handbook on Performance of Commercial Activities; and DoD Directive 4100.15, Commercial Activities Program and DoD Instruction 4100.33, Commercial Activities Program Procedures.  Strategic Sourcing is an evolving process that may eventually lead to the future competition of functions or activities


Enclosure 1

initially considered exempt from competition.  Many organizations contain a mix of functions or activities that are commercial and inherently governmental.  By realigning manpower or workload, functions or activities could be eliminated or restructured for competition.  Strategic Sourcing could also eliminate the fencing of whole functions or activities from competition leading to better segregation of these functions or activities in order to maximize competition—it is not intended to integrate functions or activities to such a degree as to fence them from competition completely.  For those functions or activities that are inherently governmental or cannot be severed for competition, Strategic Sourcing provides an alternate approach to optimize performance and savings.

The key step in the Strategic Sourcing Program is to properly define the whole function, activity or organization in order to optimize or improve the level of performance or service at a reduced cost.  This process is continual, as indicated in the attached flow chart, and can result in various outcomes depending on how functions or organizations are defined.

STRATEGIC SOURCING CRITERIA

Strategic Sourcing provides an approach that DoD Components may elect to use in order to meet their competitive sourcing goals.  All DoD Components are not required to use Strategic Sourcing as it builds on existing DoD manpower processes.  If a Component elects to use Strategic Sourcing to meet their competitive sourcing goals, a rigorous accounting of the savings achieved will be required.  Specifically: 

· Strategic Sourcing must be a management approach unique to a specific DoD Component that has complete, functional or organizational assessment with buy-in from leaders at all levels and requires continued SES/Flag Officer/General Officer oversight. 

· A Strategic Sourcing Plan of Action is required and must include the following data for the budget fiscal year: command, function, activity, unit identification code, location, as-is condition (current FTEs and cost), analysis start date, implementation start and completion dates, and a description of the initiative.  This Plan is presented to DUSD(I) for approval and must distinguish between A-76 initiatives (i.e., cost comparisons and direct conversions) and other Strategic Sourcing initiatives.  It must also include a plan to fund consolidation or reengineering initiatives.  

· A Component’s approach to Strategic Sourcing must be auditable and distinguish A-76 savings from Strategic Sourcing savings.  A Component’s Plan of Action must be trackable to their POM and BES submissions. DoD Components will be subjected to a rigorous audit by DUSD(I) during the execution of the Plan during the Budget Review Process to validate program execution.  The savings identified in a DoD Component’s Plan of Action must parallel the Component’s POM and BES submissions.

· A Component’s Strategic Sourcing Program must continue to demonstrate the Department’s focus on competitive sourcing (i.e., A‑76 cost comparisons, direct conversions to contract).

· Components must comply with the appropriate notifications required by statute, e.g., 10 USC 2461 as well all pertinent statutory, authorization and appropriation acts, regulatory, and policy requirements.





















































Update CAMIS and Inventory

Attachment to Enclosure 1

Strategic Sourcing Information Requirements

1.  Information requirements for establishing a Strategic Sourcing Program, which must be approved by HQDA and OSD, include – 

· a general 5-year plan that identifies numbers of spaces to be studied and saved by fiscal year,

· a specific 1-year plan that provides details for each Business Process Review (BPR) to be started or implemented during FY00,

· a description of how the MACOM will achieve buy-in from leaders at all levels and continued SES / General Officer oversight,

· data entry into a study tracking system for each Business Process Review (BPR), and 

· a final report for each BPR.

2.  The general 5-year plan will cover savings to be achieved during FY99-03 from A‑76 studies announced during FY97-01 and BPRs to be implemented during FY00-03.  (For AMC and USMA, the 5-year plan will cover savings to be achieved during FY00-04 from A‑76 studies announced during FY97-02 and BPRs to be implemented during FY00-04).  Format for the 5‑year plan is attached to this enclosure.  Include in the plan the description of how the MACOM will achieve buy-in from leaders at all levels and continued SES / General Officer oversight.

