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INTRODUCTION AND SUMMARY

OBJECTIVE OF THIS REPORT

The purpose of this report is to provide an overview of service

contracts within the Department of Defense (DoD) which can be used in thY’

future as a basis for the development of options for improving the use

and management of this significant component of the defense labor force.

The definition of service contracts used as the basis for this over-

view is the one contaiaed in the current edition of the Armed Services

Procurement Regulation (ASPR):

A service contraàt is one which calls directl y for a
contra”~tor ’s time and effort rather than for a concrete
end product. For purposes of this definition , a report
shall not be considered a concrete end produc t if the
primary purpose of the contract is to obtain the con-
tractor ’s time and e f f o rt and the repor t is mere l y
incidental to this purpose.1

ORGANIZATION

This report is divided into five sections . The first section presents

some basic facts and statistics that describe the major components of the

defense labor force and that put into perspective service contract manpower.

The second section contains a discussion of the current policy with respect

to obtaining contract services. In the third section , some of the other im-

portant aspects that must be considered in addition to policy are discussed.

These incl ude Congressional conce rn s , le gal  issues , etc . Section IV hi gh-

lights DoD ’s experiences concerning contract services. Systems used to

1 Depar tment of Defense , Office of the Assistant Secretary of Defense
(Inst alla tions and Logis tics), Armed Services Procurement Regulation , (ASPR) ,
Oc tober 1, 1975 , Sect ion 22 , Par t I, Paragraph 22—101.
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report ~information concerning service contracts are discussed in the fifth

sec t ion.

A glossary, a discussion of the laws relating to contracting—out for

services , a chronology of important decisions concerning the legal aspects

of contract services , and an annotated bibliograph y are contained in appen-

dices to the report.

SUMMARY OF MAJOR F I N D I N G S

The foll ow ing are the major findings of this overview of service con-

tracts within DoD.

I. Since 1955 it has been national policy that the Government should

rel y upon the private enterprise system to suppl y its needs , excep t whe re

it is in the national interest not to do so.

2. Current guidelines are stated in 0MB Circular A—76 , “Poli cies fo r

Acquiring Commercial or Industrial Products or Services for Government Use. ”

3. The DoD has imp lemented 0MB Circular A—76 by establishing the

commercial or industrial activities program for identif ying and reviewing

opportunities for the use of contractors to provide support services.

~~ . With regard to imp lementing the general policy to making the in—

house vs. contract—out decision , considerable interest i shown in DoD ’ s

actions by various committees of Congress , the Civil Service Commission ,

the General Accounting Office , government employee labor unions , trade

organizations and other groups affected by the outcome.

5. Under the current policy, cost comparisons are required onl y

when the decision on method of performance is based on economic considera-

tions. Since the cost comparisons are generall y very tine consuming, they

tend to be avoided by the Services if at all possible . Hence , the method

2
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of performance is generall y justified on a basis ot~~’r tn3n cost. Conse-

quent ly there is wide variation across the Services regardin g the extent

to which they contract for support Services.

b . There are qu~ stions concerninc the legal aspects of service

contracts that remain to be resolved .

7. The Dot) maintains detailed information ident i fvin e prim e contract

awards of SlO ,uOO or more for servi ces as part of the Procurement Manace—

rnent Reporting System. This reportin g svsteni indicates tha t since 1970 ,

the t)oD annually has  procured an averace of 57.5 billion of service s includin .’

maintenance and repair , housekeepin~ services , automatic data processin c .

salvage services , medical services , transportation services , etc.

d . The primary source of inform ation about the extent o~ DoD ’ s use

of contract services manpowe r , is the “Annua l Invent rv ot Commercial and

Industrial—T ype Activities and Contract Support Services , ma intain ed hv

the Office of the Assistant Secret ary of Defense (Installations and Lop is—

tics ). ‘Ibis report indicates that since 197 , DoD has purchased about

100 ,000 manvears of contract support servic es annuall y .

9. ~ith in Dot) op inions d i f i r with respect to t~ie amount and extent

of data that is necess ar y to effectivel y m o n a c o  contract manpower.

10 . A si gnificant e x neti d i tur ’ of t ime , e l t c r t , an_ I resources ~cu~ d be

required to develop and maintain comprehensive man— y ear or manp ewor cost

data tor all DoD service contracts.

.3



I . SE R V I CE CONTRACTS

BACKGROUND

Over the years , the Department of Defense (DoD) has relied upon the

use of a mix of military , Federal civilian and contract manpower for the

accomplishment of its missions and functions throughout the world. The

nix is influenced by policy; cost; the availability of products or ser-

vices from the private sector ; Congressional , union , and budgetar y pres-

sures; and departmental parochialism and inertia. With respect to the

first two components of the defense labor force; i.e., militar y and

Federal civilians , DoD is the largest emp loyer in the Federal Government.

Excluding the postal service , over half of the Government ’s total work—

force is emp loyed by DoD .

During the past few years , both active military and Federal civilian

manpower programs have been subjected to intense scrutiny. Nevertheless ,

eve n with a 295 ,000 reduction in total active militar y and civilian end—

strength during the three fiscal years 1973 — 1975 , manpower costs still

amounted to about 55 percent or more of Defense outlays in all three of

those years.

Until recentl y, however , virtuall y no mana gement attention or in—

depth study has been concentrated on the third component of the defense

labor force——manpower employed by private industry. The escalating cost

of manpower and its consequences upon the compositi on of recent Defense

Manpower programs has drawn attention to contract manpower as a potential

alternative to achieve cost reductions. on the other hand , members of

the Committee on Appropriations questioned DoD ’s use ci contract manpower 4



to replace civil service employees as a potential way of artifi c iall y

reducing manpowe r cost as a percentage of bud get outlays. ’

S E R V I C E  CONTRACT M AN P O WER

F i g u r e  1 p l aces  i n t o  p e r s p e c t i v e  t h e  p o r t i o n  of  t h e  d e f e n s e  l abor

f o r c e  addressed by this overview. The DoD estimates that Defense—related

emp loyment of wage and salary workers in United States private industry

a t t r i b u t a b l e  to DoD m i l i t a r y  e x p e n d i t u r e s  w i l l  be 1. 6 m i l l i o n  at the end

3
of FY19 7b . The Bureau of Labor Statistics estimates that about one—half

of t h i s  is fo r  d i r e c t  e m p l o y m e n t  n e c e s s a r y  to  p r o d u c e  t h e  f i n a l  goods  and

se r v i c e s  p u r c h a s e d ; an e q u a l  p o r t i o n  a c c o u n t s  f o r  i n d i r e c t  emp lc”ment

required in all levels of industries w h i c h  p r o v i d e  m a t e r i a l s , c o m p o n e n t s ,

t r a n s p o r t a t i o n , and d i s t r i b u t i o n  s e r v i c e s  u l t i m a t e l y e m b o d i e d  in t h e  f i n a l

p u r c h a s e .  
+ 

T h i s  o v e r v i e w  f o c u s e s  upon  t h e  m a n p o w e r e m p l o y e d  b y f i r m s

h a v i n g  d e f e n s e  c o n t r a c t s  to  p r o v i d e  s e r v i c e s  ( t h e  box a t  t he  b o t t o m  l e f t

of Fi gu re  1) .  S i n c e  p r o v i d i n g  a s e r v ic e  does  n o t  c a l l  f o r  a c o n c r e t e  end

p r o d u c t  but  r a t h e r  c a l l s  d i r e c t l y f o r  an i n d i v i d u a l ’ s t ime and e f f o r t ,

t h i s  is a t y p e  of  o p e r a t i o n  t h a t  c o u l d  be p e r f o r m e d  e i t h e r  b y i n — h o u s e

p e r s o n n e l  or b y c i v i l i a n s  f u r n i s h e d  b y p r i v a t e  c o n t r a c t o r s .  C o n s t r u c t i o n

and  p u r c h a s e s  of  s u p p l i e s  and e q u i pme n t  a re  p r o c u r e m e n t s  t h a t  do c~~l 1 f o r

c o n c r e t e  end p r o d t ~ :t s  and  t h u s  a re  e x c l u d e d  f r o m  t h i s  o v e r v i e w .

2
C o n g r e s s , House , Comm i t t e e  on A p p r o p r i a t i o n s , D e p a r t m e n t  o f  D e f e n s e

A p p r o p r i a t i o n s  fo r  1976 , H e a r i n g s ,  b e f o r e  a Sub C om m i t t e e  of  t h o  Cc~ m i t  tee
on A p p r o p r i a t i o n s , Ho u se  of R e p r e s e n t a t i v e s , 9~s t h  C o n g . .  1st S SS., 19 7 5 ,
P t .  .3 , pp 3 7 1 — 3 7 3 .

3 D e p a r t m e n t  o f  D e f e n s e , t i r f i c e  o f  t h e  A s s i s t a n t  S e c r e t a r y  of D e f e n s e
( P u b l i c  A f f a i r s ) , F Y 19 7 7  D e p a r t m e n t  of  D e f e n s e  B u d e ’ t , ~~ws R o l e i s + ’ N o .
12 — 7 b , J a n u a r y  21 , 1976 .  —

‘ O l i v e r , R i c h a r d  P . ,  ‘ I n c r e a s e  i n  d e f e a s e — r e a l t e d  e m p l o v i l e n t  d u r i n c
V i e t  N am b u i l d u p , ” Month l y Labor  R e v i e w .  F e b r u a r y  1970 , p.  5.

5
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Research , Development , Test and Evaluation (RDT&E) procurements are

also not addressed by this report. However , housekeep ing services ,

maintenance , guard services , etc. purchased in support of “in—house ”

5
research and development work , are considered to be service contracts.

CATEGORIES OF SERVICES PURCHASED BY DOD

In o rde r  to provide uniform procurement statistics for t h e  many  re-

quired recurring and special reports to the President , the Congress , and

other Federal agencies , components of DoD maintain data concerning indi-

vidual actions taken in connection with the contracting for three major

c l a s s e s  o f p r o c u r e m e n t :  ( I )  RDT& E , ( 2 )  o t h e r  s e r v i c e s  and c o n s t r u c t i o n ,

and (3) supp l i es  and eq u i pment. This data is maintained in DoD ’s Procure—
6

ment Management Reporting System.

Under this system all services procured by Dot) are further classified

in one of 14 categories as follows:

1) Maintenance and/or Repair of Equi pment

2)  M o d i f i c a t i o n , A l t e r a t i o n  a n d/ o r  R e b u i l d  of  E q u i pment

3) Technical Representative Services

4)  Op e r a t i o n  a n d/ o r  M a i n t e n a n c e  of G o v e r n m e n t — Owned F a c i l i t i e s

5) Installation of Equi pment

6)  Salvage Services

7) Medical Se rvices

8) Architec t , Engineer , Expert and/or Consultant Services

ir -t is agrees with AS PR guidance. (S e e  A S P R ;  S e c t i o n  21 , P a r t  I ,
Paragraph 2 1— 11 6 .

E~~5pR Section XXI

. 7



- 
9) housekeep ing Services

10 ) P h o t o g r ap h i c , M a p p i n p ,  P r i n t i n g  and  P u b l i c a t i o n  Serv i ce s

11) Training Services

12) Transportation Services

13) Lease or Rental , Except Transportation Equi pment

1~~) ,Iaintenance , Repair & Alteration of Real Propert y

within each of the 14 cat e+o r i es there are even further subdivisions ,

a s show n itt Table 1 , thereb y tacilit a ting the reporting of data for ap oroxi—

F mately 120 i n d i v i d u a l  c l a s s e s  of s e r v i c e s .

I
8
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Table 1

S E R V I C E S 7 P R O C U R E D  BY DOD

Descri ption 
______ 

Description

MAINTENANCE AND/OR REPAI R OF E Q U I P M E N T  ) P E R A T I O N S  A N D / O R  M A I N T E N A N C E  OF
Ai rcraft GOVERNMENT—O~ NED FACILITIES (Cont ’d )
Aircraft Engines L ’ti l itv System
Missiles Ammunition Facility
Vessels Layaway — Standb y Facility
Combat Vehicles Governm ent Facilit y — (Other)
Non—Combat Vehicles
Electronic & Communication Equi p. INSTALLATION OF ~QC I P M E N T
Furniture Installa ti on of Equi pment
Office Machiner y
R a i l w a y E qu i pment SALVA GE S E R V I C E S
Tires Preparation & Disposal of Sur :lus
A DP/ E A N E qui pment and Excess Property
Equipment — (Other) Vessel Salvage

Aircraft Salvage
M O D I F I C A T I O N , ALTERATION A N D / O R  REBUILD Salvage — (Other)
OF EQUIP M ENT

Ai rcraft ‘EDICAL SERVICES
Aircraft Engines Dependent Medicare
Missiles Contract Surgeon
Ve ssels ‘fedica l Service — ( O t h e r )
Combat  V e h i c l e s
Non—Combat Vehicles ARCHITECT , E N G I N E E R , E X P E R T  ~‘~D / O R
Electronic & Communication Equi p. CONSULIAN’f SE~~~1CES
R a i l w a y  E q u i p m e n t  A d v e r t i s i n g  Service of a Tec ri ni cal
Eq u ipment — ( O t h e r )  N a t u r c

A r c h i t e c t  — E n g i n e e r  S e r v i c e
TECHN I CAL R E P R E SE Nt A T I V E  SE R~ ICES Consultant ~~ rvi c o

Aircraft Draft ing — En e in e rino
Airc raft Engines In -~nect ie’~
M i s s  i le s ‘

~a n 1 :’ r n t n o i n e e r i n c  S e r v i c e
Vessels ‘lat eri i l Testing
Combat Vehicles orsonnel Testin e
N o n — C o m b a t  V e h i c l e s  P r o d u c t i o n  E n t z i n e e r i n :
Electronic & Comm unication Equin . Pr cramming Service s (for ~~~~ or
Railway Eq uipment -AM ~:qa ipm en t)

Eq uipment — ( O t h e r )  C a r d  Punching Servic es (t ~~r A P P or
AM E~ t t i pment )

O P E R A T I O N S AND/ OR MAIN tENANC E )! ‘  ‘ l a n t o e n e n t  Improve’~ent Sercice s
GOVERNMENT—OWNED FACILITIES (

~~ttid jc’ s , surveys or r vi ews fer
Aircraft Facilit y the pur Pose ct developing or
M i s s i l e  Sy s t e m  F a c i l i t y  i :n; r o v i n g  r c l n l z a t  ion , me thod s
Electronic & Communication pre ’e lres or svst~~ms)

System Facility

7 Exc lud es RDT&E actions
5 lnc lude s o p e r at i o n  of c o v e r n m e n t — o w n e d  p l a n t s  used  f i r  t-’r l u ’ t  r on  purpo ses .

9



‘fable 1 (Continued)

_________ 
Descri pti on 

_____ 
Des cr ip tion

AL ~C H I f t , C 1  , -No INfER , ~, X Pt , R1’  ,- \ o D / O ~ ‘u- f )c ,S Ai ’ i i C , ‘f A t t i N G , PSINIING
Cu~\t f L f - \ ~~I ,~LF ’O , l C L S  (Cent itt ued) A~\ i )  t ’ t L I C A i  [,~ S L i < t i L ~~S t e n t  ‘ d

Nt ua~’ement A s s i s t a n t  ( S pec i f i c  i~i i L o r a p h i c
tasks und ertak en h r  1 n a n , t ’ ’ n n ~ P h o t o , Map , Print i n ~ or
s ’ p ar at and i i rt from studi e s , Public a t ion S - rvic .-s — ( u t n , ’r )
su rv - \ ’s and reviews)

t u e i i n e  i~ O t h e r  - t r o I + ’ t , ’ n  t e r v r c e s  I N A I N I \ G  S k v I n L S
E x c i u d i n i t  o t o r i , ’ F a c t o r y  I r a i n i n e

t e s t  in g  c l o t h  Sc i en t  i f i c  a n d  N - i n n - o n - ’:, E d , , c a t  i o n
AIJ P b s ’st  e n s  D e v c l o p m ~ n t  S e r v i ce s  R e s e r v e  t r a i n i n c ’
S e r v i c e  ( O t h e r )  L e c t u r e s  f r  m m m c

l u i t  ion  I C’S
C [N S~~S + I C L S  b i l l e t  jog Lis ts or Scheo[  r a i n i n ~’

5 F a c u l t y  S a l a r i e s  ‘ c P r i n t  n t i s
c i ~~~ t r i c i L y  S c h o o l s

L - ’ I - ’ I i ~~n -  and/o r Lon , - i t , ’ , i c a t  i , ,  i r a i n i n e  i f I’Ov’’rflr”’nt ‘ r s n n i l  —

m e t  v i c e  ( h i t h e r
‘t i e r

i i i  it n’ — t her It-IANSPORFA U I  S L R V O F m
lnsta l l at i n tins Service Air Passen :”’r Tr ,nst r t -

~~ t o n
(~t i n t p l a i n  ~erv i c - S e r v i c e

v i n N  - r v  C l e a n j n , ’ ~~‘r v i c ”  A i r  C ar ~ o I ranspo r ’ a t  ion ~i -t - vice
1 i~~t p t o  I — J an  i t o r i ~ I Se rv i e V e s s e l  Ch art r
las - i  a nd  N o f e nt  ~~i n t r o l  L a r g e  SpOce — Vessel
I’~ ck  m i ’  -,iid r ;it jn ,’ I’a s s ’ i i c r : ‘p : , - e  —

- t r O t - : - L ollect ion  C a r g o  N P a s s e i i : ’e r  Spnt ce —

t ’o, i i l n, ’ r v i c , ’  . oss ,’l h u r t  i o n
i i ’ - !  i n 0  S r v j c ’ T i t r i  S e r vi c e

~ i r e  f~r o t  - c t  i o n  S t , v e d o r i n ’  5 ’  r v i c e s
N~ nds c , 1- , i ,iy m ’ r v t , - ’  h o ’ r i i c l , . H i re
Eec r i  i t  i nc  N -  r v  i c e s  f r  ( - i v  i I i o n e  Pa i l w n v  qui p.  C h a r t e r

i ri c i u nl in , ’ m e a l s  in  ~i ’r l o I ’ i i t p  Transp+ ’rt m t i o n  Serv ices ‘-- (Ot h e r)
f o r  r e  nu t s

- ‘ i r v ’ j  1 1-i n c . ’ ,i or v i c ’ s  L (-A SL (b  I-I t- N U -U \ ( L ( ’ I  is\O ,S (’SI A l  i~~:.
( i re  o f  IG ma in -

~ a n I ~~o r f O i n - r i l  S , - r v i c ’  L Q i  i , ’ - f I , N I
i,,j ard s r v ic . ’s -‘ h i ~ a n d / e r  ~~1 ( ( 1 t J i p n l ,’~~~ t

ln s t:tlla t i i i  I i i - o ’ k , - , - , t u i , ’  at r v l c e  — Hot~~I j, 5 t h  o f
( O L l i . ’r I S t e r n , ’  S e r v i c e

L o s ,’ or  d e n t a l  — (Oil,. r
r f i , l t ) u i ~- \ t - i lC , -I U t i ~~~- , P 1 N i  - 0 -  0 0

tJ f r h t I I  A l  1 : ~ S - ~~~ t t~ o-, l A l , N F - N - \ N t ~~ , R E P A I R  ‘, 0 L I i - o ~ \ 1  l ii + ‘ f
i t  i i i h r  - sin , ’ S - r v i , ’ ,’ i~H\ l ,  I’Rii’ sN I V

t o  t n t  i n ’
Cti,i rt iii ti~ H, ‘i.- 

~~~ ~~~~~~~~~~~~~ , -\ I - r a t  ~on
r o t ’  i io n  R p- i  j r
i t n i c t i d r i t  o t t ’  ( i u n d - i  - t : i i n t . - I 1 , i n l ’ N R e p u i r

- \r t ,-( ‘a,l~ ‘- l i l t ‘ n , tw ’ ,’ & 0-pai r ’
h r  1 n t  i U,’ t)r,’t i n . -i ,Z t ’ . l’ ,’nc i i , ’ , l’j ‘ I i  n

‘ -1 :1 n t  ,‘ ti ; it),. ’ N P t - u  r

N a i n t , ’n ,u , r . ’ N I l - p u  r — ( ‘t h o r



- - -
~~~~~~~ 

-

I i .  L U R R LNI ’ P OLICIES  REG A RIJ1oG C o N t R A C T I N G — O U T

~AUKGk O1jPu

Predating any such prono uncements b y other Execu tive A gencie s o~ t h e

Federal oovernmen t , the Department ot Defense has h a d  since 1952 a formally

prom u l gated policy to be applied by i ts components in determining wh ,’ther

products and services used b y h o D are to be provided ho private enterprise

or by DoD itself. [he Dot’ D i r I t i v e  of that year opposed continued operation

and retention of in—house t ac i l u t i e s  that produce goods and services

si m i l a r  to those available in the private s.’c tor; i. e ., cotc roe rcia l and

ind ustrial—type activities.
9 

Further , it -sti pulated that justitication

was required for the continued operation ot in—house commercial and i n d u s t r i a l —

type facilities and restricted the initiation of new a ctiviti e, s of  t h i s  t y p e .

