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On behalf of the IBM Endowment for The Business of Government, we are pleased to present this report,
“SeaPort: Charting a New Course for Professional Services Acquisition for America’s Navy,” by David C. Wyld.

This report examines how the Naval Sea Systems Command (NAVSEA) created SeaPort to serve as an
innovative electronic procurement portal for the acquisition of professional support services. Professor
Wyld describes how the creation of SeaPort represents innovation in two important areas: procurement
and e-commerce. In the area of procurement, SeaPort was created to maximize efficiency and economy in
the purchase of professional support services at NAVSEA. In the area of e-commerce, SeaPort automated
the “business process” of procuring professional support services and substantially reduced both the costs
and completion times for processing service acquisitions.

In February 2003, the Endowment published the report “Digitally Integrating the Government Supply
Chain: E-Procurement, E-Finance, and E-Logistics,” by Jacques S. Gansler, William Lucyshyn, and Kimberly
M. Ross. In that report, the three authors strongly advocate the increased use of e-procurement throughout
the government. In his study of SeaPort, Professor Wyld shows how e-procurement has become a reality in
its first 18 months of operation. The report demonstrates that SeaPort has indeed reinvented the way NAVSEA
procures over half a billion dollars of professional support services annually.

We trust that this report will be both informative and useful to executives throughout government as

they continue to examine how the operations of government can be dramatically improved by applying
e-commerce tools to government procurement — especially in the fast-growing area of services acquisition
— and other processes as well. There is clearly much to learn from the experience of SeaPort.

Paul Lawrence William Phillips
Co-Chair, IBM Endowment for Partner
The Business of Government IBM Business Consulting Services

paul.lawrence@us.ibm.com william.r.phillips@us.ibm.com
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Today, services procurement is becoming increas-
ingly strategic in nature and electronic in scope.

In both the private and public sectors, increased
spending on services has made this an area of
intensified focus of e-procurement efforts. This is
because, according to Diana Jovin, president of
CascadeWorks, a San Francisco-based electronic
procurement enabler, organizations cannot only
“save money by automating service procurement,
they can also better track performance and manage
relationships with service vendors” (cited in Cleary
2001a, n.p.). In the federal marketplace, the acqui-
sition of services is accounting for an ever-larger
percentage of total procurements. Annual spending
on services is projected to top $150 billion in fiscal
year (FY) 2003, with the Department of Defense
(DoD) accounting for approximately half of this
spending (Sherman 2002). In fact, fully one-sixth
of DoD’s procurement spending has shifted from
goods to services over the past decade (Friel 2000).

Lawrence Martin (2002a, 7) observed that “the
transition to service contracting constitutes a funda-
mental paradigm shift for federal procurement.”
Former Undersecretary of Defense Jacques Gansler
(2002, 12) recently observed, “One should not per-
ceive that the government’s moving to e-business
is simply digitizing the current acquisition process.
Rather, it is necessary (and desirable) to transform
the acquisition process to take full advantage of the
potential offered by electronic commerce” (empha-
sis in the original). This report is about one such
effort to leverage e-business methods to transform
both the mechanisms and the culture of contract-
ing, focusing on SeaPort.

SeaPort was established by the Naval Sea Systems
Command (NAVSEA) to be the first e-marketplace
for services acquisition in the federal government.
SeaPort has become an e-business portal through
which NAVSEA acquires a significant portion of
the over half a billion dollars worth of professional
support services (PSS) necessary to support the
Navy’s mission around the world. The total value
of the SeaPort multiple award contracts (MACs) is
placed at $14.5 billion over the potential 15-year
duration of the indefinite delivery/indefinite quan-
tity (ID/1Q) contracts (Naval Sea Systems Command
Public Affairs Staff 2001). It was initiated by NAVSEA
to streamline the services contracting model:

e To achieve $250 million in wedge savings

e To enable the Navy to meet the secretary of
defense’s mandate that performance-based
contracting be used in 50 percent of profes-
sional services contracting by 2005

Through its use of ID/IQ contracts of up to 15
years, issued to 20 MAC holders (with fully one-
third being small businesses), SeaPort has many
innovative measures, including:

e Built-in, guaranteed cost reductions

e Award-term and performance-based contract-
ing provisions

¢ Totally electronic order process

e Real-time monitoring of contractor perfor-
mance and quality

¢ Alternative dispute resolution procedures
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Figure 1: The Front Door to SeaPort
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since 2 April 2001, the electronic procurement of professional support

Using a combination of innovative services at the Naval Sea Systems Cornmand (NAYSEA) has become a

cantracting vehicles and electronic

business techniques, SeaPort was
initiated to maximize the efficiency
and economy of the purchase of
professional support services at the
Haval Sea Systems Command
(NAVSEA),

SeaPort autornates the business
process and reduces process costs
while providing numerous benefits for
the Program Manager, Contracting
Officer, Contractor, and all Users,

I want to learn more about SeaPort!

reality. I want to thank those individuals from NAVSEA, other Government
agencies, and from industry whose tireless efforts paid off when SeaPort was
implemented. Our customers, industry partners, and the NAYSEA SeaPort
team continue to make positive headway in meeting NAVSEA's professional
support service requirements, while attaining reduced procurement cycle
times and implementing effective business arrangements, To our future
customers, 1 invite you to start using SeaPart,

I encourage you to navigate through this web site to learn more about
SeaPort and our industry team partners, Thank vou for visiting the SeaPort
web site,

Fair winds,
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The SeaPort website, shown in Figure 1 and
accessible at www.seaport.navy.mil, is a constantly
updated “community of practice” in which con-
tracting officers and contractors can:

* Access the e-marketplace
* Execute totally electronic services acquisitions
e Learn about the processes involved

e Build on the experiences of others

All this can be accomplished from anywhere on
the seven seas—so long as there is a computer
equipped with a web browser at hand. Thus,
NAVSEA now has a global e-procurement system
for service acquisition that can serve the needs
of America’s Navy around the world.

This report looks at the development and the
operation of SeaPort. We will see that in order to
have the e-marketplace operational by its targeted
opening of April 1, 2001, NAVSEA had to both

work with vendors and contracting professionals
to create the e-marketplace itself and work with
contractors to change the manner in which they
relate to one another and to NAVSEA. We will
see how the e-marketplace was created from

an innovative, one-page request for proposal
(RFP) and based on a commercial software
solution. We will then examine how the SeaPort
e-marketplace works from a Naval buyer’s per-
spective and the MAC prime contractors’ viewpoint.
Then we will assess the SeaPort initiative on the
basis of five areas of investigation. These areas,
assessed over the 18 months from SeaPort’s “going
live” on April 1, 2001, through the end of FY
2002 on September 30, 2002, are:

¢ Did the shift to Multiple Award Contracts
produce the desired results?

e Does the SeaPort e-marketplace produce cost
and time savings?

Has SeaPort generated the anticipated level of
procurement activities?
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e Has small business participation in NAVSEA
contracting been improved through SeaPort?

* Has SeaPort enhanced cooperation and fos-
tered learning?

In the end, we will see that SeaPort has had suc-
cesses as well as failures in each of these areas.
We will see that because NAVSEA chose to make
this a voluntary shift, rather than a mandated solu-
tion for its Naval customers, activity and volume
through the e-marketplace have actually decreased
over time. We will see that while processing time
for task orders has decreased markedly—from over
half a year to just over a month—NAVSEA still
wants to reduce the time much more. We will also
see that the electronic capabilities of SeaPort have
dramatically improved NAVSEA's capacities—both
internally and in operations with the MAC part-
ners—in terms of:

e Communication
* Business intelligence

e Knowledge management

The impact on competition is less clear. While
SeaPort has streamlined the number of prime con-
tractors (from over 350 to 20), whether the intensity
of competition among the MAC holders for individ-
ual task orders has been heightened and whether
the ability to unseat incumbent contractors exists
remain open questions. Also, while the opportuni-
ties for small businesses in NAVSEA professional
services contracting have exceeded initial expecta-
tions, both in terms of their representation among
the MAC holders (seven out of 20) and as subcon-
tractors, how this translates into actual participation
as active prime contractors and subcontractors
remains an open issue.

Writing in Government Executive, Allan Burman
(2001b, 72), a former administrator with the Office
of Federal Procurement Policy (OFPP), observed
that “former NASA administrator Daniel Goldin’s
mantra of faster, better, cheaper best characterizes
the forces driving acquisition reform in the last
decade. Simplification, speed, a willingness to
look to others for good ideas, and a focus on
performance are all part of this transformation.”
NAVSEA’s establishment of the SeaPort e-market-

place certainly seems to be an initiative that
follows these ideas, and for its efforts, NAVSEA
has received awards for the innovativeness of the
SeaPort initiative (see “Recognition for the SeaPort
Initiative”). SeaPort has already served as a model
for developing an information technology (IT)
e-procurement portal for the Marines. In time,
the innovations of SeaPort and the lessons learned
from its operations may be instrumental in bringing
about collaborative service acquisition portals for
DoD and the overall federal government.

Mary Blevins, president of ZAl (a partner in the
Unified-ZAl Joint Venture, a prime contractor for
SeaPort), observed that “SeaPort works because
it leverages a long-standing government-industry
partnership. The technology of e-business allows
SeaPort to take full advantage of that relationship
to expedite the procurement process” (personal
communication, November 2002).

Recognition for the SeaPort Initiative

To date, NAVSEA has garnered significant recogni-
tion for its effort to streamline PSS procurement for
the Navy.

¢ Small Business Administration Award

* Joint Electronic Commerce Program Office
Finalist—Best Government/Industry Team (Large
Business)

e E-Gov 2001 Trailblazer Award

e Naval Sea Systems Command Vice Admiral
Certificates of Excellence for SeaPort Team
Members

e Naval Sea Systems Command Medallions for
SeaPort Team Members

e 2001 DON E-Gov Award

® 2001 Undersecretary of Defense for
Acquisition, Technology, and Logistics, Defense
Acquisition Executive Certificate of
Achievement Award

e SeaPort selected as Excellence.Gov Award
Finalist
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Introduction

NAVSEA and Professional Support
Services (PSS)

NAVSEA supports the operations of all U.S. Naval
units, and beyond, including:

e Ships

e Submarines

e Shore facilities

e Systems and equipment of the Navy

e Foreign military sales (FMS)

e Other DoD/civilian agencies

e Other participating foreign navies (Naval Sea

Systems Command 2002a and 2002b)

NAVSEA's history and current operational mission
are detailed in “NAVSEA” (see p. 10).

Each year, NAVSEA procures more than a half
billion dollars of professional support services
worldwide for:

e Naval fleet operations around the world

* NAVSEA's headquarters operations

* Program executive offices (PEOs)

The professional support services necessary for
effective worldwide Naval operations constitute a
rather small percentage (approximately 2.5 percent)

of NAVSEA's overall annual budget of approxi-
mately $20 billion." Yet, due to the need to support

worldwide, effective Naval operations, NAVSEA's
PSS acquisitions are strategic in nature.

In the late 1990s, NAVSEA was called on to reduce
its professional services spending. Captain Kurt R.
Huff, former deputy commander of contracts for
NAVSEA, observed, “My commitment to my boss
was that we would save him $250 million over
five years” (quoted in Bhambhani 2001a, n.p.).
This was the “sourcing wedge”—the targeted
reduction amount for PSS acquisitions through
2005. Yet, according to a 2001 NAVSEA report,
there was a great need for business intelligence,
simply to determine both baseline data and—down
the road—whether this savings goal had indeed
been achieved. As late as 2000, NAVSEA could
not even determine within a $100 million window
exactly how much the Navy spends annually on
professional support services.? With this state of
business intelligence in regard to services spending,
NAVSEA certainly was in danger of running into
operational and oversight problems.

NAVSEA has been characterized as “a $20 billion
command that doesn’t change easily” (Murray

Acknowledgments
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NAVSEA

Headquartered in the historic Washington Navy Yard, NAVSEA is the arm of the Navy responsible for designing,
acquiring, and maintaining the Navy’s 300+ ship fleet and its shipboard and combat weapons systems. NAVSEA's
origins can be traced back to 1794. Under President Washington, Commodore John Barry was appointed as the
superintendent overseeing the construction of a 44-gun frigate, with the charge to ensure all business was con-
ducted in the public interest. Organizationally, today’s NAVSEA is the successor to the Bureau of Construction,
Equipment, and Repair and the Bureau of Ordnance and Hydrography, both created in 1842, and the Bureau of
Ships, established in 1940 (Naval Sea Systems Command 2002a).

Today, NAVSEA is the largest of the Navy’s five systems commands. NAVSEA has an annual budget of nearly $20
billion—accounting for almost a fifth of the Navy’s total budget. Through its approximately 50,000 employees,
NAVSEA manages more than 130 acquisition programs (Naval Sea Systems Command Public Affairs Staff 2002a).
It also administers over 1,400 sales contracts to approximately 80 foreign militaries, amounting to more than $16
billion annually (Naval Sea Systems Command 2002b). NAVSEA's operations encompass all phases of the life
cycles of the Navy’s ships—which now can reach 40 to 50 years—and its weapon systems, including:

¢ Technology development

¢ Concept exploration

¢ Design

¢ Specification development

¢ Construction and production

¢ Test and evaluation

¢ Certification and operation

* Maintenance

¢ Improvement and modernization

¢ Overhaul

¢ Refueling

¢ Search, salvage, and disposal

¢ Diving

¢ Underwater ship husbandry

e Pollution control

These service areas encompass all phases of both ship and weapon systems life cycles, including:
¢ Technology development

¢ Concept exploration

¢ Design

¢ Specification development

¢ Construction and production

¢ Testing and evaluation

The mission of NAVSEA is simply stated as “Keeping America’s Navy #1 in the World” (Naval Sea Systems
Command 2002a).
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2001, n.p.). Yet, NAVSEA's leadership duly recog-
nized that it needed to gain greater efficiency and
control over this spending (Monahan 2002b). To
accomplish the savings challenge, and to be able
to verify these savings, NAVSEA undertook a “busi-
ness process reengineering effort to maximize the
efficiency and economy” in acquiring professional
support services (Grady and Braham 2001, n.p.).
What followed is a tale of e-business innovation
and cultural transformation.

The Road to SeaPort

In July 1998, NAVSEA formed what became known
as the Contract Efficiency Working Group (CEWG)
to take a strategic look at its services spending. This
group was charged with collecting and analyzing
data regarding the six main areas of services pro-
curement for NAVSEA:

* Program management
* Logistics support

e Engineering

e Financial management
e Computer assistance

e Clerical and administrative support

The decision was made to focus on the first

four areas of services acquisition. The computer
operations would be encompassed within the
Navy-Marine Corps Internet (NMCI), while the
clerical and administrative support area was the
subject of an A-76 competition (Monahan 2002a).

Over the next year and a half, the CEWG found
that NAVSEA's services procurements were decen-
tralized, fragmented, and redundant (Monahan
2002a). At the time, NAVSEA acquired these pro-
fessional support services through either of two
means. First, a program manager could use one of
more than 350 separate contract vehicles through
NAVSEA. In this case, it often took from nine to 12
months to make competitive service awards inter-
nally (Bhambhani 2001b). NAVSEA's costing system
found that fully two-thirds of the costs in awarding
a task order for acquiring support services come
from the process of sourcing, drafting, gaining
approvals, and placing task orders.’ Alternatively,
services could be acquired through the employ-

ment of General Services Administration (GSA)
Schedule contracts. However, for this convenience,
GSA charged the Navy a user fee, ranging from 2
to 5 percent of the total value of the task orders
(Monahan 2002c).

In March 2000, NAVSEA established the Support
Services Acquisition Program Office (SSAPO). This
office comprised a dozen individuals representing
the directorates within NAVSEA and several PEOs,
and it was charged with developing a strategy for
remaking NAVSEA's PSS procurement activities.
Among the items SSAPO was chartered to do were:

e Planning, developing, issuing, and awarding
the command-level ID/IQ contracts for profes-
sional support services

e Developing policy and procedures for procuring
services

e Developing an e-business solution for procuring
services

¢ Developing metrics for program evaluation

e Developing training programs for NAVSEA per-
sonnel for new services procurement process*

After some initial work on a draft plan that met
resistance from both internal Navy customers and
the contracting community, the program was reas-
signed later that same year to NAVSEA's Contracts
Directorate. SSAPO was thus transformed into
SeaPort—a portal for NAVSEA. The initiative now
had a new home and a new, more “marketable”
moniker for the project (Monahan 2002a).

With a unique public—private partnership model,
SeaPort represents an innovative application of
e-business best practices to the business of gov-
ernment. SeaPort thus became the first federal
e-marketplace for services acquisition, but as will
be seen in this report, NAVSEA had a more far-
reaching goal of changing the culture of services
contracting within the Navy and with members of
the contracting community.

A Look at SeaPort

The purpose of this research report is to examine
the SeaPort initiative, the effort undertaken to rein-
vent the way NAVSEA procures more than a half
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Three Objectives for SeaPort

NAVSEA stated three objectives for the SeaPort
initiative.

