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EXECUTIVE SUMMARY
Issue:  The unnecessary decentralization of functions drains cost that need to be recaptured to recapitalize the Navy. 


Implementation of Sea Enterprise is forcing numerous activities throughout the Navy to assess organizational efficiency.  This presents opportunities for individual organizations to centralize functions currently performed at multiple command sites, consolidate activities that would benefit multiple commands within a certain region, or keep individual command functions decentralized.  Centralizing functions performed by multiple organizations is a key activity that supports Sea Power 21’s goal of delivering the right force, with the right readiness at the right cost, and will harvest savings sought by the CNO to be applied to recapitalization.  Using the Fleet and Industrial Supply Centers (FISC) as an example, we briefly describe the various functions of the FISCs, and recommend proposals to centralize, regionalize, or retain decentralized functions.  These recommendations are based on criteria that balance customer service with cost savings.  Applying these criteria to centralization of FISC functions can yield an approximate 5% manpower reduction with potential for additional manpower savings provided through regionalization.

INTRODUCTION:  


The decentralization of functions across the Navy drains cost that need to be recaptured to recapitalize the Fleet. To address this issue, Sea Enterprise as one of the major tenets of Sea Power 21, is focused on achieving savings through redefining requirements and organizational alignment within the Department of the Navy.  These savings are essential to recapitalization of the Navy since it is unlikely that these needs will result from an increase to the Navy’s budget.  The Navy’s goal is to attain annual savings of $10B over the next 10 years to accumulate an estimated $275B that will be needed to recapitalize the fleet. 


Centralizing functions performed by multiple organizations is a key activity that supports Sea Power 21’s goal of delivering the right force, with the right readiness at the right cost.  Sea Power 21 challenges organizations to seek efficiencies using techniques that were successfully employed by Industry leaders.  The Navy’s Fleet and Industrial Supply Centers (FISCs) are pursuing cost savings by centralizing functions currently performed at multiple centers.  While centralization of FISC functions will be handled as a specific/separate case study, this paper’s intent is to provide a framework of how to effectively centralize functions currently performed by multiple organizations.

BACKGROUND/ENVIRONMENT:


Sea Power 21 has evolved from the Navy’s strategy of littoral emphasis communicated in the “From the Sea” and “Forward from the Sea” visions of the 1990’s. September 11, 2001 represents a watershed event which has shifted the Nation’s attention to deal with the asymmetric threat of state sponsored terrorism and proliferation of Weapons of Mass Destruction (WMD). These increasingly complex and widespread threats have caused the Navy to transform and expand its vision from Forward Presence to Sea Power 21.  Sea Power 21 will employ current capabilities and also accelerate innovation to decisively deliver:

  
Sea Strike:  Use of Naval and Joint Strike aircraft, cruise missiles and Special Operations to deliver offensive measures ashore.


Sea Shield:  Employment of a global network of defensive measures from the sea which provides the Nation with Sea Based theatre and strategic defense.


Sea Basing: As the availability of overseas bases declines, the need for networked sea basing has increased.


ForceNet connects these operational tenets of Sea Power 21 as the architectural framework for naval warfare in the information age, integrating sensors, weapons, platforms, command and control and planning systems into a highly dispersed yet integrated network.  While these tenets are enablers of successful Naval operations, Sea Power 21 also relies on organizational changes to streamline introduction of new capabilities into the fleet, improve investments in the Sailor, and realign to gain savings required to recapitalize the 21st Century Navy. 


Sea Enterprise describes the Navy’s effort to employ best business practices to reduce overhead, streamline processes and smartly substitute technology for manpower. The savings gained by these practices are essential to recapatilizing the Navy to meet its target goal of 375 ships.  The Naval Supply Systems Command's (NAVSUP) senior leadership has embraced the goals set out by Sea Enterprise by examining and implementing transformational actions that will enable the enterprise to reduce costs by approximately 10 percent below the current program of record, while sustaining mission capability.  This involved the creation of cross-enterprise teams that conducted organizational, functional and customer alignment reviews that led to specific recommendations linked to cost saving opportunities. 