A few years later , the Bureau of t i e  B u d g e t ’° w a s  c l i a r e e d  w i t h  t h e

task of coordinatin g on a government—wide basis a program of providin ’o to

t he  E x e c u t i v e  A g e n c i e s  cu i d a n c e  c o n c e r n i n g  w h i c h  of  t h e  g o v e r n m e n t ’ s p ro-

ducts and servic es should be provided in—house and which should be obt a ined

front private enterprise. UMB ’ s original publication , issued in l 9 5 5 ,~~ h a s

neeiu revised in 1957 , 1959 , 196b and in 19b7 . The current guideline s (set

forth in 0Mb L ircul a r A—/b) are  based  on t h e  g e n e r a l  p r i n c i p l e  ,~~ r e l v H o

on private en terprise t o  suppl y the Governm ent ’ s needs except “wri~ r , ’ it is

in the national inter es t f o r  the Government t o  provide Jire ctl n’ t i  pr oducts

~ D e p o r t  ti nt of Lie ns ,’ , l i i  N it  ivy No. ~ h ) O O . M , 1952 .
Cha,u i’ed t o t i,, o f t  ict ’ of Mana cenuc’ nt and hiu ,lo,’t (0MB) in 1 97 0 .
b ur eau of tb B ’ i f , t  , Commi ’ r ’ c j a l — I n d t t s t r j a l  A c t i v i t i e s  o t  t O i - ’

C OV e r n n t t ’ u t  t t’rov Id i ncr I’rt,duct s or S. ’rv i c e ’s  for Government a I Use
ho 1 l e t  i n  N . 1 i—N , I P

I I
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and s e r v i c e s  i t  u s e s . ” 1’ The  p r o v i s i o n s  o f  C i r c u l a r  A — i h  t u r t h e r  r . ’ p l l i r , ’

t h a t  eac h acen-o v comp il e an inventor y of its c-’nim ”rcial a n i  i n d u s t r i a l — t v p ~’

activities and that t h e y  p e r i o d i c a l l y c o n d u c t  a syst em atic r~.’ v i - w  o f  t h e s e

in—house activi ties to  determine whether continued in—nouse o p - r a t i o n

i s j u s t i  t i ed . f o e  “compelling reasons ’ under which in—house c i n:n .rcia l

o r  i n d u s t r i a l — t v p , ’ a c t i v i t i e s  ma y  be c o n t i n u e d  i n  o n e r a t i o n  or  i n i t i o t ’-

as “ new s t a r t s ”~~
3 ore  o n l y  w h e n  one or more of toe f o l i n w i n ’  exist:

a . Procurement of a p r o d u c t  or s e r v i c e  f r o m  a comm er - n i l  source

s o i t l i  d i s r u p t  or ; : i : t t e r i a h l v  d e l a \ ’  an : t t e n c v ’ s p r i e r - l i : .

b . It is necess ar ’, for t i e  Government to conduct a canm , ’rc  m l  or

ind ustrial—t ype activity b r  purpos e of c ’mbat support or  f o r  i n - j o t  f i ~~l

and uni t retrainin g - i t m i l i t a r y  p e r s o n n e l  or  to  m a i n t a i n  or  str O c t :  n

m obilization readiness.

c. A satistact orv outs i - i c source is i t  ava i lahi ,- and cannot be

developed in time to provid e a product or s e r v i c e  w h e n  i is needed.

d .  P r o c u r e m e n t  o f  t h e  p r o d u c t  or service ire ’:  a an o u t  s i d e  s o u r c e

~ i 1 l  r e s u l t  in  h i e h e r  t o t a l  c o s t  :o t b -  government.

1
T h t f i c e  of Mana cement and b u d g e t ,  Policie c for a c q ii ir iiu: conm ,’r cia l

or industrial pr ocucts or services for neyernment use , 101 5 tO  r c u l i i r
N i . I t O , A u g u s t  3 ) . l 9 o J , p. 1.

A “ new start ’ i n c l u d e s  t o e  f o l l o w i n g : - ‘

• a n e w l y  e s t a b l i s h e d  Do D c o m m e r c i a l  or i n d u s t r i a l  a c t i v i t y
involvin g a ddition a l capital i n v e s tm e n t  of  $25 , 000 or m o r e ,
or add  i t ional a n n r i a  1 p r o d u c t  i on c o s t s  o f $51) ,UJ () or more.

• A r e a c t  H at  ion  , ex p . - In s  i on , : ‘o ,I , ’ r n  i z a t  ion  or  r e p l a c e m e n t  o f  an
activity involvin g a dditi onil c ap ital investment o f  $ 2 5 , 000 or
co n- , o r  ad d  i t  i o n a l  p r o d u c t  ion costs of S I O 0 , 000 or more.

• ( Ni n s t r i i , ’t ion , r e p l a c e m e n t  , or r e a c t  i v a t  ion  o f  b a k e r y , l ,’ iu r i d r v , —

and dry cl e an i r u , ’ f a c i l i t i e s  and scrap met - il facilities subject
U t h e  p r o v i s i o n s  a t  D oD Directives ~I 2 ~~.8 and 512”i .l5.

- --~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ --~~~-- - - - - -~~~~~ _ _ _ _
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Althoug h considerable e lt ort was expended during 1968 to  d r a f t  a s u p p l e m e n t

to  C i r c u l a r A — 7 6  specitica l l y applicable to s u p p o r t  s e r v i c e s , i t  w a s  n e v e r

issued.

C U R R s N T  DOD POLICY REGAI’~DI NG LubIPAt :TING—uL I

DoD Directive 4100.15 impl ements Circular A—7 6 . It prescribes

DoD policy concerning reliance upon the private sector as follows:

flue Depart ment of Defense w i l l  depend upon both
p r i v a t e  and G o v e r n m e n t  c o m m e r c i a l  or industrial
sources for the provision of products and services ,
with the objective of meeting its m i l i t a r y  readiness
requir - ’mt ’nts with maximum cost etfectiv eness ...~~°

[he dir ,- ct i v e further states that:

.DoD components will be equi pped and staffed to carry
out effectively and economicall y t hose c o m m e r c i a l  and
industrial activities which m u s t  be performed int ernall y
to meet military readiness requirements. All other
r - t u i r e d  p r o d u c t s  or s e r v i c e s  w i l l  be obtained in the
manner least costl y to the ( , o v or n m e n t  (by contract , ho
procur .’n -nt from o t h e r  G o v e r n m e n t  N e e n c  ies  , or from DoD
c o m m e r c i a l  or industrial a c t iv i t ies) .~~

In addition , DoD components must not rel y upon private enterprise

for these na sic functions of m a n a g e m e n t  nece ssary to retain essential

co n t r o l  ov . - r t h ’  c o n d u c t  of  t h e i r  or o g r a m s  , in-c luding:

• s e l e c t  ion , t rain inc and direct ion of Gov~ rri,nen t p’rsonno 1

• assignment of orn~-un iza ti on ,’il r e s p o n s i b i l i t i e s .

• plan n in e 0 1  procrain s ,

- 
Depar tm en t o f  I h - t e n ~~e , 0 11 i c e  ( i f  t r i , - A s sistant Secr etar y of Deten se

( I n s t a l l a t i o n s  - m d  L o g i s t i c s ) , ( - o m o e r c i a l  or I n d u s t r i a l  A c t i v i t i e s , D oD
D i r e c t i v e  - + 1 0 0 . 15 , J u l y  5 , 19 7 1 , o . I t .  

—________

Ibid. , p. 3 - + .

Ii  
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• establishment of perf ormance goals and priorit ies , and

• evaluation of performance.

Howeve r , use of cont rac t manpower for manage r ial , advisory, and other

support services related to these internal functions is permitted where

requ ired , “provided that the Government ’ s fundamen tal responsibili ty for

controlling and managing its progr ams is not comprom ised or weakened .hIF

THE USE OF COST AS A DECISION CRITERION

As discussed previous ly, the current statement of policy includes

the provision that DoD Components are permitted to operate commercial or

industrial—type activities if procurement of the required service from the

priva te sec tor will res ult in higher overall total (direct and indirect)

cost to the Government . However , in order to exerci se this prero ga t ive ,

a cos t analysis must be performed which is “truly compar able ”. 17

Fur the r, cos t comparisons are requ ired:

1. When the decision to rely upon a commercial sourc e will cause

the Governme nt to finance directl y or indire ct ly more than

$50 ,000 for costs of facilities and equipment to be constructed

to Government specifications;

2. When there is a probability tha t services being proc ure d fro m

private enterprise cou ld be obtained from Government sources

at a lower overall total cost to the Government.

3. Whe n c onsidering lease versus purchase of equipment or construc-

tion of buildings versus acquisition of use under lease—construc—

~ Loc . cit.
17 

~~~ ari~~ nt of Defense , Office of the Assistant Secretar y of D€-fense
(Installa tions and Logistics) , Commercial or Industrial Activities —
Operation of , DoD Instruction No. 4100.33 , Jul y 16 , 1971 , End . 3 , p. 1.

14 
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tion agreements involving a determination of the ditf erenc , in

costs.

- 4 . When additional personnel authorizations are required by the

Milita ry Departments and Defense Agencies for the purpose of

converting uneconomical contracts.

Both Circular No. A—76 and DoD Instruction 4100.33 (which translates

the general palicy of Circular A—76 and DoD Directive 4100.15 into speci-

fic procedures for use by DoD Components) specif y the princi p le s and cost

elements (See Table 3) that are to be used in making the cost comparisons .

Since the cos t com paris ions are generall y very tedious they tend to be

avo ided by the Se rvices if at all possible. This means that t h e  method

of perfor mance is generally justified on a basis other than cost (or not

at all). Table 2 illustrates this.

Table 2

ONLY 10.9% OF DOD TOTAl A-76 PROGRAM MAN—YEARS IN FY75
WERE JUSTIFIED ON ECONOMIC CONSIDERATIONS

Percent of
Just ification For Method  M a n — Y e a r s  T o t a l

— 
Of Performance (000) Man—Years

In—House
Disrupt ion wou ld delay 109.5 23.6
Military essentiality 162.0 34.9
No alternative source 27.8 6.0
Least costl y in—house 16.9 3.6*
No reason gi ven 52.2 11.2

Contract
Less costl y 33.9 7•3*
Other than cost 45.5 9.8
No reason give n 16.7 3.6

TOTAL 464.6 100.0

* Percent of total justified on Economic Basis 10.9

15 

-~~~~~~-~~~~~~~-- - --~~~~~~~~~~~~~ 
- - - -  -- --

~~~~~~~~~~~~~~
-- ------ ----- -



- ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
-

T a b l e  3 
-

GuS F -:L SMSN fh JSED 10 LSIIM A 1 ’E
IN—HOUSE AND CONtRACT GuSTS

A. Cost elements involved in the estimation of the cost of pr ocurer -nt f rom
c o m m e r c i a l  sou rces  a r e :

• co n t r a c t  c o s t ;  i . e . ,  ‘ go i ng c o n t r a c t  p r i c e ” i n  t h e  l o c a l  o r
r eg i o n a l  a r e a

• transportation charges
• contract administration and related costs
• material and supplies furnished to the contractor b y the Government

includin g any costs for transportation , storor” , et

• costs associated with contractor use of Government —owned equi pment
and facilities

• costs to the Governir- -nt of rehabilitatin g , m o dif y in g or expanding
Government—owned equ i pment or facilities provided t h e  contractor

• incentive or premiu m costs
• standb y maintenance costs

• o t h e r  c o s t s , e.g. cost for premature personne l retirement; sever—
ance pay, home—owner ’ s assistance , and movin g/relocation expenses
w h i c h  w i l l  be p a i d  s o l e l y  be c a u s e  a G o v e r n m e n t  i n— h o u s e  a c t i v i t y
is discontinued , etc.

b. ,o s t  elements involved in the estimation o f  i n — h o u s e  c o s t s  i n c l u d e :

• nu ilitary personne l costs (computed usin g DoD Handbook 7220 .YH ,
Accounting Guidance Handbook)

• in—house civilian personnel costs (includin g gr o s s  a n n u a l  p a y  p l u s
t h e  G o v e r n m e n t ’ s c o n t r i b u t i o n  f o r  c i v i l i a n  r e t i r e m e n t  and d i s a -
bility, health insurance , and  l i f e  insurance)

p other personnel costs , e.g. travel , o r  diem and movin g expenses .
living and uniform allowances , initial and recurrin g costs of
personnel trainin o . b c .

• materials , supplies , u t i l i t i e s  and other services i n c l u d i n g
i n i t i a l  s t a r t — u p  c o s t s  f o r  n w  a c t i v i t i e s

• maintenance and repair
• overhead costs including finance and accounting, p e r s o n n e l , legal .

local proc uirement , medical , police , ti re , mana gement . ‘t c .
• ft -f eral taxes

• dt’prec jot ion

• i n t -r st , using as -i rate of jot -rest , the c u r r e n t  i n t e r e s t  f t
I t - m u g  t e r m  l r e a s u r v  o h l j , ’ i t  i o n s

• i n s l r a n c e
• o t h e r  i n d i r e c t  c o s t s

18 S ’ii rcu i : Det - t r t t o t - n t  of  D e f e n s e , ( o u i m - r c i a l or  I n d u s t r i a l  Act i v l r i , - s —

H -ra t i o n s  o f , D oD I n s t ru i c t  ion “41 00. if , l i l y  I ”  - I ~ / - f o c i . 3 . At t .

16
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ADDITIONAL POLICIES OF SIGNIFICANCE

Audiovisual Productions and Motion Picture Processing

in January 1974 , an Interagency Stud y Group under the direction of

the Office of Telecommunications Policy, published a report containing

10 recommendations for improved management of Federal audiovisual activ—

ities.
19

These recommendations were subsequentl y approved by 0MB . In June

1974 , the Director of 0MB assigned responsibilit ies for implementation

of thos e reco mmenda t ions and specific all y requested the Administrator of

General Services to exert leadership in formu lat ing Government—wide policy

for audiovisual activities and to monitor compliance with all app l i c a b l e

policies in this area.
20 

Subsequentl y ,  the General Services Administration

issued Federal Management Notices (FMN) 75—1 and 75—2. FMN 75—1 states

that government personnel shall not appear as performers in government

audiovisual productions except in certain specific instances. FMN 75—2

established policies for a particular Circular A—76 commercial or industrial —

type activity i.e., mot ion picture processing by the Federal Government.

It calls for executive departments and establishments to phase out all

in—house motion picture processing operations and facilities except those

involving: -‘

• time—critical audiovisual documentation in remote locations

and at locations where follow—on tests are dependent upon

phot ographic results of film data recording;

• military combat contingency requirements; or

21
• inte11i~gence operatlons .

19 Office of Telecommunications Policy, Interagency Study Group,
Audiovisual Communications in the Federal Government , Jinuary, 1974 .

20 Director , 0MB , Memorandum to heads of executive departments and estab—
lishmen ts , June 20, 1974.

21 Genoral Services Administration , “Audiovisual Productions and Motion
Pic tu re Proces sing, ” Federal Reg is ter, Vol. 40, No. 164, August 22 , 1975 .

17
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The basis for this policy pronouncement stems from the Interagency

Study Group ’s findings that motion p icture processin g services were

widely available commercially ; that these sources were almost totall y

relied upon by some Federal agencies , and that in cases where in—house

capability was defended on the basis of comparable cost , the cost benefit

could not be satisfactorily substantiated .

Material Maintenance

DoD has issued additional policies and criteria governing the use

of contractor and DoD resources for material maintenance. The general

policy stated in DoD Directive 4151.1 is one of very limited use of

contractual services for the accomplishment of organizational and

intermediate maintenance for combat—related material. Sp e c i f i ca l l y ,  the

directive states that “combat and combat support activities of the M il i—

tary Departments will be self—suffic ient insofar as possible in providing

direct ...maintenance support for assigned weapons systems and equi pment. ” 
-

With regard to depot maintenanc e , the directive states that mn ainte—

nance should be accomplished throug h the use of a manpower mix of on—

tractual resources and organic (in—house) capabilit y “in order to

establish and sustain a flexible maintenance production base capable of

expansion to accommodate emergency military needs within a limited t ime
2o

frame. ”

Accordin g to Directive 4151.1 , each military department should p l an

22Department of De fense , Use of Contractor and Government Resources
for Mai ntenance of Mdteria l, DoD Directive 4151.1 , June 16 , 1975.

2lLbid. paragrap h l.b .

18
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organic depot maintenance
2 5  

capacity to accomplish no more than 70 p e r c e n t

— of the gross mission—essential depot maintenance ‘~urkload . However , the

directive currentl y provides a great deal af flexibility to the S e r v i c e s

concerning how they are to determine the percentage ; f o r  e x a m p l e , t hey  can

co m p u t e  the percentage as a:

• Percentage of all depot maintenance for their particular

M i l i t a r y  u e p a r t m e n t

• P e r c e n t a g e  b y t y p e  of w e a p o n  s y s t e m  u n d e r g o i n g  d e p o t  m a i n t e n a n c e ;

e . g . , a i r c r a f t , m i s s i l e s , v e s s e l s , e t c .

• Percenta ge by commodity class; e.e ., fighter aircraft , destro yer

e sc o r t s , e t c .

Further , the relationship between planned workload versus accomp lished

workload is not considered . This directiv e is currentl y being revised to

eliminate ambiguities.

Specific Installation Services

I~~e O f f i c e  of the Chief of Naval Operations has issued an instruct ion

which announces goals established b y the Secretar y of Navy for the use of

contractors to perform three particular commercial or industrial—t y p e

functions ; i.e., custodial , refuse collection , and guard services.
2

These services are ones which , based upon past Navy assessment , have a

strong probability of hein2 more economicall y accomplished by contract.

The goals for each s e r v i c e  are :

~~ Or g a n i c  i --pot maintenance is performed w a  militar s’ depart m ent usin g
t,, o v e r n m e n t — o w n e d  or c o n t r o l l e d  f a c i l i t i e s  a n d  m i l i t a r y  or  F e d e r a l  c i v i l i a n
per sonnel

‘ 1
Depa rtm ent of Navy , Commerci al or Industria l A c t i v i t i e s  Program; use

of C o n t r a c t o r s  t o  t i r t i v i ~h sup port service s a t  N ,i v~t l shore activities,
O P N A V L N S I  4860. bA , J u n e  .? —+ , H 7 3 .

I ~)
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• custodial services — at  l e a s t  70 percent contracted—out

• refuse collection and disposal ~ervices 
— at least ~U p erc ent

• cuard services — a t  l e a s t  30 p e r c e n t

These goals are stated as percenta ges of annual operating costs

reported. Table 4 shows t h e  havy ’ s record over the FY1 972—75 period for

these three services. The total man years reported against these three

functions accounted for less than o percent of the Navy ’s total man years

reported in  the UASD(I&L) “Annual Inventory of Commercial or Industrial

Activities and Contract Support Services ”.

