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List of Acronyms
CA:


Commercial Activity

CCF:

Cost Comparison Form

CMC:

Commandant of the Marine Corps

CNO:

Chief of Naval Operations

DOD:

Department of Defense

FICA:

Federal Insurance Contribution Act

FTE:


Full Time Equivalents

GFE:

Government Furnished Equipment

GFM:

Government Furnished Material

GS:


General Schedule

IRO:


Independent Review Officer

ISSA:

Interservice Support Agreement

MEO:

Most Efficient Organization

NAVAUDSVC:
Naval Audit Service

OMB:

Office of Management and Budget

OPNAV:

Office of the Chief of Naval Operations

PWS:

Performance Work Statement

QASP:

Quality Assurance Surveillance Plan

QAE:

Quality Assurance Evaluator

UR:


Under Revision

WG:


Wage Grade

Comments and suggestions on this guide may be addressed to the Chief of Naval Operations (N124) or via the feedback feature on the Navy Strategic Sourcing Web Site http://help.n4.hq.navy.mil.
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Section A--Introduction

1.
Purpose of Guide.  

This document provides guidance for Review of Most Efficient Organizations (MEO) (Post-MEO Review) implemented under the A-76 Commercial Activities Program.  The objective of a Post-MEO Review is to validate Government implementation of the Most Efficient Organization proposed for the A-76 cost comparison.  Post-MEO Reviews will normally occur after the first twelve months operation under the MEO.  

2.
Background

Since 1955, the general policy of the Executive Branch has been to rely on private enterprise to supply its commercial needs.  OMB Circular A-76, issued in 1966, and revised in 1967, 1976, 1979, and 1983 provided the implementing guidelines in a permanent directive. With some exceptions, the A-76 Program stresses reliance on the private sector for commercial goods and services. 

Subject to certain criteria, Department of Defense (DOD) organizations are required to conduct cost comparisons for designated Government work.  These studies seek to compare the cost effectiveness of the private sector with the cost effectiveness of a Government work force.  If the proposed Government work force is shown to be the more cost effective as a result of the cost comparison, then the competed work remains with the Government work force.  If the Government work force retains work under an A-76 Commercialization study, then a Post-MEO Review is conducted to insure that the Government’s proposal has been implemented.

The OMB Circular No. A-76—Revised Supplemental Handbook states: 

a. “When services are performed in-house as a result of a cost comparison, a formal review and inspection of the Most Efficient Organization (MEO) should be conducted.  Typically, this review should be conducted following the end of the first full year of performance.  The Post-MEO Performance Review confirms that the MEO has been implemented in accordance with the Transition Plan, establishes the MEO’s ability to perform the services of the PWS and confirms that actual costs are within the estimates in the in-house estimate. Adjustments may be made for formal mission or scope of work changes.”

b. “Post-MEO Reviews will be conducted at the direction of either the Activity Commander or the Navy Headquarters staff (N124) but must be independent of the most senior official included in the Government’s in-house cost estimate.  Post-MEO Performance Reviews will be conducted on not less than 20 percent of the functions performed by the Government as a result of a cost comparison.”

c. “MEO implementation may be measured in terms of the Full Time Equivalents (FTE), grade structure and the contract support included in the Transition and Management Plan.” 

d. “MEO performance may be measured in terms of workload, responsiveness and quality of work.  Special inspections and a review of the activity’s implementation of the Quality Assurance Surveillance Plan may be necessary.” 

e. “Cost conformance may be determined by an analysis of actual labor and material costs against the Personnel, Material, and Other Specifically Attributable costs on the final CCF.  Care should be taken to assure that adjustments are made for retained or saved pay and for fringe benefit factors when using actual cost records.”

f. “Minor cost or performance deficiencies may be corrected to maintain the integrity of the cost comparison process.  A period of time consistent with that given to a contractor may be given to the in-house activity to correct any deficiencies found.  Failure to correct deficiencies that would individually or in aggregate invalidate the original cost comparison, or any finding of a significant deviation from the requirements of the PWS, shall result in the following: 

9. “As with a contract default, if an in-house failure to perform is identified, including failure to implement the MEO as provided by the Transition Plan, the contracting officer will award the work to next lowest offerer who participated in the cost comparison, if feasible.”

