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INTRODUCTION

One of the most inefficient processes for the Department of Defense (DoD) is its procurement system.  There are many regulations and processes which could be changed to dramatically reduce costs, time and effort required to obtain material, all while meeting the needs of the customer and following the premises set by the existing rules and regulations.  This report will address three specific items that will provide both short and long term cost savings by slightly modifying existing processes and procedures.

ENVIRONMENT

Per the “Naval Operating Concept for Joint Operations”, CNO is requesting $10B to recapitalize our Naval Forces.  Because the 2001 Quadrennial Defense Review characterized a 310 ship Navy as a moderate and unacceptable risk
 and the current number of Naval ships is 296, additional funding is required to grow to a 375 ship Navy.  Instead of requesting additional funds from taxpayers, the money to grow must come from within the Navy.  All Navy claimancies support the CNO’s effort in reducing costs and recouping savings, but processes and procedures have not been changed to empower the support organizations to meet the current needs of the Navy.  “Solutions R Us” believes, by improving the procurement process, the Department of the Navy will be empowered to assist in meeting the CNO’s goals while supporting current fleet requirements.

PROPOSAL

1. Increase the micro-purchase threshold.  This will save, not only the Navy but DOD and the entire US Government, significant dollars every year.  There are many reasons why this threshold needs to be increased:  

a.  This threshold has existed for numerous years without change.  The Federal Acquisition Streamlining Act of 1994
 delineates this threshold limit and was passed into law on Jan 25, 1994.

b.  Buying power has decreased every year due to inflation. Increasing the micro-purchase threshold will provide the proper increase to reflect inflation while reducing many of the improper purchases of the Government Purchase Card (GPC) program (e.g. splitting requirements).  Threshold limitations on other procurements programs have changed significantly (i.e. investment threshold has increased from $50,000 to $250,000 in the past 10 years, minor construction has increased to $750,000), and an increase in the micro-purchase threshold is warranted.

c.  The Navy Supply Systems Command’s transformation effort has reduced the number of small purchase buyers by thirty-two.  Currently, there are not enough small purchase personnel to process the small purchase requirements.  Contracting specialists that are higher-grade personnel, and therefore cost more money, are completing these requirements.  Increasing the micro-purchase threshold will allow for more purchases by GPC holders and reduce the burden on the limited number of contracting specialists.

d.   Because the average purchase price per procurement utilizing the GPC has increased 30% from FY99 to FY03 an increase in the micro-purchase threshold is warranted.
   

Using micro purchase processes is much more efficient than the standard procurement process because:

a.  Supplies can be procured without open solicitation for competitive quotes.

b.  GPC purchases do not require a contract award by a warranted contracting officer.

c.  The time and effort required to purchase material is reduced.

It is estimated that at the field level, an increase in the micro-purchase threshold to $5,000 would cover 85% of all small purchase transactions.
   Attachment A substantiates that transactions can be completed faster using micro-purchase procedures vice small purchase procedures.    

2. Increase use of the DOD EMALL utilizing Government Purchase Card (GPC) or the Interfund Billing Process (MILSTRIP) as a form of payment.  

Recent increased surveillance, oversight, inspections, and reviews have been conducted by the General Accounting Office (GAO) and Naval Audit Service.  These audits have increased the field level workload significantly and will not be going away anytime soon.  These efforts have revealed multiple vulnerabilities in the procurement process that could easily be exploited to a greater extent
.  Currently, many separate checks and balances are required for the use of the GPC and many personnel are involved in the purchase card program. These personnel include Purchase Card Holder, Approving Official, Agency Program Coordinator, Reviewing Official, Receiving Official and the Head of Activity.   The time required conducting the number of checks, balances, and audits will increase proportionally to the volume of purchase card transactions.  Training is required for all personnel who are part of the purchase card process.  Administrative time is required to reconcile the monthly purchase card statements.    


The DoD EMALL exists to bring government customers who need commercial and military products and DoD approved vendors together in an efficient marketplace.  The DoD EMALL shifts the acquisition paradigm away from repetitive small purchases to establishment of broad contractual arrangements that allow the GPC customer to place delivery orders against established contract vehicles.  This strategy enables the DoD to leverage the Department’s buying power through volume discounts and streamline the procurement process for commercial items.  The DoD EMALL allows customers to browse through Internet accessible electronic catalogs and compare products, prices, delivery terms and payment options, and then purchase the products that best suit their needs directly online.  The DoD EMALL provides “one stop shopping” for the government customer.  The system is designed to allow customers to efficiently locate and order items from electronic catalogs through a “point, click and ship” system.  This system eliminates the traditional labor-intensive process of identifying sources of supply through vendor brochures, paper catalogs, phone books searches, or a series of Internet catalog searches. Additionally, the DoD EMALL identifies federally mandated sources of supply such as Javits Wagner O’ Day (JWOD) and Federal Prison Industries.
 