3.  The detailed 1-year plan will provide the following information for each BPR to be started or implemented during FY00:  study number (determined by MACOM), function (study title), installation (or activity), military and civilian spaces to be studied and their cost, estimated military and civilian spaces to be saved, projected milestone dates (BPR started, BPR recommendations approved, implementation started, and implementation completed), and a detailed description of the study.  Include totals for military and civilian spaces to be studied and their cost.  Also include totals for estimated military and civilian spaces to be saved, totaled by the fiscal year projected for implementation completed.  (Note:  In the 5-year plan, show BPR data under the fiscal year during which implementation of BPR recommendations is projected to be completed.)

4.  The following study tracking data for each BPR will be required via a modification to the CA Study Tracking System (CASTS) to be developed by ACSIM:

     a.  Study number, study title, study coordinator, and study status code (planned, in-progress, completed, or canceled).

     b.  Planned and actual milestone dates for -

- Study Started

- Recommendations Approved by Commander

- A‑76 Portion of Study Approved by MACOM (see paragraph 5, enclosure 4)

- Implementation Begun

- Implementation Completed

Enclosure 2

     c.  Manpower Data (Mil, Civ, CME and NAF) for –

- Authorized and Onboard (as of study start date)

- Projected Spaces to be Saved
- Baseline Workyears (workyears expended during the year before study start)

- MEO Workyears (when study recommendations are approved)

- Spaces Saved (Baseline Workyears minus MEO Workyears) 


    

     d.  Dollar savings (annual)

     e.  Narrative describing study status or, if recommendations are approved, describing results and implementation status.

5.  Guidance regarding the BPR study tracking system (paragraph 4 above) will be provided under separate cover.

6.  The Final Report for each BPR will include a summary of the study recommendations and a detailed explanation of how the savings were calculated and how the savings were used.  The report must include an assessment of the potential for future competition of portions of the function under study that have been designated as commercial activities.  The report must also include a plan for future A‑76 study or direct conversion of those commercial activities.  (See enclosure 4, Business Process Reviews.)  BPR Final Reports (less voluminous enclosures, as appropriate) should be posted on the MACOM’s web page for information sharing and review by HQDA and OSD.

7.  Selected or random BPRs will be subject to on-site audit.

8.  When HQDA has approved the MACOMs’ Strategic Sourcing plans, we will include those plans in a request for OSD approval of an Army Strategic Sourcing Program.

5-Year Strategic Sourcing Plan
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QDR Savings Target








* enter 20% times the number of civilian spaces announced two FYs earlier (plus, for FYs 00-03, Spaces Saved from the previous FY)

** for FYs 01-03, include Spaces Saved from the previous FY  

NOTE:  Total Strategic Sourcing Spaces Saved must equal or exceed QDR Savings Target for FY00, FY01, FY02 and FY03 (and FY04 for USMA and AMC).

Description of how the MACOM will achieve buy-in from leaders at all levels and continued SES / General Officer oversight:

Attachment to Enclosure 2

Strategic Sourcing Savings Targets

1.  The QDR savings targets allocated in the FY99-03 POM were determined by multiplying the number of civilian spaces to be studied by 20%.  Savings from most Business Process Reviews (BPRs) (non‑A‑76 studies) are likely to be less than 20% of spaces studied.  Savings targets for MACOMs that establish a Strategic Sourcing Program must equal or exceed their QDR savings targets.

2.  Savings can be quantified either in terms of numbers of manpower spaces saved or recurring dollar savings.  Recurring savings in one year count in subsequent years.  One-half of non‑recurring savings may be counted.  Non-manpower savings may be counted.  Military spaces saved will count only if military spaces are turned in to and withdrawn by HQDA as a separate action (i.e., military space savings used to satisfy other cuts do not count).  Savings are counted in the FY when implementation of the BPR recommendations is or will be completed.

3.  BPRs implemented before 1 Oct 99 do not count.  
4.  Savings achieved in governmental and exempt functions (Residual Efficient Organization), within an organization subject to an A‑76 study, may be counted as BPR savings.  The savings count in the FY that the A‑76 final decision notification to Congress is made.  (Ensure that such spaces studied are not double-counted as spaces announced for A‑76 study.)