10. “If award to the next lowest offeror is not feasible the contracting officer will immediately resolicit to conduct a revised and updated cost comparison.”

g. “An annual list of Post-MEO Performance Review certifications will be made available to the public upon request.  This list will identify the total number of cost comparisons completed since the issuance of this Revised Supplemental Handbook and the number of Post-MEO Performance Reviews completed.”

OPNAVINST 4860.7C states:

a. “To verify the integrity of both the MEO and the cost comparison, activity commanders are responsible for implementing the Most Efficient Organization (MEO) that they certify.  Activity commanders will certify, in writing, the in-house operation can perform the requirements established by the PWS and that actual staffing complies with the MEO.  Also, activity commanders will certify their activities' compliance, in writing, one year after MEO implementation as part of their Post-MEO Performance Review.”

b. “Activity commanders will perform a Post-MEO Performance Review for services performed in-house as a result of a cost comparison at the end of the first full year of performance.  This review will establish the MEO’s ability to perform the services specified in the PWS and confirm that costs are within the estimate of the cost comparison.  This review should result in correction of minor cost or performance deficiencies to maintain the integrity of the cost comparison process.  If the review reveals failure to implement the MEO according to transition and management plans that cannot be corrected, the claimant will recommend to CNO (N124) to initiate a new cost comparison study if award to the next participating offeror is not feasible.”

c. “Claimants, after 1 full year of performance, will review not less than 20 percent of their activities' functions performed in-house as a result of cost comparisons completed in the prior year.  Claimants will submit results of their Post-MEO Performance Reviews to CNO (N124) within 30 days of their completion.”

3.
Scope of the Review

This guide provides background information and procedural guidance for Post-MEO Reviews implemented under the Navy Commercial Activities Program.  The independent reviewer should perform the steps in this guide to develop an informed opinion on whether the Activity Commander has sufficient basis to certify the activities’ compliance with OPNAVINST 4860.7C.  The independent reviewer should trace implementation of performance, staffing and costs to the supporting documentation. 

Post- MEO Review Objectives

The general objectives of the Post-MEO Review are to:

a. Ensure the MEO has been implemented in accordance with the Transition Plan and the first year of performance in the IHCE.

b. Verify that the MEO was able to perform the services of the PWS.

c. Ensure that actual costs are within the in-house cost estimate (IHCE).

Post-MEO Review Certification

When the Post-MEO Review is completed, the Activity Commander will sign the certification letter (sample in Appendix B). The activity will maintain this record of certification for internal reviews.  If this review is directed by the major claimant or CNO (N124) the certification will be forwarded, via the chain of command, to the major claimant and to Chief of Naval Operations (N124).

Internal Controls

The Post-MEO Review guide does not test the reliability of underlying internal accounting controls.  The guide should provide the Activity Commander with a reasonable degree of assurance that the MEO was implemented in accordance with CA policy and guidance.

General Instruction

a. This guide provides general instructions for evaluating Post-MEO implementation, performance and cost comparison for Navy and Marine Corps activities. The Post-MEO Review steps in this guide are not intended to be restrictive or serve as a substitute for initiative or judgment. The review steps present one method of accomplishing the review objectives.  If a particular step is not applicable or appropriate in the judgment of the independent reviewer, it should be annotated next to the review step or be cross-referenced to a working paper that adequately supports omission of the step.

b. Section B of this guide provides guidance to determine if the MEO has been implemented in accordance with the Transition Plan and the first year of performance in the IHCE.  Where the FTE estimates vary from the actual FTE, a worksheet is prepared which quantifies and documents the difference.  

c. Section C of this guide provides guidance to determine if the MEO performed the services of the PWS during the performance period.  Where the workload, quality, and timeliness requirements vary from the actual performance, a worksheet is prepared which quantifies and documents the difference.

d. Section D of this guide provides guidance to determine that actual costs are within the in-house estimate.  Where the cost estimates vary from the actual cost, a worksheet is prepared which quantifies and documents the difference.

e. Sections B, C and D provide space for each review step to be answered by the independent reviewer.  When the review step cannot be fully answered in the space provided, the guide should be cross-referenced to supporting working papers that fully document the results.  While it may be possible to answer some steps with simply a yes or no response, most review responses should provide sufficient detail and support to allow a third party to understand the depth of review conducted and the results.    Appendix A is a sample summary form.  Appendix B is a sample certification letter. 