¢ Develop and award multiple-award ID/IQ con-
tracts (MACs) using innovative acquisition tech-
niques to achieve the NAVSEA strategic wedge,
to conform to the OSD performance-based con-
tracting directive, and to bring order to PSS
acquisitions.

¢ Exploit existing e-business opportunities and
create an automated, intuitive, web-based, e-
procurement portal to provide services quickly
and easily in an “Amazon.com” environment.

¢ Create a website continually refreshing cus-
tomers and suppliers with new information,
opportunities, training, metrics, and useful links
to associated sites.

billion dollars annually in professional support
services required for continual global operations
of today’s 300-plus ship Navy. The SeaPort initiative
has been characterized as representing nothing
short of “a bow-to-stern overhaul” of the manner
in which NAVSEA goes about acquiring profes-
sional support services (Zyskowski 2002b, n.p.).
See “Three Objectives for SeaPort.”

SeaPort is noteworthy specifically because NAVSEA's
leadership has been prescient in recognizing that
two major factors would be integral parts of any
21st-century response necessary to accomplish the
wedge savings target:

e The growing importance of e-procurement
* A changing services acquisition landscape

Because of their importance to federal procurement
in general, these megatrends are discussed in detail
in Appendices | and II. In Appendix I, we see that
private-sector firms, led by the largest buyers,

are turning to web-based acquisition strategies.
Increasingly, the use of electronic procurement
marketplaces and enterprise-wide procurement
tools to acquire both goods and services is becom-
ing an important part of corporate purchasing—and
business—strategies. In Appendix Il, we review the
federal government’s shift from a buyer of mostly

goods to a procurer of services. With this shift has
come increasing oversight and criticism of federal
services contracting, accompanied by a push to
make such services contracting performance based.
These developments have continued to take on
even more significance over time.

The creation of SeaPort thus brought NAVSEA
down two separate tracks:

¢ The e-business track to create the e-market-
place itself

e The contracting community track to change
the manner in which contractors relate with
one another and with NAVSEA

As can be seen in Figure 2, to introduce the SeaPort
e-marketplace by the target date of April 1, 2001,
both tracks had a tight timeline. This chart, created
by Kathleen Monahan, director of NAVSEA’s Surface
Systems Contracts Division, depicts the key mile-
stones for SeaPort (Monahan, Petersen, and
Singleton 2002). The top line shows the key dates
in the process of creating the online marketplace.
The bottom line shows the parallel efforts that had
to be undertaken with the contracting community,
both to develop the partnerships necessary to bring
about the depth and breadth of coverage NAVSEA
desired and to educate them about the nature of
the change to performance-based contracting.

The next two sections of this report chronicle how
NAVSEA worked on both fronts in order for the
project to converge at that juncture. We, however,
examine the changes in contracting before examin-
ing the e-marketplace itself. This is only appropriate
because this case study of SeaPort is not simply
an e-business story. Rather, as Captain Kevin L.
White, NAVSEA’s deputy commander for con-
tracts, commented, “The key to SeaPort’s success
is often identified as the e-business mechanism, but
that is an erroneous assumption.... The e-business
mechanism is the enabler” (emphasis added) (per-
sonal communication, December 2002). SeaPort
thus emphasizes that e-business is a means to an
end, not the end itself. Indeed, SeaPort allowed the
Navy and its service contractors to use technological
enablers to change not only the process but, more
important, the culture of contracting. SeaPort was
seen as a means “to build a new level of coopera-
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Figure 2: The “Dual Tracks” for SeaPort’s Development
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Source: Monahan 2002b.

tion that benefits everyone” in the acquisition of
hundreds of millions of dollars annually in vital
support services (Zyskowski 2002b, n.p.).

Experts inside and outside government have repeat-
edly stressed this culture—technology contention

in e-procurement change efforts. In a recently
released report from the IBM Endowment for The
Business of Government, “Digitally Integrating

the Government Supply Chain: E-Procurement,
E-Finance, and E-Logistics,” Gansler, Lucyshyn,
and Ross (2003, 19) echoed this sentiment: “The
key to achieving the greatest increases in procure-
ment efficiencies is to recognize that technology is
just an enabling tool—business processes must be
improved to gain the benefits of applying technol-
ogy. In fact, this process transformation should not
be viewed as a technology issue, but one of critical
organizational change management” (emphasis
added). According to the Department of the Navy’s

Jan 26 Apr 1

Acquisition Reform Office (2000), because chang-
ing and reforming procurement processes involves
risk, “agents of change” play a crucial role in man-
aging not just the technical and communication
changes but also the cultural challenges that
accompany such changes.

This was indeed the case with SeaPort. Vice Admiral
George Nanos Jr.,, commander of NAVSEA, observed
in regard to achieving successful redesigns of business
processes: “It's not about software. Ultimately, it's
about processes” (quoted in Murray 2001). Kathleen
Monahan has stressed that the real challenge for
SeaPort was cultural as opposed to operational, for
if the end user’s needs are not taken into account
in the design and refinement of the system, the
system simply will not be accepted (opinion cited
in Zyskowski 2002b, n.p.). In fact, in the view of
Captain Kurt Huff, chief procurement officer for
NAVSEA, the biggest objection to SeaPort was simply

11
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“fear of the unknown” (cited in Cleary 2001b,
n.p.). SeaPort meant a change in mindset not only
for government buyers but for the contracting com-
munity as well. Thus, the NAVSEA contracting
professionals behind the e-marketplace placed
great emphasis on changing the culture of con-
tracting—among both Navy procurement officers
and the contracting community.

In this report, the SeaPort experience is analyzed
after its first 18 months of existence and on the
basis of five areas of investigation:

* Did the shift to Multiple Award Contracts
produce the desired results?

* Does the SeaPort e-marketplace produce cost
and time savings?

e Has SeaPort generated the anticipated level
of procurement activities?

e Has small business participation in NAVSEA
contracting been enhanced through SeaPort?

e Has SeaPort enhanced cooperation and
fostered learning?

Finally, we look at the SeaPort experience and
assess what the future holds for it and other services
contracting initiatives in the federal marketplace.
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Multiple Award Contracts (MACs)

Simultaneous to the development of the actual
e-business architecture of the SeaPort e-marketplace
in late 2000 and into 2001, the SeaPort develop-
ment team had to effect a radical change with the
contractors providing NAVSEA's professional sup-
port services to MACs. Members of the contracting
community were briefed on November 17, 2000,
on the project and given a final opportunity to pro-
vide their input into what would become SeaPort.

The original RFP for potential MAC contractors,
issued by NAVSEA on November 20, 2000, stated
the five objectives for SeaPort:

* Provide the government with high-quality pro-
fessional support services at a reasonable price
and in a timely manner

e Maximize innovation

e Maximize cost reduction initiatives to meet
NAVSEA's budget reduction (the $250 million
mandate)

e Facilitate NAVSEA's conversion to performance-
based contracting in accordance with the
Office of the Secretary of Defense (OSD) direc-
tion that 50 percent of all support services be
procured using performance-based contracting
by 2005

e Implement e-business opportunities to the
maximum extent practical (Naval Sea Systems
Command 2000, n.p.)

The contractors were given a deadline of January
26, 2001, to respond with their proposals, and

the contracts were officially awarded on April 1,
2001—the start-up date for the e-marketplace.

Table 1: Current SeaPort MAC Prime Contractors

ADI Technology Corporation

AERA, Inc.

Anteon Corporation

BAE Systems Applied Technologies, Inc.
CACl Technologies, Inc.

Columbia Research Corporation
Computer Sciences Corporation

DTI Associates, Inc.

EG&G Technical Services, Inc.

Gray Hawk Systems, Inc.

GRC International (AT&T Governmental)
Gryphon Technologies, LC

Identix Public Sector, Inc.

John J. McMullen Associates, Inc.
Lockheed Martin Integrated Systems, Inc.
Northrop Grumman Information Technology, Inc.
Planning Consultants, Inc.

TMASC Joint Venture

Unified-ZAl Joint Venture

Vredenburg

13
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Twenty-one contractors bid for the MAC contracts,
and all 21 were awarded such (Murray 2001). The
number of MAC contractors presently (as of early
2003) stands at 20—see the firms listed in Table 1.
MAC contracts allow a prime contractor to earn
extensions on task orders, up to the 15-year run

of the SeaPort contract itself, and this allows the
private-sector partners in SeaPort to take a long-term
approach to the Navy’s services needs and develop
workable solutions for the duration. There is no
need to aim for the quick fix. Rather, slow and
steady progress at improving quality while lowering
costs through efficiencies gained over time will be
the winning strategy in the end. However, in each
of the MAC contracts, clause H-10 gives the gov-
ernment the right to annually review the status of
SeaPort and determine whether a new competition
should be conducted to add more 1D/IQ contractors.®

There are several novel aspects to the ID/IQ contracts
that form the basis of the relationships between
NAVSEA and the 20 MAC holders. These include:

e Award-term contracting

e Guaranteed savings and cost controls

* Conversion to performance-based contracting
e Quality focus

e Communication

Each of these pioneering provisions of the SeaPort
MAC contracts is briefly summarized in this section.

Award-Term Contracting

Allan Burman (2000, 100) posed the question: “Are
there innovative ways to reward a company’s suc-
cessful performance that go beyond the traditional
incentives based on profit or fee?” Award-term con-
tracting, yet another example of the government
adopting a best practice from the commercial
world, appears to be the answer.

The practice is growing in use in both private and
public sectors. In the private sector today, we see
companies entering into long-term strategic part-
nerships with their service providers—so long as
the contractors produce satisfactory results. In the
public marketplace, award-term contracting allows
a contractor to earn years on existing contracts,

assuming that benchmarks for performance are
attained. Why take this step? As Burman (2000,
101) observed:

One way to visualize this concept is to map
efficiencies over time with a line leading
down a staircase reflecting continually
lowered costs. By following that line, the
government continues to see productivity
gains from the contractor and continues to
lengthen the contract. However, if the slope
flattens out, a new competition would be
set up to promote cost savings that are no
longer accruing through the existing contract.

Award-term contracting is an essential part of the
SeaPort MACs. Each MAC is actually an ID/IQ
contract. It is for a base period of five years, with
two five-year options. Hence, under SeaPort, with
award-term provisions allowing for task orders to
be as long as the MAC contract itself, contractors
can “earn,” through attaining quality and price
benchmarks, additional periods of performance,
potentially up to 15 years.® However, the terms of
the MAC contract also hold the contractors’ feet to
the fire if performance falls below the set goals or
if costs are out of line, and after appropriate notice,
NAVSEA retains the right to compete and award a
new task order within 30 days (Monahan 2002a).

This long-term perspective allows for real partner-
ships to be developed between NAVSEA contracting
professionals and their private-sector counterparts
but also between the companies joining together
to provide the necessary services to the Navy. The
private-sector service providers benefit from knowing
that they can make long-term investments to improve
service levels and program efficiencies, while Navy
program managers benefit simply by knowing that
they are buying cost-effective support services with-
out having to recompete the services on a recurring
basis. As noted in “GAQ’s Critical 2000 Report

on the Use of MACs in DoD” (see p. 17), however,
the use of such MAC vehicles has not been without
problems in the past in defense contracting.

Guaranteed Savings and Cost
Controls

As discussed previously, one of the prime motiva-
tors behind the creation of SeaPort was the “250
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GAOQO’s Critical 2000 Report on the Use of MACs in DoD

In 2000, at the behest of the U.S. Senate’s Armed Services Committee’s Subcommittee on Readiness and
Management Support, the General Accounting Office (GAO) examined the use of MACs for large IT buys of both
goods and services. The resulting GAO Report, Contract Management: Few Competing Proposals for Large DoD
Information Technology Orders (NSIAD-00-56), found that in many instances, competition was simply not occur-
ring. GAO looked at 22 DoD task orders over $5 million, most of which involved IT services for ongoing defense
programs, awarded between October 1, 1997, and December 31, 1998. GAO found that only six of the 22
orders had competing proposals. This translated into the fact that $443.7 million, or just over 80 percent of the
$553.1 million total value of the contracts examined, was awarded by noncompetitive processes (General
Accounting Office 2000).

The rationales that competitive proposals were not forthcoming in these instances centered around three primary
reasons. First, incumbent contractors often had an inherent advantage that precluded potential bidders from
expending the time and effort necessary to submit a proposal. For example, in nine of 10 instances where there
was an incumbent contractor, only the existing prime contractor submitted a proposal. This was attributed to the
requirements that potential bidders would have to meet should they be successful in gaining the contract. For
example, several contracts contained provisions that required a successful offeror to have staff in place (with
proper security clearances and fully functioning offices) within days of the award. Also, GAO cited that in some
instances potential offerors were not given reasonable time to respond with proposals. For instance, on an Air
Force contract, only the current contractor responded with a proposal on a three-year, $11 million contract
within the two-day time frame given by the agency.

A second reason was that DoD contracting officers used statutory exceptions to the Federal Acquisition
Streamlining Act (FASA) to not have competitive bidding on services contracts that were a “logical follow-on”
to a contract that had been competitively sourced initially. GAO offered several such instances of this practice:

¢ The Defense Information Systems Agency made an award, valued at $300,000, to a multiple award contractor
for two months of work. Citing a FASA exception because the work in question was highly specialized, the
agency awarded a second order, covering another 10 months of work at an estimated cost of $6.7 million as
a logical follow-on to the initial award. The agency subsequently awarded the incumbent contractor another
award as a logical follow-on, valued at $7 million for another 11 months of work.

¢ The National Institutes of Health (NIH) placed an order for an Army communication system. The original NIH
order covered one year and was valued at $1.6 million. A subsequent award was made noncompetitively as
a logical follow-on. This follow-on order was valued at approximately $8.5 million annually, spanning 45
months of work for $32.1 million. The work description for this follow-on order included two task areas that
the original $1.6 million order’s work description did not mention and that necessitated the contractor to
increase staffing to almost three times that proposed for the original order. With the increased scope, the con-
tractor proposed to increase expenditures for other direct costs (such as supplies and equipment) to about $2.6
million annually; these were under $40,000 in the original task order.

GAO concluded that such logical follow-on orders were inconsistent with guidance from OFPP.

In response to the critical report, DoD disagreed with GAO that outreach efforts can produce an increase in the
number of bidders and the competition for such contracts. A DoD spokesperson commented, “It does not seem
appropriate to go beyond notification to more active encouragement. It is unlikely that active campaigning on the
part of the government will overcome a contractor”s business judgment (to not bid)” (quoted in Saldarini 2000, n.p.).

million dollar bogey”—the targeted wedge savings beyond one year in duration—to produce a mini-
for the Navy’s PSS acquisition. As a mechanism to mum guaranteed savings rate on their total costs.
reach this target, the SeaPort MAC contracts all The average guaranteed savings is 5.3 percent.” This
include a guaranteed savings clause. This provision clause is an important one, primarily because it

holds the contractor—on all task orders that extend demonstrates the long-term commitment in SeaPort
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from both the Navy’s and the contractors’ perspec-
tives. The prime contractors are ensuring that they
can produce efficiencies in the out years of a
contract in trade-off for the security of the govern-
ment’s long-term commitment to their efforts. This
further demonstrates the partnership model on
which SeaPort is based.

Under the SeaPort ID/IQ contracts, the contractors
also agreed to a provision setting maximum
pass-through, escalation, and profit for all cost-
plus-fixed-fee (CPFF) task orders, regardless of their
duration.® Limiting pass-through costs is an impor-
tant means through which total expenditures can
be kept at a reasonable and predictable level
(Monahan 2002a). It also reflects the emphasis

on the teaming approach of the contractors to
work together to produce cost efficiencies.

One of the conditions of the MAC contracts is
that services pricing can be set through reverse
auction events in the SeaPort e-marketplace, if
this dynamic pricing mechanism is requested
by the Naval customer.® While much has been
written on the applicability of reverse auctions
in the federal sector (Wyld and Settoon 2002;
Wyld 2000), there has been somewhat limited
application to date in the federal marketplace
overall. To date, the option to employ a reverse
auction has not been utilized within the SeaPort
e-marketplace.

Conversion to Performance-Based
Contracting

Both to comply with mandates from OSD and

to be “ahead of the curve” regarding the general
trend toward performance-based contracting (dis-
cussed further in Appendix 1), NAVSEA placed a
high degree of importance on the fact that SeaPort
would represent a shift to performance-based con-
tracting. However, one of the very real problems
that NAVSEA faced in converting to a performance-
based contracting environment was that its program
managers, as well as contractors, had little knowl-
edge of performance-based contracting or experience
in writing performance-based statements of work
(SOWs) (Monahan 2002a).

NAVSEA is taking proactive measures to provide
educational opportunities, within SeaPort and

beyond, to educate contractors and Naval person-
nel on performance-based contracting. In addition
to the extensive information on SeaPort’s opera-
tions offered on the SeaPort website (www.
seaport.navy.mil), NAVSEA regularly performs
SeaPort demonstrations at its headquarters in the
Washington Navy Yard, in addition to conducting
field demonstrations for Navy contracting personnel
and program managers located outside the
Washington, D.C., area."”