Table 4

EXTEN t OF ~AVY R E L I A N C E  UPON P R I V A T E  SE CTOR
FUR Ti-tREE SELECTED SERVICES

FISCAL YEAR
S ER V I C E  1 9 7 2  J 1973 1974 ‘ 1975  T~ T6

______________________ ____ (Percent of Contracting — Out  
7) 

Goal

A B A 3 A B A B A

Custodial Services 38.6 43 . 3  46 .3  48 . 3 42.3 — + 3.2 46,’4 52.7 70

Refuse Collection 29.~ 2 7 . 6 34 .0 30 .5  3 9 . 5  3 3 , 9  3~~~L 39 .4  60
Disposal Services

Gua rd S e r v i c e s  0 .5  0 . 5  1 . 3 1 .5  2. 2 1. 9 2 . 7  2 .7  30

O t h e r  c o l i c i e s

r a c h  :.- -~-m r in the DoD a p p r o p r i a t i o n  A c t  t h e  C o n g r -  ‘s has  imposed  l i m i —

tat ions on “ t he c o a s t  r , ic t ion , replacement , or react ivat ion  of  a n y  h ak e r ~’ ,

laundry or dr y cleaning t ad lit y ” and on “the operat io n , acquisition , or

‘perc ent of t i ’ta l - i n n i t i l  o p - r a t  i n g  costs (In—house + C o n t r a c t )  f o r  t h a t
function that w e r ’ -  - x p e u i f i ’d on c o n t  ract -\ ; p , r c en t  of total man— years
( i n — h o u s e  + c o n i  r i c ~ I fu r t hat tu r ic t i o n  t h a t  ~ r” e x p e n d e d  o n c o n t r a c t  = B ;
as r ’ - i i - r t e - - f i n i i i ’ ‘‘ A n n u a l  L n v , ’ r i t ) r y ’’ . 

-~~--— -- ~~~~~~~~~~ -~~~~~~~~~ -~~~~~~~~~~ - --- --‘ -



construction of new facilities or equipment for new fa iliti e s . . . for metal
scrap b a l i n g  or s h e a r i n g  or fo r  m e l t i n g  or s w e a t i n g  a l u m i n u m  s c r a p . . . ” .

A c c o r d i n g l y t he re  are severa l  o ther  documents stating DoD polic y regardin c

the  r e s t r i c t i o n s  upon the use of a p p r o p r i a t e d  fu n d s  a s s o c i at e d  with these

and o t h e r  services  ob ta ined  from the private sector.

A l i s t  of many of these  documents  is c o n t a i ne d  in DoD I n s t r u c t i o n

4100 .33 .
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III. ADDITIONAL ASPECTS OF CONTRACT SERVICE S

INTR ODUCTION

In Section I private sector manpower associated with contr ,-lct ser-

vices was put into perspective with in the defense labor force; in Section

II current policies concerning reliance upon the private sector and the

“compelling reasons ” for not using contractors were discussed .

Howeve r , there are other aspects in addition to policy considera-

tions that should be regarded in determining which alt ernative is the

more appropriate for satisf y ing a service requirement that migh t be

performed with equal efficiency either in—house or by contract. Among

the additional factors that come to play in the decision—making process

are: Con gressional concerns; legal aspects , espe~~ial 1v those concerning

“personal ” services and non—personal services co n t ia cts; concerns about

the objec tLvitv and -uc uracy of the cost comparisons ; and personnel policy

considerations . This section discusses these factors .

CONGRESSIONAL LNTFRFST

The subjert of c ’ntract services has engaged the attention of the

legislativ e branch of Government for many years , and this interest is

current and continuing. The first extensive Congressional stud y on this

issue was made in 1)32 by a Special Committee of the House of Representa-

tives appointed to investigate Government competition with private

industr y . Their report stated that:

The evidence in general indicates that the operations
of t h e  F e d e r a l  Government  in the  f i e l d  of p r i v a t e

‘8 A detailed treatment of this subject is contained in the Final Repor t
of Stud y Group #1 — The U .S. Commission on Government Proc u rement ,
December 1972.

22
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enterprise have reached a magnitude and diversity which
threatens to reduce the private initiative , curtail the
opportunities , and infringe upon the earning powers of
tax—pay ing undertakings while steadil y increasine the
levies upon them .29

The Spec i a l  C o m m i t t e e  went  on to recomm end  that the House create a stand—

ing committee on Government competition with private enterprise .

With regard to the formulation of a policy, the Special Committee

stated that the Governme nt shou ld proc u re the commodities and facilities

of all kinds which it requires for its use from the commercial and indus-

trial world.

Since 1932 n u m e r o u s  s t u d i e s  and hearings concerning this subject

have been conducted by other special and standin g committees in Congress.

Among these are:

• The Senate and House Appropriations Committees

• The H o u s e  Ar med S e r v i c e s  C o m m i t t e e

• The Senate and House Committees on Government Operations

• The Senate Select Committee on Small Business

• The House Committee on Post Office and Civil Service

The most recent hearings are those he ld in May 1969 by t he  M i l i t a r y  O pera-

t ions  S u b c o m m i t t e e  of the House C o m m i t t e e  on Government  O p e r a t i o n s . ~

Numerous  r e p o r t s  have been i ssued by t h e s e  c o m m i t t e e s  as w e l l  as t he

f i r s t  and second Hoover Commissions , generall y expressing concern over the

2 ’Cong re ss , House , Special Committee Appointed to l n v e s t i ga t e  G o v e r n m e n t
Competition with Private Enterprise , Government ~2~jetition with Private
Enterprise , i-i . Rept. No. 198 5 , 72d Cong., 2d sess ., 1933 .

~~Congress , House , Committee on Government Operations , Government
Procurement and Contracting, Hearings , before the Militar y Operations Sub
committee of the Committee on Government Operations , House  of Representa—
tives , on H.R. 474 (the bill to establish a Commission on Government
Procurement ), 91st Cong., 1st sess. , 1969 .
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e x t e n t  to  w h i c h  the Government is engaged in activities which can be

tiand le d b y private enterprise . The douse Committee on Post Office and

Civil Service , however , has generall y taken exception to this , c l airnin o

toat it is more cost—eff ective to do the work in—house with civil servants.

LLGAL ASPEC S — PERS0f’~AL V S .  N O N P E R S O N A L  S E R V I C E  CONTRACTS

lucre are numerous laws which have a potential bearing on the pro-

curement of contract services (See A ppendix B). During the past decade

considerable attention has been  f o c u s e d  on t h e  i n t e r p l a y  o f  t h e  F e d e r a l

personn el laws , the civil service laws and the Federal procurement laws

(st e A ppendix c). Gt p a r t i c u l - i r  concern to the General Ac counting d f f i c e

and the Civil Service Commission have been situations in whi ch contract

manp ower has been furnished t o  tte.c Government for the purpose ot performing

,ertain services subject t o  the c o m p l e t e  s u p e r v i s i o n  of  G o v e r n m e n t  p e r s o n n e l

under a contract , in which t h e r e  h a s  been a circumvention of the process

ot appointment procedures and the circumvention of the p a y m e n t  o f  c o m p e n s a t i o n

and fringe bene tits . In a series of decisions over a N-ri d of more than

twenty years , the General Accounting )tt ice developed the foll owin g position

concerning the interaction of t h e  p e r s o n n e l  l a w s :

I’~a ’ general rule is that purely pers onal services for
the Government ar ’ r.’m uire mi to be per formed by Federal
employees under ieJ ’r al supervision. however , the
requirement of this rule is a m a tt - r  of pol i cy r-ith er
than law . When it is a im ninistra t iv ’I y t , -t ermined that
it w tll be substant ia ll y mor~’ economical , :“— i sib le and
necessary by reason o t  u n u s u a l  c i r c u m s t a n c e s  to  have
the work performed by n o n g o v e r n m e n t  p a r t i e s  t h a t  i s
cl ea rly demonstrable , we would not ob~~-~~t to t h e  pro—
c ’ m r ” m e n t  of such work under proper centric tua I arrange —
rime n t s . -

U
G I l , , r a l  A c c o u n t i n g  Ut l i ce , Com ptr ’lIe r oen er -i l , b e c i s i o n s  o t  t h e

C o m p t r o l  l ’ - r  t - ’n e r a l  , li ” I , V o l .  —+ 3 , pp. 3-40 - m d  3 02 .
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However in 19b5 , the General Counsel of the Civil Service Comm ission

rendered an op inion that an ~tir Force contract with the Capehart Corpora tion

for work at the Fuchu Air Force Base , Japan resulte d in a f o r m  o f  i~~- r s o n n e l

procurement which was not authorized b y law and which violated the personnel

l a w s .~ ’ In r e v i e w i n g  the contrac t , the General Counsel found that tne

contractor provided techni cal personnel who worked with Federal emp loyees

u n d e r  t h e  d i r e c t i o n  of a m i l i t a r y  or Civil Service supervisor , and that

tti e Government reserved the right to accept or reject individuals assi gned

oy the contractor. Based upon these observations , the Generel Counsel

concluded t h a t  t h e  p o s i t i o n s  f i l l e d  u n d e r  t h e  c o n t r a c t  s h o u l d  be F e d e r a l

positions and that the incumbents should be Federal employees appointed

and compensated in accordance with Federal personne l statutes. In reachin g

this conclusion , the General Counsel stated three criteria for de terminin g

whether or not an employer ernp loyee relationshi p exists for purposes o f

the personnel laws (see Table 5). (This decision is known popularl y as

the ‘ Fuctiu Opinio n ’.

In 1967 , t he  General Counsel of t i m e  C i v i l  S e r v i c e  C o m m i s s i o n  set

f o r t h  s i x  additional elements designed to assist agencies in determining

th e l t - c ’ a l i t y  o f  s u p p o r t  s e r v i c e  contr act~~~(see lable 5) .  ( T h i s  d e c i s i o n ,

b e c a u s e  i t w as m ade b y M r .  Leo P e l l a r z i  i s  k n o w n  p o p u l a r l y as  t h e “ P e l l a r z i

Op i n i o n ’ . S i m i l a r l y ,  t h e  s i x  e l e m e n t s  a re  popularl y termed t h e  “ P e l l a r z i

‘C i v i l  S e r v i c e  C o m m i s s i o n , Opinion of the General Counsel , letter to
GAo d a t e d  F e b r u a r y  12 , 1965 , r e p r i n t e d  in  h ouse  R e p o r t  No .  188 . F 9 t h  i o n p .
1st sess. (1965).

33 Civ il Service Commission , Opinion of tta e General Counsel , I ’ gal it v

of Selected Contracts at G o d d a r d  Space F li ght Center , N ation al A eronautics
and Space  A d m i n i s t r a t i o n ,  O c t o b e r  17 , l9~ 7 .
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Standards ” .) In 1968, the next General Counsel of the Civil Commission

issued a brief statement supp lementing the Pellarzi Op inion . It indicated

that personal service contracts were not per so illegal and that evaluation

of tne legality of a support service contract was to be based on a realistic

view of the provisions of the entire contract as well as the manner

in which it is administered and carried out. In order for time contract

to be declared illegal , each of the “Pellerz i Standards ” must be involved

to a substantial degree. ‘Ihe supplem ent , however , hi gmili ght d governmental

supervision of contractor emp loyees as the key test of the v a l i d i t y  of

a service contract. These op inions are summarized in fable 5.

In August of this year another major decision regarding the legalit y

of support service co,atracts was rendered. Judge Josep h C . ~addv of the

U.S. District Court for the Distr ict of Columbia ruled 22 specific contracts

illegal under the “Peilerzi Standards ” . Judge Wadd y ’ s judgenent t a k e s  i s sue

with the CSC ’s earlier conclusion that all six of the Pellerzi elements must be

present , each to a substantial degree , before a support service contract can

be a d j u d ged illegal. Wadd y declared that it is the overall substance of the

contract operations which must be looked at in order to determine wheth er

the proscribed relationshi p exists , not the presence or absence of standards

w h i c h  a r e  on l y  t h e  means  to  such  a determination .

Addi t iona lly Wadd y ordered that 425 NASA scientists , eng ineers and

administrative emp loyees who suffered loss of their jobs or down gradin gs as

a r e s u l t  of  t h e  c o n t r a c t s  m u s t  be r e i n s t a t e d  to  t h e i r  lawful positions with

— 

3!, —
Civil Service Commission , Supplement to the Opinion of the General

L Counsel , U.S. Civil Service Commi ssion , on the Legalit y of Selected Contracts
at t he Goddard Space Fli ght Cente r, Jul y 5, 1968.
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Table  5

CHRONOLOGY OF IMPORTANT D E C I S I O N S  C O N C E R N I N G  LEGAL ASPECTS
OF S E R V I C E  CON TRACTS

YEAR O P I N I O N  CRITERIA FOR D E T E R M I N I N G W i -lEN A CONTRACT I S ILLEGAL

1964 Fuchu An individual is consid ~ r~ d to be a Fe deral emp loyee
when th~ person is:

(1) engaged in performanc e of a Federal function
under authorit y of an ac t  of Congress or an
Executive order ,

(2) appointed in the civil service by a Federal
Officer or employee ,

(3) subject to the supervision and direction of
a Federal Officer or emp loyee.

If the individuals performing the work meet one of
these three criteria , the work should not be contracted;
Federal employees shou ld be used to do the job in—house.

1967 Pellerzi (1) Performance on site

( 2 )  P r i nc i p le tools and equi pment Government—furnished

(3) Services are app lied di m ~ct1 y to integral effort
of agencies or an organizat i onal subpart in fur-
therance of assigned function or mission

(4) Comparable services , m eeting comparable needs ,
are performed in the same or similar agenci es
using civil service personnel

(5) The need for the tvp + - of se rv i ce provided can
reasonabl y be exp ect ,-d to last b -yon d one year

(6) The inherent nature of the service , or the manner
in which it is provided reasonabl y requires
dir e ctl y or indirectl y , Government dir e ction or
supervision of contractor emp loyees in order:

To adequat el y prot e ct t he Gove rnment ‘s int e r e st
or to retain control of th e func t ion invo lvu d ,
or to retain full personal responsibility for
the func t ion support ~- i in a dul y au t h o r  i ~~-d
Fe deral Offic e r or t-mp lovet-

l96~i Supp lement Suppo rt— st - rvi~ ~
- contracts ar t- not pt -r ~~~

- proscrib ed by
to the Federal personnel laws.

Pel le rz i

2 7

~
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back pay and emplo yee bene fits , retroactive to the date of the unl awfu l

r e d u c t  i o n — m n — t o r c e .  (The d e c i s i o n  i s  r e t r o a c t i v e  t o  19o7 .

C ONU ~, R N S  AB O L I  COST ~o~1FAi~IS ONS

Ano t c mer noteworthy aspect of t h e  i n — h o u s e  v e r s u s  c o n t r a c t  d e c i s i o n

involves the e s t i m a t i o n  of  r e l a t i v e  economy  of  c o n t r a c t  v s .  i n — h o u s e  p e r —

t o r m a n c e .  A l t h o u g h  both , Government agencies and industry , agree that

cost comparisons are beneficial to the Government ’ s procurement decisi ons ,

opinions as to now one should determine what the Government ’ s real cost

would be and how to compare and evaluate t h a t  cos t  a g a i n s t  t u e  cost of

having the work accomplished under contract are very disparate. Conse-

quentl y there has been considerable debate over the technique and cost

factors called for under t h e  current polic y . This is la r c ’t—l v becaus e

the cost comparison guidelines in Circular A— 76 involve very fundam ental

pricin g differences between Government and private industry, from which

it is very d i f t i c e l t  to arrive at universal rules.

In this regard t h e  u t t ic ,? of Federal Procurement t-’e licv (OFPP) n a s

been investigatin g , for the past year , the d e sira h i l itv of making c e r t a i n

procedural changes to the A— 7b cost anal y sis techniques. One ot ti r e i t c- —

of concern is the cost t h a t  should he a t t r i b u t e d  t o  t h e  r e t i r e m e n t  b e n e f i t s

f o r  F e d e r a l  e m p l o y e e s .  Fed~~r a l  e m p l o y e e s  pa~- 7 p e r c e n t  of  t h e i r  s a l a r i e s

into the retirement fund , but the rem ainin g cost is made up by Go v e r n m e n t

contribution to the fund. Until recentl y DoD’s A—7 6 imp lementing i n s t r u c —

ions , ch i r ~’ei 7 perc ent of base pay as the Gov,-’rnment ‘ s c o n t r i b u t i o n .  H o w e v e r ,

peop le in industr y challen g ed th i s as an ,mn de rsta tem .~nt. In October 1076 , af ter

28
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working with the Civil Service Commission , OFI-’f’ published a Transmittal

Memorandum to A—lb calling for use of 2 4 . 7  pe rce n t  o f  base  pa y  as a more

appropriate factor. This same memorandum increased the life insurance

f a c t o r  f r o m  0 . 3 to  0. 5 pe r ce n t of base pay and the health insurance factor

from 1.0 ~o 3.5 percent of base pay.

Another item of concern re2ards how DoD h a n d l e s  t h e  c o n t i n u i n g

g r o w t h  in t h e  cos t  of  F e d e r a l  employment. It is r e a l i z e d  t h a t  a p r i v a t e

businessman has to project any inflationary increase he may encounter

when he makes his bid to perform a service for DoD . It seems equitable

that DoD should project the possible in flationar y costs that would result
I

f rom F e d e r a l  pa y  i n c r e a s e s .  Hence , 0MB has been investi gatin g this area

i n  o r d e r  t u a t  t h e r e  he a m i n i t o r m  f i ~~u r e  f o r  use  t h r o u ’h o u t  t u e  g o v e r n m e n t .

A t h i r d  a r e a  o f  c o n c e r n  i n  c o n d u c t i ng  cost analyses is the handling

o f  the co n c e p t  o f  “ t a x e s  f r e g o n e . ” When  a f u n c t i o n  i s  c o n t r a c t e d , t h e

F e d e r a l  , - t v . - r n m e n t  ect  s h a c k  f r o m  t h a t  c o n t r a c t o r  an amount of money

e q u a l  t o  h i s  F - I - m a  1 taxe s . Dot ) h a s  p r o p o s e d  t o  t h e  O F P P  t h a t  t o e v  seek

I ron rm ~ e ru al R. venue a t iuur e undated periodical lv which would indicate

a p ; ) r - x I -‘~- j t ‘‘ o .-rcent Ire ol t no  t o t a l  d o l l a r  i n t a k e  f r o m  a g o v e r n m e n t

- - u t  r od  Lh -I t wo i~i d  c o . - no c s t o  t b -  ‘o y - -r n-ri. ’nt t h r o u e h  t h e  t a x a t i o n

pr  ess . I r u is ma y  v a r y  r - ”-- i n d , m s t r c  t o i u . m m i s t  r v  and  p r o b a b l y  by  r e —

er .iphi ar -a.

A d d i t i onal ,-x.am iri . , t ion is c - o r  - -m i t iv to c i i s - ’d on th e fe ll ~w mng is sue s :

• t i m - s i z e  o~ t h e  c o s t  I i m ~~- r . - n t  i i i  ‘ - ‘ w - - . -n tn. ’ in—ho use and 
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contract—out alternat ives.

• objective l y estimating the cost of obtaining the se—vice by

co n t r a c t .

kith regard to this last item , the procedure cmirrent lv employed by the

Army , Marine Corps , and Navy is to have the potential user or current activit y

prepare the esti am ate of costs for both in—house and contract—out op-ration .

This means that the individual s conductin g the analysis need to know

not onl y all the potential contractor ’s costs but the method t u at would

be em p loyed  to  do t h e  j o b .  In addition , i t  m a y  have  the e s t i m o t c  m ’r~- r- - i r ’ d b~’

an activity whose existence depends on not contractin g—out.

fhe Air Force , rather than estimating contract costs , emp i m v s a p r- - - e —

dure by whicn bid solicitation is part of the decision process. (10 cc it

has been determined that the metho d of performance is to be based on cost ,

the Air Force prepares an estimate of the cost of i n — h o u s e  o p e r a t i o n . ~id s

for perf ormance of the function are then solicited from potential contractors.