Working Papers

Working papers are essential records that should be prepared and maintained to support the work performed, descriptions of records examined, and any significant conclusions and judgments. Working papers should contain descriptions of the Post-MEO Review objectives, scope, and any sampling methodology used.

References

The pertinent references follow. The (UR) annotation indicates the reference is under revision.

(
OMB Circular A-76, “Performance of Commercial Activities,” August 1983

(
OMB Circular A-76, Revised Supplemental Handbook – “Performance of Commercial Activities,” March 1996

(
OMB Circular A-94, “Guidelines and Discount Rates for Benefit-Cost Analysis of Federal Programs,” October 1992

(
5 CFR (Code of Federal Regulations) Part 550 - Pay Administration (General)

(
Federal Acquisition Regulation

(
Defense Federal Acquisition Regulation Supplement

(
Navy Acquisition Procedures Supplement or other agency specific guidance

(
Federal Accounting Standards, particularly the Statement of Recommended Accounting Standards Number 4

(
DOD Directive 4100.15, “Commercial Activities Program,” March 1989 

(
DOD Instruction 4100.33, “Commercial Activities Program Procedures,” September 1985 

(
DOD Instruction 4000.19, “Interservice and Intragovernmental Support,” August 1995

(   Secretary of the Navy Instruction 4860.44F, “Commercial Activities,” September 1989 

(   OPNAV Instruction 4860.7C, “Navy Commercial Activities Program,” June 1999

(   Marine Corps Order 4860.3D, “Commercial Activities Program,” January 1992 

Section B—MEO Implementation

Post-MEO Review for Implementation Objective

The review objective of Section B is to confirm that the MEO has been implemented in accordance with the Transition Plan and the first performance year in the IHCE.

Preliminary Checks.

The following preliminary checks must be made before further review work is undertaken.    The purpose of the preliminary checks is to identify problems that may require command action before beginning the review.  Documentation should support the actual costs without further explanation.  Post MEO Reviews nominated by N124 will be accomplished on the date specified. The command must provide the following documents to the independent reviewers for their preliminary checks prior to commencement of the Post-MEO Review:

 Solicitation, including amendments, which was used by the Contracting Officer to obtain proposals for the cost comparison. 

(
Management Plan certified as reflecting the Government’s MEO and conforming to CA Program guidance

(
Cost Comparison Form with all worksheets 

 Prior Post MEO reviews, if any

 A comparison of the personnel estimated in the IHCE  to  the personnel assigned during the first performance period with explanations for any differences 

 Quality Assurance Surveillance Plan (QASP)

 Quality Control Plan

 Documentation of inspections performed by Quality Assurance Evaluators which show quality and timeliness of products and services during the performance period as noted in the Quality Assurance Surveillance Plan (QASP)

 Documentation of workload, the quantities of products and services produced during the performance period

 Documentation of costs of labor, material and other specifically attributable costs

 Documentation showing that the CAMIS database has been recently updated 

The following preliminary review steps should be followed:

	Guide Review Step


	Comp Date
	Independent Reviewer Comments and Work Paper References

	 (B1) Determine that the required documents identified in paragraph 3 (prior page) are available and ready for review.
	
	

	(B2) Determine that the Post-MEO Review official is independent of the most senior official included in the Government’s in-house cost estimate.
	
	


Review Steps.

These review steps lead to an embedded Microsoft Excel worksheet on line B7.  Most Microsoft Office users can double-click on the icon in the third block of line B7 to bring up the embedded worksheet.  A similar icon and embedded worksheet can be found in Section D as well.   