NAVSEA now also provides online and classroom
training specifically on performance-based con-
tracting. An online tutorial on the basics of drafting
an RFP for a performance-based contract is avail-
able at http:/Avww.acg-ref.navy.mil/pbrfp/index.html.
The SeaPort website itself offers guidance on how
to write performance-based statements of work
(SOWs)."" NAVSEA headquarters’ operations also
offers a two-day overview on performance-based
contracting, with a follow-up course that takes

a “hands-on” approach to drafting performance-
based SOWs." Such outreach is again evidence
that a sustained effort must be made to “sell” the
nonmandated SeaPort solution over the former means
of procuring these professional support services.

Under the terms of the ID/IQ contracts, NAVSEA
included an important provision that for all task
orders that have options extending them beyond
one year in duration, the MAC contractor must
agree to convert the fixed-price or cost-plus-fixed-
fee contract to one that is performance based.
Under the terms of the SeaPort MAC, after nine
months of work is completed on a continuing task
order, the prime contractor must submit a perfor-
mance-based plan. At a minimum, the plan must
ensure that the incumbent MAC holder will con-
tinue to provide the same or higher quality level
of support at reduced prices in future year(s).
The final performance-based SOW is negotiated
between the government and the prime contractor.
If this cannot be agreed on, then the contract must
be recompeted, and the prime contractor faces the
prospect of losing the award to a competing firm. "

Quality Focus

In the SeaPort environment, quality is measured
on a real-time basis, and contractor quality issues
are immediately addressed. Under provision H-8 of
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the MAC contracts, NAVSEA collects and uses data
on contractor performance in conjunction with the
Navy’s Online Contractor Performance Assessment
Reporting System (CPARS)." All task orders issued
through SeaPort are evaluated, both annually and
upon final completion, and the results of these
evaluations are archived in the SeaPort system.

Another important component of the SeaPort
e-marketplace is an electronic issue resolution desk
(IRD). With the IRD, if there is a quality issue on a
given task order, the Naval customer can send an
electronic notification to the IRD that also goes to
senior-level management of the MAC prime con-
tractor. The SeaPort system stores a history of all
issues brought through the IRD and their resolution."

With each MAC contractor’s performance on
SeaPort-issued task orders immediately available

to them, as well as any IRD-recorded actions and
their resolution, NAVSEA contracting professionals
and their Naval customers have substantial business
intelligence on the past performance of the contrac-
tors with which they are dealing (Monahan 2002a).

Communication

A unique feature of the SeaPort MAC contracts is
the establishment of an ombudsperson for handling
contractor inquiries. The ombudsperson is an indi-
vidual within NAVSEA, but employed outside the
traditional contracting operation, that MAC holders
and subcontractors can contact regarding questions
and concerns about activities within the scope of
the SeaPort e-marketplace. The primary duty of the
SeaPort ombudsperson is to ensure that all contrac-
tors have a fair opportunity to compete and that

all federal contracting regulations—including those
pertaining to fair and open competition and small
and disadvantaged business contracting—are
abided by. If formal disputes should arise, then this
individual is designated to serve as an independent
third party to head and address such disputes
through an alternative dispute resolution process.'®

As part of the requirements for maintaining their
status as MAC holders, firms must maintain a
SeaPort-dedicated website. A sampling of the “front

pages” of three of these prime contractor sites are
shown for:

e EG&G Technical Services, Inc.
e  TMASC Joint Venture
e Unified-ZAl Joint Venture

Although the sites vary in their creativity and
user-friendliness, there is uniformity to their basic
structure. This is because all conform to clause
H-12 of the MAC contract. The primes’ websites,
at a minimum, must include:

e A copy of the ID/IQ contract and all task
orders

e A copy of all technical instructions issued
against any task order

e Alist of all team members proposed and their
capability/area of expertise

* A description of the last three years of PSS
experience, for the prime contractors and each
subcontractor, listed by functional area (program
management, logistics, financial management,
and engineering) and PEO, directorate, and
specific program, as appropriate

e Reference point of contact to determine
information on customer satisfaction with
the services performed

* A description of the prime’s quality assurance
program

e Points of contact for information related to
ID/1Q contracts'”

According to the MAC contract, to be extended a
fair opportunity to compete on task orders, contrac-
tors must actively maintain their respective websites,
keeping them accurate and up to date. These sites
thus provide valuable information for Navy users
and contractors alike. Links to all 20 of the contrac-
tors” MAC websites are provided in Appendix II.

17
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In this section of the report, we examine the
e-business aspect of SeaPort. First, we examine
the unique manner in which the e-marketplace
was created. Then, we look at how the SeaPort
e-marketplace works, from both the government
buyer’s perspective and the MAC contractors’
vantage point.

The Development

The process by which NAVSEA conducted the bid-
ding and building of the e-business component of
the SeaPort project was unique in itself. NAVSEA
was focused on producing quick change in the way
services were procured. To achieve having the e-
business architecture in place, this meant several
innovative steps had to be taken.

First, rather than writing a traditional RFP, NAVSEA
simply drew up a one-page flowchart (Figure 3)
showing what it wanted its electronic services pro-
curement system to look like. The five steps repre-
sented the “full operating capability” (FOC) of the
desired system, with the extensions and clouds
being areas for future scalability in the eventual
system (Monahan 2002). As Kathleen Monahan
squarely put it, the Navy simply handed the flow-
chart to potential vendors and asked them, “How
much of this picture can you deliver and at what
price?” (quoted in Zyskowski 2002a, n.p.). Captain
Kurt Huff remarked that the process through which
NAVSEA went about acquiring the e-business
architecture that was to be the basis of SeaPort
was very different from anything done previously
in federal contracting. He related:

I've had some experience with the software
industry. Usually, you’re promised more
than you're ever going to get. | wanted

to try to roll something out on March 317,
and gave a one-page sketch of the process.
“You tell me what you can get on 31
March.” Normally, we say: “We want it
on X date. Tell me what it will cost.” Then
| added, “And if you don’t deliver, your
payment is zero.” That really got their
attention. Historically in this business,
people are late and over budget (cited

in Cleary, 2001b, n.p.).

Zyskowski (2002a) pointed out that “old-school”
procurement would have had the government
dictating in great detail exactly what the system
should look like and what it should do, effectively
eliminating a commercial off-the-shelf (COTS) soft-
ware solution. Working with COTS software has
been controversial for e-procurement efforts in the
federal sector. Writing in Government Executive,
Shane Harris (2002, n.p.) contended that searching
for such a “ready-made” e-procurement solution
was pointless for federal agencies. He stated, “The
truth is that there’s no commercially available pro-
curement software that agencies can pull off the
shelf and use without significant modification.
Don't even bother looking for the elusive, ready-
to-go ‘COTS’ product, because it won't work if it
still exists.” Yet, as Sandy Kline, deputy director for
electronic business and contract automation at
NAVSEA, observed, “If you give industry a highly
detailed RFP, then they start to move away from
giving us what the commercial industry is already
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Figure 3: The Original One-Page Conceptual Framework for SeaPort
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using” (quoted in Zyskowski 2002a, n.p.). NAVSEA
had both a tight timeline and a desire to mirror
commercial best practices. Thus, a COTS solution
was the only real option.

As depicted in the top timeline in Figure 2, the
entire e-business award process was conducted

within the course of less than a month at the end
of 2000. The one-page statement of work (Figure 3)
was released on December 5. Only two weeks
later, on December 19, offerors had two hours in
which to make a presentation to show how their
COTS solution met NAVSEA’s requirements. All of
the e-business solution providers’ proposed COTS

19
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software met or exceeded these requirements. In
the intervening period, a full vetting of the potential
suppliers was conducted, as NAVSEA asked all
bidders to provide references of customers who
were running similar software to manage similar
e-procurement environments. On December 22, a
“best-value” selection was made with a firm-fixed
price for the full operating capacity needed and a
not-to-exceed price basis for future scalability and
extendability options. And on January 3, 2001, less
than one month from the release of the RFP and
with no less than two holiday seasons in the interim,
the e-business component of SeaPort was awarded
(Monahan 2002a).

SeaPort was developed through a contract valued
at $2.8 million, with:

e CommerceOne'" taking the lead role, providing
the e-marketplace software solution and pro-
viding the web services

e Computer Sciences Corporation providing the
integration necessary for the marketplace to work

e IBM providing business consulting services
(Cleary 2007a)

The initial set-up costs of the system totaled
approximately $1.4 million, with approximately
$460,000 being necessary annually for software
licensing, system support, and third-party hosting
(Zyskowski 2002b).

According to CommerceOne Vice President Max
Peterson, “NAVSEA controls the look and feel

of the system, and they control strategy. We
(CommerceOne) design, implement, and run it

for them” (quoted in Bhambhani 2001a, n.p.). The
foundation of the Aquilent solution is a combination
of proven CommerceOne applications, including:

* Enterprise BuyerTM 6.5 eProcurement

* Auctions 4.1 (eRFX Bidding Services Platform)

Aquilent also provides the web-hosting services

for the marketplace (personal communication from
Sean Curry, Aquilent program manager, November
2002). Contracts under SeaPort are actually awarded
on the Exostar exchange (a leading aerospace and
defense e-marketplace) (Cleary 2001b).

In the end, NAVSEA was able to “go live” with

the SeaPort e-marketplace in just 69 days, with the
website up and running on April 2, 2001 (personal
communication from Sean Curry, Aquilent program
manager, November 2002). On May 14, 2001,
the first task order competed through SeaPort was
awarded to EG&G Technical Services. The six-month
task order (with a one-year option) was for EG&G
to develop advanced technologies for the Navy’s
Advanced Systems and Technology Office (ASTO).
From start to finish, this first services acquisition—
from PR origination to the awarding of the task
order—took less than a month.™

How Does the SeaPort
E-Marketplace Work?

The SeaPort e-marketplace that was created pro-
vides a secure, completely paperless e-procurement
environment for all parties involved. It can be
accessed from anywhere in the world, simply
through a web browser. In this section, after
overviewing the security of the e-marketplace, we
examine how task orders are generated, competed,
and awarded.

Security

Today, security is at the forefront of concerns
regarding any e-commerce site. NAVSEA has
taken adequate steps to ensure the security of the
e-marketplace. First, from a technical standpoint,
NAVSEA and its lead e-business solution provider,
CommerceOne, have employed the most secure
commercially available 128-bit secure socket layer
(SSL) server-client session encryption.*® However,
the main security measure is the fact that while
SeaPort itself has a “public face” visible through
its public website (shown in Figure 1) with many
resources available, all “users” of the actual
e-marketplace—the SeaPort BuySite™—must be
authorized by NAVSEA. This means that all prime
contractors and subcontractors must submit the
names of those personnel who need to have access
to the e-marketplace and ask that they be granted
a user account for the BuySite.”

Further, there are differing levels of authority
assigned to the registered users. Hence, a com-
pany—and the government—can only be bound
by the actions of a duly authorized user. Finally,
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once a user is determined to have the authority to
participate in the electronic “event” he or she is
attempting to carry out on the BuySite (posting a
solicitation, submitting a proposal, or issuing a task
order), the authorized user is asked to “confirm” his
or her intent to “engage in a legally binding elec-
tronic action.” An affirmative response is viewed
legally as creating an electronic signature, with the
user, date, and time duly recorded and a “locked
down” copy of this information—along with all
associated documents and materials associated
with that particular action—archived through the
SeaPort website.??

In its SeaPort operations, NAVSEA has designed the

e-marketplace’s use of e-signatures to comply with
both the:

Figure 4: SeaPort’s Paperless Task Order Work Flow
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e Government Paperwork Elimination Act (GPEA)*
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For Navy procurers, as well as for MAC holders
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MAC holders are spelled out in the Task Order
Process Clause (H-7) of the MAC contracts.?* In this
section of the report, we overview the mechanics
of how the SeaPort e-marketplace works in terms
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As shown in Figure 4, the process begins with
drafting the task order itself. The SeaPort project
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team desired to have an “Amazon.com-like” web-
based system, through which program managers
could procure necessary services without the
need for extensive training (Zyskowski 2002b).
According to Kathleen Monahan, the conceptual
metaphor for what they envisioned SeaPort to be
was—ironically for a federal program—to make

it “TurboTax-like.” As with the federal tax program,
procurement staff could develop a service acquisi-
tion based on a series of questions that would
“guide” them to the proper way to do things. The
“wizard” would automatically fill in the forms
necessary for initiating the task order (personal
conversation, June 2002). The finalized task order
emanates from the procurement staff’s responses
to these queries.

NAVSEA recognized that the “wizard” was not
necessary for all users, and experienced users today
need not follow the “dummy proof” steps built
into the software wizard for initiating task orders
(Zyskowski 2002b). There are thus two exceptions

to the use of this task order wizard. Procurement
officers can choose to “bypass” the wizard, draw-
ing on their expertise to draft an order. Alternatively,
one of the benefits of SeaPort is that over time all
task orders processed in the SeaPort e-marketplace
are archived. Thus, contracting officers can draw
on a library of past task orders as references and

as “models” on which to base their procurements.

The task order request indeed drives the rest of the
process, as the task order solicitation is then posted
as a PDF (portable document format) file on the
SeaPort BuySite. This must be done by an autho-
rized procuring contracting officer (PCO), and an
electronic signature of this individual (generated

as discussed in the previous section) creates a
“binding” action on the part of the government.
All 20 MAC holders are then notified by e-mail of
the solicitation’s availability.”

In the SeaPort e-marketplace, all prime contractors
are extended a fair and open opportunity to com-

Figure 5: MAC Holders’ Work Flow Diagram for Selling through SeaPort
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pete on NAVSEA's PSS contracts. All MAC holders
are notified of task orders entered into SeaPort.
If, under circumstances deemed necessary by a
program manager, only a limited number of MAC
holders are to be solicited, the ombudsperson
must give prior approval to such an action.?® The
ombudsperson must also approve any sole source
acquisition.”

For MAC holders, this process works as shown in
Figure 5. In the SeaPort environment, prime con-
tractors have only five days to turn around concise
proposals for their work, as opposed to the one or
two months they formerly had to produce propos-
als, which in the view of Zyskowski (2002b, n.p.)
were “verbose works [that] more often resembled
novels than business proposals.” The contractors
then must go to the SeaPort e-marketplace, down-
load the solicitation, and decide whether to enter
a proposal on the task order solicitation. If they
decide to enter a bid, the MAC holder’s authorized
representative logs into the SeaPort BuySite. The
registered user—with prespecified authority to bind
his or her company to the proposal—then creates
the firm’s response. This is done by entering required
information in the appropriate data fields, generating
a grand total for all priced items in the solicitation,
and attaching related proposal documents in PDF
format. When the registered user indicates that the
proposal is finalized, the system prompts the user
to confirm his or her intent to submit the proposal
materials. The submission action is confirmed by
the authorized user, generating an electronic signa-
ture, indicating the date and time of the action and
the identity of the user undertaking it. The contrac-
tor’s submission is then stored in the system.?

For NAVSEA, the award process works in much
the same fashion as it does for contractors, with
totally electronic evaluation and execution. Once
the closing time and date have arrived, NAVSEA
evaluates all proposals in accordance with the
solicitation document for the specific task order.
The determination is to be based on a best-value
assessment.

One of the unique features of SeaPort is that it
enables MAC holders to submit multiple bids for
the same project, enabling the Navy to consider
alternate ways that contractors can supply solutions

at different price, service, and quality levels. For
instance, for a business solution, contractors can
submit alternate bids, “for example, the choice of
one $100-per-hour star consultant or two $60-per-
hour consultants, one with related specialty experi-
ence” (Cleary 2001a, n.p.). This enables NAVSEA
to consider multiple solutions to a given services
acquisition, even though the rules on federal pro-
curement prohibit the back-and-forth dialogue
common in the private sector. In commenting on
the previous system, Captain Kurt Huff remarked,
“The thing that bothers me is we by fiat are having
contractors determine what they think is best value
when | want to be the guy who does that” (quoted
in Cleary 2001a, n.p.).

Once a MAC holder has been selected for the
award, a task order is generated using the selected
contractor’s information. At this juncture, a war-
ranted contracting officer can log into the SeaPort
BuySite, using a registered user name and pass-
word, and execute the task order on behalf of the
Navy. The system only allows a designated user to
execute a task order or a modification. The BuySite
captures a time- and date-stamped electronic signa-
ture and retains this in a log file as proof of the
intent to issue the task order. Once this electronic
signature is captured by the system, the task order
is considered to be bilaterally executed by the
government and the contractor. The executed task
order is then forwarded electronically to the suc-
cessful MAC holder as a PDF file. It also becomes
part of the electronic task order library and can

be consulted for later reference by authorized con-
tracting personnel and program managers.”