5.  In calculating Strategic Sourcing savings goals, A‑76 study savings are calculated at 20% of civilian spaces announced, regardless of the actual results of the studies.  (This way, goals will not be changing as studies are completed.)  The savings formula for a given fiscal year is 
S = .2A + B where S is the QDR savings withdrawn, A is the number of civilian spaces studied (or civilian pay) in A‑76 studies announced two fiscal years earlier, and B is the savings to be achieved from BPRs implemented during the given fiscal year.  Savings targets are cumulative and prior shorfalls must be made up in subsequent years.  Thus, a MACOM that announced fewer civilian spaces than its QDR study target for FY97-FY99 has increased its savings target for subsequent years.  (See the attachment to Enclosure 2 above.  Entering actual A‑76 spaces announced for FY97-99 and hypothetical data for FY00-03 into this 5-year plan should help clarify the above rules.)

6.  Again, the goal for BPRs is measured in savings, not in spaces studied.

7.  Example:  A MACOM’s savings allocation (QDR cut) for FY00 is 100 civilian spaces.  The MACOM announced studies of 400 spaces in FY98 (compared to target of 500 spaces).  Thus, S = 100 and .2A = 80.  Savings from BPRs should equal or exceed 20 spaces.  (Another way of expressing the savings formula for a given fiscal year is B = S – .2A.)  If average savings from planned BPRs is 10%, the MACOM would plan BPRs of at least 200 spaces to be implemented in FY00.  (If the MACOM had announced 100 fewer spaces for A‑76 study than its target for FY97, that would increase the savings to be achieved from BPRs (B) by 20.)

8.  All seven MACOMs received savings allocations (QDR cuts) for FY99-03 based on announcing studies during FY97-01.  (AMC and USMA also received savings allocations for FY04 based on announcing studies during FY02.)  Thus, BPR savings may be planned for FY00‑03 (FY00-04 for AMC and USMA).

Enclosure 3

Business Process Reviews

1.  The main difference between the Business Process Review (BPR) component of Strategic Sourcing and the A‑76 study component is that a BPR does not include a solicitation for private sector offers to perform the function under study.

2.  The goal of a BPR is to determine whether processes can be eliminated, improved, or streamlined.  In those instances where improvements can be made within the existing framework, those changes will be made.  The value of this approach is that an assessment of every function or organization is made—regardless of whether the function or activity is commercial or inherently governmental.  This approach cuts across all functions and organizations, permitting activities to take a complete look at how they do business and to proactively achieve savings in all their functions and activities rather than to focus only on commercial activities.  

3.  BPRs can include elimination of obsolete practices; consolidation of functions or activities; reengineering and restructuring of organizations, functions or activities; adoption of best business practices; activity based costing (ABC) management; privatization of functions or activities; etc.  As indicated in Enclosure 3, savings achieved in governmental and exempt functions (Residual Efficient Organization), within an organization subject to an A‑76 study, may be counted as BPR savings.

4.  While BPRs can be used to achieve savings targets, a MACOM’s Strategic Sourcing Program must continue to include significant future A‑76 study announcements and A-76 studies must be the major element.

5.  One goal of the BPR is to reorganize to “package” commercial activities into organizational elements appropriate for competition.  Therefore, each BPR must include an assessment of the potential for future competition of portions of the function under study that have been designated as commercial activities.  This entails an analysis of how best to reorganize to group or “package” commercial activities into organizational elements appropriate for competition.  The BPR must also include a plan for future A‑76 study or direct conversion to contract of those commercial activities.  This “A-76 Packaging and Study Plan” assessment must be approved by the MACOM.  For all competition-eligible (DRID 20 criteria code “R”) spaces not scheduled for future A-76 study, the MACOM must provide a reasonable justification for exempting them under criteria code “L.”

6.  Funding for performing BPRs will be addressed on a case-by-case basis and, if approved, provided during year of execution.  Only in exceptional cases will in-house BPR efforts be funded.

7.  MACOMs should include savings achieved in MACOM manpower requirements determination studies as part of their BPR program savings.  These analytical efforts focus on improving processes, eliminating duplication, and linking workload levels to manpower decisions and resourcing.  To be eligible for consideration under Strategic Sourcing, MACOMs must first have their manpower requirements determination processes endorsed and certified by ASA(M&RA) pursuant to the Army’s Material Weakness Plan for manpower requirements determination.
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