	Guide Review Step


	Comp Date
	Independent Reviewer Comments and Work Paper References

	 (B3) Verify the MEO was certified by the Commanding Officer.
	
	

	(B4) Evaluate whether the MEO followed the Transition Plan and the first year of performance in the IHCE in both schedule and number of FTE.  If differences exist between the Transition Plan and the IHCE, the IHCE will take precedence. If the MEO did not start on the date listed in the Transition Period, please verify the approval to delay the implementation.
	
	

	(B5) Compare the certified MEO FTE to the current FTE.  Specifically report on any difficulties in staffing the MEO and potential reasons.  This is a N124 Special Interest Item.
	
	

	(B6) Document adjustments for formal mission or scope of work changes.  Activity commanders will document and approve changes to the MEO as a result of budget or mission changes.
	
	

	(B7) Prepare a worksheet that compares the FTE in the MEO with the actual FTE at the time of the review and an explanation for differences.
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Section C-- PWS Services 

Review Objective of PWS Services 

The review objective of Section C is to verify that the MEO performed the services in the PWS during the performance period. 

Review Steps

The following review steps should be followed:

	Guide Review Step


	Comp Date
	Independent Reviewer Comments and Work Paper References

	(C1) Confirm that the MEO is performing the final solicitation including all the amendments.
	
	

	(C2) Determine whether the performance standards in the PWS are consistent with the current Quality Assurance Surveillance Plan.  
	
	

	(C3) Evaluate whether the documentation identifies actual workload, and quality and timeliness of services.  This is a N124 Special Interest Item.
	
	

	(C4) Determine if the Independent Review Team should perform a “special inspection” to measure workload, and quality and timeliness of services while on site.  The MEO should show that the workload of the PWS, and the quality and timeliness standards were met during the first performance period.
	
	

	(C5) Compare the workload in the PWS to the work produced in the performance period.
	
	


Section D—Comparison of Actual and Estimated Costs 

Objectives of the Comparison of Actual and Estimated Costs

The review objectives of Section D are to confirm that actual costs are within the in-house estimate and evaluate the reasonableness of assumptions used in developing actual costs, and the adequacy of supporting documentation.

	Guide Review Step
	Comp Date
	Independent Reviewer Comments and Work Paper References

	(D1) Provide a worksheet that compares actual and estimated costs for Line 1, Line 2, and Line 3 of the IHCE.  The embedded worksheet is shown as an example. 

For Line 1: Use the base pay plus overtime from the CCF and the actual base pay plus overtime costs.  Make sure to include saved pay and step differential costs.  

For Line 2: Use the material and supply cost estimates from the CCF and the actual material and supply costs.  

For Line 3: Use the other specifically attributable cost estimates from the CCF and the actual costs. 

 Provide an explanation for all differences
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	Line 1: Personnel Costs.  This line includes all direct and supervisory labor costs for accomplishing the workload requirements specified in the PWS.  These costs include salaries, wages, and other entitlements.

	(D2) Verify personnel cost estimates are taken from the CCF.
	
	

	 (D3) Ensure that all actual direct labor and supervision costs necessary to accomplish the requirements of the PWS are included.  If in-house actual costs include a mix of in-house labor and  MEO subcontracts, ensure that labor costs are included for contract administration and inspections.  Compare actual and estimated costs.
	
	

	(D4) Compare basic pay plus overtime from the IHCE with actual basic pay plus overtime to eliminate fringe benefits.  For the actual costs, evaluate the adequacy  of supporting documentation. 
	
	

	(D5) Document the cost differences between the MEO grade level estimates that were used (estimated in the IHCE at step 5 for GS employees and step 4 for WG employees), and the actual grade levels used. This may help explain cost differences since the IHCE grade levels are mandatory.
	
	

	(D6) Evaluate the actual overtime costs and estimated overtime costs.
	
	

	(D7).  Ensure the costs of providing Quality Assurance Surveillance Plan inspections for the MEO are not included.  
	
	

	(D8) Document any actual costs for saved pay. These costs are allowable deductions from actual costs.
	
