[image: image1.emf]
Department of the Navy

Utilities Privatization

Quarterly Report
Submitted to

Under Secretary of Defense for

Acquisition, Technology and Logistics

November 2001
EXECUTIVE SUMMARY






1. 
2. 
3. 




















INTRODUCTION

This quarterly report provides the status on executing the Department of the Navy’s (DoN) Implementation Plan for privatizing utility systems as submitted by the Secretary of the Navy to the Deputy Under Secretary of Defense for Installations in support of the Department of Defense Reform Initiative Directive (DRID) #49 – Privatizing Utility Systems.  This report updates the planning, scheduling and execution requirements outlined in the Navy and Marine Corps Utilities Privatization Implementation Plans.  Included are a detailed listing of the current inventory of Navy and Marine Corps utility systems worldwide and their associated execution status information, a total of 897 systems at 138 activities.  All data is current as of 30 September 2001.

The Department of the Navy has completed Milestone #1 of DRID #49, and is proceeding with completing the revised Milestone #2, and the remainder of the utilities privatization process.


SUMMARY OF PROGRESS SINCE PRIOR REPORT

DoN’s progress towards meeting the goals established under DRID #49 is summarized as follows.

	Systems
	Total Systems

(1)
	Privatized Pre-DRID

(2)
	Owned by Others

(3)
	Available to Privatize

(4)
	Security & Mission Exempt

(5)
	Economic Exempt Pre-RFP

(6)
	Gos

(7)
	Go/No Go Decisions

(8)
	Defer

(9)
	Issue RFP

(10)
	Economic Exempt Post-RFP

(11)
	Contract Award

(12)
	Total DRID Complete

(13)

	Electric
	265
	2
	55
	208
	3
	3
	202
	208
	-
	122
	-
	1
	3.37%

	Gas
	101
	7
	1
	93
	-
	-
	93
	93
	-
	55
	-
	2
	2.15%

	Water
	257
	-
	49
	208
	3
	2
	203
	208
	-
	138
	-
	-
	2.40%

	Waste Water
	254
	-
	48
	206
	3
	1
	202
	206
	-
	123
	-
	-
	1.94%

	Other
	20
	-
	-
	20
	-
	-
	20
	20
	-
	7
	-
	-
	0.00%

	Total
	897
	9
	153
	735
	9
	6
	720
	735
	0
	445
	0
	3
	2.45%


(1) The total number of systems in the Department’s inventory.

(2) Those systems that were privatized prior to 23 December 1998.

(3) Systems, that may or may not be maintained by the Department, but because they are not owned by the Department, cannot be privatized.

(4) The total systems (column 1) less privatized pre-DRID (column 2) and owned by others (column 3).

(5) Those systems exempt for security or mission reasons.

(6) Systems that either have no private interest or were shown to be uneconomical before the RFP process.

(7) Those systems that have been sent forward to the RFP process.

(8) Summation of exemptions and “Go’s” (columns 5, 6, and 7).  This is the first interim milestone in DRID #49.

(9) Systems (from column 7) that have been granted an extension from USD (AT&L) of the milestone and goal dates because additional time is needed to successfully privatize.  Note that the systems listed as “defer” have not been granted deferral status by OSD, as there has not yet been an official means for the services to request such a status.

(10) Systems (from column 7) that have had RFPs issued.  This is the second interim milestone of DRID #49.

(11) Systems (from column 7) that have been proven uneconomic based on the results of an RFP.

(12) Systems (from column 7) that have had a privatization contract awarded meeting the DRID #49 goal.

(13) Percentage of exempted or privatized systems (columns 5, 6, 11, and 12) compared to available systems (column 4).


Since the submission of the August quarterly report, the following events have taken place:

1. Program Changes.  At the September 6 Installations Policy Board (IPB) meeting the Deputy Under Secretary of Defense (Installations and Environment) concluded that the 30 September 2001 deadline to issue Requests for Proposal (RFPs) places unintended burden on interested parties and relieved the Military Departments of that requirement.  As of 30 September 2001, RFPs have been issued for 445 of 720 systems which represents 62% of DON utility systems being considered for privatization.  As briefed at the November IPB, the DON is developing a revised acquisition timeline to show the issuance of RFPs and evaluation of proposals in a phased and balanced approach.