The review revealed that although NAVSUP was closely aligned with some of its primary customers, it sought to establish clearer lines of customer accountability. A matrix structure was developed that creates this clear line of responsibility for each major NAVSUP customer category and places responsibility for enterprise-wide customer support coordination for each of these categories in one senior manager, designated an Assistant Chief of Staff, or ACOS.  Individual ACOS’s are attempting to push enterprise efficiencies down to activities under their cognizance.  The seven ACOS positions created are listed below:


• Navy Family Support (NFS) 
• Operating Forces Support (OFS) 
• Operational Commanders Support (OCS) 
• Acquisition Support (AS) 
• International Logistics Support (ILS) 
• Industrial Support (IS)
• Regional Commanders Support (RCS) 


 Our focus will be on the establishment of the RCS ACOS and the functional responsibilities assigned to the RCS.  Under the area of Regional Commander Support, the Commander, Naval Supply Systems Command (COMNAVSUP) has designated FISC San Diego as the lead FISC charged with assigning the functional responsibilities, and streamlining policies and processes across all six regional FISCs.  The remainder of this paper examines the functions served by the FISCs today and how the advantages/ disadvantages of centralizations are used to shape the roles assigned to the six individual FISCs for the future.

ROLES OF FLEET AND INDUSTRIAL SUPPLY CENTERS


The FISCs provide a “one-stop shop” for all transportation and competitive sourcing activities.  Products provided by the FISC include tools, subsistence, petroleum, lubricants, equipment for individuals, construction supplies, repaired equipment, spare parts and ordnance. In keeping with this mission, FISCs are responsible for performing the following functions:

· Material management

· Personal Property (Household goods)

· Human Resources

· Hazardous Material Management

· Occupational Safety Program

· Contracting

· Fuel distribution

· Comptroller functions



Currently, these functions are performed by six regional FISCs throughout the Navy, located on both coasts and overseas.  COMFISC is charged with the responsibility of realigning these functions across all six locations.  This effort to centralize functions eliminates the cost of redundant operations performed at multiple locations.  In order to optimally assign functions to central activities, a set of criteria must be established to assess which functions should become centralized, which should remain decentralized and which functions should be removed all together.  In order to establish this framework, it is important to define Centralization/Decentralization and the benefits/detractors of both organizational structures.  It is also critical to have an effective transition plan when functions are centralized, and to review this plan and make adjustments as necessary to ensure customer support is not degraded.

WHAT IS CENTRALIZATION?

Centralization exists when top management has a wide span of control, including control over all major functions within an organization.  There are many motivations to centralizing functions previously performed by multiple organizations; however, the most prominent justification is that it reduces cost by reducing overhead, promoting economies of scale, reducing manpower requirements and eliminating redundancy.  Overhead reductions can approach 50% compared to decentralized organizations (SBA IG Report).  Aside from cost savings, centralizing functions allows more consistent application of command policies resulting in higher quality and greater efficiencies.  While efficiencies are gained through centralizing functions, the role of managing those functions can become more complex as now instead of attending to the needs of an individual command, the function manager is responsible for administration of that role across the entire enterprise.

WHAT IS DECENTRALIZATION?

Decentralized organizations are sub-structured functions aligned to clients rather than exclusively considering functional Centers of Excellence (COEs).  In this environment, the organization deems that unique customer demands or the desire for a closer customer relationship necessitate equipping whole organizations with the ability to deliver a wide variety of services.  These organizations may be considered to be better able to adapt to customer needs because of familiarity with local issues, less bureaucratic decision-making, and tighter sense of control.

PROPOSAL - A SUGGESTED FRAMEWORK FOR CENTRALIZATION
 
The suggested framework recommended for use in evaluating functional candidates for centralization is derived from a similar undertaking initiated by the Small Business Administration (SBA) in 1996 (SBA IG Report).  In general, the following criteria will be used as guidance in evaluating which functions to centralize:

· Functions requiring little personal contact between the service provider and the customer.

· Functions which lack consistency, economies of scale that can be optimized to reduce operating costs over time.

· Functions which are large scale and require routing which can leverage automation and technology.

· Functions that do not require decision-making flexibility on the local level.

After the decision to centralize is made, the next step is to determine where that function should be performed.  Consideration of number and locations of centralized operations are influenced by issues such as:

· Redundancy

· Transportation

· Cost of Local Area

· Labor Pool

APPLYING CENTRALIZATION FRAMEWORK TO THE FISCs


Developing recommendations for FISC realignment required evaluation of each function performed.  These functions were evaluated on the basis of (1) what was the objective of the function (2) the customers (3) the desired result and (4) other activities with the capacity to fulfill a similar function.  The last criterion is particularly important in the final recommendations for FISC realignment.  Although there may be functions that are not viable to centralize within the FISC enterprise, they may be completely appropriate to consolidate on a regional level which will still produce significant cost savings.  The following sections evaluate the FISC functions with a recommendation for centralization, decentralization, or regionalization with substantiating justification for each.

Material Management


Functional Description:  Material Management is a broad term which describes the FISC role of serving as inventory manager for repair parts and consumables used afloat and at industrial facilities ashore.  It also describes the freight receiving, storage and distribution point for material destined to Fleet Units and Activities ashore.