This same process applies to any modifications to
the initial task order, as well. However, by captur-
ing all data and tracking changes, the SeaPort system
helps improve both the speed and accuracy of task
order modifications.*

Finally, NAVSEA has made provisions for alternate
means of contractor proposal submission, in the
event that the SeaPort BuySite is inaccessible.
Under such circumstances, with the approval of
the PCO, the prime contractor may submit its writ-
ten proposals through either manual or electronic
means.”’
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Conclusion

In the end, the “mechanics” of the SeaPort e-
marketplace have drawn praise from Naval users
and the contracting community alike. David H.
Schofield, a Navy contract specialist, said, “I find
using SeaPort very intuitive; the links are quite
useful and well thought out. Also, the technical
architecture seems to provide a vast array of capa-
bility. The end result is a remarkable combination
of simplicity, while providing a high degree of
functionality” (personal communication, December
2002). Likewise, Paul llg, president of AT&T
Government Solutions Inc., a SeaPort MAC holder,
commented, “We've been very impressed with
NAVSEA’s use of technology to electronically
streamline the issuance of solicitations, accept
industry proposals, and effect awards” (personal
communication, November 2002).

In the next section of this report, we turn our
attention to assessing SeaPort’s first 18 months
of operations in attaining the goals espoused by
NAVSEA for the e-marketplace.
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Assessing the SeaPort Experience

In this section, we analyze the overall success
of the SeaPort endeavor. The time period scruti-
nized is from the implementation of the SeaPort
e-marketplace (April 1, 2001) through the end
of FY 2002 (September 30, 2002)—an operating
period of 18 months. This examination focuses
on five key areas:

e Did the shift to Multiple Award Contracts
(MACs) produce the desired results?

* Does the SeaPort e-marketplace produce cost
and time savings?

e Has SeaPort generated the anticipated level
of procurement activities?

e Has small business participation in NAVSEA
contracting been improved through SeaPort?

e Has SeaPort enhanced cooperation and fos-
tered learning?

Analyzing these outcomes calls for analysis of both
hard metrics and softer qualitative data.

Did the Shift to Multiple Award
Contracts (MACs) Produce the
Desired Results?

Through the SeaPort initiative, NAVSEA reduced
the number of contracts from an unwieldy 380 or
more to 20 MAC contracts.” According to Captain
Kurt Huff, simply reducing the number of contract
vehicles by over 90 percent represents significant
savings in itself (cited in Bhambhani 2001a).

Yet, the question must be raised as to whether there
was too much emphasis on cost reduction to the
detriment of long-term relationships with the

MAC holders. Among MAC holders was a con-
tention that, in the words of one program manager
who voiced a common feeling, “the government
wimped out.” This was strong language, but it
reflected some degree of frustration among the
prime contractors that NAVSEA selected all the
initial 21 proposals for the MACs. In interviews for
this report, some of the companies’ representatives
openly admitted that they put forward more com-
petitive proposals than would have been necessary
to get the business in the belief that NAVSEA
would only award a limited number of MACs. One
SeaPort program manager forthrightly, but anony-
mously, commented that:

NAVSEA stated during presolicitation
briefings that the intent was to award nine
or 10 contracts. This caused most of the
bidders to bid aggressively to qualify for
the top ratings on cost. The cost savings
initiatives from the RFP to achieve an “out-
standing” rating were extreme, and if it
was known that all 21 bidders would be
awarded a contract, then we would not
have bid so aggressively (personal commu-
nication, October 2002).

A tangible change that NAVSEA wanted was to
invite the existing 80-plus member companies of
its existing contractor base to develop high-perfor-
mance teams to provide the necessary professional
support services. The original RFP for SeaPort asked
potential contractors to be creative in assembling
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their teams to gain significant “depth and breadth”
of services they could collectively offer, specifically
allowing for companies both to act as prime con-
tractors themselves and to support other firms as
subcontractors in NAVSEA services acquisitions
(Naval Sea Systems Command 2000).

As of the end of FY 2002, we see that the vast
majority of MAC holders have arrangements to
potentially use other MAC prime contractors as
subcontractors on their proposals and actual

work through SeaPort. Two firms (Anteon and
EG&G Technical Services) have agreed to act as
subcontractors on as many as seven other prime
contractors’ NAVSEA services work. Likewise, GRC
International and Northrop Grumman Information
Technology serve as subcontractors for six other
MAC holders’ teams. The vast majority of the other
prime contractors serve as subs on two or more of
the MAC high-performance teams. Indeed, as of the
end of FY 2002, only three MAC holders do not
use any of the other prime contractors as potential
partners. These are Lockheed-Martin Integrated
Systems, Inc., TMASC Joint Venture, and Unified-
ZAl Joint Venture.

In the final analysis, is this cross-contracting benefi-
cial? Although critics may charge that this situation
presents the potential for collusion, the teams that
have emerged today address the overarching goal
enumerated in the SeaPort RFP—that the teams
be assembled to “optimize the balance between
providing the broad range of quality services to a
range of customers using state of the art manage-
ment while achieving significant cost savings
through efficiency and innovation” (Naval Sea
Systems Command 2000, 1).

Among the company representatives spoken to,
however, there was a sense that the government did
not get the type of teams it wanted or truly needed.
NAVSEA stressed that the MAC teams should have
“significant depth and breadth,” but some MAC
spokespeople believed that this led to proposals
(and eventually real working relationships) that
were overly broad and complex. According to the
RFP, there were over 2,000 “cells” of potential cov-
erage for NAVSEA’s operational needs that a MAC
prime contractor could cover. Through reporting on
their MAC websites, this author’s analysis showed
that many of the MAC holders’ coverage of these

potential services contracting areas are spread over
60 percent or more of the “cells.”

While this ensured significant breadth, some MAC
holders questioned whether it provided true depth
and expertise. For one thing, could there be real
and unique synergies and know-how developed
among the diverse, and often many, partners that
were brought together on these teams? One MAC
program manager said that the teams were devel-
oped by prime contractors working out deals to the
effect of, “I've got submarine experience, you've
got surface experience. Let’s get together.” From
this perspective (heard on more than one occa-
sion), it was simply a matter of companies finding
complementary competencies, not extending the
range of their own work. There was questioning
offered about what exactly brought the teams
together to achieve the desired breadth. Often,
MAC holders acknowledged that being a subcon-
tractor to another competing prime was a way to
ensure that they at least received some of the busi-
ness. This led one prime contractor to characterize
the situation as—no pun intended by the author
or the spokesperson—"sharks circling sharks sur-
rounded by more sharks.” Another prime contractor,
Gray Hawk Systems, had much more direct com-
ments. Its program manager, Joe Martini, said,
“Many large teams were formed with opportunities
and encouragement offered to team members (large
and small) who have been unsuccessful, or only
moderately successful in participating in, bidding,
and winning SeaPort procurements. There are many
of these team members who no longer feel that
there is a reasonable chance of gaining work”
(personal communication, October 2002).

Finally, Charles Vinroot, managing director of the
TMASC Joint Venture, raised the issue of predesti-
nation in the contracting process:

The SeaPort process itself works well and
appears well thought out and executed,
but the eventual winners appear to have
been “preselected” for the most part and
the justification written to support this
selection. While this continues, those that
know they will win will not reduce their
prices, and costs will continue to be the
same or higher (personal communication,
October 2002).
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There was indeed sentiment found among a signifi-
cant portion of the MAC holders that NAVSEA had
a desire to see incumbent contractors receive busi-
ness, or alternatively, that it had a wish to split ser-
vice contracts among several nonincumbent firms.
This, of course, depended on the perspective of
whether or not the MAC contractor was speaking
from an incumbent or prospective contractor posi-
tion. Speaking from the perspective of one of the
small business MAC holders, Joe Martini remarked,
“The general impression among many of the
SeaPort primes and subcontractors is that most
awards appear to be going to incumbents. As a
result, there is far more selectivity in the bid deci-
sion process and increasing reluctance to compete
on those procurements that appear to favor the
incumbents that are currently supporting the
procuring codes” (personal communication,
October, 2002). Mr. Martini also complained,
“There have been a number of procurements that
were very small in scope, duration, and/or value.
It would appear to be advantageous and less
expensive in time and resources (for both the Navy
and industry) to award these items directly to a
contractor possessing the requisite personnel and
qualifications. In short, go sole source for these
very small items” (personal communication,
October 2002).

Does the SeaPort E-Marketplace
Produce Cost and Time Savings?

In absolute terms, SeaPort achieved a return on
investment for the government within 10 weeks of
the April 2001 launch of the portal for NAVSEA by
recovering the upfront costs of establishing the e-
marketplace (Brown 2001). According to Kathleen
Monahan (2002c), SeaPort has contributed to pro-
ducing command-documented savings of approxi-
mately $55 million in its first 18 months of
operations.” These savings break down as:

e FY 2001: $34.3 million
e FY 2002: $20.3 million

SeaPort has seen significant growth in the overall
total dollar volume of acquisitions processed
through NAVSEA's e-business portal. In FY 2001,
$2.6 million of professional services were acquired
(this was a partial year because SeaPort went live

in April 2001). For FY 2002, NAVSEA reported that
the volume of services procured through SeaPort
had reached approximately $150 million. This
number represents approximately one-third of
NAVSEA’s total spending on professional support
services falling within the scope of the SeaPort ini-
tiative. One must remember that under the long-
term partnering approach, the potential size of the
task orders issued under the ID/IQ contracts magni-
fies in the potential out years. According to Claire
Grady, program manager for SeaPort, the total
potential value of the task orders awarded to date,
including options and award terms, could top $1.7
billion over the potential 15-year lifetime of the
contracts (personal communication, November
2002).

In regard to the issue of savings metrics, the precise
outcomes are indeed difficult to pinpoint. This is
not a dodge; it is just inherent in the fact that
SeaPort—and indeed NAVSEA itself—is a support
function. For instance, Claire Grady rightly does
not claim cost savings achieved through SeaPort,
deferring all questions on such matters to be more
accurately answered by the programs purchasing
services through the operation. This is because the
actual amount of realized savings may be due to a
number of factors outside the scope of the SeaPort
system. For instance, a particular command may
have lessened or heightened demand for profes-
sional services in a specific time frame, making it
difficult to assess quarter-over-quarter or year-over-
year changes (personal communication from Claire
Grady, September 2002).

Where do the savings come from? Captain Kurt
Huff observed that being able to operate with fewer
contracting personnel is only a small part of the
overall savings picture for NAVSEA (opinion cited
in Bhambhani 2001a, n.p.). Indeed, the greater cost
savings are likely to occur in the out years—as
more of the guaranteed savings and performance-
based contracting provisions kick in for the task
orders issued under the MAC contracts.

Yet, one must question whether these “guaranteed”
savings clauses can really produce both savings
and viable and willing contractors over the long
term. An anonymous program manager for one of
the SeaPort prime contractors stated that “profes-
sional support services for engineering, financial
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and program management, and logistics do not
lend themselves to performance-based contracting,
except in rare cases where all ‘products’ are
known” (personal communication, October 2002).
One of the MAC prime contractors program man-
agers observed, “The cost savings expected on
work transitioning from a cost-plus to fixed-price
basis are unrealistic to customers and contractors
alike. It is unreasonable to expect the same level
of support, with highly qualified and fairly com-
pensated employees, while costing less each year”
(personal communication, October 2002).

A somewhat negative sentiment was found among
the MAC holders’ spokespeople and program man-
agers about the overemphasis on cost versus “best
value” in NAVSEA awards made through SeaPort.
While the awarding of task orders through SeaPort
is not governed by Federal Acquisition Regulation
(FAR) Part 15, MAC holders can still request a
debriefing on unsuccessful bids.** While most
MAC holders were unwilling to go “on the record”
regarding their company’s debriefings for this
report, some were. As an example, Charles Vinroot,
managing director of the TMASC Joint Venture
commented:

During the present climate where Navy
civilian personnel and contractor support
are being reduced, more emphasis needs
to be put on the cost aspect of these MAC
solicitations. During the informal “debrief”
process, we have received comments such
as “low risk of unacceptable performance,”
while offering to perform at 20+ percent
less than the eventual successful offeror.
We continue to not understand how this
process saves taxpayer money (personal
communication, October 2002).

Pat Dolan, deputy director for NAVSEA's Office for
Congressional and Public Affairs, stated, “We were
looking at trying to simplify and shorten our process
time for delivery orders. To do that we needed an
e-business solution” (quoted in Bhambhani 2001b,
n.p.). In the present analysis, the researcher analyzed
data from NAVSEA on the first 18 months of the
e-marketplace’s operations (through September 30,
2002) to determine just what impact implementing
the e-business architecture had on the award
process. Through SeaPort, NAVSEA's data revealed
that it had significantly cut the time necessary to
award professional services contracts—from almost
a year to approximately four weeks in FY 2001.

Figure 6: SeaPort Activity Metrics—Time (Inception through End of FY 2002)

Goal

Aggregate
(101 Task Orders)

FY 2002
(92 Task Orders)

FY 2001
(9 Task Orders)

Days

H PR Development

O Solicitation Development
B Proposal Development
Il Proposal Evaluation

O Award

25 30 35 40 45 50

Source: Claire Grady, program manager, SeaPort (October 2002).
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This confirmed earlier findings (i.e., Brown, 2001).
However, as shown in Figure 6, SeaPort’s processing
time on task orders has actually increased in FY
2002 to approximately 45 days, raising the aggregate
award time to approximately six weeks. As can be
seen in this graphic, the data show that the major
source of delay stems from proposal evaluation times
that are roughly triple that of the goal set for this
activity. Thus, NAVSEA stands far apace from its
eventual goal of reducing the entire cycle time to
between three to five days (CommerceOne 2001).

In interviews on the subject, the MAC prime
contractors raised issues with this researcher on
the time aspect of the award process. One MAC
holder commented that a number of awards made
under SeaPort were so bundled and complex that
the only company in a reasonable position to
respond would be the current prime contractor.
Furthermore, NAVSEA contracting personnel often
specified quick turnaround time on services buys
that were several hundred million dollars. Some
MAC holders privately questioned their ability to
effectively respond if they were seeking to unseat
the incumbent contractor in cases where they were
given a seven- to 10-day time frame to respond.
Thus, there is some questioning in the contractor
community as to whether or not, even with elec-
tronic processes, speed should be such an impor-
tant decision criterion, especially when dealing
with the size of the services acquisitions being
carried out today. When asked about the eventual
goal of a three- to five-day total time frame, none
believed that short a time frame was feasible or
prudent on service acquisitions of this size and
scope. One MAC program manager derisively
replied, “This ain’t office supplies!” (personal
communication, November 2002).

Has SeaPort Generated the
Anticipated Level of Procurement
Activities?

From an overall perspective, as of the end of FY
2002, SeaPort had seen 326 government users
and 224 industry users, representing 93 compa-
nies. It had processed 101 task orders, with 247
modifications issued electronically against those

task orders (Claire Grady, personal communica-
tion, October 2002).

According to Ms. Grady:

While it is difficult to provide a specific
percentage of services that are being
placed through SeaPort, adoption of
SeaPort has far exceeded initial expecta-
tions regarding usage. Over half of the
requiring directorates and PEOs affiliated
with NAVSEA have chosen to make
SeaPort their exclusive mechanism for
acquisition of services. Additionally, those
directorates and PEOs that are not using
SeaPort exclusively have accelerated their
usage and are transitioning even more ser-
vices requirements to SeaPort than had
been planned (personal communication,
December 2002).

For this report, an assessment of monthly activity
metrics for SeaPort was conducted on data pro-

vided by NAVSEA. The author was able to assess
SeaPort activity in three areas: new procurement
requests, solicitations, and task orders executed.

Surprisingly, all three of these activity metrics
peaked in FY 2001. Indeed, there has been an
apparent, marked fall-off in utilization of the
SeaPort e-marketplace, particularly in the last
half of FY 2002. For instance, new procurement
requests hit a high in August 2001, and for the last
month of FY 2002, September 2002, the number
of new procurement requests was just a quarter
of those received in September 2001. As these
requests drive the other outcome measures, the
numbers of solicitations and task orders actually
executed fell in a like fashion, lagging by a matter
of a month or so. In fact, for the month of August
2002, no task orders were actually executed
through the e-marketplace.

Undoubtedly, this downward trend in SeaPort’s uti-
lization metrics should be a concerning result. It is
a trend that bears watching in FY 2003 and beyond,
as it could mean that after an initial “rush” to make
use of this new e-enabled mechanism, there has
been an apparent fall-off in its utilization among the
all-important Naval customers. If this trend contin-
ues, certainly the potential benefits of the operation
will be limited, and indeed, the success of the entire
venture could come into question.
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The precise reason of the fall-off in utilization is

a tough matter to assess. One important thing to
remember in assessing the activity level of the new
e-marketplace is that SeaPort is not the only con-
tracting vehicle available for the necessary range of
professional support services for NAVSEA. Indeed,
many program managers continue to use the GSA
vehicles that remain available to them in lieu of
“switching” to SeaPort. Why? Although some pro-
portionality can be attributed to inertia, probably
more of the answer lies in the strategic approach
taken to forming the SeaPort e-marketplace.

Indeed, much of the reason that the precursor to
SeaPort, the SSAPO plan, met stiff resistance from
internal Navy users and the contracting community
was that it envisioned a mandatory electronic
acquisition system, replacing all former avenues
for procuring the targeted professional support ser-
vices. In contrast to the SSAPO approach, SeaPort
replaced the former “push” strategy (making the
use of the system mandatory) with a “pull” strategy
(making the system voluntary) (Monahan 2002a).
In the view of Claire Grady, “If it (SeaPort) was a
mandated solution, then we wouldn’t have the
pressure to provide that high level of customer ser-
vice and to work with people to deliver a system
that meets or exceeds their expectations” (quoted
in Zyskowski 2002b, n.p.). This placed the onus
on the SeaPort development team to truly take its
Navy “customers” needs into account in order for
them buy into the new e-marketplace and foster its
use and growth.