If a qualified contractor ’s bid is less than the estimated in—house cost , and

the contractor ’s proposal is otherwise sat istactor ~’ , the contract is awarded.

In the near future DoD plans to in stit ute a new uniform procedure m ro—

viding for a firm bid or proposal similar to that currentl y used by the Air

A—7 6 states:
.Genera lly , an in—house operation should not be approved

unless costs of a Government activity will be at least 10
percent less than costs of obtaining the product or service
t r o m  commercial sources. The 10 percent differential is not
intended to he a fixed figur e. The diff e rential may be more
,mr less than 10 p e r c e n t  d e p e n d i n g  upon  t h e  f . i ct o s  of  e ach
individual cast ’.

Further , the A—7 0 states that savings asso ciated with in—house operation
s m o mi l d be “substantial” if a “large ” new or additional cap ital investment is
involved. 

~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ _
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Force. Under the new p r o c e d u r e  in— im mus e peop le  w i l l  p r ep a r e  a b id  as to

t h e  cost of their p t? rto rmn an ce of t h e  f u n c t i o n .  This wi l l  then be valida ted

b y audit , sealed and opened  along with bids from the private sector.

[he contract will be awarded to the low bidder——either the private s- - . tor

or c o n t i n u e d  i n — h o u s e .  The i n — h ouse hid w i l l  also he open to ch all e nee .

This wi l l  introduce the element of competition within the in—house side

of the operation and will encourage them to he more productive lest they

lose the opportunity to perform the functions .

P E RS ON N E L  POL I C Y  CONSI DE RA T I O N S

The final area of major concern regarding DoD ’s use at contract man-

power discussed in this report is that of pt - rsonnel policy considerations.

[‘tie most significant of these concerns are h~ st summarized in a r e c e n t

statement by the Deputy Assistant Secretar y o f  D e f e n s e  ( C i v i l i a n  P e r s o n n e l

P o l i c y ) .  Among the items of concern h e  i n c l u d e d :

• “...subs’cantia l numbers of minorities , disabled veterans , han-

d i c a p p e d  and mentally retarded and Vietna m Er a  v e t e r a n s , ma n y

of whom ar - 1 ’ n c — t - -r m c i v i l  servic e emp lo yees , will los e their

jobs u s a  resul t of a c ’m rt r o ct in g— ou t decision... ”

• “ . . . t m m . ’ p r i v a t e  e m n p l o v t ’r c m  ~‘mh- n i t  .a l o w  b i d  by  m i n l e r l e u t t i n g

t h e  w i ~~o -m m i i I r i m i e  h e n e t j t ~ of  i~- - d e r a l  employees and then rehire

t h e  I s a m e  p e o p l e ]  a t  !ow r -d r i t e ~ a n d  b e n e f i t s . .

• ‘‘ . . .tn ’ C o f l t  i n t i o l  r - v i . -w ~t supp ort s e r v i c e s  or con~ r a c t i n c —

a l t  o p p o r t u n i t i e s  as r e q u i r e d  by L ircu la r A—7 ’i has a d e s t a h i l —

izing and  m d v - - r s e  o r - m i e  e l i -  t on t h e  w o r k  1 - r e ... ’’

1- a n  ~ . Clewl iw , St .i t~~’-- - ii t ti 0 - p i t y  A~~s i~~t a n t  S, - c m - t  a n y  a t  le f t- mm se
(t i v i l i a n  t h - r s o n n e  1 Pot i ‘.- ) , h I or . - t i - - ‘ - - feust’ Mm m i  -~- - r ~

- --- i sc i on ,



The Deputy Assistant Secretary also expressed concern with regard to t h e

potential disruption of support services supp lied by contractors in the

event of strikes or the disruption that can take place when contractor s

are changed .
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[V . DOD E X P E R I E N C E S  I N V O L V I ‘
~~~~ IN— H OUSE VS. CONTRACT—OUT DECISt:~~S

I N T R O D U C T I O N

In taking into consideration the pr eviously discussed aspects involved

in making th0 i n—hous e/contract decisi on , it is also help ful to have an

awaren,-ss of the situat i ons that have occurred or the programs in—pr oc~
--ss

concerning DoD ’s efforts to imp lement the polic y of relianc e upon the pri-

vate sector. This section hi ghlig hts SOOe of these.

THE CONTRACt SUPPORt SERVICES PROJECT

In  Sep t em b er  1q64 , S e c re t a r y  of D e f e n s e  R o b e r t  S.  M cN a m a r a  o r d er ed  a

comprehensive stud y of DoD service contracts. This stud y consisted of

r,--vjews and individual cost studies of about £~O different activities and

anal yses of a bou t  2201) d i  f f t : r e n t  cont ract and te chni cal services posit ions .

The final rt -por t ~~‘ of the p r o j e c t  conc luded  t h a t  : ( 1)  many  of t h e  s e r v i c e s

t h a t  we re b e i n g  p e r f o r m e d  i n — h o u s e  c o u l d  be p er f o r m e d  at less cos t  by co n-

t r a c t ;  ( 2 )  t h e r t - were situations where DoD ’ s us,- of contractor support was

inconsist ent with the Civil Service pt—rrsonnel laws and regulations and (3)

tht’rr~ were many situat i ons involving a particular kind of servic e contract

for tec hnic al and e n g i n - m - r i n g  s e r v i c e s  ~~ w her e  i t  w o u l d  be s i g n i f i c a n t  ly

less expensiv e to perform t h a t  work  i n — h o u s e .

Vi th regard to the third conclusion , the report i dent i fi ~- d about

7 ,100 contract ,-n g in ee rin s’. and technical s,-rv ice s personnel and ~- st i m  d

~~ Departm ent of D , - f , - nse , C o n t r a c t  S u p p o r t  S e r v i ce s  P r o j e c t ,  ~1arch
31 , l1)b5 .

8 fh’ se were cont ro~ t s p - n - r a l l y  to obtain techni~~.al - -n g ine eri rm g peop le
for t t me maint -n .inc ’- , the installat i on , and the operat ion of weapon systems
and eqil i pm ntInt and part i c ul a r lv th ’- t r a i n i n g  and instruction of m il i t a r y
peop le in those fields.
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t h a t  t b . - w. - r . - c o s t  in c  ( h i . - gov . r n i n , - n t  a p p r o x i m a t e l y  S120 -aj [li- m n a n n  i .all v .

Tne s t u d y  cr o u p  also estimat ed that it wou ld c o s t  a b o u t  S2 [  n i l l i m o  l . - s s ,

or a b o u t  S99 m i l l i o n  a n n u a l ly , t o  p e r f o r : n  t h e  work in—hou se.

The s t u d y g r o u p  ccc m - i rn , -n d c d  t h a t  a l l  c o n t r a c t s  w b i~~b r i:i i r - d  cant r a t

personn .- 1. to  W o r is und .- r  t h e  d i  r c t  s u p . - r v i  s i a n  of ~ o v e r n o , n t  r - a r . - s e n t  a—

t i v es be converted to C i v i l  !~eryice . This conclusion w a s  h a s~~d 00 tb.:

l e g a l i t y  q u e s t i o m a  r a i s e d  5- .’ t h . -: ‘h uchu O p m n i omi ’’ , as~~~.- [1 as on ant i c i p a t e h

c o s t  s a v i n g s . - \ c c o r~~i : i q l v , Do ’) i n i t i a t e - I  a p r i c r a m  in 1 9 n 5  (w h i J i  r , : i i i r - -d

s e v e r a l  y e a r s  t o  a m p l e  1 . : )  t a co ny .  r t  10 , 500 ~ o n t  ra~ t t e c h n i c a l  s u p p o r t

o a s i t i o n s  t o  C i v i l  S e r v i c e  s t a t u s , p r o s e l y t i n g  t h e  c o n t r a c t  i n ~~ i m h e n t s

-~h , - n , -ve r p o s s i b l e .  R ep r . - s : m i t a t  i yes of p r i v a t e  e n t e r p r i  s - , t h r o u g h  t h , -

C o u n c i l  of  D e f e n s e  and S p a ce  I n d u s t  r i , s  A s s o c  i a t  i o n , and  t h e  D e f e n s e  n d u s —

tr y Advi sory Council (DIAC ) rebutted tb ,- lega l it y c r i t i c i s m  a n t  pr . - d i c t e - d

hi gher -:05(5 for the i n — D o u s e  c - i n v e r s i o n  r a t h e r  t h a n  c o s t  s a v i ng s .

A f t , : r  t h e  c o n v e r s i o n  p r o g r a m  w a s  w e l l  underway ! A p r i l , 1 4 h 7 )  D~~:) ~o-~ —

p a r ed  t h e  c o s t s  i f  a pp r s : r a a t c [ y  1 , 000 t e c h n i ~ il personne l wb ~s.
- p o s i t  ions

had  b y t h e n  h - e n  c o n v — - r t . - d  fran i n d u s t r y  t o  tb~ Governmn .:nt payroll. This

s t u dy  ~ show- I a s i g n i f i c a n t  ( h i t  s ’n - i l l , - r  t h a n  . x n , :~~t . d )  c o s t  s a v m n c  w a s

5, - i n c  r e a l i z e d .  A sh m r t  t i e . - l a te r  ( i n  H . c - p t - - -i h -r . l’e~ 7 ) , GA O n u h l i s h . -d

i t s  iw o i n d e p e n d . - n t  c o s t  a n a  l v s  is  i f  I he DoD o n ver s  ion  p r o z r : m - n  wh i c : m

, s t  i a m a t . - - - I a s a v i n g s  t o  t h e  D o v , - r u : n - n t  n. - a r l v  t w i ~ . that pro 
~~- -

~~ 
t e d  iv tn-

A n r i l  Do!) an.al-; sis . “~~~

~~ Con m r . - s s  , ~5 -n a t . - , C o m m i t  t . - , -  om i Gov ernm n. -n t  tm u . - r a t  ions , C oy ,  rnnm , - nt

P o l i c y  and Pra~ ti ~~.- w i th Resp ect to Contracts fir Techn i~~al i,- rvi ~~es,

h te arir mo s , 5 , - f o r - -  t b - ’ P n m n a i  f t . - ,  ‘n D o v - - r n m . ’n t  S p e r a t  i - m s . ~e u - m t . - bi )~~5 ~ om ig .

lst sess. , 1567 , p . l~~3..1) D -m i , ’ r .il \~ e aiin t i n g  ‘ ) f t  i c . , (o ngr.-ssjona[ k - g u t - s t  t - r  R . v i ,  w m l  D i i

L mmm l r e  I - mr l o u v e r s  i o n  h r - r a m , ~1, - o i r i n I i , ~m l 1  t ’ik~~4 , ~.- pt - -n5, -r u . ~~~~
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ARMY (DNVERSION PROGRAM Ar W III T -L SANDS M I S S I L E  RAN GE 
—

I n  J u n e  1966 t h e  D e p a r t m e n t  o f  A r my , as p a r t  of t h e  DoD conversion

program discuss ed above , announced the- termination (after 18 months) of

a thre e— year contract with RCA for technical servic e-s at the White Sands

Missile Range , New Mex i c o an d a pr og r am to convert all positions to civil

serV ice , allowin g an additional six months f o r  t h e -  comp l e te  ph a s e — o u t .

In response to strenuous comp lai n ts f r o m  v a r i o u s  s e g m e n t s  of industry and

t he  New Mexico congressional delegation , hearings concerning this action

we-re he ld by the Senate Commit tee on Government Operations .

DoD testimon-y~~
1 concerning the termination and conversion of the RCA

WSMR contract revealed that the contrac t had been term inated: -

(I) because it was found to be personal se rv ice  in fo rm , i n v o l v i n g

what was tantamount to an emp loyer—e mp loyee relationshi p betwe en the Govern—

me-nt and the contractor—furnished personne l , making it illegal under the

criteria in the “Fuchu ” decision ;

(2) that attempts to re-structure the contract so as to eliminate - its

illegal features , were found to be difficult , if not impossible;

( 3 )  t h a t  ev e n i f  r e s t r u c t u r i n g  had be -en p o s s i b l e - , it. would have neces-

sitated an increase of approximately 49 emp loyee-s (mostl y supervisory ) and
-4

an associated $1 .2 million annual increase in Government cost; and

( 4 )  t h a t  DoD had d e c i d e d  upon t e r m i n a t i o n  on l y as a l a s t .  r so r t , and

t h e n , o n l y  when a cost study established that savings would he- re al i~~ed b y

smich act ion .

~ Congress , Senate , Committ ee on Government O pc ratiom a s , Government
Policl and Practic e - with Respect to Contracts for Technical Services ,
Hearings , before the- C ommittee - (an Governm ent Operations , Se-nat , 90th Cong ..

1st sess. , 1967 .
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The Comptroller General subsequentl y advised the Army that performance

of the contract involved substantial violations of c i v i l  s e r v ic c  and emp l oyee

pay laws and that the - terrr’inat iota action was i n d e e d  j u s t i f i e d . The

Comptroller General also advised that conversion of these contract ser-

vices to in—house p€-rfor m anc e- by civil service emp loyees resulted in

annual Gove rnment savings of about $400 ,000 , part of which resulted from

a re duction from 202 contract emp loyee-s to an authorized number of 171

posilions , of which the Army had onl y been able to fill l50 .~~2 Hence - ,

t he c o n v e r s i o n  was c a r r i e d  out .

THE NAVY ’ S ATTEMP t TO CONTRACT—OUT AT THE PACIFIC MISSILE RANGE

In 1973 , as part of a shore establishment realignment (SER) program ,

the- Navy approved an action for the - Pacific Missile Range- , Pt. Mugu ,

California , calling for the conversion of certain appropriate test range

functions from Government to contractor support. The contract administra-

tion ; range operations p lanning, scheduling , control and safety ; range

management ; and fligh t support functions were to be retained b y the

Government. The action called for eliminatin g 1 ,448 government emp loyees

and 225 militar y personnel with a one time cost of $3 .2 M . Annual savings

antici pated we-re about $l.5M commencing in FY 80. The conversion was to

be comp leted by 1 De cembe r 1974 . Th i s  a c t i o n  was a p p r o v e d  b y S E C D E F  on

I’m A pril 1973.

Strenuous ob jections to this a~ tion were- voiced to DoD and Congres s

by the civil service emp loyees involved and their representative s. Sub—

t
~~Congre-ss , Se-nate , Committ ee on Government Operations , Government

Polic y and Practice with Respect to Contracts For Technical Services:
Status Report, 90th Cong ., 2d sess., 1968 , r .  8.
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sequentl y , the Defense A ppropriation Bill , containing the following state-

men t was app r o v ed b y the  House of  R ep r e s en t  a t  i y e s :

The Managers are in a g r e e m e n t  t h a t  none of t h e  f u n d s
provided in this act shall be available for effor ts
to contract out the operation of t h e  P a c i f i c  M i s s i l e
Range. The Managers ar- - in agreeme nt with th.~ House
position that the Navy shall continu e to operate the
Pacific Missile Range wi th government military and
civilian personnel .~~

3

Thus , the conversion to contract was congressionall y prohibited and

t h e  N a vy was d i r ec t ed t o  t a ke “ no f u r t h e r  ac t  i o n s . . . t o  c o n v e r t  t h e  R a n g e

to contractor op eration s ”.~~

AFGE U N F A I R  LABOR P R A C T I C E  CHAR GE A G A I N S T  T IlE N A V Y

As was mentioned in Section II , in  J u ne  1975 t h e  Navy published goals

regarding contracting—out for custodial servic.-is , refuse collection and

guard services.

The following art i d e  indicates what the Am erican Federa l ion of

Government Employe es thinks of the Navy ’s attempt to U Se t h e  l e a s t  c o s t ly

form of defense manpower for these servic es.

WAS~- 1INGT 0N — The Am erican Federation of Government
Emp loyees  has filed an unfair labor practic e charge
against t h e  Navy for failing to inform th - - union
b e f o r e  o r d e r i n g  the  i n c r e a s e d  c o n t r a c t  i n g — o u t  of
custodial , refuse c o l l e c t i o n  and guard s e r v i c . - s .

In a January 23 letter , Cl yde ‘-1. Webber , AF G E pres-
ident , warned Navy Secretary .1. W illiam ‘lidd’indorf II
t o  cease “ f u r t h e r  imp l e m en t a l  ion ” of t h e  c o n t r a c t  i n g
p ian and to rescind “any actions alread y t aken...as
null and void because of the failure to not i fy  and
c o n s u l t  w i t n  AF G E over  such  a c t i v i t ie s . ”

(43 Congress , House , The Defense A ppropriat ion Bill , Amendment 7(4 to
U.R.ll57 , December 20 , 1973

(~(~ Memorandum for Assist a nt Secretary ot Nav y (I&L) from ~s s i  s l a n t  5. - c r . - —
t ary of Defense (I&L), J a n u a r y  2 , 1974.
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.-.‘obb er said the Navy attempted to ‘nisl .-’ad t m ,  u ni o n
and ‘ cover u p  its p lans. ”

— ne quoted a January lb lett er i’ - ---  t i -m v .’ s t at inc
t h a t  t h e  N o v e m b e r  ~ o a n d  ) e c , n u e r  l u  h i r . - c t  i v ’ s  t r  ,t

o r d e r e d  t h e  c o n t r a c t i n g  tout o f  a t  l - ’ . i s t  l i i  n e c - m u :

of the custodial se rvi c - -s and 30 perc ent at ii i - -  c — i - a rd
services were intended “crc lv to “p ro’.’iIe m i r - u c e t u r ,-
am a d a s s ig n  r e s p o n s  i b i  l i t  v t o  i n s u r e  c m r r y i n u ’  out t i - -
established proeram m ere cost et 1- -ct m v- ness is
i n d i c a t e d .

the ‘ possibili ty ’ of 15 , 000 jarm s being a t t . - :t - -d ai. .1

re sult of c o n t r a c t i n g  om it i m p a c t s  u p o n  t o e  e-i p lo . - .-s
A F GE r e p r e s e n t , ” w e b b e r w r o t e , a d d i n g  that t in - Navy ’ s
f a i l u r . - to c o n s u l t  w i t h  (h .  mi nion p r - -v .-n t . - I  ‘ AID,L.

from e ff ectivel y representin g its h i r ’ -a i ni r i- ’ u ni ts .~

In sp i t e  o f  -L e n ’ s a c t i o n , t o , - N o v ’. ms  n o t  r e - I u i ~~e I i t s  c o i l  c ‘r a ’  5 ’

funct ions.

CON TRACT INn—OCT LARGE ~0k I IONS oF BASE 0PEr~A t IN u , S C F I m N  F

in  i 97 .) , a mire I i m n i n a r v  ( 1M B i n v e s t  m a t  ion indicated cons m icr

s a v i n g s  m i g h t  he r e a l i z . -d Dv co n t r ac ti n ”— o ut l a r e - - D i r t  ion s o ’, , \ i r  ~o r c , ’

base operat i m m g  s u p p o r t  (BUS). A l :  iou- s n t h e  0M B m v - c t  i c - a t i ’ m i  e — i s ’~. - ver

f o r m a l i z e d , i n f o r m a t i o n  c o n c e r n i n g  i t  cau se-I c o n s i - i e r m ~- l e  b a c H - a m ‘u ”-

t h e  U ove r n m e n t  e m p l o y e e  unio n s , tne press a o l  f r m- ’ m s a p , - n i e m u m n , - rs  - ‘ m - i:ic r -s s

~‘o r ’n . - r C o n g r , - s s m a n  J e ro me  i a l d i e  a t  G au l o rnia said a b o u t t h e  m i n p u h l i  s u . -d

Dli, m v - s t  U-at ion:

It is clear that uSh , m e a d o d  Dv ~ f i r m e r  mac n ot e of
t s~- m i l i t a r y  industrial c u o p lex is t in orom i - uia l y in :~~ai m ne m I
w i t  Ii t hi ’  p h i  E o s o p h v  o t ‘ D i g  b u s i n e s s  s h i t i  Id r u n  t he
cove r m n n e n  t . ‘

lii , ’ 0th invest igat ion never went any m rther than (ii’ p r e l  i - r i n a r v

‘ S m m e il a Hm ’rshi ,’s , ‘im a vv ’ s ‘ c m n t r m - t  i m i g — ) ut ‘ P l a n  ltri rn ’s t I m - m r ’ ,

Unio n ’’ , ‘-ivy l imes , F ebr ua r y .3 , l~~7o , p. ii.
Congressional Record, De cem h -r 1973.
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—jt age; fm .-n c ,-’ no St  ronmt -I torts wer.- mad - to ¼ i m i v , - r  : l:i r : - ‘ r I  ions of

h a s . -  o N - r a t i n g  su p p o r t  t u  t i e  m i r i v a t . -  5. - c t  o r .

In 147N , L b . - Ra nd C o r p o r a t  i o n  c o n d u c t . -  1 a st u ’Iv at  V a u ~¼ — A F B  and

-f. u s . - AFB. Both h-is . -s ar .- und ergraduat .- mu l i t  t r a i n i n g  has.-s ( i f  s i m i l a r

size and out put. Vance is (ontr u c for ui era t ..d ; R .- ~~se is not . lii.

f i n - T in- c s were tha t 2e p -N - - nt t. w.-r n’- u ’ !.- at ~ 7 p . N . nt of t h . - - c o s t  we r .--

iis .-d at Van e to accomp li sh am i c r o x i L i : m t ,  ly th .- sam’- mission m im i - f r to . - sam .-

c i r c u m s t a n c e s  -as a t  ~eese .  i~m . - - s a v i n m i s  w . - r e  not because ml  l uw .-r solar- :

l. v. - l s  D ,j t were due t o  t n .  c ut ra ( t o r ’ s ma nau ’ .-m. - n (  ap r r i .- u~ h: t b -  ~~-~i ’ -’ i.-

o r g a n i z . - d  b r  t b .  t a s k . t Im ’ - rat i i  of s , Iui . -r Vi S-ra t o .-“m p lo\- .-c , —and his

cost consciousness.

Within t h u  DoD , t h ’ - r . - a re  sev er a l  A i r  F o r .  u install a t ions that ore

on. rated and  main tained by c o m a t r a c t o r s .  DoD has oft -n also r. l i i -d upon

(ant ractors to provi de ~IOS overseas in cl udin t install a t i - ins in Canada ,

A laska , Spain , Turki-v and Ethiop ia.

In FY1 975 .- .ach S .-rvi c .- - was ask- h by OSD~~ to nominate two instal lo —

ions as candidates for hia ”in- c Baa .- ‘ f a i n t e n a n c e  Funct ions pla ced und .-r

a sin gle contract. The Arm y i n i t i a l l y had -~ candidat .- s : Fort C i s t i s ,

Vir g inia; Fort hordon , C .-ui r g ia; T o r t  Chaff. Arka nsas; and Carlis.- Bar—

racks , b’ .-nnsv lva ni a. The Air For I- i n i t i a l l y  had two -andid a t .- s : L w rv

A F B . Colorado and h : I e l l a n d  AF B , Ca l i f o r n i a .  Th e Nav y ’ s m n d i d a t . s  - m r

‘~~~ Robert ‘I. Paulson and A rm io l -d Ziui ’i . r , An ,\n - -alvu .is i i  ‘1 .-tho is at 1 ,15. -
Support: Cont r a .  f i r  i N - r u t __o i l s  v.-r su s ~t rmndi r~ - D o - r a t  ion s at Tw~ t’ m m d.-r—
grmi duat .- Di l i t  Train in: h a s - a , lb. - ‘L un d ( ‘ru , irot ion , R.-p ort ‘Ii . R — 1 5 h 3 — P R ,
M a r c h , 1 97 5 .

“ For .-xamp le : Ass i s t .lnt S’- r.- t arv 01 ~) ‘ t  en s e (  T N t .  I , ‘- l .- mo ran lu i mm to
Ass ist a nt f;’- ¼ r e t :u rv u t \ ir F i r - . - (l~,L). N ub j: Ba - .. Support S. rv ic. -s
Cui l r . 1¼ 1 m m :  I r o ~~. - I , Jam i ,aa rv 8 , l~~7 N .



t he new ‘Ir ident supp ort I .ae I lit v i n l T O m i ~’ ,  r , ~ ash i ngt on and t Ii . - N a v a l

Support Activity in N - u  (1 r l ouis , Louis janna

because this was a l)toii dir e ct ed p r o g r a m , Air Fi rc . - d ete rred any

t u r t h e r  act ion pendi ui e a DoU— wi ,l - c omu -sol id~~tcd a n n o u n c . - ’ m m . -n t  . No d e cisi ons

h ave o(-en announced and t hu. - A i r  F a r c e  h a s  d r op p e d  t - N - n l e I  l a n  i s  a n o u a i n e e

the Arm y taas nar row,- 1 it s no-n m e , - s to on l v  one  h a  se — —~ ,)rt Gordon . The

other Services hav i - indic .at .0 a r.-lu ucta n ce to cut ahead wi L b  a c o n v e r s i o n

p r o g r . a m  in which all Servic es are not inv o lv -d .

S U: 1:1 -\ s Y

f - r u i n  t h i. - t o r e g o i n c  - l i 5 C U S S i O u )  , i t  a p p e a r s  t h a t  s i l m i , - a i d i t  i o n a l  con—

r a c  I j o e ’  a t e x i s t  in g  ui —ho u se serv ices coui Id real i z, ’ sa v i  n ’ s  i n  mm lanpos’e r

costs with ou t c ornpr oliis ing mission et t ,o- tiv ,’m ae ss . l I o w ev ’.’r , t h e  e x t e n t  to

wri i c im each Service c a n  expand tua t -~ i r  u u s e  o t c an t r , i c t s e r v i ce s  d e p e n d s  upon

th e ir asses smn ent of t im e t o t a l  force m.anpower r - q u u irem ents in supmo rt at the

national strategy s c e n a r i o .
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V . CON RAC T S E R V I C E S  I N F O R M A T I O N  SYST E MS

Ia T l a u u n C  i 108

Inc -re mi re a wide varL et y of  i n f o r u n a t  iou s y s t e m s  t h a t  p r o v i d e  d a t a

c o n c e r n i n g  speci fic pieces of the DoD contracting—out universe , but uione

of these provides a comprehensiv e answer to the question: i-low many man—years

a re bou gr u t f r o m  p r i v a t e  i n d u s t r y  to  w o r k  in t h e  D e p a r t m e n t  of  D e f e n s e

t o  do jobs that could he done by civil service and military personnel?

Furth er, since Dam ) does m a int a in very detailed information concerninc ’

the costs a t  c o n t r a c t  services , i t  i s  riot o b v i o u s  t h a t  D o T ) should e x p e n d

t h e  .am no , in t  ‘ f  t i r e - , effort and  resources that would be r e q u i r e d  to  e s t a b l i s h

an i u mu n int - a in an in fu - i rination system that could answer this specific question .

Fli is s.-ct ion d i s c i u s s e s  (h i ’ m a j o r  r e p o r t in g  s y s t em s  that current lv sat i cf v

fl. i c - I s  4) 1 D ot ) .

A N4 i  - \t . I N~ - s f  i g OF CUM,1i-. R C I A J ,  OR I ND II S tRIAl . AC h Ill E S AN I )  C O N [ k ’A C  I

~I0a’ uX1 f- f-,RV ICI-,.S

In f r  i’m - it I t o r )  t o !  l. ’ct . d

a i r c a u l a r  A — 7 o , Do!) Direct ive ‘. 11 ) 0 . 1 5  and O af )  ln s truuct inn -~ l 0i ) .3I

I i u c , ’ i s - ,t ’ , t in D- - c t  i on  I I )  not o n l y  t v - - cri b , - r ’ l i c v  r . ’ - - a r l i m i e’ r e l  i .inc .’

i u f ’ u n  l b . - pr i v 1 . sector , huut als o c a l l  for s r - i t i c  m e a s u r e s  t o  he taken

t u r  :m l , , u n u - t  , . r l u i u t l u . -  o’’l i v . limos, ’ iu ’-asui r i ’ s i n - l ’ m l - ’ c o mn pi liii -’ -and m a i n —

t a i n i u m g  - i n  i n v , - u i t ’ u r y  t o t  c , ’ i u i - m . - r c i a l  an d  i n d u s t r i a l — t y p e  (t/!) a c t i v i t i e s ,

c o n - l e t  t o e ’  t r i - o n  t a l r i -vu - -u s  o f  I l u , -’u - - i ( l v i  t u - c , . i n i  . -va l i i , a t Im) C “ n O W

sI - a r t s ’’ L u  d ,- t . - rmm u j u ie w b u. - t u i . -r l i i , - r ’ ’ t u i ~~t . u r  s , ’ m  c i c . ’ c mii  0, a h t , - u i n e u t  t rom

th. - p r u v a t i ’  s I r . DuO ) l n — t r ,i c t ion . l h 1 h ) . h )  r . - q u u i r . - ’  m i l i t a r y  i u i s t a l l - m —

ion s j u t tO ’ ’ i r u i j t , . d S t,i t .- s - a u i . l  i t s  t . - r r i t n r i . -s  u m m , l  N u s m - m ’ ’ s s i u u i -i t i  r e p o r t

4 !
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each fiscal yea r to Militar y Department head quarters on the status of

C/I activities having annual in—hou se operating costs and/or contrac t

costs for products or services totalling $50 ,000 or more , or a capital

inves tment of at least $25 ,000. The instruction also lists the functi ons

to be reported under the C/I program (see Table 5 for the services covered),

and the reporting for mat. For each of the 85 services listed , each instal-

lation in DoD reports the followin g for C/I activities: the justification

(“ compelling reason ”) for in—house operation , civilian and military man—

yea rs applied directly to the functions , personnel p a y r o l l  cos t s , costs

to the Government for supplies and material used for the function , and

acq uisition and rehabilitation costs for facilities and equi pment. Con-

tract man—years and contract cost (personnel costs + other costs) as well

as the reason for contracting—out (lower cost or other reason ) are reported

fo r services obtained from the private sector. In addi tion , a separate

lis t is prepared identif ying in—house C/I activities and contract support

services which have been discontinued , curtailed (15 percent or more ) or

converted to another method of performance during the fiscal yea r~
’9

The Mili tary Departments and Defense agencies summarize and corre-

la te installation reports and provide cop ies of their inventories to OASD ( I&L)

and 0MB . OASD (I&L) publishes the consolidated data as the ‘Annual Inventory

of Commercial and Industrial—T yp e Activi ties and Contract Support Services ” .

The information contained in the “Annual Inventory ” is t he only readil y

No te that PL 93— 365 , section 502 calls for “a f ull justification of
any conversion trom one form of manpower to another... Lto] ... be contained
in the annual manpower requirements report to Congress.. .“ The list of
discont mr ’uances , curtailments and conversions may be useful in meeting
the P.L . 93— 3 65 requirement.

42
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Table 6

SERVICES CURRENTLY REPORTED IN OASD(I&L) “ANNUAL INVENTORY”

I. Main tenance and/or Repair of Equi pmen t (Intermediate/Direct/General )

aircr aft
aircraf t eng ines
missiles
vessels
comb at vehic les
non—co mbat vehicles
elec tronic and communications equi pment
railway equi pment
special equipment
armament
mess hail equipment
medical and den tal equi pment
containers; textiles , tents and tarpaulins
me tal containers
ind ustrial plant equipment

II. Nonmission—Essential Repair , Maintenance Modification , Alteration
and/or Reb uild of Equipment (Dep~t/Indirect)

Inc ludes same categories as I.

III. Mission—Essen tial Repair , Maintenance Modification , Alteration and/or
Rebuild of Equi pment (Depot/Indirect )

Includes same ca tegories as I and II , excep t mes s hail equi pment ,
medical and den tal equipment , containers , and ind ustrial p lan t
eq uipmen t.

IV. Ins tallation Services

bus services
laundry , dry cleaning
cus todial services
insect and rodent control
refuse collec tion and disposa l services
food services
furnit ure
of f ice eq ui pmen t
mo tor vehicle operations •1
motor vehic le maintenance
guard service
govern ment—owne d utility systern8
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Table 6 (Cont inued)

V. Other Non—Manufacturing Operations

packing and crating
cataloguing
accep tance testing
training and consultant services
opera tion of bulk li q uid storage
prin ting and reproduction
photographic , film and TV services , incl uding CATV
mapp ing and char ting
adminis trative te lephone service
air transportation services
water transportation services
rail transportation services
cont rac tor engineering and technical services
fueling service
scrap metal operation
communication and electronic systems

VI. Automatic Data Processing

da ta processing services
main tenance of AD? equipment
sys tems desi gn , developmen t and progra mming services

VII. Repair , Al teration , and Minor Construction of Real Property

buildings and structures
grounds (improved and other)
surfaced areas
railroad facili ties
waterways and waterfront facilities

44

——‘ - . ~- -. -— -- —~~~~~~~- —- .-



- -. -~ --~ .-~ -.-. -- --- -
~~~~~~

