HOT TOPIC

ACQUISITION OF SERVICES SPEND ANALYSIS

Background.  DoD increasingly out sources its services contracts, and now spends over half of its procurement dollars on services acquisition.  In FY 2002, of the $170 billion dollars on contract, $93 billion were for services contracts.  Of the $93 billion in services spent, over $60 billion was for non-research activities.  Non-research services spending will continue to increase as DoD transforms the way it does business.  Many of the service types acquired are common to many DoD components.  Furthermore, the increasing reliance upon contractor support requires additional diligence to ensure that we spend our funds efficiently and effectively.  
Historically, DoD’s component organizations procured their required services independently.  More recently, DoD has made significant strides towards strategic sourcing of products, many of which are now procured and managed by the Defense Logistics Agency.  Service contracts, however, remain largely decentralized with no agency like DLA having joint responsibility.  Some contract “sharing” occurs among DoD components, but only on a limited basis, resulting in multiple contract actions for like services.  

Private-sector Successes.  Several GAO reports have identified the need for better spend visibility and increased strategic sourcing for common services that do not typically meet the review and approval thresholds already in place.  GAO reports 03-661 and 03-995 recommended that DoD follow a commercial-type spend analysis to enable better strategic sourcing of common services.  The GAO reports discuss the successes of commercial firms with regard to outsourcing their services requirements.  To reduce expenses and improve profits, commercial firms have been acquiring services with a more strategic emphasis, and managing them in the same way that they manage product supply chains.  By streamlining their vendor bases and establishing long-term business relationships, these companies have improved their services acquisition processes.  .  
Many commercial firms employ variations of a “generic” strategic sourcing effort.  This involves a cyclical process of acquiring and enhancing spend data, analyzing the data, identifying sourcing categories, performing market analysis, preparing strategic sourcing plans, and implementing and monitoring the plan.  These companies established commodity teams or councils to support this cyclical process.  These teams/councils were empowered to identify and correct management or process impediments.  Data deficiencies were identified, and methods developed to provide better insight into the spend details.  These changes often took years to accomplish, but resulted in significant cost savings.

DoD Spend Analysis Initiative.  DoD has the same goal as commercial firms--to reduce its cost of doing business and make the acquisition process as efficient as possible.  To that end, the Deputy Secretary of Defense issued a February 2003 memorandum requiring a commercial-like joint spend analysis program.   The memorandum authorized the Office of the Undersecretary of Defense for Acquisition, Technology and Logistics (OUSD(AT&L)) to form a Spend Analysis Integrated Process Team (SAIPT) to oversee the activity.  During Summer 2003, the SAIPT (with the support of a contractor) conducted a high-level spend analysis and identified service categories, e.g. administrative, information technology, and printing that may offer opportunities for cost savings and efficiencies.  
The SAIPT is now identifying and establishing service category teams from service/agency members experienced in the particular service category to develop joint-level spend analysis which will lead to specific acquisition strategies.  Each service category team will consist of cross-functional members from each of the military departments and agencies.  The team will eventually include representatives from contracting, finance, logistics, and requirements determination.  Each service category group team will be championed by one of the military services or agencies.  The first service category team is addressing the area of miscellaneous administrative services.  
The initial commodity teams will function as learning platforms and allow DoD to develop a strategic sourcing methodology, based on spend analysis results,  that becomes institutionalized and repeatable from one service category grouping to another.  As we formulate and implement the teams, improvements will be made in the type and volume of spend data collected, the methods of spend and market analysis, business case preparation, and establishment of joint contracting programs.    

Challenges.  While DoD plans to follow commercial best practices in the area of spend analysis, there are several impediments that must be overcome:

Commercial firms often employ one integrated acquisition system.  The most successful firms that employ strategic sourcing have integrated their procurement and financial systems to provide useful spend information.  DoD currently possesses no such integrated system; integration of procurement and financial systems is a large task that will take time to develop and implement.  The Federal Procurement Data System (FPDS), which is populated by input of DD Forms 350, Individual Contracting Action Report, provide insight only into contracts exceeding $25,000.  Information on service contracts under that threshold is not readily available.  Service contracts that fall under the simplified acquisition threshold represents the largest growth area for services contract actions.  Simply put, DoD has not been able to develop a complete picture of its procurements at an enterprise-wide level.  
DoD also is under federal mandates that influence it acquires goods and services.  For instance, DoD’s small business program establishes annual socioeconomic goals for component organizations.  The sheer size and dispersion of DoD components and value of dollars spent dwarfs those of commercial entities, thus magnifying the problems associated with performing effective strategic sourcing.  
One of the Department’s first steps in conducting strategic sourcing is to acquire enhanced procurement data.  Both the Air Force and Army have developed business intelligence systems (BIS) that capture contract data at all dollar values (excluding those made using the purchase card) directly from their respective contract writing systems.   DoD is piloting an initiative to capitalize on these BIS efforts to develop a way to acquire useful spend data from these BISs as well as from other military agencies.  This enterprise-wide data warehouse will provide basic spend data in a single location with common data fields.   