2. Exemptions and Deferrals.  DoN continues to review exemption requests for unique security reasons or for those systems where it would be uneconomical to privatize in accordance with guidance contained in DRID #49.  The current status of security and economic exemptions for DoN activities are shown in the following tables:

Security Exemptions

	Activity
	Water
	Electric
	Sewer
	Gas
	Comments

	NSF Thurmont
	1
	1
	1
	-
	Approved by DASN(I&F) Apr 1999 

	SWFLANT Kings Bay
	-
	1
	-
	-
	Emergency Electrical System for Limited Area approved Jul 1999

	SUBASE Kings Bay
	1
	1
	1
	-
	Approved by DASN (I&F) May 2001

	SUBASE Bangor
	1
	-
	1
	-
	Approved by DASN (I&F) May 2001


Economic Exemptions Pre-RFP

	Activity
	Water
	Electric
	Sewer
	Gas
	Comments

	NSB Bangor
	-
	1
	-
	-
	Approved by DASN(I&F) Sep 2000. 

	NAVSTA Bremerton
	-
	1
	-
	-
	Approved by DASN(I&F) Sep 2000. 

	NRC Jim Creek
	-
	1
	-
	-
	Approved by DASN(I&F) Sep 2000. 

	NAWCTSD Orlando
	1
	-
	1
	-
	Approved by DASN(I&F) Sep 2000. 

	MCB Kaneohe Bay
	1
	-
	-
	-
	Approved by DASN (I&F) Apr 2001.


INNOVATIVE UTILITIES PRIVATIZATION PROCESS IMPROVEMENTS


In the interest of improving the utilities privatization process, DON has implemented the following innovative process improvements:

1. Non-Prescriptive Requests for Proposal.  DON is using a non-prescriptive (performance based) RFPs, which allow industry the flexibility to propose a solution that can best benefit both the government and industry.
2. Area Wide Solicitation.  DON is using area wide and regional solicitations, which encourage bidders to bid on any one system or combination of systems in order to promote economies of scale where applicable.

3. “For Sale” Approach.  DON is using the “For Sale” approach at some smaller outlying systems, in order to quickly determine industry interest.  If no more than one party expresses interest, then the process is expedited with sole source procurement.

4. Websites.  DON is using question and answer websites to address questions from prospective bidders.

5. Coordination Councils.  DON has established an East and West Coast coordination council.  These councils bring together the Navy’s Installation Major Claimants (IMCs), the Marine Corps, Navy Facilities Engineering Command’s Engineering Field Divisions, and other utilities privatization program managers, in order to develop a standardized approach, work to resolve common issues and ensure smooth progress through the entire process.

OUTSTANDING ISSUES REGARDING UTILITIES PRIVATIZATION EXECUTION

Issues that require clarification include:

1. DoD Guidance.  DoN is awaiting additional OSD guidance based upon coordination review in November 2000 to include clarification on Economic Analysis and use of the Utilities Privatization Economic Analysis Support Tool (UP EAST).  

2. Inclusion of Contract Clauses to Protect DON Interests.  As briefed at the November IPB, the DON feels it is imperative that specific clauses be included in some UP contracts to protect the government’s interests.  These include reversionary rights, novation agreement on the sale of assets and step-in rights.  Our understanding is that OSD will work to re-establish a UP working group to resolve these and other issues. 
3. Capital Leases.  Navy consultants and discussions with private industry have recommended that privatization should follow the best practices of private industry.  These recommendations included a suggestion that a capital lease may be a better solution than would a bill of sale.  As a general rule, DON will pursue sale of assets to privatize our utility systems.  However, in some case-by-case instances, where the sale of assets may prove to be uneconomical, DON may be able to execute capital leases which would result in lower life-cycle costs while providing for the ability to upgrade and improve the reliability of our utility systems.  To date, OSD has been opposed to a lesser estate than the sale of assets.  DON proposes in instances where a sale of assets may prove to be uneconomical that the alternative of entering into a capital lease be afforded on a case-by-case basis.  Request OSD revise guidance to include this option.
4. Western Area Power Administration (WAPA) re-competition of Federal power allocations.  WAPA's Desert Southwest region will re-compete power allotments in 2004 for delivery of power in 2008.  As a result in WAPA may change it’s policy of providing low-cost federal power allocations to military installations which have privatized utility systems which will adversely impact installations through an increase in utility rates.  This issue should continue to be addressed by OSD as it impacts all Military Departments receiving low-cost Federal allocations.
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