	


	Guide Review Step
	CompDate
	Independent Reviewer Comments and Work Paper References

	Line 2: Material & Supply Costs.  This line includes all material and supply costs, such as raw materials, parts, subassemblies, components, and office supplies, required by the function/business unit under study.  

	(D9) Verify material and supply cost estimates are taken from the CCF.
	
	

	(D10) Review the PWS and solicitation documents to determine which materials should be included in the actual cost.  Exclude GFM.   Compare actual and estimated costs.
	
	

	(D11) Obtain source documents for the basis used for any estimate of material quantities used, e.g., per person use of office supplies.  Make a determination of the reasonableness of estimates. 
	
	


	Guide Review Step
	Comp Date
	Independent Reviewer Comments and Work Paper References

	Line 3: Other Specifically Attributable Costs.  This line includes all costs, except personnel and material related costs, which are 100 percent attributable to the function/business unit under study.  

	(D12) Verify estimates for other specifically attributable costs are taken from the CCF.
	
	

	(D13) Rent.   Verify that actual rental costs are for the same property estimated in the CCF. Compare actual and estimated costs.
	
	

	(D14)  Maintenance & Repair
Compare estimate and actual costs for Maintenance and Repair.
	
	

	(D15) Utilities.  Review IHCE for fuel, steam, electricity, telephone, water, and sewage services.  Compare actual and estimated costs.
	
	

	(D16)  Travel.  Compare the estimated versus actual costs of personnel travel. 
	
	

	(D17) MEO Subcontract Costs.  Compare the estimated MEO subcontract support costs in the IHCE to actual MEO subcontract support costs.
	
	

	(D18)  Other Costs.  Review the IHCE for Line 3 Other Costs. Compare actual and estimated costs.
	
	

	(D19) Verify CAMIS is updated – including decision information and the first performance period by reviewing a copy of the CAMIS printout.
	
	


Appendix A

Sample Summary Form

	Summary of Post-MEO Review for (e.g. Public Works at FISC Twelve)

	Section B.  Implementation IAW the Transition Plan

	FTE in Transition Plan
	Actual FTE
	Evaluation of Difference

	(e.g. 186)
	(e.g. 224)
	(e.g.. Transition Plan was only partially implemented)

	Section C.  Performance of the Services of the PWS

	Summary of PWS Performance
	Summary of Actual Performance
	Evaluation

	Workload
	Quality
	Timeliness
	Workload
	Quality
	Timeliness
	

	(e.g. 2000 job orders, 500 work orders
	Less than 2% complaint rate
	Within 20 days for job orders, 30 days for work orders
	(e.g. 1789 job orders, 432 work orders)
	(e.g.3% complaint rate)
	(e.g. Within 30 days for job orders, 45 days for work orders)
	(e.g. Minor improvements required, corrections taken)

	Section D.  Compare Actual and Estimated Costs

	Summarized Costs
	In-House Cost Estimate
	Actual Cost
	Evaluation of Differences

	Personnel Cost
	(e.g. $2,000,000)
	(e.g. $2,250,000)
	Due to No RIF decision, more FTE were paid for by MEO.

	Material and Supply Costs
	(e.g. $6,000,000)
	(e.g.$7,591,224)
	See above, more workers used more materials

	Other Specifically Attributable Costs
	(e.g. $ 300,000)
	(e.g. $312,788)
	Small difference due to greater MEO subcontract costs

	Total
	
	
	


Appendix B
Sample Activity Commander Certification Letter

From:
Commanding Officer, (Activity Name)

To:
For The Record or to N124 via claimant and COC

Subj:
POST MEO REVIEW OF (FUNCTION) AT (LOCATION)

Ref:
(a) OPNAVINST 4860.7C or CMC guidance

1.
We have completed the Post-MEO Review required in reference (a). The objective of the review was to determine whether the MEO has been implemented in accordance with the Transition Plan, verify the MEO performed the services of the PWS, and determine if actual costs are within the in-house estimate.  Our review began on (date) and was completed on (date).

2.
Our review included the tracing of actual and estimated costs to accounting records and other supporting documentation; however, we did not evaluate the adequacy of internal controls or the accuracy of accounting or computer records.