Expanding on the DoD EMALL’s payment options, the threshold for payment via interfund billing purchases is unlimited.  There are no reconciliation or specialized training requirements to use this payment vehicle.   The vendor is paid via the standard interfund billing procedures. When the GPC is used as a form of payment the threshold is limited to the card holder’s authorized purchase limit.  All GPC purchases must be reconciled, reviewed and approved monthly, within five days of receipt of the purchase card statement receipt.  The increased use of the DoD EMALL reduces the potential for unauthorized or questionable purchases because the items in the DoD EMALL have been put in place by authorized DoD procurement officials.  

3. Allow more DoD contracts to be used by a broader range of DoD personnel.  

Currently, many times warranted contracting officers are the only authorized users of   specific contracting vehicles. Allowing consumable contracts to be utilized across claimancies and the Services maximizes competition across DoD for the individual user and will reduce the number of contracts required to be written/awarded by DoD contracting officials.  These contracts need to be located in a centralized database like the DoD EMALL.  General Services Administration (GSA) and Defense Logistics Agency (DLA) have contracting vehicles available to all Services and are located in a centralized location.  This centralized location for all contracts allows shoppers to select the material that best meets their needs.  Additionally, this virtual centralized database captures demand and will improve future contracting requirements.  Finally, the centralized database provides standardized and uniformed reports and data and will enable the DoD to leverage the Department’s buying power through volume discounts and streamline the procurement process for commercial items.    
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COST-BENEFIT

1. Increase the micro-purchase threshold.
a. A 1% increase in the number of GPC transactions, replacing manual contracting purchases, will generate $3M in savings for DON and $12.5M for DoD
.

b. Reduce the workload on small purchase officials. 

c. Decreases the time required to complete procurement transactions.

2. Increase use of the DOD EMALL utilizing Government Purchase Card (GPC) or the Interfund Billing Process (MILSTRIP) as a form of payment. 
a. A transition of 1% in the number of GPC purchases to EMALL will generate $350K in savings for DON. 
 

b. Transitioning purchases to the DoD EMALL using the Interfund Billing Process would reduce the costs even more.  (Do not have to reconcile purchases; audit and training requirements are reduced.)

c.  By utilizing the DoD EMALL, the number of questionable transactions are reduced.  (Mandatory sources of supply are flagged; only approved contracts are put on the DoD EMALL.) 

3. Allow more DoD contracts to be used by a broader range of DoD personnel.
a. Every manual contract transitioned to GPC or EMALL generates a savings of $120 or $135 respectively.

b. Eliminates redundant contracts.   

c. Enables DoD to leverage the Department’s buying power through volume discounts.

RECOMMENDATIONS / IMPLEMENTATION

1. Raise micro purchase threshold from $2,500 to $5,000.

a.  Obtain buy in from Naval Supply System Command (NAVSUP), the Department of the Navy Financial Management Office (FMO) (Assistant Secretary of the Navy (Financial Management and Comptrollers) (ASN (FM&C), and the Office of Federal Procurement Policy (OFPP) and push legislation to increase the micro-purchase threshold.  

b.  Norfolk Naval Shipyard (NNSY) and FISC Norfolk has offered to conduct an increased threshold micro-purchase pilot program.

2. Promote the use of EMALL and utilize MILSTRIP as primary form of payment.

a. Begin teaching use of incorporating the EMALL process and procedures at purchase card courses, DAWIA  courses, SK and Supply Officer, procurement courses. 

b.  Propose to have the Navy E-Business office develop a systems interface to the DoD EMALL and the services financial systems. 

3. Remove barriers to allow all DoD personnel access to contracts regardless of issuing agency.

a.  Service acquisition leads set policy to reduce mandatory sources of contracts and maximize availability of contracts across the services.
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� Per the 2004 Authorization Bill passed Nov 2003.


� The Office of Federal Procurement Policy Act (41 U.S. C. 401 et seq)


� DoD Purchase Card Website; http://purchasecard.salt.army.mil/03metrics.htm


� Per Clay Welker, NAVSUPSYCOM; Nov 13th, 2002


� Government Purchase Cards, Control Weaknesses Expose Agencies to Fraud and Abuse, GAO –02-676T; pg 13.


� DLA DoD EMALL Concept of Operations 4.0 page 3; DLA.mil website


� US Army metrics on purchase card transactions measured against cost data study conducted by Morgan Stanley.


� US Army metrics on purchase card transactions measured against DLA EMALL cost data.


� DLA EMALL cost data.



















































































Attachment A





� EMBED Excel.Sheet.8  ���
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