---- I

available source of DoD contract services manpower data. He nce , the Military

Department headquarters , OA S D ( I & L ) , and 0MB use it for mana gerial and

information purposes. A summary of the contract manpower data contained

in the FY1972 through FY1975 inventories is displayed in Tables 7 and 8.

Table 7

DOD CONTRACT SUPPORT SERVICES MANPOWER
IN THE UNITED STATES BY MAJOR FUNCTION 50

- (Man—Years)

Fiscal Yea r
Major Function 1972 1973 1974 1975

Intermediate 2,79 0 3 ,516 3 ,663 2 ,72~
Maintenance Repair
of Equipment

No n—Mission Essential 8,616 10 ,800 10 ,621 8,692
Depot Maintenance/
Repair

Missio n—Essential 33 ,207 32 ,688 32 ,194 33 ,093
Depot Main tenance/
Repair

Installation Services 20,783 25 ,302 27 ,599 29 ,104

Other Non—Manufacturin g 17 ,396 8 ,4 7 5  11 ,024 10,698
Operations

AD P 2 ,674 2 ,897 2 ,916 2 ,9Y4

Real Property 11 ,419 13 ,302 9 ,442 8 ,562

TOTAL 96 ,885 96,980 97 ,459 95 ,868

SO Sou rc e : “Annual Inventory ”
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Table 8

DOD CONTRA CF SUPPORT SERVICES 51 MANPOWE R
IN THE UNITED STATES BY DOD COMPONENT S2

Fiscal Yea r
SERVICE l~72 

— 
1973 1974 1975

ARMY 28 ,423 32 ,320 30 ,741 30 ,304

NAVY 18 ,661 22 ,215 29 ,023 29 ,584

MARINE CORPS 496 989 1,134 599

AIR FORGE 48 ,219 40 ,578 35 ,512 34 ,060

DOD AGENCIES 1,086 878 1,049 1,321

TOTAL 96 ,885 96 ,980 97 ,459 95 ,868

Congressionall y Recognized Shortcomings Of The “Ann ual Inventory ”

In a 1974 statement in which he was speaking of the “Ann ual Inven-

tory”, Congress man David N. Henderson , stated: “we believe that this

repor t is close enough to a working document ,.. .‘that there is a real

possibili ty that.. , th is report might be looked at very c are fu ll y by the

Depar tment and be of real value to us in our deliberations next year. ” ~~

Mr. Henderson went on to ident ify two limi tatat ions of the “Ann ual Invert —

tory ” that he was es peciall y in terested in having eliminated; i.e. the

f~~OK limi tation and the omission of contracts for construction,

Wi th regard to these limitations , Congressman He nde rson appare nt ly

51 Exc ludes Fabrication
52 Source: “Annual Inventory ”
53 Congress , House , Committee on Armed Services , Mili t ary Pos ture and

Depar tment of Defense Authorization for A ppropria tions for Fiscal Year
1975 , Hearings , before the Committee on Armed Services , House of Repre—
aen tatives , on H .R . 12564 , 93d Cong., 2nd sess., 1974 , P t. 3 , p. 3180 .
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fel t that DoD would make improvements to the “Annual Inventory ” prior

to the FY76 HASC hearings. However , DoD made no changes to the “Annual

Inventory”. Consequentl y,  in the FY76 hearings Congressman Henderson

stated:

Las t year I poin ted Out the inadequacies of the only
source report apparently available , which was a
limited annual inventory of industrial or commercial
con tract support services . . .1 was sure that with the
sense of the Congress provision in the compromise
bill as agreed upon between the two Houses last year ,
the Defense Department would more vigorously purs ue
a more adequate reporting system in order to be in a
pos ition to justif y and evalua te future changes in
their workload from in—house military and civilian
to contract support services , or vice versa.

I believe it is imperative th2t the Department of
Defense identif y and report to Congress the man—years
and cos ts associated with contracting—out if a comp le te
pic ture of the total defense manpower requirements is
to be considered during the authorization and appropri-
ation hearings .5~

Wi th regard to the $50 ,000 limi tation , the Army and Marine Corps

collec t data f~ r C/I ac tivities regardless of cost for their own purposes

under their Service ’s program es tablished for the preparation of their

inpu t to the “Annual Inventory”. Since they are not requested , these da ta

are not included in the submission to OASD (I&L) made by these two Services.

Wi th regard to construction , no manpower data is currentl y collec ted.

Other Shor tcomings

There are other shortcomings associated with the “Annual Inven tory ”

that could be corrected were a program undertaken to create a contract

5’~Congres s , House , Committee on Arme d Services , Military Pos ture
and Depar tment of Defense Authorization for A~propri a tions for Fiscal
V~~r l~ 76 and 1~7T, ~~jn s , before the Cotmntttee on Armed Services , House

on H.R . 3689 EH .R . 6676), 94th Cong~~, 1st sess., 1975 ,
Pt. 2 , pp. 2761—2762.
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manpower report of the type suggested by Congressman Henderson. However ,

in s p e a k i n g  of  d e f i c i e n c i e s  in t h e  “ A n n u a l  I n v e n t o r y ” , i t  s h o u l d  he recoc—

niz.-d that it was [lot c r e a t e d  t o  he a c o m p r e h e n s i v e  r e p o r t  of  c o n t r a c t

m a n p o w e r .  I t s  f u n d a m e n t a l  p u r p o s e  is to  be a m a n a e e n e n t — b v — x c e o t  ion

r e p o r t  i n d i c a t i n g  p r o gr e s s  made with regard t o  t h e  s h i f t i n g  o t  C / I  f u n c —

t ions  f r o m  i n — h o u s e  to  c o n t r a c t e d — o u t .  The f o l l o w i n g  a re  some of the

o t h e r  s h o r t  co i : l in g s

a )  [he  scope  of  t h e  ‘ A n n u a l  I n v e n t o ry ” i -s  l i m i t e d .  C o m m e r c i a l

a nd I n d u s t r i a l  a c t i v i t i e s  and c o n t r a c t s  in  f o r e i gn c o u n t r ies  are ex c l u d e d .

H o w e ve r , t he  A i r  t~o r ce  does  n ot  h a v e  t h i s  I m i t a t i o n  on the d a t a  it c o l l - c t s

tor its Contract Services Report. A i r  t o r c - - - w o r l d w i d e  c o n t r a c t i n g — o u t

is a p p r o x i m a t e l y  t w i c e  t h a t  r e p o r t e d  n v  t h e  “ A n n u a l  I n v e n t  o r v ” .

~u r t i i e r  , t h e  “ A n n u a l  I n v e n t o r y ” d o . -  s n o t  i n c l u d e  f u n c t  en s  ,- i l w a v s  c o n t  r a c t e d —

o u t  ( s t e v c d o r i n g ,  t i r e  re c app i n g ,  r i o r t u a r y  ~.- r v i c o s , e t c .)  a n d  ‘foes  n ot  i n c l u d e

any of ttie contracts at Air t o r c e  i n s t a l  l o t  i o n s  w h e r e  a s m a l l  c o n t  r a c t  or

pr ovid e s most of the supp ort services . i - . ’ . , V a n c e  A . I~.B .