3.
Our examination would not necessarily disclose all deficiencies; however, nothing came to our attention during the review that caused us to believe the performance of the MEO was not in compliance with OMB Circular A-76 and reference (a).

OR

3.  Our examination would not necessarily disclose all deficiencies; however, the following issues came to our attention during the review that caused us to believe the performance of the MEO was not in compliance with OMB Circular A-76 and reference (a).



(SIGNED)
Copy to:

CNO (N124) or

HQMC (LR)

___

�
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_1109747303.xls
Sheet1

		Example FTE Comparison Worksheet														On Board Count During First Performance Period

						MEO Postions (From IHCE)																				Explanation for Differences

		POSITION TITLE		Series/Grade		FT		Temp		Inter		Seas		TOTAL		FT		Temp		Inter		Seas		TOTAL

		ALPHA DEPT STAFF

		Maintenance Superintendent		GS-1601-13		1								1		1								1

		Administrative Officer		GS-0343-11		1								1		1								1

		Toolroom Mechanic Supervisor		WS-4840-04		1								1		1								1

		Toolroom Mechanic Supervisor		WG-4840-08		1								1		1								1

		Tools and Parts Attendent		WG-6904-04		3								3		3								3

		Total:				7		0		0		0		7		7		0		0		0		7
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		Example Comparison of Personnel Estimate and Actual Costs

		LINE 1: Personnel Costs

		CA Bid 1st Contract Year (From IHCE)

		Reg Hrs		OT Hrs		Total Hrs		Reg Amt		OT Amt		Prm Amt		Total Amt

		651,990		23,816		675,806		$14,585,640.00		$812,766.00		$43,841.00		$15,442,246.00

		Actual Cost

		Reg Hrs		OT Hrs		Total Hrs		Reg Amt		OT Amt		Prm Amt		Total Amt

		533,284		32,292		565,576		$13,130,949.11		$1,185,586.65		$51,723.66		$14,368,259.00

		Difference (Bid less Actual)

		118,706		(8,476)		110,230		$1,454,690.89		-$372,820.65		-$7,882.66		$1,073,987.00

		Adjusted Actual Cost				Explanation for Difference

		Actual Cost		$14,368,259.00

		Retained Pay Premium		-$846,647.08

		CA costing - step differential		-$251,894.00

		Adjusted Actual  Cost		$13,269,717.92

		Difference (Bid less Adjusted Actual Cost)		$2,172,528.08

		Bid Manhour/FTE Breakdown

		Tenure		FTEs		Prod Hrs (FTE)		Total Prod Hrs		Total Hrs (FTE)		Total Pay Hrs

		FT		204		1,776		361,537		2,087		424,846

		TMP		67		1,776		118,814		2,087		139,620

		INTM		44		2,007		87,523		2,007		87,523

		Total		314				567,874				651,990

		Actual Manhour/FTE Breakdown				Explanation for Difference

		FTEs		Total Pay Hrs

		256		533,284

		Step Differential

		Straight Time		Over Time		Total

		$230,883.00		$21,011.00		$251,894.00

		Retained Pay Premium Calculation

		Type				Regular Pay		OT Pay		Premium Pay		Total

		Actual Cost (Labor File)				$5,162,310.57		$445,119.89		$26,297.74		$5,633,728.20

								$0.09		$0.01

		Est. Cost of Auth. Positions				$4,386,509.00		$378,226.45		$22,345.67		$4,787,081.12

		Retained Pay Premium				$775,801.57		$66,893.44		$3,952.07		$846,647.08

		Note: Acceleration (fringe benefit) was excluded from all calculations due to the difference in coefficients:

		LINE 2: Supply and Material Costs

		CA Bid 1st Contract Year (From IHCE)

		Actual Cost

		Difference (Bid less Actual)

		Explanation for Difference

		LINE 3: Other Specifically Attributable Costs

		CA Bid 1st Contract Year (From IHCE)

		Actual Cost

		Difference (Bid less Actual)

		Explanation for Difference