Vice Admiral George Nanos Jr., commander of
NAVSEA, does encourage the e-marketplace’s use.
However, SeaPort was not, and apparently will not
be, a mandated solution.*> While the pull strategy
has been judged successful by NAVSEA and is to
be admired in an environment where implementing
change by marketing over a mandate is unique, it
is vital for the long term that SeaPort be utilized in
as many appropriate instances across Naval opera-
tions as possible. The improved business intelligence,
control over spending, and shift to performance-
based contracting are all dependent on increased
SeaPort utilization. With other, perhaps more expe-
dient contracting vehicles available (such as GSA
Schedule buys), the long-term success of the e-
marketplace is crucial to accomplish the real
mission—the wedge savings. Indeed, as Charles

Vinroot pointed out, “This MAC effort (SeaPort)

has largely replaced the previous trend to use a
GSA vehicle, where the individual customer could
select the contractor of their choice with little or
no real competition. While this resulted in a cost
to NAVSEA to use these GSA vehicles, the person-
nel executing the MAC effort are not ‘free’ either. It
would be interesting to compare the GSA and MAC
costs to the government” (personal communication,
October 2002). Thus, if significant percentages of
Naval contracting professionals elect not to use
SeaPort, the costs of operating the e-marketplace
could, over time, outweigh any savings generated
by the effort.

While it is important to remember that SeaPort
successfully employed a pull strategy in achieving
these significant results, a push strategy mandating
the use of SeaPort over the other available contract-
ing vehicles would have produced de facto greater
results in terms of contract actions, volume, and
savings. However, there likely would not be the
level of customer buy-in to the system found at
present, a soft metric that NAVSEA emphasizes.

Has Small Business Participation in
NAVSEA Contracting Been
Improved through SeaPort?

In testimony before the House Government Reform
Committee’s Subcommittee on Technology and
Procurement Policy, Colonel Aaron B. Floyd, presi-
dent of the Retired Military Officers Association,
expressed concern that, overall, small businesses
are not able to obtain prime contractor status in
military procurement. If subjugated to being a
subcontractor to a larger prime, a small business
cannot have revenue assurance and overhead
expense reimbursement that enables it to succeed
in the long term through engaging in critical areas,
such as program management, accounting and
finance, contract management, and administrative
support (United States House of Representatives
2001).

NAVSEA stressed that small businesses should be

a significant part of the contracting base for profes-
sional support services, working out a strategy in
conjunction with the Small Business Administration.
NAVSEA did not include all PSS contracting in the
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sphere of SeaPort, letting all the small business 8(a)
set-asides remain as such. NAVSEA also intended
to set aside two MAC contractor slots for small
businesses. However, this proved unnecessary
because seven of the 20 MAC holders turned out
to be small businesses (Monahan 2002a). NAVSEA
also established a goal that 35 percent of all sub-
contracted work should be assigned to small busi-
nesses.

In practice, NAVSEA has hit its small business con-
tracting goals for the SeaPort initiative. According
to Claire Grady, as of the end of FY 2002, after 18
months of operations, small businesses (acting both
as prime and subcontractors) accounted for:

e 25.3 percent of the total potential value of task
orders, including options

e 31.2 percent of the total potential value of task
orders, including options and award terms

e 12.8 percent of the obligated dollars (personal
communication, October 2002)

All MAC holders list their subcontracting partners
on their websites. An analysis of each contractor’s
website for their subcontracting partners finds that
small businesses make up a significant portion of
the subcontractors performing the services NAVSEA
has acquired through SeaPort.*® For instance, one
of the small business MAC holders, Planning
Consultants, Inc., has just a single large business
among its seven partners. Furthermore, among the
larger prime contractors bidding on work through
the NAVSEA portal, small business participation in
the MAC teams is impressive as well. For instance,
for EG&G Technical Services, small businesses
make up 62.2 percent of the MAC team, and for
BAE Systems Applied Technologies, Inc., small
businesses constitute over 70 percent of its group
of subcontractors.

Even more impressive is the standing of especially
at-risk small businesses in the contracting pool of
SeaPort’s prime contractors. Analysis of the reporting
of the MAC contractors finds significant participa-
tion in the contracting pool of:

e 8(a)—Small Disadvantaged Businesses

e  WOSB—Women-Owned Small Businesses

¢  VOSB—Veteran-Owned Small Businesses

e HZSB—HUBZone Small Businesses

For EG&G Technical Services, out of the 37 sub-
contractors on its MAC team, over 20 percent
are 8(a) businesses. For BAE Systems Applied
Technologies, Inc., out of 67 subcontractors, over
20 percent of its subcontracting base is composed
of woman- or veteran-owned small businesses.
However, not all of the prime contractors make the
breakdown of the business size (small versus large)
or the nature of the small businesses involved
(woman- or veteran-owned, disadvantaged, and
HUBZone). Thus, it is impossible to provide a
definitive assessment regarding small business par-
ticipation in services contracting through SeaPort.

Some MAC holders had mixed views on NAVSEA’s
commitment to real small business participation

in services contracting. The MAC holders that were
small businesses argued that they had received few
of the contracts let through SeaPort. Still, small
businesses were being included as part of many
of the large corporate MAC holders’ proposals.
Indeed, one MAC contractor believed that small
business participation seemed to be the only metric
that the prime contractors were being evaluated on
(personal communication, November 2002). Thus,
there seemed to be mixed messages and skepticism
within the contracting community on the small
business issue.

Has SeaPort Enhanced Cooperation
and Fostered Learning?

As mentioned in the assessment of SeaPort in
regard to participation, NAVSEA placed great
emphasis on learning more about the needs of the
contracting community and, reciprocally, having
them understand the Navy’s strategic needs as
well. Over time, the SeaPort system’s ability to
build a database on contractor performance and
task orders will enable program managers and
contracting officers to better understand and oper-
ate in this e-business environment. SeaPort is thus
not only an electronic marketplace; it is a driver of
education. This final metric regarding cooperation
and learning is one that is inherently unquantifiable
and therefore must rely on “soft” data.
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Feedback on the SeaPort system comes from formal
and informal interactions among the contracting
staff, Naval users, and MAC partners. In addition
to the informal discussions that occur, NAVSEA
hosts quarterly meetings during which industry
partners are urged to provide feedback to help
SeaPort’s procedures and processes work better.
According to SeaPort staff, this “candid dialogue
with industry has proven invaluable” in making the
e-marketplace work better for users and contractors
(Naval Sea Systems Command Contracts
Directorate Staff 2002).

NAVSEA recognized that SeaPort not only meant
that processes would change inside the agency,
but that it would reshape relationships both
between the government and its contractors and
between parties in the contracting community
itself. Thus, NAVSEA placed high importance on
continually educating, and being educated, about
the changes taking place and creating an ongoing
dialogue, in person and electronically, that facili-
tated continual learning and knowledge building.

For instance, one issue that was resolved with
cooperation between Navy contracting personnel
and the MAC holders was that of RFPs being
issued on Fridays. Under SeaPort’s original terms
for participation, MAC holders had a strict, five-
day turnaround requirement for the proposals.
However, many of the prime contractors com-
plained to NAVSEA that an RFP issued at the end
of the week meant that, to meet the tight timeline,
their personnel and those of prospective subcon-
tractors were tied up over the weekend drafting
responses. When the issue arose, NAVSEA agreed
to curtail Friday proposal releases whenever possi-
ble. Mike Parrott, business manager for MAC prime
contractor ADI Technology, commented that the
Friday proposal release problem was a “quality of
life” issue and that he and his staff greatly appreci-
ated NAVSEA’s accommodation and understanding
of the contracting community’s position (opinion
cited in Zyskowski 2002b, n.p.). Likewise, solicita-
tions are prohibited from being released on the
day before a national holiday (NAVSEA Contracts
Directorate Staff 2002).

Finally, the Navy is not immune to the general
“knowledge management” crisis facing the federal
government, which is impacting the acquisition

area particularly hard. Its paper-based acquisition
process, combined with an aging workforce and
reductions in staffing, brought NAVSEA to an
inflection point. In response, NAVSEA is embarking
on a four-pronged knowledge management strat-
egy, using technology to better manage both its
information resources and the acquisition process.
SeaPort is viewed as one of the critical components
in this strategy (Kline and Snider 2002). SeaPort not
only gives NAVSEA much improved business intel-
ligence, but the archiving of task orders processed
through the system, compiled into a library accessi-
ble to registered contracting personnel, builds a
knowledge base for sharing information worldwide
among Naval contracting professionals.

The SeaPort Scorecard

What did NAVSEA accomplish in the first 18 months
of SeaPort’s operation? In short, the assessment of

Table 2: The SeaPort Scorecard

Assessment Area

A E-Business Capabilities

A Processing Time

A Processing Costs

— Naval Customer Usage

A Small Business Opportunity

— Small Business Participation

A Contracting Competition

A Business Intelligence

A Knowledge Management

A Communication and Accessibility

A Cooperation between
Government and Contracting
Community

A Cooperation among Contractors

Key: A  Definite Improvement
V¥ Definite Worsening

—  Undecided or Too Early to Call



this researcher is that the overall results summa-
rized in Table 2 have been achieved.

Much of what was brought about was the result of
an alignment between the e-business strategy and
the culture of NAVSEA and the contracting commu-
nity. As found in other such initiatives, the cultural
challenge is proving to be far greater than the tech-
nical one. Based on feedback from both sides, the
relationship issues—between NAVSEA and the
contracting community and among the contractors
themselves—are challenges that must be continu-
ally dealt with during the life of SeaPort. The great
positive is that NAVSEA has taken, and continues
to take, steps to proactively address the cultural
challenges. In doing so, NAVSEA has generally
earned the respect and admiration of its contracting
partners, and this bodes well for the shape of things
to come and the results that can be produced
through SeaPort’s operations.

In her report for the IBM Endowment for The
Business of Government, “The Procurement
Partnership Model: Moving to a Team-Based
Approach,” Kathryn Denhardt (2003, 21) stressed
the difficulties of undertaking cultural change in
the acquisition area, both within the governmental
procurement domain itself and between the public-
and private-sector actors. She observed, “Even
when a strong case can be made for the innova-
tions or changes, we have to expect that it will take
three to five years to see real change in the organi-
zational culture.” Thus, we may be in the early
stages of SeaPort’s full development, with the
ultimate outcome to be determined in the future.

In the concluding section of this report, we look
at the future for SeaPort itself and the outlook for
federal services acquisition initiatives in general,
in the wake of the creation and operation of the
first e-marketplace for services procurement.
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Today, two trends are clear:

e E-business methods are fast becoming the
norm for many aspects of business-to-business
(B2B) and business-to-government (B2G) com-
merce

e Spending for services is accounting for greater
percentages of overall public-sector spending
and such spending will increasingly be perfor-
mance based

NAVSEA and its SeaPort office looked at these chal-
lenges and saw opportunity. SeaPort is noteworthy
specifically because of when and how it was cre-
ated, representing an innovative strategy for dealing
with these two major intersecting trends. NAVSEA
wanted speed and innovation to “e-enable” the
Navy’s critical services acquisitions that help keep
it, and America, strong at a time of great tension in
far-flung locales around the globe. SeaPort came
about because intrapreneurial public-sector leaders
and entrepreneurial private-sector firms seized this
“one moment in time” to create what, in retrospect,
appears to be a most prescient solution for a
changing acquisition environment.

The SeaPort staff understood that this project entailed
a far-reaching reengineering of its business processes
that had to be accomplished in tandem with a con-
comitant and radical cultural change. Furthermore,
as Kathleen Monahan (2002a) strongly stated, “the
bottom line” is that through SeaPort, NAVSEA already
has the systems and procedures in place to deal
with all current and pending guidelines for services
acquisition, which many agencies, both in DoD

and across the federal government, are just now
beginning to address.

In e-business, as in art, imitation is indeed the
sincerest form of flattery. Focused on the realm

of IT services, the Marine Corps Acquisition Center
for Support Services (ACSS) instituted its Enterprise
Procurement Portal (eP2)*” in mid-2002. The eP2
is a procurement portal that enables users to com-
plete the entire procurement process for IT services
online in a paperless operation through a $3
billion ID/IQ program, the Commercial Enterprise
Omnibus Support Services (CEOSS). The Marines’
goal in establishing the eP2 is much the same

as that for SeaPort, as it seeks to “incorporate e-
business functionality (i.e., contracting functions,
metrics extraction, reporting) into a cohesive pro-
fessional services contracting application” (United
State Marine Corps Acquisition Center for Support
Services 2002, n.p.). Indeed, one of the e-business
models that the Marine Corps modeled its portal
after was NAVSEA’s SeaPort (Dorobek 2002b). The
lessons learned from SeaPort, eP2, and other such
initiatives, both positive and negative, may well roll
into what may be a cross-cutting, DoD-wide ser-
vices acquisition initiative.

One note of interest is the goal of DoD to create a
website encompassing all government-wide acqui-
sition, multiple award, and ID/IQ contracts. At the
direction of Deidre Lee, director of procurement
policy for DoD, the Defense Department would
host the site that would include ID/IQ contracting
vehicles from all federal agencies. This would
enable contracting officers to take advantage of
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MAC contracts across the scope of the federal
government. More important, perhaps, such a
“GovPort” would simultaneously enable the gov-
ernment to better track services spending and to
develop business intelligence and metrics to
benchmark services acquisition (Dorobek 2002b).

This writer would lend his support to Deirdre Lee’s
efforts to develop such a federal e-procurement
portal for services acquisition. He believes that
SeaPort is by no means the model. However,
SeaPort, and the people, philosophies, and software
behind it, will become an important incremental
step toward this or any effort to better grasp and
deal with the federal government’s shift to services
spending. It is a shining example of how federal
acquisition specialists honestly assessed their inter-
nal procurement processes and viewed a rapidly
changing environment in a prescient manner to
develop a strategy that enabled their organization
to better carry out its mission in an increasingly
challenging environment. With any luck, the cul-
tural change management and time imperative of
SeaPort can be a valuable “lesson learned” to pro-
mote future innovations, not only in NAVSEA and
DoD but across the federal marketplace.

Rusty Braziel, chairman and chief executive officer
of Netrana, an e-commerce consulting firm,
recently observed that “facilitating transactions
online creates incremental improvements in the
business. It's not revolutionary” (emphasis added)
(quoted in Young 2002, 86). Thus, moving to an
online procurement environment, whether in the
private or public sector, should be looked on as
means toward evolutionary improvement in the
way things are done. It should not be looked on as
an e-elixir. Instead, the e-way should be seen as it
was in this case—as an enabler to work toward
operational improvements.

In the final analysis, SeaPort represents an exem-
plary example of such evolutionary progress. From
the perspective of Aquilent (2002, n.p.) (one of the
partnering firms that provided the platform for the
SeaPort e-marketplace): “The application of these
e-business principles to professional support ser-
vices acquisition and the attendant benefits are
truly unprecedented and provide a shinning exam-
ple of how the government can make optimal use
of scarce resources and budget dollars.” While

SeaPort may be structured to be long-term in per-
spective, the e-marketplace itself is likely to be
looked upon in five years as, say, “stage 2”—part of
a longer term and more fundamental change in the
way that the federal government procures services
in what is today a service-based economy.

In the end, it must be remembered that e-com-
merce is a constantly evolving concept. As new
technology, new collaborations, and new best prac-
tices come to light, there is a need for constant
improvement and innovation in the move to e-pro-
curement. Somewhere not too far down the road,
the e will drop off, and the e-way will become the
way. The question is how long it will take (sooner
rather than later would be a best guess) and to
what degree there will be unity across major areas
of federal acquisition (such as across all DoD-
related agencies) or perhaps across the federal gov-
ernment as a whole. Only time will tell.

What will the future hold? Hopefully, there will be
more projects like SeaPort, both in service and
product acquisition, that build on the best practices
of the private sector and seek to make federal pro-
curement:

*  More electronic

* More integrated

*  More user-friendly
¢ More measured

*  More cost effective
* More sensible

*  More rapid

With any luck, there will be more success stories
like SeaPort to report on, as the e-way in procure-
ment increasingly becomes the way things are
done. But even if all the projects do not turn out
as innovative and successful as NAVSEA's SeaPort
e-marketplace, in an e-commerce world, entrepre-
neurialism in government contracting should be
rewarded, and mistakes—which will inevitably
occur—should not be excoriated. It is clearly time
to unhook the links to the past and get moving in
this new direction, as the Navy has done with
SeaPort. “Anchors aweigh!”
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Overview: The Growth of B2B
E-Commerce

Martin and Hafer (2002) observed that online pro-
curement breaks the time and location restrictions
of what they label traditional “gravitational com-
merce.” Now, if only with a bit less thrust than it
had before the recent recession, B2B (business-to-
business) e-commerce still appears to be on what
has been described as a “rocket-ship ride” trajec-
tory (Sostrom, 2001). Four leading research firms
(AMR Research, Forrester Research, Gartner, Inc.,
and Jupiter Research) still project rapid growth in
the B2B sector of the economy, from under half a
trillion dollars in 2000 to between approximately
$3 and $6 trillion by 2005. The consensus estimate
among these analysts is that B2B e-commerce will
approach $5 trillion by 2005 (Totty, 2001).