~ ) I t  is not evid ent that t h e n - i s  a n y  w a y  of  p o l i c i n c the rep o rt;

1..- ., tow can one be cert a in th at al l  m i l i t a r y  i n s t allations nuha it reno rts

- 
s tr i ctly sp ’-a i k ine rh ’ - — \ i r t ’ r  — t t i l t - s  t o -  n e t  - - ‘ n t  r a u t  nan vears

t i t  r a t h e r  -nt est b i t  ,‘ o f  I i  - - in—v - - u s  ‘ t i t  w - . u l be r o t  i r i  i n—h ouse

~h’ r i -  rh - ti - I ‘inc j en n u t  he i ra ’ p- - n - r u ’ - - h v - - ‘i t  r , e • R I ~t h l. ( ( ~ —

R~— q t i n r - - l  l n s , - r v i c n  1.- l n — l ’ ear s in i i - . ,  ‘I o i l - - i t .  the e x t  i t  to wh ic h
t h i s  a t so ap p 1 l i - s  ti t i - - e t h e n  a- r v n L ’ - s I ~ -- nc,’t I ~

- i i n .
uAo l (  t&L ) “A nnua l inv e nt or -; ‘ i y. - ’ s  ‘ , ‘ -10 - - -  n t — ’ - . - - ’r s  o r  A i r  l~, i r , - --

In [ 1 / 4 .
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or that all functions at all installations are reported? Further , how can

the accuracy of the reports be validated? A 1972 OSD audit of the DoD C/I

program revealed that “reported personnel and operating Costs for FY1971

were incomp lete. ” The report further stated that:

We estimate that certain Army ins tallations did not
report 2,800 personnel and operating costs totaling $24
million for guard services in FY1971. Several instal—
lations did not comp letel y report the magnitude of
functions such as food service and custodial services
where these functions were managed by more than one
installation office. Reported Costs were also over and
understated for different installations.. .From dis-
cussions with installation personnel , we concluded that
they were not always making a conscientious effort to
accuratel y determine and report costs and man—years for
C or I functions . 57

Regarding the reporting of contract man—years , an analysis of the OASD(I&L)

“Annual Inventory ” for FY1972 through FY1975 revealed tha t approximately

20 percent of the instances where a reason was reported for contract opera-

tion repo rted contract man—years were zero. Dat a for FY75 are shown in

Table  9.

c) Wi th regard to the desirability increasing the coverage of the

“Annual Inventory ” to include man—year data and manpower costs for all

DoD service contracts , ther e are diff er ing opin ions wi thin DoD . Many DoD

representatives interviewed are of the opinion that since contractors bid

and are htred on a “total job” basis , DoD ought to be interested in how

well the contractor did the job and at what cost and not how many people

or man—hours were used . Further , many of these individuals que s t ion the

value of this addition al man—year data in view of the significant expenditure

of time , effort and resources that would be required to accomp lish this

Dep artment of Defense , Off ice  o f the Assis tant Secre tary of Defe nse
(Comptroller) (Audit) , Repo rt on Review of the Commercial or Industrial
Ac tivities Program, Report No .~~~44, July~~ 8, 1972 , p. 23 .
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Table 9

FY75 CONTRACT MAN—YEAR REPORTING

A B C

Number of activities Number of activities
SERVICE for whic h a re aso n inc luded in A whe re

for contracting—out reported contract Percent :
is reported man—years = 0 (B/A) X 100

ARMY 1,614 316 19.6
NAVY 919 328 35. 7
MARINE CORPS 89 31 34 .8
AIR FORCE 613 0 0
DEFENSE 136 64 47.1

AGENC IES
TOTAL DOD 3,371 739 21.9

task. On the other hand , other DoD representatives strong ly believe that

a comprehensive system is needed to account for manpowe r in order to

determine the manpower impact should the runction be brought in—house

and to be able to tell Congress how much manpower is contracted. It

should be noted that OASD (I&L) is currently considering eliminating contract

in for ma t ion from the “Annual Inventory ” because it is not required by A 76.

DEPARTMENT OF DEFENSE MILITARY PRIME CONTRACT AWARDS

There are several reports published under the Procurement Management

Repor ting System . One of these contains a four year distribution of mili-

ta ry prime contract awards categorized into three general classes of pro-

curement: (1) RDT&E awards , (2) other Services and Construction , and ( 3)

58
Suppites and Equi~pment. The reported data represett t the total of all

contracts awarded by DoD exce p t those of $10 ,000 or less. All data are

5
~ I)epart ment of Defense , Of f i c e of the A ssis tant Secre tary of Defense

(Comptro ller )(Directorate for Information Operations) Militar y Prime
Con tract Awards Service Category and Federal Supp ly Classifica tion.
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presen ted in dollar amounts; there is no information concerning contract

manpower. The report covers procurement from all sources including:

• U .S. Business Concerns

• U .S. Educational and Non—Pro fit Institutions

• Feder al Government Agencies Out side Def en se

• Con tractors in Forei gn Coun t r ies

Table 10 highli gh ts some of the data contained in this report concern-

ing service con tracts. Alth ough a great amount of detail is provided , it

is not possible to correlate these data with those in the “Annual Inven-

tory ” , bec ause of different categorization . Further , the “Annual Inven-

t ory ” covers onl y about one— quarter of the dollar amount of support service

contracts included in this report.

PROGRAM /BUDGET EXHIBIT FOR SERViCE SUPPORT CONTRACTS

In response to the Hou se Appropria tion Committee ’s con t inuing inter-

e st in DoD ’s con tracting—out , OSD has req uired
59 

since 1970 that the

Military Depar tments include in their bud ge t req ues t , information concernin g

a group of procurement actions cal led Service Support Contracts. This

information is submitted as Program/Bud ge t Exhibit P8—23 . Data are

presen ted in dollar amounts identif ying f iscal  year obliga tions for the

following:

a) Technical/en g ineering services: — Includin g contracts relating

to the furnishin g of advice , ins truction , and training o. DoD personne l

in the installation , opera tion , and maintenan ce of weapons , eq ui pment and

sys tems . Examp les ar e service engineerin g, ADP sof tware , prepara t ion of

59 Dep artmen t of Defense , Office of the Assistant Secretary of Defens e
(Co mptr oller) , Bud ge t Guidance Manual, DoD Manual 71l 0—l—M , June 15 , 1973
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Table 10

TREND OF DOD SERVICE CO NTRAC I AWARDS

AN OUNTS IN MILLIONS OF DOLLARS —— —— 
FISCAL YEAR 

CATEGORY OF SERVICE 964 1968 1971 
— 

1972 1973 1974 1975

Maint enanc e and/or 543 977 719 813 767 942 916
Re-pair of Equi pment

Modification , ~ilt er— 576 879 860 710 790 572 1 , 059
ation and/or Re-build
of Equ i pment

Techn i c a l  R e p r e s e n —  156 124 115 108 183 169 199
ta liv e Services

Operation and/or 456 2,061 1,271 1 ,476 1 ,374 1 ,224 1 ,276
Ma i n t e n a n c e  of
Government—Owned
Facilit y

I n s t a l l a t i o n  of 88 69 12 45 3 20 25
E q u i p m e n t

Salvage Service-s 2 4 3 7 4 5 9

Medical Services * I 1 1 3 19 383 357

Archit ect , Engr , 423 753 813 948 884 1 ,038 1,590
E x p e r t  and /o r
Consultant

Services

Housekeep ing 442 0Y5 854 926 992 1 ,165 1 ,358
Se-rvic es

Photograp hic , 38 50 3’ 40 00 60
M a p p i n g ,  Pr i n t i n g ,
and Pub . Sc r v .

Tra i n i n g  S e r v i c e s  46 7~, 114 109 -88 110 33 3

Tr an s p o r t a t ion 581 1 , 732  1 , 172  1 , 1) 6 3  ‘~3O b71 733
Se r v i  c -;

Leas e- or R ent a l 2 2 1  262 327 279 ~ ,‘2 32 8

Maint e nanc e - , Repair 103 247 28(3 385 470 523 728
and - I l l i r a t i o n  of
Real t’rope rtv

TOtA l, 3 ,67~ 7,867 0,SM2 0,407 7 ,11 9 8,258 8,’173

* te s s  t h a n  ~ 5 () ’( t ~
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t e c h n i c a l  d a t a , I t e l - I  s e r v i c e - r e p r e s e n t - i t i v - - s , cen t r o t o r  t e c h n i c i a n s

ar chit , ’n t na i  n - O C t  l I n e ring S e rv o e S , e n u i t r a  t t r - i i n i n a , etc.

h )  o out— p - rsonnn I services: — I n c 1 u d i n - ~ c o n t r a c t s w i l l - i  p r i v a t e  t i n : - -

or sp - ’c i f  ic t is k s t o  be pert or:n,- -I in Sr - c i t j c p l a c e s  , I r 0 1 ‘ - V  - r n - u n - n

di r- - t i - u n , s u i ; u ~- r v i s  -i ~~~~, a u n t  ce n t n i l  - i v n - r  lit , - co t i t  r o t o r s ’ e m l u l o v e n ’s at a

t i~~- - 1 price b r  the work to b p er i o  r c n - d .  T h i s  C a L P ~~~n r v  i nd i u m - s  on—

t r ( / - L s f o r  p l i a n t  s e r v i c e s , L u - n t  -i - - r v i ce , h i l i - -t i n g ,  motor pen1 p orat ion
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or op e -r a t iu i o , the preponderance i i t h e  o t f i r t  bein g t i , - n - - p o n s i h i l i t v  i t

ni coo l ractor
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products. This is illustrated in the following examp le- :

Purchase of aircraft , for examp le , imp lies a demand for
eng ines , air frames , electronics , and other compon ents.
The production of each of these components gene-rates
requirements for the-jr inputs , each of which , in turn ,
generates further chains of input, requirements back
through the more basic stages of production , distribu-
ti on, and transportation , 61

Using the- inte--rindustry model and other techni ques the BLS period-

icall y conducts anal yses which provide estimates of the emp loyment 62 
~zen

crated in each industry by DoD mil itary expenditur es .~
’3

The procedure emp loyed by the BLS consists of three general stages:

1. The dc-tailed examination of Do!) military expenditure -s to ide-n—

tifv goods and services actuall y purchased ,

2. The processing of the data on the-se purchases through the inter—

dustry model to determin e- total generated production for each

of 77 different industri e s , and

3. The- c o n v e r c i o n  of industr y production levels to emp loyment.

TabL e 13 sumrn ,srize-s the - estimates re-ported by the bLS to date.

~~Olive r , Richard P ., “The Emp loyment Effect of Defense Expenditure s ,”
Monthl y Labor Review , Septembe r- , 1967 , p. 13.

- - l~rnp loyme -nt attributable to militar y expenditures includ e -s both direct
and indirect emp loyment as described previous l y.

~3Defense- expenditur e-s arc- considere d as covering only the military
expenditures of Do!) and the M ilitary Assist ance Program , excluding Do!)
civilian functions and other Government expe nditur e s such is purchases of
atomic energy defense- activities in the National Defens e- functions of the
President ’s Budget.
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Table 13

BLS ESTIMATED DEFENSE—RELATED EMPLOYMENT OF WAGE AND
SALARY WORKERS IN THE PRIVATE SECTOR (FY19 65 — 1 9 7 4 )

THOUSANDS OF
FISCAL YEAR INDIVIDUALS

1965 2 ,102
1968 3 ,217
1969 2 ,999
1970 2 ,589
1971 (Preliminary est .) 2 ,128
1974 (Factor estimate) 1 ,756

OASD (COMPTROLLER) ESTIMATES OF DEFENSE —RELATED EMPLOYMENT IN INDUSTRY

The OASD (Comptroller) uses the BLS ’s analyses to develop estimates

of Defense—related employment of wage and salary workers in industry for

the out—years . These estimates are based on the same data for military

ex penditures and address the same kind of peop le , as those used b y th e

BLS . Table 14 sho ws th e OASD (Co mptroller) ’ s most recent estimates. The

two sets of estimates are identical for years prior to FY1975.

Tabl e 14

DOD COMPTROLLER ESTIMATED DEFENSE—RELATED EMPLOYMENT
OF WAGE AND SALARY WORKERS IN THE PRIVATE SECTOR 6~+

(FY 1975 — 1977)

THOUSANDS OF
FISCAL YEAR INDIVIDUALS

AT END—YEAR

1975 1,635
1976 1,610
197T 1,630
1977 1,750

Source: Depar tment of De fense , Office of the Assistant Secretary of
Defen se(Pub lic Affairs) , FY1977 Depar tment of Defense Bud ge t, News Release
No, 12—76 , J anuary  21 , 1976.
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DEFENSE INDICATORS

The Depar tment of Commerce , Bureau of Economic Anal ysis publishes a

month ly repor t the purpose of wh ich is to “b r ing together the princ ipal

t ime series on defense activity which influence short term changes in

the national economy.”65

Incl uded among the data presented are those indicating total employ-

ment in “defense produc t industries ”. 66 The Sep tember 1975 issue reports

the average 1973 and 1974 employment in these in industries as 1.161

million individuals. These data , however , include all emp loyees in these

companies whether or not they are working on defense—related contracts.

Further , it excludes any employee working on a defense—related contract

in a company whose larges t percentage of annual sales precludes it from

being classified as a defense produc t industry.

THE DOD AND NASA ECONOMIC INFORMATION SYSTEM (EIS)

During the 1965—1972 period there existed a joint ly sponsored DoD!

NASA Economic Information System , the purpose of which was to collect and

analyze da ta to assist in the assessment of the impact of DoD and NASA

proc urement on local economies. Under EIS , 600—700 large ($5 million or

more of annual business) defense contractors voluntaril y repor ted at six

month intervals emp loymen t related- to Defense , NASA and other Government

agency and commercial contracts. Subcontract emp loyme nt was included in

EIS only to the extent reported by the plants or facilities surveyed .

65 Depar tment of Commerce , Bureau of Economic Ana lysis , Defense
Indicators , Septe mber , 1975 , p. 1.

66 “Defense produc t industries ” — companies and establishments include d
in the three SIC (Standard Industrial Classification ) codes: (1) ordnance
and accessories , (2) communications equipment , and (3) aircraft and par ts.
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The data collected by EIS were anal yzed by OASD Comptroller and reported

in a publication entitled “Defense Generated Emp loyment ” issued by the

Directorate for Informat ion Operations .

A l t h o u g h  EI S  had a “f l o a t ing” data base and it encompassed onl y about

one—third of the total emp loyment determined to be defense related through

a Bureau of Labor Statistics (BLS) inter-industry model approach , the trends ,

rela ting o the country as a whole , shown by these two methods generall y

paralleled each other during the periods addressed .

EIS is the onl y DoD information system that was found during this

effort )ther than the “Annual Inventory ” that contained detailed man—year

data corcerning contracting—out. Do!) discontinued its support of EIS in

1972.
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GLOSSARY

ADVANCED DEVELOPMENT — All effort directed toward pr oje cts which have
moved into the development of hardware for experimenta l or operational
test . It is characterized by line item projects and program control is
exercised on a project basis. A further descri ptive characteristic of
this area of “research and development ” lies in the desi gn of such items
be ing directed toward hardware for test or experimenta tion as opposed
to items desi gned and eng ineered for eventual Service use. (ASPR 4—101)

CO~ ’1UNICATIONS SERVICES — Those services provided by all types of
systems and facilities connected therewith that employ electric or
electromagnetic signals to transmit information between two or more
points by means of radio , wire , cable , satellite , and other media.
(ASPR Section 22)

CONTRACT FIELD SERVICES (CFS) — A subdivision of CETS . Those eng ineer-
ing and technical services provided on site at defense locations by the
trained and qualified engineers and the technicians of commeri ial or
industrial companies. (ASPR Section 22)

CONTRACT M A I N T E N A N C E  — Any maintenance performed under contract by
commercial organizations (including original manufacturers ). (DoD
Dir 4151.1)

CONTRACT PLANT SERVICES (CPS) — A subdivision of CETS . Those eng ineer-
ing and technical services provided by the trained and qualified
eng ineers and technicians of a manufacturer of military equi p”- -it or
components , in the manufacturer ’s own p lants and facilities. (ASPR
Section 22)

CONTRACT SERVICES — All services of a non—manufacturing nature which the
Army could provide for itself if one or more compelling reasons specified
in AR 235— 5 were app li cable. (AR 570—3)

CONTRACT SERVICES — Services obtained from non—Air Force sources to
perform Air Force work . (AFP 25—6 Apr. ‘ 63)

CONTRACT SERVICES — Procurement by contract of personal and non—personal
services , including research , development , test , professional , technical ,
and scientific services from Government , commercial , non—profit , and
educational sources, (OS!) Admin istrative Instruction No. 54)

CONTRACT SUPPORT SERVICES — Services procured from private commercial
sources in support of DoD functions. (DoD Dir 4100 .15)

CONTRACT I NG—OUT — The government practice of obtaining good s and services
from priv at~~iindostrv. (“Contracting—Out : A Case for Realistic Contra ct
vs. In—House Decision—Making ” by Mi jor John C. Wildermuth)
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CONTRACTOR ENGINEERING AND TECHNICAL SERVICES (CETS) — Consist of the
furnishing of advice , instruction , and training t~~~ oD personnel , by
commercia1 or industrial companies , in the installation , operation , and
maintenance of DoD weapons , equipment , and syste is . This includes trans-
mitting the knowled ge necessary to develop among those DoD personnel the
technical skill required for installing , maintaining , and operating such
equipment in a high state of readiness. (ASPR Section 22)

DEFENSE PRODUCTS INDUSTRIES — Companies and establishments cla ss ified
into the following industry categories in accordance with the “Standard
Industrial Classificatiom (SIC) Manual” , 1967 edition , Executive Office
of the President , Bureau of the Budget:

Industry SIC Code
Ordnance and accessories 19
Communication equipment 366
Aircraft and parts 372
(Defense Indicators , Sept. 1975)

DEFENSE—RELATED EMPLOYMENT (BLS) — Employment attributable to DoD militar y
expenditures. Includes both the direct employment necessary to produce
the f i nal goods and services purchased and the indirect employment required
in all levels of supporting industries which provide m aterials , components ,
transportation , and distribution services ultimately embodied in th~ final
purchase. (“The Emp loyment Effect of Defense Expenditures ” Sept. 1967 by
Richard P. Oliver , Division of Economic Growth , BLS )

DOD COMM,~RCIAL OR INDUSTRIAL ACTIVITIES 
— Activities operated and

managed by DoD components which provide products or services for Govern-
ment use which are obtainable from a private source. (DoD Dir. 4100.15)

ENGINEERING DEVELOPMENT — All effort directed toward those development
programs being engineered for Service use but which have not yet been
approved for procurement or operation. This area of “research and dev~ 1op—
ment ” is characterized by majcr line item projects and program control will
be exercised by review of individual projects . (ASPR 4—101)

EXPERTS AND CONSULTANTS — Those per sons who are exc ep tiona ll y qualified ,
by education or by experience , in a particular field to perform some
spec i a l i z e d  servi ce . (ASPR Se ct ion 22 )

EXPLORATORY DEVELOPMENT — All effort directed toward the solution of
specific military problems , short of major development projects. This
area of “research and development ” may vary from fairly fundamental
app lied research to quite sophisticated bread—board hardware , stud y,
programming and planning efforts. The dominant characteristic of this
category of effort is that it be pointed toward specific militar y problem
areas with a view toward developing and evaluating the feasibility of pro-
posed solutions and determining their parameters. (ASPR 4—101)

FIELD SERVICE REPRESENTATIVES — A subdivision of CETS . Those emp l~~vees
of a manufa cturer of military equi pment or components who provide a
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liaison or advisory service between their company and the military users
of their company ’s equi pment or components. (ASPR Section 22)

