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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 902 systems at 144 activities.  All data is current as of 30 June 2001.

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


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
	267
	2
	55
	210
	3
	5
	202
	210
	-
	104
	-
	1
	4.29%

	Gas
	101
	7
	1
	93
	-
	-
	93
	93
	-
	49
	-
	2
	2.15%

	Water
	259
	-
	49
	210
	4
	2
	204
	210
	-
	126
	-
	-
	2.38%

	Waste Water
	256
	-
	48
	208
	3
	1
	204
	208
	-
	114
	-
	-
	1.92%

	Other
	19
	-
	-
	19
	-
	-
	19
	19
	-
	5
	-
	-
	0.00%

	Total
	902
	9
	153
	740
	9
	8
	722
	740
	0
	398
	0
	3
	2.70%


(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 April quarterly report, the following events have taken place:

1. Progress in meeting milestone #2, Issuance of Request for Proposals (RFPs).  DoN is proceeding with privatization of 723 systems.  As of 30 June 2001, RFPs have been issued for 398 systems.  This represents a 55% completion of Milestone #2.

2. Owned by Others.  An exemption has been granted for utility systems at Naval Support Facility Diego Garcia based upon an agreement that the systems will revert to host nation ownership upon termination of the land use/lease agreement.  

3. Exemptions.  DoN continues to review exemption requests for unique security reasons or for those systems where it would be uneconomical to privatize.  A security exemption has been approved for all utility systems at SUBASE Kings Bay, Georgia and SUBASE Bangor, Washington.  An economic exemption has been approved for the water distribution system at Marine Corps Base Kaneohe Bay, Hawaii, after the Request for Interest (RFI) received no response.  At present, an exemption request for DoN utility systems on Guam is under review.  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. 

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

Also, Security Exemption approved for this system Jul 1999.

	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. 

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

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


OUTSTANDING ISSUES REGARDING UTILITIES PRIVATIZATION EXECUTION

Issues that require clarification include:

1. DoD Guidance.  DoN is awaiting final decision on revised OSD guidance based upon coordination review in November 2000.  DoN is proceeding ahead with the privatization process in the absence of final DOD guidance, but this lack of guidance could potentially jeopardize our ability to have a consistent process across DOD.  

2. Utilities Privatization Economic Analysis Support Tool (UP EAST).  DoN is working with OSD and it’s consultant, KMPG, on the evaluation of and training in the use of the latest version of the UP EAST program, version 4.0.  While we appreciate OSD’s efforts to develop a consistent tool for all the Services to utilize, DoN requests that the formulae and spreadsheets used in the program be provided for further review in order to understand the mechanics of how the program works and economic calculations occur.

3. Interest on Borrowing.  Federal regulations prohibit the government from paying interest (financing costs) in utility privatization contracts.  Navy consultants and industry have indicated that authority to pay financing cost is a requirement for some potential sources to participate.

4. Capital Leasing.  Navy consultants have recommended that military utilities privatization efforts should follow the best practices of private industry.  These recommendations included a suggestion that a capital lease may be a better solution for the military than would a bill of sale.  Paragraph (a) of 10 USC 1688 states “The conveyance may consist of all right, title, and interest of the United States in the utility system or such lesser estate as the Secretary considers appropriate to serve the interests of the United States.”  Request OSD consider revising the DRID guidance to include this option.
5. Privatization Milestones.  During the recent OSD-sponsored “Vision 2020” conference, representatives from industry voiced concern with their ability to respond to privatization RFPs and negotiations based upon the milestone dates established by DOD for utilities privatization, namely the 30 September 2001 milestone #2 and the 30 September 2003 milestone #3.  Request OSD reconsider it’s long-term vision for utilities privatization by:
a) Issue policy guidance that puts a hiatus on requiring the Services to issue further RFPs in order to meet the 30 September 2001 milestone, and

b) Develop a joint-service interdisciplinary working group under the Installations Policy Board to make recommendations for program changes.
6. Policy on Western Area Power Administration (WAPA) re-competition of federal power allocations.  WAPA's Desert Southwest region will re-compete their power allotments in 2004 for delivery of power in 2008.  This may result in WAPA changing it’s current policy of providing low-cost federal power allocations to military bases that have privatized their utility systems.  Any potential change in policy may adversely impact an installation through an increase in utility rates as a result of a loss of low-cost federal power.  This issue should continue to be addressed at the OSD level as it impacts all Services.

Attachments:

I. DoN Database Update

II. Progress Charts