Recommendation:  Regionalize.


Justification:  It is unavoidable that managing local inventories to serve local customers should remain a local function.  However, management of local inventories could be centralized if proper investment was made in Information Technology (IT) and automated Product Tracking systems.  This is analogous to the system currently used by Walmart whereby product inventories are automatically tracked, and automatic requests to Supply Centers are generated when inventory re-order thresholds are reached.  


Contracting


Functional Description:  Provide Procurement Contracting Office (PCO) and Administrative Contracting Office (ACO) support for contract award and administration.


Recommendation:  PCO activities should be centralized, while ACO activities should become regionalized.


Justification:  Contract administration requires significant personal contact between the agency and the end-customer and in many cases requires flexible decision-making at the local level. A classic example is the contracting activity required to react to work package growth at an industrial activity. Depending on the contract type, the determination of incentive and/or award fees, if applicable, also implies that a certain local level of control should be retained.  For example, e-commerce, by exploiting use of the internet.  PCO functions lend themselves to centralization.

Personal Property


Functional Description:  Scheduling and execution of Household Goods Moves.


Recommendation:  Scheduling and claims can be centralized.  Quality assurance oversight should remain decentralized.


Justification:  Information Technology in combination with web-enabled services allow anyone to schedule household goods pickup and delivery.  Scheduling household goods shipments can be performed with the same degree of ease as scheduling Temporary Additional Duty (TAD) travel orders.  On-site quality assurance must remain decentralized to respond to individual customers concerns while a household goods move is taking place, until the system is further developed.

Legal


Functional Description:  Provide legal services for command-related and contracting legal matters.


Recommendation:  Centralize.


Justification:  Legal counsel is generally not of sufficient time criticality that requires dedicated on-site representation.  Legal services can normally be adequately retained from an alternative FISC site through the use of IT. 

Fuel


Functional Description:  Fuel distribution and subsistence prime vendor for afloat units.


Recommendation:  Remain Fleet decentralized.


Justification:  Requests for fuel are strictly initiated at the local level to support ships operational schedules.  The minimal infrastructure associated with fuel scheduling and delivery does not necessitate centralization as it would yield little, if any, cost benefits.

Occupational Safety and Health/Hazardous Material Management


Functional Description:  Administration of safety, environmental protection and quality control, hazardous material control and management operations.


Recommendation:  Remain decentralized.


Justification:  Workplace hazards, environmental preservation and hazardous material functions are highly charged issues that require intimate knowledge of local issues and rapid response to local customers.  Staff reductions should be explored.

IMPLEMENTATION STRATEGIES:


First and foremost, an effective implementation strategy requires a vision of the end state to be implemented methodically, regardless of how long it takes, to ensure it is performed correctly.  Otherwise, you run the risk of future decision makers wanting to decentralize functions when service levels are hampered or degraded.  This phenomenon is referred to as the pendulum effect and the pressures to decentralize functions are increased.  Functional managers must find a way to deliver to its customers all the advantages of decentralization, while continuing to maintain specialization and integration to the enterprise.  

COST BENEFIT ANALYSIS

Assumptions:

1. By centralizing functions identified in the previous section, it is estimated that 5 of the 6 FISCs could reduce their Full-Time Equivalents (FTEs), (i.e, one FTE equals one billet) by 12%.

2. The centralized functions would be located at FISC San Diego.

3. FISC San Diego would increase their FTEs by 187 (50% of the reduction of the other 5 FISCs) due to the added workload of absorbing the centralized functions.  www.ndma.com/products (NDMA website - N. Dean Meyer Assoc)

	COST-BENEFIT ANALYSIS OF CENTRALIZING FUNCTIONS

	
	
	
	
	
	
	
	

	
	COMFISCS
	

	
	Norfolk
	Yokosuka
	Puget Sound
	Jacksonville
	Pearl Harbor
	San Diego
	Total

	FTEs
	960
	750
	640
	420
	350
	900
	4020

	Reduction (12%)
	115
	90
	77
	50
	42
	0
	374

	Plus Up (50% of Reduction)
	0
	0
	0
	0
	0
	187
	187

	Net FTEs
	845
	660
	563
	370
	308
	1087
	3833

	
	
	
	
	
	
	
	

	Net Saving in FTEs
	5%
	
	
	
	
	
	


CONCLUSION


Using well thought out and clearly defined rationale for centralization/ decentralization decisions, and based on the cost benefit analysis assumptions above, it is estimated an overall 5% FTE savings could be achieved.  Further manpower realignment and/or reductions may also be realized with regionalization efforts.  Centralizing functions and regionalization will harvest savings sought by the CNO to be applied to recapitalization. 
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