MANAGEMENT AND SUPPORT — All effort directed toward support of installa—
tions or operations required for general research and development use.
Included would be military construction of a general nature unrelated to
specific programs , maintenance support of laboratories , operation and
maintenance of test ranges , and maintenance of test ranges , and mainte —
nance of test aircraft and ships . Cost of laboratory personne l , either
in—house or contract—operated would be assi gned to appropriate pro jects
or as a line item in the Research , Development , or Advanced Development
Program areas , as appropriate. (ASPR 4— 101)

MANAGEMENT STUDY CONTRACTS — Includes studies specifically designed to
evaluate organizational structures and distribution of functions. Also
includes studies which may he used as a tool for man -icern ent in the
decision—making process. Categories include:

• Management Studies

• Manpower and Personnel Studi es

• Concepts and Plans Studies
• Operations and Force Structure Studi es
• Log istics Studies , and
• Science and Technology Studies

(AF lett er giving instructions re PB 23 e x h i b i t )

MILITARY OUTLAYS — Outlays for DoD militar y functions plus military
assistance. (The Bud get of the United S t at e s  Government — Do!) Extract for
FY7 6)

MISSION—ESSENTIAL MATERIEL — a. That materiel which is authorized and
available to combat , combat support , comba t  serv ice  s u p p o r t , and corn—
bat readiness training forces to accomplish their assigned mission .
b. For the purpose of si ~ng organic industrial facilities , that
Servic e—designated materiel authorized to combat , combat support , con—
bat service support , and combat readiness training forces and activit i es ,
inc l uding Reserve and National Guard activities , which is requir ed to
support approved emergency and/or war p lans , and where the materiel is
used to: (1) destroy the enem y or his capaci ty to continue war ; (2)
provide battlefield protection of personnel; (3) comrn unmc~it~ u n d e r  w a r
conditions; (4) detect , locate , or ma int a in su rveillanc e ovt- r t h ~ enemy ;
(5) provide combat transpor t ation and support of men and materiel; and
(6) support training functions , hut is suit ab le for ernp lovni ’ n~ under
em e r g e n c y  p l a n s  to mee t  p u r p o s e s  e n u m e r a t e d  above . (DoD D i r  ‘4 1 5 1  . 1 )

NON—P l-RS~ NA!. SERVICES — C o n t r- i~-t s with a private firm for specific tasks
to he per formed in specific p l i c e s  , f r ~ o f  ~~~~ r n m e n t  1 i r t  e t  i o n , s ly e r— I
vision , and cont rol over the coot r o- tor ‘~~~ emp loyees at -i fixe d pr i c~ f o r

th~ wo rk to  b~ per  f o r m e d .  Tb 1 S catecorv i n c l ’ i l t  s c m n t r a c t s  for ouard
ser v L c e n  , food s e r v i c e , b ill~-~ m e , motor poo l  o n t  rat ion and maintenance ,
e t c .  (A F letter g iving instructions rt ‘R— ? l e x h i b i t )
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NATIONAL DEFENSE OUTLAYS — Military outlays plus outlays for Atomic
Energy Commission (ERDA), stockpiling, selec t ive service , and other
Defense—related activities. (The Budget of the United States Government —

DoD Ex t ract for FY76)

NEW START — A newly established Government commercial or industrial
act[vity involving addit ional cap ital investment of $25 ,000 or more or
additional annual costs of production of $50 ,000 or more. (0MB Cit A—76 )

OPERATIONAL SYSTEM DEVELOPMENT — All effort directed toward development ,
engineering , and test of systems , support programs , vehicles and weapons
that have been approved for production and Service development . All
items in this area are major line item projects which appear as RDT&E
Costs of Weapons Systems Elements in other programs . Program control
wi l l  thus be exerc ised by review of the individual research and develop-
ment effort in each Weapon System element . (ASPR 4—101)

OUTLAYS — “Following the enactment of budget authority, obligat ions are
incurred by government agencies.. .Obli gations generally are liqu idated by
the issuance of checks or the disbursement of cash ; such payments are
called outlays.. .Outlays during any fiscal year may be payments of obli-
gations incurred in prior years or in the same year .” (The Budget of the
United States Government — DoD Extract for FY76)

PERSONAL SERVICES CONTRACTING — The procuring of services by contract in
such manner that the contractor or his employees are in effect employees
of the government . (ASPR Section 22)

PRIVATE COMMERCIAL SOURCE — A private business concern which provides a
commercial or industrial product or service required by agencies and which
is located in the U.S., its territories and possessions , the District of
Columbia , or the Commonwealth of Puerto Rico. (0MB Cir A— 76)

RESEARCH — All effort directed toward increased knowledge of natural
phenomena and environment and efforts directed toward the solution of
problems in the physical , behavioral and social sciences that have no
clear direct military app lication. Includes all basic research and that
applied research directed toward the expansion of knowledge in va r ious
scientific areas. (ASPR 4—101)

RESEARCH AND DEVELOPMENT — Encompasses research , exploratory devel opment ,
advanced development , and eng ineering development as defined in ASPR 4—101.

(RIMILOC~ “REQUIRED IN—SERVICE MAN—YEARS IN LIEU OF CONTRACT” - -  represents =the man—years that ~ould be required if the contract workload were to be
performed in—service. (AFR 26—12)

SERVICE CONTRACT — A service contract is one which calls directl y for a
contractor ’s t ime and effort rather than for a concrete end product.
(ASPR Sec t ion 22 ) -

‘
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SERVICE CONTRACTS — Contracts for those activities classified as services
in Volum e II of the Standard Industr ial Classification Manual , Divi sion I ,
Group Numbers 70—89 inclusive . (BoB Bulletin 57—7)

STANDARD INDUSTRIAL CLASSIFICATION CODES — The classification of estab-
lishments reporting to the BLS on the basis of their princ ipal product
or activity as determined from information on annual sales volume. The
ent ire employment of an establishment making more than one product or
eng ag ing in more than one activity is included under the industry account-
ing for the largest percentage of the annual sales of that establishment.
(Defen se Indica tors , Sept. 1975)

STEVEDORING — The loadi ng of cargo from an agreed point of rest on a pier
or li ghter and its storage aboard a vessel , or the breaking out and dis-
charging of cargo from any space in the vessel to arm agreed point of rest
dockside or in a lighter. (ASPR Section 22)

SUPPORT SERVICES — Those operations ancillary to the function of a govern-
men t age nc y,  which do not involve a product and can be performed either
by “in—house personnel (active duty militar y and civil service employees)
or by civili an personnel furnished by private contractors. (Hearings on
a Cost Profile for Support Services Before a Subconun . of the House Comm .
on Government Operations , 90th Congr . 2nd Sess.)

SUPPORT SERVICES (PREFERRED PHRASE FOR COMNMERCIAL SERVICES~ 
— Secondary

or supportive functions necessary to ijie management control , efficiency,
and effectiveness with which the primary agency functions are carried
out to meet broad agency management responsibiliti es to employees engaged
to carry out such primary functions. (American Federation of Government
Emp loyee s)

TECHNICAL/ENGINEERING SERVICES — Contracts in this category relate to the
furnishing of advice , instruction , and training of DoD per sonnel in the
installation , operation , and maintenance of weapons , equipment , and
systems . Examples are service engineering, ADP software , preparation of
technical data , field service representatives , contractor technicians ,
arch~~teciu a l engineering services , contract training, etc. (AF letter
giving instructions re PB—23 exhibit) 
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APPENDIX B

MAJOR PROCUREMENT — RELATED STATUTES RELEVANT TO DOD SERVICE CONTRACTS

INTRODUCTION

The members of the Commission on Government Procuremen t went to

considerable leng ths to identif y and examine all pro curement—related

statu tes . The first step in their examination involved the preparation

of a “Preliminary Compilation of Laws Pertainin g to Government Procure-

ment ,” publi shed in October 1970. Next the Commission obtained the

-~.‘;i stance of the Air Force to conduct a search using the Air Force ’s

LITE (Legal Information Through Elec tronics) system . This search , plus

a poll of the procurement agencies , enabled the Commission to then examine

the entire United States Code and the latest Statutes at Large. The

effor ts of the Commission members resulted in the identification of

approxi matel y 4,000 statutory provisions relating to procurement mIcat—

tered throughout the U.S. Code together with nonprocurement laws. Brief

digest s of these statutes were then prepared and proces sed through the

Air Force Systems Command ’s computer facilities to produce a “Table and

Diges t of Procurement—Related Laws ” , June 1971 and a “Key—Word—In—Con text

Preliminary Index — Diges t of Procurement—Related Laws ” , Jul y 1971. The

computer tapes for these are retained with the Aeronautical Systems

Division , Air Forces Sys tems Command , Wrig ht—Patterson Air Force Base.

Included in this appendix are those laws that have a major influence

on contrac t ing for services. Much of this information is taken from the

1969 testimony of the Comptroller General before the House Committee on

Governmen t Operations .
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1. The Armed Services Procurement Act of 1947, as amended (ASPA)
Title 10 , Uni ted States Code , sec tions 2301—23 14 , con t ains the

basic procurement laws to be followed by the Department of Defense
(DOD) and the National Aeronautics and Space Administration (NASA).
The ac t con tains the fo l lowing important provisions.

Ti t le 10 , United States Code , section 2301 , provides the poi—
icy that a fair proportion of purchases and contracts shall be
placed with small business concerns.

Tit le 10, United States Code , section 2304, provides that pur—
chase and con t rac t s for proper t y and se rvices shall be made by
forma l adver t ising in all cases in which such method is fea sible
and practicable under the existing conditions and circumstances .
It enume.ates the situations in which procurement by negotiation
is appropriate as an exception to the general requirement for pro-
curemen t by form advertising and provides guidelines for solicit-
ing proposal s, including pr ice , when negotiation is used .

Title 10, United States Code , sections 2304—2305 , set out a
basic statutory statement of procedures requisite for forma l ad-
vertisin g such as the requirement for full and free competition ,
th e public opening of bids , the necessity fo r reasonable prompt—
ness in making awards , the necessity for responsiveness of bids
to the invitation for bids , the considerations in making an award
and the requirement that if any bid violates the antitrust laws ,
the head of the procuring agency shall refer the bid to the Attor-
ney General for appropriate action .

The leg islation further: (i) requires the inclusion of the
covenant against contingent fees into contracts; (ii) prohibits
the cost—plus—a—percentage—of—cost system of contracting ; (iii)
requires a determination and finding before a cost contract ,
cost—plus—a—fixed—fee contract , or an incentive contract is
awarded ; (iv) limits the amount of fee payable under a cost—plus—
fixed—fee contract ; (v) requires approval of certain subcontracts ;
(vi)  req u ires the subm ission by prime contractors and subcontrac-
tors of accurate , complete , and current cost or pricing data with
respect to negotiated contracts and changes , as prescribed , in
the absence of adequate price competition , established catalog or
market prices of commercial items , prices set by law or regula-
ti ons , or where such requirement is waived by a written determi-
nation by the head of the cognizant agency; (vii) authorizes
advance , partial , or progress payments; (viii ) provides for
rnu lti pyear (sic) procurement for specific types of services and
items of supp ly related to such services where the contract is to
be performed outside the 48 contiguous State s and the District of
Columbia (10 U.S.C. 2306 (a)—(g); (ix) provides for the remission
of li quidated damages on an equitable basis (10 U.S.C. 2312); and
(x) requires the right to exami rm o books and records of contract ors
unde cost—type contracts and of subcontractors thereunder , and
the righ t of the Comptroller - enera l or his representatives to
examine the books and record~ related to negotiated contracts ,
wi th limited exception (10 U.S.C . 2313).
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2. The Federal Property and Administrative Services Act of 1949
Title 40 , United Sta tes Code , sec tion 471—524 and title 41 ,

United States Code , sec tions 251—260 , which crea ted the General
Services Admini stration (GSA), provides for the management and
disposal of Governmen t property , for procuremen t contractin g
and proper ty management activities of civilian executive agencies ,
and supp lemen ts contracting requirements and procedures for those
civilian agencies not within the purview of the Armed Services
Procurement Act.

3. Major-procurement law other than above two statutes
Tit le 41 , United States Code , section 5 (revised Statute 3709)

requires th at unless otherwise provided in the appropriation con-
cerned or ot her law , purchases and contracts for supp lies or ser-
vices for the Government may be made or ent ered int o only after
advert is ing for a sufficient amount of t ime previous ly for pro-
posals , except (1) when the amount involved is less than $2 ,500 ;
(2) when public exi gencies require immediate delivery of the arti-
cle s or performance of the services ; (3) when the Governmen t pur-
chasing or contracting officer certifies onl y one source of supp ly
is available ; and (4) when the services required are to be per—
formed by the contractor in person and are of a technical or pro-
fessional nature or are under Government supervision and paid for
on a time basis. -

This was the onl y general procurement law prior to the Armed
Service s Procurement Act and the Federal Property Act and is still
app licable to some extent , althoug h t h e  General Services Adminis-
trator pursuant to 41 United States Code , 252(a)(2) ha s made a
blanket delegation of authorit y to all agencies to use the Federal
Property Act authority.

ANCILLARY STATUTES AFFECTING PROCURE MENT

1. The Bud get and Accounting Act of 1921, as amended
Ti tle 31, United States Code , sections 1—60 , 71 , 471 , 58l—58 1d

created the Bureau of the Budget and established the General
Accounting Office (GAO ) under the direction of the Comptroller Gen-
eral of the United States . Und er this legislation , the Comptroller
Gener al is required to investi gate all matters relating to the rt- —
cei pt , disbursement , and utilization of public fund s and to make
recommendations to the Congress to achieve better procurement prac—
tices . Provisions are included therein for the settlement and ad-
justment by the General Accounting Office of all claims and demands
by or against the United States and of all accounts in which the
United States is concerned either as a debtor or creditor .

2. The Small Business Act of 1963, as amended
Titl e 15 , United States Code , sections 631—647 created the Small

Business Administration (SBA) , which together with the Government
procurement agencies has the responsibilit y of promoting po l icit s
and taking actions to assure that small business es obtain their fair
share of Government procurements. Thest- small business funct ions of
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the SEA which are most closel y rela t ed to procuremen ts are ( 1) the
de termination of whether a company is a small business ; (2) the
is suance of a certificate of competency ; (3) proceudres for setting
a side procurements for small business ; (4) procedures aimed at in-
creasing subc ontrac t ing to small business. The Administrator of
the SEA , in coordination and cooperation with the head a of other
Federal depar tments and agencies , is required to take such steps
as may be necessary and appropriate so that contracts , subcontract s ,
and deposits made b y the Federal Government in connection with pro-
grams aided with Federal fund s , are placed in such a way so as to
further the purposes of the Economic Opportunity Ac t (Public Law
90—222 , 81 Stat . 713 , enacted Dec . 23 , 1967) .

3. freedom of Information Act , as amended
Ti tle 5 , Uni ted States Code , section 552 , requir es each agenc y

covered by the act to facilitate efforts by the public to obtain
from the agencies public records and documents which are in the
ca tegory of records and documents not exempted specificall y by
the initial leg islation. The agencies are required to publish
the manner in which and from whom the public in formation may be
obtained . The act also enforces the ri ght of the public to obtain
the information by enabling individuals to seek a district court
order directing the agencies to produce the information which is
improperl y withheld . It , in addi tion , empowers the district court
to punish an emp loyee for contempt in the event the emp loyee does
not comp ly with the court order.

4. Legislation requiring appropriations
Title 41 , United States Code , sec tion lla—b . provides that

no cont rac t or purchase on behalf of the United Stat es shall be
made unless the same is authorized by law or is under an appro-
priation adequate to its fulfillment , excep t in the Departments
of the Army , Navy , and Air Force for specific enumerated items
which , however , shall not exceed the necessities of the current
year . The Sec retary of Defense is required to immediatel y ad—
vise the Congress of the exercise of his authority granted in this
statute and is required to report quarterly on the estimated ob—
li gati ons incurred pursuan t to the authority granted in this
legisla tion .

5. Publi c Law 85—804
Title 50 United States Code , sections 1431— 1435 , authorizes

extraordinary c ontractual acts to facilita te the national defense .
The Presiden t is granted the authority to authorize any depart-
ment or agency exercising functions in connection with national
defense , to enter into contracts or into amendments or modifica—
tiona of contracts and to make advance payments , wi thout regard
to other provisions of law relating to the making , performance ,
amendment , or modifica tion of contracts , whenever he dee ms that
such action would facili tate the national de fense .
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6. The Wunderlich Ac t
Under 41 Uni ted States Code , sec tions 321—322 the decisi on

of the head of any department or agency or of his dul y author-
ized represen tative or board is final and conclusive , pursuant
to a contract provision , in any disp ute involving a question
of fac t arisin g under a contract , unless said decision is fraud-
ulent , capricious , arbi trary , so grossl y erroneo us as necessar-
il y to imply bad fai th , or is not suppor ted by subs tant ial
evidence. Under the leg isla tion no Government contract shal l
make the decision of any administrat ive of f ice r , representative ,
or board final on a ques tion of law . —

7. The Miller Act
Under title 40, United States Code , sec tion 270a—27Ob , there

is a requirement that before any construction contract in excess
of $2 ,000 is awarded the contractor must furnish a performa nce
bond adequate for the protection of the Government and a payment
bond adeq uate fo r the pro tec t ion of all person s supply ing labor
and materials in the prosecution of the work in the amounts pre-
scribed by the statutes. Provisions in the act require persons
who bring suit under the bonds to file notice of claims with re—
spec t to labor and materials furnished within a prescribed period
as well as a t ime limitation for the commencement of an action to
recove r und~ r the bonds . -

8. Renegotiation Act of 1951, as amended
Title 50, United States Code , Appendix 1211—1233 , applies to

annual sales in excess of $1 million under contracts and subcon—
tracts made by the Depar tment of Defense (including all of the
military de par tments ) , the Maritime Administration , General Ser—
vices Administration , Nat ional Ae ronaut ics and Space Administra—
t ion , Atomic Energy Commissio n , Federal Aviat ion Agency, and any
other agency designated by the President. The act is not perma-
ne nt leg isla tion but has been periodicall y ex tended since its
incep t ion. The las t ex tension was for 6 months until Sep tembe r 30 ,
1976. A new bill has recentl y been introduced to make it permanent
legisla tion .

The Government has the right under these statutes to recove r
excessive p rofi t s made by the contrac tor , subcontractor , or sa les
agen t under Government procurements. The leg islation does con-
tain exe mpt ions fro m renego t iat ions which are c lassi f ied ei the r
as mandatory or permissive .

Decisions of the Reneg otiation Board are subject to de novo
review by the Tax Court . The United States Court of Appeals then
has excl usive j urisdic t ion to review decisions by the Tax Court
in renegotiating cases in the same manner and to the same extent
as decisions of the district courts in civil actions tried with—
out a jury , excep t as otherwise provided within the act. In no
case shall the ques t ion of the exis tence of exc lusive profi t s or
the extent thereof be reviewed , and findi ngs of facts of the Tax
Court shall be conclusive unless sueb findings are arbitrary or
capricio us. The United States Court of Appeals shall have only
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the power to affirm the decisions of the Tax Court or to reverse
such decisions on questions of law and remand the cases for such
further action as justice may require , excep t where the error of
law involved was immaterial to the decisions of the Tax Court.

9. Davis—Bacon Act , as amended
Title 40, Uni ted States Code , sec tion 276a , e t seq., provides

that construction contracts in excess of $2 ,000 must contain a pro-
vision to the effect that no l aborer or mechanic employed directl y
upon the site of the work shall receive less than the prevailing
wages as de termined by the Secretary of Labor which are to be paid
at the site of the work at least once a week. Sanctions include
termination of the contract , being debarred from obtainin g Govern-
ment cont rac t s , as well as monetary penalties.

10. Service Con trac t Act of 1965
Public Law 89—286 , 79 Stat. 1034 (1965) , provides for the pay-

men t of minimum wages (including fringe benefits) and the obser-
vance of safe ty and health requirements on all contracts of the
Federal Governmen t [in excess of $2 ,500] the princi pal purpose of
which is the performance of maintenance services (such as guards ,
jani tors , etc.). The Secretary of Labor under the act has the
major role in implementing and administering the provisions of the
ac t .