Today, we are certainly in a “post-Internet bubble”
environment. In the great rearview window of
history, we can see that many projections for e-
commerce were based purely on speculation—and
hope. Yet, as Gordon (2001) acknowledged, while
excessive optimism fueled the growth of B2B mar-
kets, today’s environment may be characterized as
being excessively pessimistic. No less an authority
than The Wall Street Journal has officially declared
dead the notion of “Internet time,” in which prod-
ucts, people, and strategies would be continually
reshaped at warp speed (Gomes, 2002).

Thus, the forecasts on the shift of how fast com-
mercial markets are moving online—especially in
today’s skeptical and chastened environment—may
actually understate the case for e-business. After

all, as Charles E. Phillips, a managing director at
Morgan Stanley Dean Witter, observed, the move
toward e-commerce is not likely to be deterred by
the downturn in the economy. He stated, “Even in
hard times, | don’t think that a single big company
is prepared to say, ‘Paper is fine. Let’s keep doing it
the old way’” (quoted in Canabou, 2001, p. 90).

Tracking B2B’s Evolution: Analyzing the
ISM/Forrester Reports on eBusiness

Perhaps the best “tracking” source on the growth
of the e-procurement aspect of e-business comes
from the Institute for Supply Management (ISM),
formerly the National Association of Purchasing
Managers (NAPM). Along with Forrester Research,
ISM began the quarterly Report on eBusiness in
January 2001. This report lends perhaps the most
credible insights into the current status of e-com-
merce in the B2B realm in the United States. Each
quarter, ISM and Forrester survey approximately
600 to 700 purchasing and supply management
executives of both manufacturing and service
industry firms. The surveyed firms, which are ran-
domly selected each quarter, represent a broad
cross section of American business, as they are
diversified according to:

e Geography
e Size
e Industry—based on SIC (Standard Industrial

Classification) Codes

This researcher’s independent analysis of the
ISM/Forrester reports (2001a, 2001b, 2001c,
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2001d, 2002a, 2002b, 2002c, 2002d) show that
across the board, the Internet is revolutionizing the
purchasing process for organizations (Wyld, 2003).
In this section, the Report on eBusiness is exam-
ined for its use of web-based methods to:

e Bring down the total cost of purchasing

e Communicate and collaborate with the sup-
plier base

e Purchase both direct and indirect materials
e Use Internet-based marketplaces and hubs

* Use enterprise-wide e-procurement tools

The Bottom Line: E-Procurement and the Total
Cost of Purchasing

Does the shift to e-procurement mean purchasing
organizations can experience savings in their pur-
chasing function? This is perhaps the key question
facing corporate executives and public-sector lead-
ers alike as they look at the various ways available
today to make their own sourcing more electronic
and look at participating as suppliers in the e-pro-
curement efforts of their customers, all of which
involve the need for investment outlays.

ROI (return on investment) and metrics have
become huge issues in e-commerce today. With

so much money already expended on e-commerce
projects and funds tightened for such initiatives,
there is a need to assess the worth of these invest-
ments. As Cutler and Sterne (2000) framed the
issue, “The traditional management adage is that
you cannot manage what you do not measure. The
e-Business addendum is that you cannot measure
what you do not define” (p. 1). Yet, as Heath (2001)
commented, “Traditional methods for calculating
return on investment have been, for the most part,
ill suited to measuring the strategic impact of
e-business” (p. 1). Indeed, gauging the ROI for e-
commerce projects and applications, in the view
of Goldberg (2001) presents decision makers with
a “Gordian knot,” as “the benefits are the new
processes they bring. Yet, because the processes
are new, existing measurement tools may miss
those benefits” (p. 1).

In the ISM/Forrester research, respondents in each
of the eight quarterly surveys carried out to date
were asked whether their organizations had experi-
enced cost savings or increases stemming from the
implementation of e-procurement methods. As
shown in Figure 1.1, sourcing executives overall
have consistently responded that e-procurement
efforts more often produce decreases in the total
cost of purchasing than increases. The magnitude

Figure 1.1: Private-Sector Organizations’ Perceptions of E-Procurement’s Impact on Their Total Cost

of Purchasing
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Source: ISM/Forrester Research Report on eBusiness (2001, 2002) (www.napm.org/ismreport/forrester/).
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of these findings has consistently been on the order
of three or four to one.

Analysis of the ISM/Forrester data reveals an
unmistakable fact: The benefits of the shift to
e-procurement are, far and away, accruing to the
largest, blue-chip buyers. The ISM/Forrester analysts
differentiated “large” and “small” purchasing orga-
nizations, based on respondents’ self-identification
of their annual procurement budgets falling above
or below a $100 million benchmark, respectively.
As can be seen in Figure 1.2, when asked whether
implementing e-procurement techniques has
decreased their total cost of purchasing, procure-
ment executives with larger organizations have
consistently outnumbered their counterparts with
smaller companies. And, over the two years the
ISM/Forrester surveys of purchasing officials have
been conducted, that gap has been steadily
increasing.

As we will see in a brief examination of the
specifics of e-procurement utilization, organiza-
tions that have the largest procurement outlays are
indeed driving the move to B2B e-commerce and
are reaping its benefits.

Using the Internet to Communicate and
Collaborate with Suppliers

Across the board, the web has become the de
facto means of identifying new suppliers. Today,
whether by scouring the Internet themselves or
using online directories and catalogues, well over
80 percent of the surveyed purchasing executives—
in organizations large and small across the American
landscape—say that their organizations now use
the Internet to locate new sources of supply. In
fact, using the Internet to identify new suppliers
has become so routine that in mid-2002 the
ISM/Forrester researchers discontinued asking
whether or not the procurement executives did so.

The web serves as a communication medium by
which organizations can eliminate much of the
cumbersome paper flow that historically has been
part of the procurement process. Purchasing cycle
times can be dramatically reduced, often from
months to weeks or even days, and costs of the
purchasing function likewise can be cut. Indeed,
analysts estimate that many firms may be able to
shave between 25 and 50 percent off their direct
and indirect procurement costs by purchasing
online (Henig, 2000).

Figure 1.2: Comparison of Large and Small Corporate Purchasers’ Beliefs That Shifting to E-Procurement

Has Decreased Their Total Cost of Purchasing
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Figure 1.3: Use of the Internet as Part of the RFP Process in Private-Sector E-Procurement
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Source: ISM/Forrester Research Report on eBusiness (2001, 2002).

In Figure 1.3, the ISM/Forrester survey shows that
more than half the responding organizations use
the web in the RFP (request for proposal) process.
This shift to web-based methods of communication
has grown consistently since the beginning of the
survey period over two years ago. Analysis of the
ISM/Forrester data reveals very little disparity
between manufacturing and nonmanufacturing
firms in their propensity to use web-based methods

to cut the paper flow that characterized corporate
procurement in the past. However, as seen in
Figure 1.4, larger corporate purchasers—companies
sourcing more than the $100 million benchmark
used by ISM/Forrester to categorize the procure-
ment executives—have consistently proven more
likely to use the Internet for RFP issuance and com-
munication. And this trend is only accelerating
over time.

Figure 1.4: Comparison of Large and Small Corporate Purchasers’ Use of the Internet in the RFP Process
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Source: ISM/Forrester Research Report on eBusiness (2001, 2002).
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Figure 1.5: Comparison of Large and Small Corporate Purchasers’ Use of the Internet to Collaborate

with Suppliers
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Source: ISM/Forrester Research Report on eBusiness (2001, 2002).

Much has been made of the potential for the
Internet to serve as a collaborative tool by purchas-
ing organizations and their suppliers. If this comes
about, procuring organizations could move beyond
order issuance, and suppliers could go beyond
simply order fulfillment into such areas as product
design, supply chain and logistical management,
and demand aggregation. Today, we can clearly
see that American organizations increasingly use
the Internet not only to communicate but also to
collaborate with their supplier bases.

The ISM/Forrester Report on eBusiness shows the
rate at which procurement and sourcing profession-
als see this happening with their own organizations’
suppliers as hovering at around 50 percent. No sig-
nificant disparity is evident between manufacturers
and nonmanufacturers. However, large purchasing
organizations have demonstrated a far greater
propensity to engage, or “push,” their suppliers
into collaboration. As can be seen in Figure 1.5,
corporations that have annual procurement budgets
above $100 million have been consistently more
than 20 percentage points more likely than their
smaller contemporaries, since the last quarter of
2001, to collaborate with suppliers. This significant
trend bears watching, as it further demonstrates

the power of larger corporations in electronic
markets.

Using the Internet for Purchasing Both Direct
and Indirect Materials

In procurement circles, the line is often drawn
between direct and indirect materials. Yet, what is
the difference? A good breakdown between direct
and indirect materials was provided in Thomas
Eisenmann’s Internet Business Models (2002). His
model is shown in Table I.1. Indirect materials
constitute what are typically referred to as MRO
(maintenance, repair, and operating) goods, whereas
direct materials are closely linked to production or
service delivery. This analogy can even be extended
to services provided to the company, whereby ser-
vices such as janitorial and cafeteria help can be
categorized as indirect in nature. In contrast, for an
airline, maintenance would be a prime example of
a direct service. While much of the progress in e-
procurement has been in acquiring goods, attention
is increasingly focused on purchasing services
through online exchanges and other mechanisms.
As Tim Clark, an analyst with Jupiter Media Metrix,
observed, “Services are kind of the next frontier. It’s
a lot harder to do” (quoted in Cleary, 2001a, n.p.).
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Table 1.1: Attributes of Direct vs. Indirect Purchases

Direct Purchases

Indirect Purchases

Purchase Predictability

Volatile

Internally driven

Order Size

Large lots

Often small

Collaboration with Suppliers

Varies: usually high, but
low for commodities

Varies: low for MRO supplies,
high for equipment and services

Purchase Orders

Percentage of Total Dollars 80% 20%
Spent
Percentage of Total Number of 20% 80%

End Customer

External customer

Internal employees

Adapted from Eisenmann, Internet Business Models (2002), p. 479.

The ISM/Forrester Report on eBusiness has shown
consistent growth in the adoption of web-based
methods for indirect purchases. As revealed in
Figure 1.6, the overall penetration rate for web-
based sourcing of indirect materials and assistance
in the United States is fast approaching 80 percent
of all purchasing organizations. Much of this
increase is due to the fact that firms in the service
and manufacturing sectors alike increasingly make

routine purchases, for items such as operating and
office supplies, through online catalogue sites.

When the ISM/Forrester results are looked at more
closely, however, the driving force behind this over-
all shift to sourcing indirect goods and services via
the Internet again emerges as the largest purchasing
organizations. Indeed, as seen in Figure 1.7, the gap
between companies procuring more than and those

Figure 1.6: Use of the Internet for Online Purchasing of Indirect Goods and Services in Private-Sector

E-Procurement
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Source: ISM/Forrester Research Report on eBusiness (2001, 2002).
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Figure 1.7: Comparison of Large and Small Corporate Purchasers’ Use of the Internet for Purchasing
Indirect Goods and Services
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procuring less than $100 million annually has grown  and services. In Figure 1.8, the overall shift to e-

rather consistently over the past two years. In 2002, procurement for direct materials is trending upward,
a double-digit disparity emerged between the larger with almost two-thirds of all purchasing organiza-
corporate purchasers and their smaller brethren. tions utilizing the Internet for such sourcing. This
represents more than 50 percent growth since the
Roughly the same pattern has emerged in the adop- initiation of the ISM/Forrester research. Remarkably,

tion of web-based sourcing methods for direct goods ~ the ISM/Forrester data show that while smaller

Figure 1.8: Use of the Internet for Online Purchasing of Direct Goods and Services in Private-Sector
E-Procurement
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Figure 1.9: Comparison of Large and Small Corporations” Use of the Internet for Purchasing Direct Goods

and Services
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Source: ISM/Forrester Research Report on eBusiness (2001, 2002).

organizations initially led the movement to web-
based procurement of their more strategic buys,
they have been overtaken by the rapid adoption
of such methods by organizations with annual
procurements exceeding $100 million. This shift
is depicted in Figure 1.9.

Q2-2002

Q3-2002

Q4-2002

Figure 1.10 reveals an interesting countertrend
in the ISM/Forrester data: In contrast to earlier
findings regarding purchases of indirect goods,
nonmanufacturing firms are significantly more
likely to purchase their direct goods and services
via web-based procurement methods. Perhaps this

Figure 1.10: Comparison of Manufacturing and Nonmanufacturing Firms’ Use of the Internet for
Purchasing Direct Goods and Services
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is due to quality concerns for manufacturing opera-
tions, as there is a straighter line between direct
materials procurement and products in fabrication
or processing than in service delivery. However, the
ISM/Forrester data unmistakably uncover an area
where service-sector firms are leading the way in
e-procurement.

Comparing the ISM/Forrester findings on indirect
and direct sourcing via the Internet (Figures 1.6 and
1.8) reveals a 20-point gap between the likelihood
of companies purchasing their indirect goods and
services over their more strategic, direct procure-
ments. It must be remembered, however, that the
exact breakdown of what constitutes a direct
purchase vs. an indirect one varies even within
companies, and even depending on the timing and
circumstances of the purchase. Although purchases
of indirect goods often may outpace spending on
direct materials, acquisition of MRO goods hereto-
fore has not been looked upon as a strategic issue
(Wendin, 2001). Yet, this should be an area of
attention for not only procurement executives, but
also for top officials of all organizations—and not
based purely on the dollars involved. As R. Gene
Richter, former chief procurement officer at IBM,
astutely acknowledged, “Everything is strategic to
somebody. Talk about ballpoint pens. A secretary
has spots all over her brand new blouse because
the pen you bought for a cent and half is leaking”
(quoted in Anonymous, “E-Auction Playbook: What
Top Supply Execs Say About Auctions,” 2001, p. S2).

Using Internet-Based Marketplaces and Hubs
One of the most interesting developments in how
the B2B landscape has unfolded is the matter of
marketplaces. As chronicled in an earlier report
for the IBM Endowment for The Business of
Government (Wyld, 2000), hundreds of public
exchanges were launched or at least announced.
Many B2B analysts, including this writer, predicted
that there was little room for such third-party hosted
exchanges, intervening between buyers and sellers
for the purpose of garnering a percentage of the
transaction revenue from one or both parties.
Indeed, most have fallen to earth—with a thud —
into bankruptcy. While marketplaces for electronic
exchanges have developed at a rapid pace, most
have been private in nature. Stellar examples
include Covisint in the automobile industry

(Schwartz, 2000) and Exostar in the world of
aerospace (Plyler and Shaw, 2001), but dozens of
industry-wide exchanges have been successfully
established. Also, truly private exchanges have also
developed, hosted by companies for themselves.

Since the initiation of the ISM/Forrester research

in January 2001, overall participation in such elec-
tronic marketplaces or hubs for the acquisition of
goods and services has risen by almost 50 percent.
As of the latest Report on eBusiness (October 2002),
the results of which are shown in Table 1.2, participa-
tion rates are approaching a third of all organizations.
Analysis of the data does not show a significant dif-
ference in utilization between manufacturing and
service-sector firms. However, a significant gap is
found again between larger and smaller purchasing
organizations, with the biggest blue-chip buyers
leading the way once again. Certainly, third-party-
hosted exchanges made e-marketplaces more
accessible to smaller organizations, enabling them
to participate without having to face possibly insur-
mountable upfront investment costs necessary to
start an exchange. However, many of these third-
party exchanges have disappeared. Thus, today,

we are seeing the largest purchasers exercise their

Table 1.2: Use of Electronic Marketplaces in the
Private Sector

Report on eBusiness Respondents Who Made
Purchases through an Online Marketplace or
Private Hub

Category Percentage

All respondents 32.7%
Manufacturers 33.8%
Nonmanufacturers 31.7%

Buy > $100 million 39.5%

per year

Buy < $100 million 29.1%

per year

Source: ISM/Forrester Research Report on eBusiness,
October 2002 (www.napm.org/ismreport/forrester/
frob102002.cfm).
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market power and build on their scalability through
the use of such industry-consortia and privately led
exchanges.

There can be no doubt that the move in B2B e-
commerce toward private marketplaces and hubs
shifts power to the buyer. This had led to some
suppliers’ disgruntlement in the private sector.
According to Jon Gibs, a B2B analyst with Jupiter
Media Metrix, “Collaboration is not the term

for what is happening over private trading hubs.
Coercion is the right term. Businesses don’t work
together by everyone hugging each other. Whoever
runs the supply chain in most cases can determine
what platform other businesses work on” (quoted
in Young, 2002, p. 86).

Use of Enterprise-wide E-Procurement Tools
A final measure of interest in the ISM/Forrester
Report on eBusiness is one added in mid-2002, the
rapid increase in the employment of e-procurement
“systems” across the organization—hence the term
“enterprise-wide.” As can be seen in Table 1.3, over
one-third of all private-sector organizations

in the U.S. now use such a system. With only two
quarters of data currently available on this ques-
tion, speaking to trends is not possible. However,

Table 1.3: Use of Enterprise-wide
E-Procurement Tools in the Private Sector

Report on eBusiness Respondents Who
Made Purchases Using an Enterprise-wide
Procurement Tool That Incorporates the Internet

Category Percentage
All respondents 35.9%
Manufacturers 30.8%
Nonmanufacturers 40.7%
Buy > $100 million 53.6%
per year

Buy < $100 million 22.7%
per year

Source: ISM/Forrester Research Report on eBusiness,
October 2002 (www.napm.org/ismreport/forrester/
frob102002.cfm).

it is noteworthy what the data from the final quarter
of 2002 show:

e With a greater than two-to-one margin (53.6
percent versus 22.7 percent), the larger pur-
chasing organizations (those with annual
procurement budgets of greater than $100 mil-
lion) demonstrated that such tools were much
more available to bigger companies.

* Service-sector organizations are outpacing their
manufacturing counterparts by what is an appar-
ently significant margin (40.7 percent versus
30.8 percent) in their adoption of such systems.

Summary

The purpose of this analysis of the ISM/Forrester
Report on eBusiness is to demonstrate that we are
in the midst of a truly fundamental evolution in the
way things are done. B2B commerce, communica-
tion, and relationships are being transformed—even
if a bit slower than first predicted and than the mar-
ket may like. This analysis clearly demonstrates that
the drive to e-sourcing is being led by the largest
blue-chip buyers.

While the markets may rise and fall and e-business
companies may come and go, the methods, proto-
cols, and tools of e-business are fast becoming
simply the way business is done. In like fashion,
e-procurement will become simply procurement—
the way companies source the products and ser-
vices they need. Whether for office supplies or jet
engines, compressors or grease, cleaning services
or legal services, the processes involved in sourcing
these items and services will become electronic
over time.

As this historical change takes place over the long-
term, it is important to remember how disruptive
the change may seem in the short-term. Entire cate-
gories of jobs in purchasing, logistics, distribution,
and sales will change. New and different relation-
ships between companies and the people who lead
and represent them will be built, and existing ties
will be challenged and, in many cases, broken. The
“perfect storm” of the Internet will leave no part of
business untouched, and purchasing—at the edge
of all organizations and in a boundary-spanning
role—will be among the most affected groups in
any company.
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With the size of government purchasing, led by
Washington’s “market power,” clearly the public
sector should be making the B2G (business-to-
government) marketplace work more like its
private-sector counterpart.

B2B Techniques in the Public Sector

According to Fred Messing (2002), director of
Computer Sciences Corporation, multiple forces—
citizens, business, and intra- and intergovernmen-
tal—are driving all government organizations to
transform the ways they operate in order to achieve
higher levels of performance. In a recently released
report from the National Academy of Sciences
(2002), one of the principal recommendations of
the study group was that “government should adopt
commercial e-commerce technologies and associ-
ated practices wherever possible” (p. 7). The expert
panel concluded that the shift toward making gov-
ernment more e-enabled can occur much more
quickly if efforts build on private-sector best prac-
tices. The panel observed:

Because the technologies and processes
that underlie digital services in government
are in most respects similar to those used
in e-business, government obviously
benefits when it can exploit off-the-shelf
components, infrastructure, systems, and
successful practices already used in the pri-
vate sector.... When government systems
exploit widely used standards and tech-
nologies, government can “ride the curves”
of performance growth and enhancement
that are characteristic of the broader mar-
ketplace (p. 7).

In the view of Moran (2001), while e-government
initiatives have largely been thought of as focusing
on government'’s relationship with citizens, “the
real and more immediate payback will be the
transformation of government relationships with
business” (n.p.). From this perspective, shifting to
e-procurement is a way of producing “quick wins”
for the public sector, in terms of both lowering
costs and shortening the time frames for acquiring
goods and services.

Writing in Government Executive, Harris (2002)
observed that in the public sector, “ ... rumors

of the death of electronic procurement are greatly
exaggerated” (n.p.). Although shifting the government
acquisition process to the Internet may be neither
as easy nor as lucrative as some vendors—many
now “dot.com flameouts”—touted, federal agen-
cies are discovering that, as in the private sector,
e-procurement can:

e Deliver better prices
e Ease contract writing, processing, and payment

¢ Develop better business intelligence to track
spending (Harris, 2002)

Writing in 2000, Patricia Seybold (2000) forecast
that we would likely see almost all B2B processes
move to electronic platforms during the current
decade. Both her contention and NAVSEA's deci-
sion made in establishing SeaPort to take advantage
of commercial best practices in the e-business are
two years old as of this writing. The results of the
ISM/Forrester Report on eBusiness certainly appear
to bear out the rapid shift to e-procurement, neces-
sitating the “electronifying” of the governmental
supply chain.
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Appendix II: The Evolving
Role of Services Spending
in Federal Procurement

Introduction—Changes in What the
Federal Government Is Buying

According to the General Accounting Office (GAO)
(2002), in fiscal year (FY) 2001, the federal govern-
ment procured services totaling $136 billion. By
far, the Department of Defense (DoD) contracts for
more services than any other federal agency. In FY
2001, DoD spending on services contracting was
approximately $59 billion, and for FY 2003, the
Pentagon’s proposed budget calls for this amount
to rise to $68.7 billion (Sherman 2002). Within
DoD, spending for services accounts for an increas-
ingly large share of total procurement spending.
During the 1990s, DoD’s annual budget for pro-
curement of goods—such as aircraft—actually
decreased from $59.8 billion to $53.5 billion (Friel
2000b). In fact, over one-six of total DoD spending
has shifted from the procurement of materials to
the acquisition of services in the last 10 years. The
size and scope of services contracting is growing
rapidly in the military realm, as DoD contracting
actions worth more than $100,000 increased by
28 percent in that same time span.

The Administrator of the Office of Federal
Procurement Policy (OFPP), Angela Styles, recently
observed in testimony before the U.S. Senate:

Significant portions of the military budget
go not to “war-fighting” but to infrastructure
and overhead. The logistics that keep our
armed forces housed, trained, and mobile
are essential to our success on the battle-
field. At the same time, there are numerous
opportunities to (a) meet the President’s

competition goals and (b) maintain and
improve “non-war-fighting” capabilities
(United States Senate 2002, n.p.).

As Balk and Calista (2001) point out, by contract-
ing out more of their activities on the periphery,
agencies are able to better concentrate on their
core missions. Yet, as Sherman (2002) observed
in Defense News, DoD acquisition rules, aimed
at governing primarily the procurement of goods
rather than services, have severely lagged behind
this transition in the acquisition environment.

Lawrence Martin (2002a, 7) observed that “the
transition to service contracting constitutes a funda-
mental paradigm shift for federal procurement.”
This has been a difficult transition for the federal
government overall and for DoD in particular.

The size and scope of the “paradigm shift” to
services acquisition in federal procurement is read-
ily evident in the results of a report from DoD’s
Inspector General, released in 2000. In the report,
Contracts for Professional, Administrative and
Management Support Services (D-2000-100), the
Inspector General reviewed 105 service contracts
in DoD, with the audit finding problems with every
one of them. The major findings of the report
included the following:

e Contracts continued for extended periods of
time without proper oversight and review. The
paramount example of this was one between
the Army and Raytheon for engineering ser-
vices for the HAWK missile system that
extended for a total of 39 years.
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e Lax oversight, or little oversight, of contractor
performance was being conducted. Rather than
conducting performance reviews and audits,
DoD acquisition staff often made use of con-
tractor-prepared status reports in assessing the
quality of the contractors” work.

e The strain of stretching procurement officials
too thin was showing. In one case, a technical
monitor was responsible for preparing 13 new
contract awards, valued at $115 million, while
tracking performance on 43 existing contracts,
worth $621 million. In another instance, a
technical reviewer had only a single day to
complete a technical assessment on a contract
valued at $9 million.

* A contracting officer, acting at the behest of
a program official, awarded 30 task orders
without seeking competitive bids (Office of
the Secretary of Defense, Inspector General,
2000).

Much of the “blame” in the Inspector General’s
report was placed on the fact that the DoD’s acqui-
sition workforce was overworked, shifted too fre-
quently between assignments, and undertrained to
effectively deal with services contracting.

In reaction to the report, DoD simply responded

that “the military services recognize the need for

improvement in contracting for services” (cited in
Friel 2002b, n.p.).

Especially in the area of defense acquisition, the
development of proper performance measures is
certainly more difficult for services than for goods
and equipment. As Friel (2002a, n.p.) observed,
“making sure all the tanks that were ordered under
a product contract were delivered at the proper
time and in battle-ready condition is a far easier
prospect.”

Acronyms for Services Contracting:
FASA, ID/IQ, and MAC

The 1994 Federal Acquisition Streamlining Act
(FASA) was aimed at speeding small purchases

in the federal sector to reduce the number of con-
tracts that had to be actively competed in contract
shops across all federal agencies. However, the
act had what Anne Laurent (1999, n.p.), writing

in Government Executive, classified as “a buried
bombshell.” This was because for the first time,
FASA allowed, and encouraged, agencies to use
multiple award task and delivery order contracts.
These are commonly known as indefinite delivery/
indefinite quantity (ID/IQ) or umbrella contracts,
which are discussed at Federal Acquisition
Regulation (FAR) Part 16.504. Rather than fully
competing every acquisition, an ID/IQ contract
allowed federal agencies to purchase—within time
and price limits—goods or services, with delivery
or service performance to be scheduled by placing
orders with the contractor (Goan 2002). Having
an ID/IQ in place enabled agencies to speed their
purchasing cycle and to make do with fewer
contracting personnel. While the former benefit
speeded purchasing overall, particularly in the
information technology (IT) area, the latter gain
was also important, especially as the procurement
“prain drain” that began in the 1990s has contin-
ued to accelerate to the present day (Laurent 1999).

FASA also made awards to multiple companies the
preferred approach to services contracting. Hence,
the concept of multiple award contracts (MACs),
which are ID/IQ contracts, was born. Under these
contracts, task and delivery order contracts for the
same or similar products and/or services can be
acquired under a single solicitation from two or
more competing sources for that particular order.
FAR Part 16 states a preference for these multiple
award ID/IQ vehicles and requires that each multi-
ple awardee be given a “fair opportunity for con-
sideration” for any order of $2,500 or greater. This
provision built competition into the process, even
though the arena was exclusive to the awardees
and not open to “all comers.”

DoD has been criticized over just how competitive
these MAC processes really are. In 2000, at

the behest of the U.S. Senate’s Armed Services
Committee’s Subcommittee on Readiness and
Management Support, GAO examined the use
of MAC:s for large IT buys of both goods and
services. The resulting GAO report, Contract
Management: Few Competing Proposals for Large
DoD Information Technology Orders (NSIAD-00-
56), found that in many instances, competition
was simply not occurring.
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GAO looked at 22 DoD task orders over $5 mil-
lion, most of which involved IT services for ongo-
ing defense programs, awarded between October
1, 1997, and December 31, 1998. GAO found that
only six of the 22 orders had competing proposals.
This translated into the fact that $443.7 million, or
just over 80 percent of the $553.1 million total
value of the contracts examined, was awarded by
noncompetitive processes (General Accounting
Office 2000).

The rationales that competitive proposals were not
forthcoming in these instances centered around
several primary reasons. First, incumbent contrac-
tors often had an inherent advantage that precluded
potential bidders from expending the time and
effort necessary to submit a proposal. For example,
in nine out of 10 instances in which there was an
incumbent contractor, only the existing prime con-
tractor submitted a proposal. This was attributed to
the requirements that potential bidders would have
to meet should they be successful in gaining the
contract. For example, several contracts contained
provisions that would require a successful offeror
to have staff in place (with proper security clear-
ances and fully functioning offices) within days of
the award. Also, GAO cited that in some instances,
potential offerors were not given reasonable time
to respond with proposals. For example, on an

Air Force contract, only the current contractor
responded with a proposal on a three-year, $11
million contract within the two-day time frame
given by the agency (General Accounting Office
2000).

A second reason was that DoD contracting officers
used statutory exceptions to FASA to not have com-
petitive bidding on services contracts that were

a “logical follow-on” to a contract that had been
competitively sourced initially. GAO (2000) offered
several such instances of this practice:

e The Defense Information Systems Agency
made an award, valued at $300,000, to a
multiple-award contractor for two months
of work. Citing a FASA exception because
the work in question was highly specialized,
the agency awarded a second order covering
another 10 months of work at an estimated
cost of $6.7 million as a logical follow-on.
The agency subsequently awarded the incum-

bent contractor another award as a logical
follow-on, valued at $7 million for another 11
months of work.

e The National Institutes of Health (NIH) placed
an order for an Army communication system.
The original NIH order covered one year and
was valued at $1.6 million. A subsequent
award was made noncompetitively as a logical
follow-on. This follow-on order was valued at
approximately $8.5 million annually, spanning
45 months of work for $32.1 million. The work
description for this follow-on order included
two task areas that the original $1.6 million
order’s work description did not mention, which
necessitated the contractor to increase staffing
to almost three times that proposed for the
original order. With the increased scope, the
contractor also proposed to increase expendi-
tures for other direct costs (such as supplies
and equipment) to about $2.6 million annu-
ally; these were under $40,000 in the original
task order.

GAO (2000) concluded that such logical follow-on
orders were inconsistent with guidance from OFPP.

In response to the critical report, DoD disagreed
with GAO that outreach efforts can produce

an increase in the number of bidders and the
competition for such contracts. A DoD spokesper-
son commented, “It does not seem appropriate

to go beyond notification to more active encour-
agement. It is unlikely that active campaigning

on the part of the government will overcome a
contractor’s business judgment (to not bid)” (quoted
in Saldarini 2000, n.p.).

The Push for Performance-Based
Contracting

According to Dick Hill, vice president for automa-
tion for the Dedham, Massachusetts-based ARC
Advisory Group, the “standard bidding approach”
most often leads to the buyer seeing that “you get
what you pay for when you pick the low-cost bid.”
Williams (2003) characterizes the traditional com-
petitive bidding in government contracting as an
adversarial approach, which does not serve to
foster necessary innovations and quality improve-
ments. In contrast, performance-based contracting
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is “based on a partnership in which the buyer has
more control over the work being done, and the
vendor works harder to achieve benefits for the
buyer and for itself” (quoted in Mullin 2002, 27).
Performance-based contracting offers the opportu-
nity to align the interests of both the government
and the contractor—to the betterment of both. For
the first time, the process “brings customers, techni-
cal personnel, and contracting staff together as a
team” (Hutcheson 2001, 17).

Performance-based contracting evolved out of the
“shared savings” concept from energy management
in the 1980s. It is seen in the corporate world as a
means to make gains in business process efficiency
without having to make capital outlays (Mullin 2002).

Allan Burman (2001, 88), a former administrator
with OFPP, gave what he labeled as “the 30-second
elevator speech” describing what performance-based
contracting is: “Tell the contractor the result you
want, not how to do the work, and then be sure you
can measure whether that result has been achieved.
Performance metrics and incentives or disincentives
that focus the contractor’s actions on the agency’s
goals provide the framework for evaluation.”

Writing in Government Executive, Joshua Dean
(2002, 54) has hailed performance-based contract-
ing as nothing less than “a revolutionary way of
doing business.” Yet, what exactly is it? For the rela-
tive simplicity of the concept, there have been a
variety of definitions given for performance-based
contracting, including the following:

e According to FAR 37.601 (http://www.arnet.
gov/far/current/html/Subpart_37_6.html):
“Performance-based contracting methods are
intended to ensure that required performance
quality levels are achieved and that total pay-
ment is related to the degree that services per-
formed meet contract standards.
Performance-based contracts—

(a) Describe the requirements in terms of
results required rather than the methods of
performance of the work;

(b) Use measurable performance standards
(i.e., terms of quality, timeliness, quantity, etc.)
and quality assurance surveillance plans (see
46.103(a) and 46.401(a));

(c) Specify procedures for reductions of fee
or for reductions to the price of a fixed-price
contract when services are not performed
or do not meet contract requirements (see
46.407); and

(d) Include performance incentives where
appropriate.”

e According to DoD’s (2001, 1) Guidebook for
Performance-Based Services Acquisition (PBSA)
in the Department of Defense, to be consid-
ered performance based, an acquisition should
contain, at a minimum, the following elements:

—  Performance work statement—description
of the requirement in terms of measurable
outcomes rather than by means of prescrip-
tive methods.

Measurable performance standards—to
determine whether performance outcomes
have been met, definitions of what is con-
sidered acceptable performance.

—  Remedies—procedures that address how
to manage performance that does not meet
performance standards. While not manda-
tory, incentives should be used, as appro-
priate, to encourage performance that will
exceed performance standards. Remedies
and incentives complement each other.

—  Performance assessment plan—description
of how contractor performance will be
measured and assessed against performance
standards (quality assurance plan or quality
assurance surveillance plan).

¢ According to the National Association of State
Purchasing Officials (NASPO) (1997, 1), perfor-
mance-based contracting is characterized by
“specification of the outcome expectations
of the contract and the requirement that any
renewals or extensions be based on the
achievement of the identified outcomes.”

Seeking to clarify the muddled picture, Lawrence
Martin (2002b, 57-58) has recently offered a “con-
sensus definition” for performance-based services
contracting: “A performance-based contract can
be defined as one that focuses on the outputs,
quality and outcomes of service provision and may
tie at least a portion of a contractor’s payment as
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well as any contract extension or renewal to their
achievement” (emphasis in the original).

The federal government has established stretch
goals for the shift to performance-based contract-
ing. In April 2000, then Undersecretary of Defense
Jacques Gansler established the goal that 50 per-
cent of DoD’s service acquisitions, as measured by
both dollars and actions, were to be performance
based by the year 2005 (Department of Defense
2000, 1). The Office of Management and Budget
(OMB) (2001) initially mandated that 20 percent of
all eligible federal service contracts over $25,000
be performance based for FY 2002. This goal has
since been pushed back to FY 2004 (Frank 2002a).
However, the Procurement Executives Council has
established that fully half of all service contracting
should be performance based by FY 2005 (Martin
2002a). Angela Styles, administrator of OFPP,
observed that attaining these targeted goals is espe-
cially difficult, in large part because federal agen-
cies still disagree on what makes a contract truly
performance based (opinion cited in Frank 2002b).

From the viewpoint of Michael Sade, director of
acquisition management at the Department of
Commerce, while performance-based contracting
sounds fairly simple, it is extremely difficult to put
into practice. Sade observed, “Conceptually, peo-
ple get it...but it's when you go to sit down and try
to write a performance-based statement of work
that the problems begin” (opinion cited in Frank
2002b, n.p.). According to Richard White, president
of Fedmarket.com, “While the concept is simple
(pay based on performance), implementation isn't.
That's because performance-based work statements,
which set the terms of payment and work to be
performed, are difficult to draft” (White 2002, n.p.).
Essentially, a performance-based statement of work
(SOW) describes the work “in terms of ‘what’ the
required service is rather than ‘how’ to perform the
work” (Hutcheson 2001, 17). Writing in Supply
Management, Sam Tulip (2001, 38) cautioned that
“the object of the exercise” in services contracting
should be to focus on value received, rather than
solely on costs.

The Need for Appropriate Measures

Gary Krump, a procurement executive for the
Veteran’s Administration, observed that to effec-

tively administer contracts in a performance-based
environment, one should heed the advice of former
President Ronald Reagan to “trust, but verify” (cited
in Burman 2001, 89).

When developing appropriate metrics for perfor-
mance-based contracting, it is essential to have
appropriate measures in place. Indeed, performance
and having the means to ensure accountability for
delivering outcomes are the central issues in this
area (Greve 2001). Under performance-based con-
tracting, buyers are essentially “buying a business
outcome.” As such, the key to success in a perfor-
mance-based environment is to have accurate
measures in place (Mullin 2002, 27). Yet, at what
price should accuracy be achieved? Tulip (2001,
39) points out that there are instances where quali-
tative observations must be utilized in assessing
performance, due to the impracticality or unavail-
ability of quantitative outcomes. He gives a quin-
tessential example: “You could monitor a cleaning
contract in terms of microbes per square meter of
floor, for example, but this would require the full-
time services of a pathology lab.”

Performance-Based Statements
of Work

There is certainly difficulty in transitioning to per-
formance-based contracting and drafting the all-
important SOWs. In testimony before the House
Government Reform Committee’s Subcommittee on
Technology and Procurement Policy, Colonel Aaron
B. Floyd, president of the Retired Military Officers
Association, characterized most SOWs as “boiler-
plates, voluminous and poorly written, and often
fuel(ing) disputes between the contractor and the
government contracting community” (United States
House of Representatives 2001, n.p.). Earlier this
year, Angela Styles characterized traditional SOWs
as often being “process driven,” in that they are
“telling a contractor ‘how to do the work’ instead
of telling a contractor what the desired outcome
should be” (United States Senate 2002, n.p.).

This difficulty can be seen in the recently released
GAO report on performance-based contracting
for services across the federal government.

In September 2002, GAO released Contract
Management: Guidance Needed for Using
Performance Based Service Contracting (GAO-02-
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1049). In the report, GAO sampled 25 federal
performance-based contracts from five agencies:

e Department of Defense

e Department of Energy

e Department of the Treasury

* General Services Administration (GSA)

e National Aeronautics and Space Administration
(NASA)

The purpose of the exercise was to examine how
well federal agencies were actually making use of
performance-based measures. To assess whether the
contracts were indeed performance based, GAO
(2002a) looked at whether they included the four
essential elements for performance-based contract-
ing, spelled out in the FAR, in that they:

* Described what outcomes the government was
looking for and left it up to the contractor to
decide how best to achieve these outcomes

e Set measurable performance standards

* Subjected the contractor to a quality assurance
plan

* Included performance penalties and incentives
when appropriate

GAO found that most of these contracts did
exhibit some of these elements. Specifically, GAO
discovered that nine of the 25 clearly exhibited all
four of the essential characteristics. These were for
services commonly performed in the private sector,
including:

* Advertising
e Building maintenance and custodial services
e [T support services

e Tour guides

In these instances—all of which involved services
not unique to the government or especially risky
for the contractor to perform—the measurement
and assessment of outcomes were relatively
straightforward, and the contractors were able to
determine the best methods for delivering services
to meet or exceed the quality goals.

On the opposite end of the spectrum, four of the
25 contracts were deemed by GAO investigators
to clearly have not met the definition of perfor-
mance-based contracting. These contracts were
for commercial-type services, all of which were
suitable for performance-based contracting. The
contracts reviewed were two for the Air Force,
involving a single base’s garbage collection/recy-
cling and housing maintenance, and two for the
Department of the Treasury, involving food service
and dormitory management at a training facility.
Overall, GAO found that while the contracts did
specify performance targets and positive rewards
and negative consequences for the contractor’s
performance, all four contracts were overly pre-
scriptive in specifying how the contractor should
carry out the assignment.

In GAO's review, Treasury was found to have

been relying on “old style” government contracting
methods of having highly detailed SOWs in what
were supposed to be performance-based contracts.
For instance, the Treasury contract for dormitory
management of the Federal Law Enforcement Training
Center had a 47-page list of specifications, including:

¢ The cotton/polyester fiber content of towels,
bed linens, and ironing board pads

e The components necessary for making up a bed

*  Monogramming of contractor employee uniforms

e Minimum thickness standards for trash can liners

¢ When and how to perform maintenance on
water coolers and air conditioning equipment
(GAO 2002a, 6)

Likewise, Treasury specified 33 pages worth of
guidelines for a contractor providing food service
at the same facility, including:

¢ What sandwiches were to be served

e What should be included in picnic baskets

* What length the corn-on-the-cob should be
(GAO 2002a)

While the preceding examples of detail orientation
in government contracting may seem humorous
and could be used by late-night talk show hosts
quite effectively, these SOWs can also stifle the
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ability and imagination of the contractor to find
new and better ways of providing the services,
while achieving the necessary outcomes and per-
haps saving taxpayer dollars as well.

Between the two extremes, GAO (2002a) found
that roughly half of the examined contracts were
for services that were unique to the government
market and not applicable to the private sector
and/or were highly risky, technical, or complex.
These contracts were for such things as:

e Operating a nuclear facility
* Administering an Army DNA registry
e Launching and recovering the space shuttle

e Overseeing Navy tactical missile and ordi-
nance test ranges

GAO found that due to the risk and complexity

of the subjects of these contracts, the agencies,
while striving for true performance-based contract-
ing, could not refrain from instituting extensive
specifications and oversight without putting their
mission—and indeed employee and public safety—
at risk. Thus, while the agencies involved were to
be complimented for working to include important
elements of performance-based contracting, they
could not be considered as such due to their
strategic nature.

Two of the contracts cited by GAO (2002a) as
falling into this final category were contracts let
by the Department of Energy and NASA. In the
former agency’s case, a contract for operating

the Savannah River Nuclear Facility had 14 highly
detailed “work authorizations” that contained
exhaustive protocols and specifications for employ-
ees to follow at the nuclear plant. Likewise, the
NASA contract for space shuttle services was very
comprehensive and included 107 pages of work
specifications and 190 pages of performance met-
rics. NASA administrators believed that the shuttle
contract “went as far as it could toward building
in performance-based attributes without putting
astronauts’ lives at risk as well as risking highly
expensive equipment” (that is, the space shuttle
itself) (GSA 2002a, 7-8). Interestingly, though, in
a “Catch 22"-like twist, GAO admitted that in prior
reports, it had cited these two agencies for needing

stricter oversight to prevent performance problems
and cost overruns such as those that were found in
these current contracts.

The GAO (2002a) report indeed found that, across
the board, agencies wanted more guidance in how
to better apply performance-based contracting, par-
ticularly in complex and mission-critical situations.
Yet, it also urged the development of more stringent
criteria for labeling contracts as truly being perfor-
mance based. According to Ballard (2002), the
GAO report has also prompted OFPP to reexamine
its targets for future fiscal years and to issue revised
guidance on performance-based contracting. As

of the end of 2002, it now appears that rather than
government-wide goals for performance-based
contracting, OMB will set agency-by-agency
benchmarks. Peckenpaugh (2002) commented that
this will make it more difficult for observers to track
how much progress is being made on competitive
sourcing across the federal government.

Performance-Based Contracting and
the President’s Management Agenda

In both the private and public sectors, perfor-
mance-based contracting has been a “buzzword”
for the past decade. Indeed, the overall trend in
the public sector is toward performance-based ser-
vices contracting and away from the fixed-price or
labor-hour models of the past. As Martin (2002b)
demonstrated, performance-based contracting has
been used successfully at the state and local levels
in a diverse range of settings. Under the Bush
Administration, the concept appears to be moving
from idea to full-blown implementation in federal
services contracting (Weinstock 2001).

President George W. Bush’s Management Agenda
is based on three guiding principles that the federal
government should be:

e Citizen-centered, not bureaucracy-centered

e Results-oriented

* Market-based, actively promoting rather than
stifling innovation through competition
(Executive Office of the President, Office of
Management and Budget, 2001)
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Angela Styles observed, “Competition has made
the American economy the envy of the world.

The President, through his Management Agenda,
wishes to inject this spirit of competition in as
many places in the federal government as possible”
(United States Senate 2002, n.p.).

As part of pursuing this agenda to foster real com-
petition, the Bush Administration has determined
that the government should curtail its practice of
having outside contractors provide services on a
labor-hour basis off the GSA Schedule. This prac-
tice has been widespread in DoD and particularly
applied in the area of IT services, as:

e DoD accounts for 54 percent of all GSA
Schedule sales

e T service purchases make up 57 percent of
GSA Federal Supply Service (FSS) schedule
sales (Dorobek 2002c)

Section 803, so named because of the provision
of the FY 2002 Defense Authorization Act, would
have required DoD contracting officers to notify
all vendors on a multiple award contract or at least
seek bids from a sufficient number of potential
vendors so that proposals from at least three eligi-
ble parties would be received on task orders of
$50,000 or more (Dorobek 2002b). While propo-
nents of Section 803 argued that it would have
promoted competition in military services contact-
ing, Deidre Lee, director of DoD procurement,
observed that too often, the perception among the
vendor community is that agencies know the ven-
dor that they want to get the business and then
simply “find two other companies to ‘make it look
good’” (cited in Dorobek 2002b, n.p.).

Section 803 would have prohibited the long-stand-
ing practice of hiring outside contractors to supply
IT services on a labor-hour basis. Aimed at promot-
ing competition for these contracts, the rule would
have had the effect of eliminating the use of GSA
Schedule contracts. In fact, according to Steve
Kelman, a professor of public management at the
John F. Kennedy School of Government at Harvard
and a former administrator of OFPP, if made
operative, Section 803 “would have a devastating
impact on the schedule program,” (opinion cited
in Dorobek 2002c, n.p.). However, despite much

clamor on the proposed rule for much of the cur-
rent year (2002), the proposal will apparently not
become law until sometime during 2003, if at all
(Dorobek 2002a).

Summary

In the report, “A Vision of the Government as a
World-Class Buyer: Major Procurement Issues for
the Coming Decade,” Jacques Gansler observed
that “the government must learn to use incentives
rather than regulations as the way to create higher
performance at lower costs” (2002, 22). Yet, the
tension between the use of regulations versus
incentives is present still today. Richard Sylvester,
deputy director of acquisition initiatives for DoD,
observed that increased oversight of contractors is
“an attempt to deal with acquisition of services in
a more strategic manner” (cited in Sherman 2002,
n.p.). Performance-based contracting, despite its
problems, appears to be the mechanism for manag-
ing the increasing presence of services in federal
procurement. However, one must be mindful that,
as Lawrence Martin (2002b, 56) observed, perfor-
mance-based contracting is one of those instances
“where practice is outpacing theory.”

In fact, outcomes will be vital in assessing not only
contractor performance but the performance of
agencies using services contractors in support of
their mission—and ultimately the public’s trust.
OMB Director Mitch Daniels has made it clear that
the Bush Administration will be looking squarely at
outcome data in assessing agency performance
and future funding requests. In testimony to a
joint hearing of subcommittees from the House
Government Reform and Rules Committees,
Daniels stated, “For far too long the question we
seemed to address is ‘How much?’ not ‘How well?’
It is time to put the burden of proof for spending
where it should be—on the proponent of spending”
(cited in Weinstock 2002, n.p.).

In a grant report for the IBM Endowment for The
Business of Government, Chris Wye, director of
the Center for Improving Government Performance
for the National Academy of Public Administration,
made several astute observations on performance-
based management. Writing in “Performance
Management: A ‘Start Where You Are, Use What
You Have’ Guide,” Wye (2002, 8) commented that:
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Performance-based management itself is
not complicated. Outcome indicators can
be only as good as the human beings who
design them and the resources available to
implement them. If we had infinite time
and resources, it might be possible to think
about perfection. However, no appropria-
tion was made for designing and imple-
menting indicators. Also, implementers are
squeezing their attention to performance
into already crowded schedules. The best
that can be done is always related to the
time and resources available. The worst is
not to do something with what we have.
We need to start where we are and do
what we can.

From this perspective, doing something is impor-
tant. In fact, doing nothing to measure and improve
performance can be viewed as nothing less than a
dereliction of duty to public service. As Wye (2002,
8) wrote, those in public service should always be
mindful “that the money supporting public endeav-
ors is not ours but the public’s, and that we are
their trustees.” This is the simple “core concept”

of public service that should enable and motivate
public-sector leaders to more creatively and effec-
tively make use of performance-based management
(Gruber 2002).

As discussed in this report on the SeaPort initiative,
NAVSEA recognized the importance of professional
support services in the accomplishment of its over-
all mission, making performance-based contracting
an integral part of its SeaPort e-marketplace.
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Appendix Ill: The 20 MAC Holders

for SeaPort
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MAC Prime
Contractor

SeaPort
Dedicated Website

ADI Technology Corporation

http://www.aditech.com/MAC/MAC.htm

AERA, Inc.

http://navseateamaera.aera.com/

Anteon Corporation

http://www.anteon.com/navsea/cmachome.htm

BAE Systems Applied Technologies, Inc.

http://207.97.83.25/

CACI Technologies, Inc.

http://www.caci-navsea.govapps.com/

Columbia Research Corporation

http://www.columbiaresearch.com/navsea/index.htm

Computer Sciences Corporation

http://www.amc.csc.com/mac/mac_home.htm

DTI Associates, Inc.

http://www.dtiassociates.com/navseamac.htm

EG&G Technical Services, Inc.

http://www.egginc.com/navsea/index.htm

Gray Hawk Systems, Inc.

http://www.grayhawksystems.com/ContractVehicles/
navseamac.htm

GRC International (AT&T Governmental Solutions)

http://www.teamgrci.net/pss/pss_main.htm

Gryphon Technologies, LC

http://www.gryphonteam.com/

Identix Public Sector, Inc.

http://www.mac4change.com/

John J. McMullen Associates, Inc.

http://ide.jjma.com/MAC/

Lockheed Martin Integrated Systems, Inc.

http://www.Imnavseapss.com/

Northrop Grumman Information Technology, Inc.

http://www.northropgrummanit.com/navsea/

Planning Consultants, Inc.

http://www.planningconsultantsinc.com/mac/index_
mac.htm
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TMASC Joint Venture

http://www.navseaservices.com/tmascweb/default.htm

Unified-ZAl Joint Venture

http://www.unified-zai.com/

Vredenburg

http://navseamac.vredenburg.com/

Source Information: Naval Sea Systems Command (2001). “SeaPort: Partners.” Retrieved from the web on June 24,
2002. Available at http://www.seaport.navy.mil/main/home/partners.html.

NOTE: Two of the original MAC contract holders, Logicon and PRC, have been combined into Northrop Grumman
Information Technology. As of the end of FY 2002, 18 of the current 20 MAC contract holders have been awarded

task orders.
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