11. Copeland Ac t
Tit le 18, Uni ted States Code , sec tion 874 , and 40 U.S .C. 276c

(Anti—Kickback Act) provide criminal sanctions to be imposed
agains t anyone who int imidates or threatens or otherwise induces
any person working on a cons truction project to give up part of
his compensation to which he is entitled under his contract or
employment. The ac t further provides that the Secretary of Labor
shall make reasonable regula tions for contractors and subcontract—
ors engaged in cons truction work , including the requirements for
weekly sworn affidavi ts on employees ’ wage s.

12. Convic t Labor
Ti tle 18 , Uni ted States Code , sec tion 436 (1964), was ori g-

inally passed by Congress in 1887 and was imp lemen ted by Exec u—
tive Order 325a , May 18, 1905. It requires that all contracts
to be performed within the United States entered into b y an
exec utive agency contain a clause prohibiting employment of
convic t labor.

13. Buy American Act , as amended
Ti tle 41 , Uni ted States Code , sec tion 10 (a)— (d), permits

the utilization of only articles , materials , and supp lies which
have been made or produced in the United States and onl y ar ti-
cles , materials , and supp li es manufactured in the United States
unless the head of the department or independent establishment
concerned de termines that the purchase of domestic source mate-
rials or supp lie.s is inconsis tent with the public interest or

~~~~~~~:Iii:~~ 
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In addi t ion to the Buy American Act , there are other statu-
tory provisions which restrict procurin g agencies from purchas-
ing forei gn produc ts. The Department of Defense Appropriation
Ac ts have regularly included a sec t ion gover n ing the foreign
pu rchase of food , clothing , cotton , silk , or wool (for example ,
see sec t ion 523 , DOD App ropriations Act of 1964 , 77 Stat. 254).
Ano ther example of a provision of this nature is section 604 of
the Forei gn Assistance Act of 1961 (22 U.S.C. 2354a (1964),
which was concerned wi th procurements not resulting in adverse
effec ts upon the economy of the United States or the Indu strial
immobilization base,

14. Communications Act of 1934
This act app lies to any contract for the furnishin g of ser-

vices by radio , telephone , telegr aph or cable companies.

15. Public Law 93—365; Sec tion 502
Ti tle 10 U .S.C., sec tion 138 (c)(3) requires that DoD submit

to Congress an annual militar y requirements report. PL 93—365
states that a full justification of any conversion from one form
of manpower to another be contained in the manpower requirements
repor t. The law further states that “.It is the eense of Congress
that the Department of Defense shall use the least costl y form of
manpower that is consistent with militar y requirements and other
needs of the Department of Defense.”

16. Public Law 93—400 — Office of Federal Procurement Policy Act
This statute establishes in the Office of Management and

Bud ge t an Office of Federal Procurement Policy, to provide overall
di rection in procurement policies , reg ulations , procedures and forms
for exec utive agencies in accordance with applicable laws .

17. Public Law 91—379 — The Uniform Cost Accounting Standard s
Amendmen t to the Defense Production Act of 1950
In 1970 this statuate amended the Defense Production Act

of 1950 to establish a Cos t Accounting Standards Board to promu lga t e
cos t accoun t ing s t andards that mu s t be u sed by Defense contractors
and subcontractors.
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The “Fuch u Op inion ”

In 1963 , in the course of auditing Air Force operations at Fuchu

Ai r Force Base , Japan , the General Accoun ting Office discovered a group

of contracts for the services of technicians . In 1964 the GAO made a

de tailed study of the Air Force ’s use of contractor—furnished personnel

at Fuchu. In reviewing one of the associated contracts , which called for

the Capehar t Corporation to furnish engineers to assist the Ground Elec-

tronics En2iueering Installation Agency (GEEIA) in systems eng ineering

and prepa ration of installation p lans , the GAD concluded that it would

be more economical to the Government to have this work performed solel y

by Civil Service emp loyees .1

Concerned about the propriety of these contracts , GAO asked the

Civil Service Commission to rule on the legality of the Capehart contract.

Af ter extensive investi ga tion the General Counsel of the Civil Service

Commission gave his opinion in early 1965 (popular1y ~ referred to as the

Puch u Op inion) that the Air Force contracts involved a form of personne l

procuremen t which was not authorized by law and viola ted various Federal

personne l statu tes.2

The Comptroller General , in commen ting on the Fuchu legal op inion ,

indica ted that GAO was in general agreement with the statements and

~
- General Accounting Off ice , Comp t roller General , Excessive Cos ts

Incurred in Us ing Contractor—Furnished Personnel Instead of Government
Personnelj~ the Pacific Region of the Ground Elec tronics Equi pment
Ins tallation ~~~~~ eerin Agency, Air Force Log is tics Command , Department
of the Air Force , Report B—146823 , March 19 , 1964 .

T~~V~T Service Commission , Op inion of the General Counsel , letter to
G~~ dated February 12 , 1965.
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conc l uaions the rein , 3 and forwarded it to Congress.

Subsequen t l y, the following guidelines concerning the use of con-

tractor—furnished personne l were issued by the Coninission :

Where an agency has entered into a contract or
arrangement with an organization or individual
whereb y the cont rac tor is paid f or furn i sh ing
its personne l to work for the agency under the
follow ing conditions: (1) the agency reserves
the right to approve or disapprove the individual
referred and/or the right to judge the performance
of the individual and to call upon the contractor
to recall the individual assigned if the agency
determines the individual is not performing satis-
factoril y; and (2) the individual per for ms h i s
dail y tasks under the supervision of a Federal
employ ee , the contract or arrangement is illegal
since it is tantamount to an emp loyer—emp loy ee
relationshi p. The services of those individuals
shou ld be emp loyed by the agency under the Civil -

Service Act and paid as provided fo r in the
Cl assification Act .~

In reaching this conclusion , the General Counsel noted that what is

pros c ribed is an emp loyer—employee relationshi p which is established by

means other than the app licable Federal personnel laws . As guidance in

determining this illegal emp loyer—emp loyee relationshi p three criteria

were cited . These were: whether a person is——

(1) engaged in the performance ox~ a Federal function under author-

ity ol an act of Congress or an Executive order ,

(2) appointed in the civil service by a Federal officer or emp loye e ,

and

(3)  perf or m ing duties subject to the supervision and direction of

3General Accounting O f f i c e , Comp tro l l e r  General , Decision of the
tn p tr oll er General of the Uuited States Regarding Contractor Technical

• rvi .,~ 
(
~~mpt r o l 1e r General Manuscri pt Op inion B—l46824 , March 4, 1965 .

Ci vil Service Commission , Op i nion of the General Counsel , lett er to

‘.A(~ ited February 12 , 1965 .
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a Federal officer or employee .5

The Air Force disagreed with the GAO determination of relative cost ,

contend ing that the actual net cost to the Government was less by con-

tracting—out. They also dissen ted sharpl y on the legal opinion , ci ting

the consistent position of the Comptroller General on ccntracts of the

type desc r ibed in this , case , which have been considered to be “personal”

rather than “non—personal” services.

Disse nt ing op inions were also voi ced by industry representatives.

The Wash ington law firm of Arnold and Porter , counsel to the National

Counc il of Technica l  Servic e Indus tri es , issued a comprehens ive  anal ysis

of the Civi l  Service Comm ission op inion , citing numerous statutes and

decisi ons upholding the legal authority of Government agencies to contract

for services.6 Their document also points out that persons doing work

under con trac t are sp e c i f i c a l l y exc luded from the Classification Act of

1949 , 5 U.S.C. 5l02(c)(20).

The far—reaching legal op inion from the Civil Service Commission

and its endorsement by the Comptroller General were debated in Government

and industry circles and a short time later various directives were issued

by Government agencies to imp lement its provisions. DoD issued Section 22

of the Armed Services Procurement Regulation on service contracts , which

includes:

5mese ctiteria have since been adopted by Congress as the statutory
definition of a Federal emp loyee in the codifi cation of personnel laws.
(P.L. 89—554 , 1966 , 5 U.S.C . 2105).

6Arno ld and Por ter for NCTSI , Cri tical Anal ysis of Op ini on of Civil
Service Commission Rela ting to Legality of Hiring Contract Tech~Tcians ~~
the Depar tment of Defense and App licabil iTy of that qp inion to Support
Contracts , December , 1966 .
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22—102 “Pe rsonel Serv ices .”
22—102 .1 Policy . The Civil Service laws and regula-
tions and the Classification Act lay down requirements
which must be met by the Government in hiring its
emp loyees , and establish the incidents of employment.

In addi tion , personnel ceilings have been established
for the Department of Defense. Except as otherwise
authorized by express statutory authority [e.g. ,
5 U.S .C. 55a as imp le mented by the annual Department
of Defense Appropriation Act——expert and consultant
services (see Part 2)], these laws and regulations
shall not be circumvented through the medium of
“personal services ” contracting , which is the pro-
cur ing of servi ces by contract in such a manner that
the contractor or his emp loyee s are in effect emp loy—
ees of the Government. The contracting officer is
responsible for assuring the imp lementation of this
policy by considering the criteria in 22—102.2 below
befor e en ter ing into any service contract , and by
ob ta in ing a legal op inion in any doubtful case and
in any case where express statutory authority for a
personal service contract is to be invoked.7

The “Pellerzi Opinion”

In June 1967 , upon review of certain support service contracts

en tered in to by NASA at the Marshall and Goddard Space Fli ght Centers ,

GAO conc luded , as it had in the Fuchu Air Base report , that such con-

tracts could be performed more economicall y by Civil Service emp loyees.8

Six of the Goddard service support contracts were referred by GAO to the

Civil Service Commission for determinations as to their legality. In

October 1967 , the General Counsel of the Civil Service Commission , Mr .

Leo M . Pe l le rzi gave a forty—page op inion , which reviewed the app l i cabl e

contract and personne l laws , regulation& , Comptroller General and judicial

7Commission on Government Procurement , Final Report of Stud y Group #1 ,
1972 , p. ‘111—159 .

8General Accounting Office , Comptroller General , Potential Savings
Availabl e Through Use of Civil Service Rather Than Contractor—Furnished
Emp loyees for Certain Support Services , National Aeronautics and Space
Administration , Report No. B—l3339 61 , June , 1967.
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decisions , concl uding that these contracts and “all other like them are

proscribed unless an agency passes a specific excep tion from the personnel

laws to procure personnel services by con tract. ”9 As a res ult of his

in—dep th study which covered some 2500 con trac t emp loyees incl uding masons ,

laborers , welde rs , carpenters , mechanics , warehousemen , elec tronic techni—

cians and assemblers and labora tory technicians , Pellerzi conc luded that

it was “clear that what Goddard has done in this situation is to create

Federa l  positi ons”——wi th contract—supp lied , not Civil Service Commission—

supp lied peo p le . This op in ion (p o p u l a r l y r e fe r red  to as the “Pellerzi

op inion”) expanded the princip les set for th ear l ier  in the “Fuchu op inion ” ,

supp lementing them with additional criteria as follows:

con trac ts which , when r e a l i s tica l l y viewed , contain
all of the fo l lowing elemen ts , each to any substantial
degree , ei ther in the terms of the con trac t , or in its
performance , constitute the procurement of personnel
services prosc r ibed by the pe rsonnel law s :

• Per formance  o n — s i t e .

• Princ ip le too ls and equ ipment Government—furnished.

• Services are app l ied d i r e c t ly to in tegra l  e f f o r t
of agencies or organizational subpart in fur-
therance of assigned function or mission .

• Comparable services , meeting comparable needs , are
performed in the same or similar agencies using
civil service personnel.

• The need for the type of service provided can
reasonabl y be expected to last beyond one year.

• The inherent nature of the service , or the manner
in which it is provided reasonabl y requires
directl y or indirectl y ,  Government direction or

~Ci v il Ser vice  Com m i s s i o n , Opinion of the General Counsel , Legality
of Selected Contracts at Goddard Space Fli ght Center, National Aeronautics
and Space Administration , October 17 , 1967 , p. 40.
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supervision of con tractor employees in order:

To adequa tely pro tec t the Governmen t ’ s interest , or

To re tain control of the function involved , or

To re tain full personal responsibility for the
func tion supported in a dul y au thorized
Federal officer or emp loyee .10

Both the GAO cost stud y and the “Pellerzi op inion ” were rebu tt ed by

NASA , b ut the Comp t roller  General gave a qualified endorsement to the

“Pellerzi Opinion ” in November 1967. 11

Supp lemen t to the “Pellerzi Op inion”

The 1967 “Pel lerz i  Opinion” caused widespread concern in industry

and among the many Government agencies which contract for support services.

A series of discussions were held between the Civil Service Commission ,

the General Accounting Office , the Bur eau of the Bud get , NASA and the

Dep artment of Defense to establish more realistic guidelines for the legal

boundaries of service con tracts. In July ,  1968 , a supp lement to the

Pellerzi opinion was issued by the new General Counsel , the purpose of

which was to clarif y the meaning of the six elements identified by the

Pellerzi opinio n as ones desi gned to assist in determining the legality

of support service contracts as well as to clarif y the scope of the

op inion . This Supp leme nt indicated that suppor t service contracts were

not i l l ega l  per se , and presen ted a more moderate view of the app lica tion

of the criteria. 12

10 Ibid., p. 40.
11 Compt ro l ler  General , le tter to Chairman of the Civil Service Coninis—

sion , commen t ing on the Commission ’s NASA legal opinion and policy s tatement
at tached there to , November 1 , 1967.

12 civil Service Commission , Sup?lemen t to the Op inion of the General
Counsel , U .S . Civil Service Commission , on the Legality of Selected Contracts
at the Goddard Space Flight Center, July 5 , 1968 .
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It is also quite significant that the General Accounting Office ,

w h i c h  e n d o r s e d  the  e a rl i e r  l ega l  op i n i o n s , and the  a -~on c v  w h i c h  h a s

tile responsibility for deter m ining that payments under all contracts

are proper and legal has not formall y commented on the 1968 supp lement.
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Aerospace [ndustries As soc i i i  ion  if  A m e r i c a , I n c . l r e n d s  in G o v e r n r t - n t
Contract ing : Growth of Intramur al A c t i v i t y .  i a sh i n c t o n , b- -: b r ,
19 7 4 .

T h i  e is a r e p o r t  p r - p a r e d  b y l i  -\ ‘ s A e r o s p a c o  Res earch (i -ti t e r.
It d iscusses a s t u d y  wh ic l i  a n a l v z - l  t l i - t r e n d s  i n  f - I , - r a l  !1-Y) e i p ~~o n t
and O&’-i cont ract ing in support of federal pr oerat n -m . T he se  a o a l - ~- s es
w e r e  c o n d u c t e d  to d e t e rm i n e  w h e t h e r  t i m e r -  i s  any  -ni ~~— t  cm t r o t
t ow a r d s  a c r o w t h  o f  i n — h o u s e  ( - .0 antI to I - t - r m i n e  t h e  1 -  c cc i i  o f  : l ’v i  —

a t  ion  I r u m t h e  l o n e — t e r m  t r o t  f r  )& -1 c o n t r a c t  i i i ! w i t h  p r i v a t e
i n d u s t r y .  The r e p o r t  c o n c l u d e -s t h a t  t h e  cu rrent p r a- t i c e  i i i s  O c e n  t i
reduce t h e  s h a r e  of t c~t a 1  hu dtt- t outlays t h a t  I r -  - i v a i  l a b i -  Ii i ntmist rv .
Furt ii - r  i t  c o n c l u d e :  ‘ w i t h o u t  m i t t  i - r n , t h e  tuv - -rn mml ult ’ S stat ed

p~~l i c v  of ‘ r e ly ing  on the  p r i v a t e  ~-n te rpr is s v s t - -m t s up p ly  i t s  n e e d s ’
is n o t  p r a c t i c e d  b -. c o n t r a c t  o f f  i c . - r s  r e s p o n s i b l e  f i r  i m p l - n - n t i n m ~ tha t
p o l i c y . ”

- \lte r :ia r i , l ick. “Int er i n d u m t r v  Lup l ~v m e n t  R e q u l  re neut s.~ 
\l onth l y Labnr

Rev iew ,  l i l y , lhU ~
rh i s  a r t  i d e  d i s c u s - s o s  w or k  p e r f o r m e d  -mv BL S i n v u t v  i n g  t h e  use

i f  t h e  - )  t f ice of R u s  i n - e s  E c o n o m i c s  ‘ I Y~~S input—output t a b l e  to dev~ lop
e s t  i tm — l t ,-s of the  i n d u s t ry  i m p l ice- - n t — o u t p u t  r e l i t i m n s h i p and then t o
c on v . - r t  t h e  i n t e r  i n d u s t r y  o u t p u t  r - ) u i r - - n ’ n t s  per  d o t  t a r  i f  f in - i l — f e c u n d
i n t o  e n p  laym en t r e q u i r c :n o n t  s

Bl ue R i b b o n  D e f e n s e  P a n e l .  R e p o r t  to  t h e  P r e s i d e n t  and  S e c r e t - i n c  of
1 ) - I - o s -  on t h e  D e p a r t m e n t  of  D e f e n s e  ~ i t h  A p o en d  i c e s .  ij e b  m lit t on
(L v - - r n i m m e n t  P r i n t  i ng  O f f i c e , J u l y ,  1q 7 1)

T h i s  is the  r e p o r t  f a P r e s i d e n t  i a l  l y — a p p o i o t e d  p a n e l  w h o s e
c i l a  n t -  r was to St tid y t h e  on t i m  o r g a n  iz  a t  ion  , s t  r u e  t mire , md op e r a  t ion
of t h~ D e p a r t m e n t  of D e f e n s e .  W i t h  r e g a r d  t e  t h e  su b j e c t  a d d r e s s e d  by
t h i s  s t u dy , i t s  re cui :mi . ’n d a t  i n n s  c o n c e r n i n t ~ DoD p r o c u r - : m . - o t  p01 ~ d ies and
p r a c t i c e s  a re  of p a r t i c u l a r  i n t e r . -- s t .

l-: l~ ct r onics Industries Association . The U - r v i c e  C o n t r a ct  C o n t r o ve r s y .
-\ r e p o r t  p r - p a r t by the  U o v e r n m n e o t  P r o d u c t s  D i v i s i o n , W a s h i n g t o n,
I a ’ s

Tb is is a pa rnph I t  p u h i  i s l m m - d  by a oat ional i r i c i n  izat ion represent-
ing over 301) f i r m s  m a n n  f a c  t u r i n g  d e c  t r o n i c  p r o d u c t s  and s u p p ly  i n c
su p p o r t  serv  ic - s to  th~ Coy -m i n t - n t  . T b -  p amp h l e t  c a l l  s on Cnnprt -ss t o
t ak e  -i positive stand in r-( Iard to t I m - a l t e r n a t i v e s  i l l  w h a t  1 1 m e v  d e s c r i b e
as the service contr a ct controvers y .

G o l d m a n , ~- I o r r  i s ;  ‘ la r i m o n t  , M a r t  in L . ; and V a c c a r - i  , P , e a t r  i c e  . “The I n t e r —
i n d u st  r -. S t r u c t  m m , - of t h e  Ilni It - I St ates : -\ R e p o r t  in the I 955 Input —

i t  p i t t  s t u d y . ’’ S u r v ey  i t  Curr ent Pus i n - s s  , ~I v e m b -r • I Ph:~
T h i s  r e p o r t  p r e s e n t s  pre l i n m i n a r y  r e s u l t s  of  t h e  I - ’SS l n t  - -r  i n d u i t r v

R e l a t  i o n s  S t u d y , w h i c h  was p a r t  it a m.i jor p r o g r a m  at  t he  ( t  t i c t - of
R i m -  i n - es Economics . The p m -c t i n v o l v e d  th~- per i i i  i c pre parat i ii)  it
a - m t  of input —out put tables as part i an in t .- Itra t e l  sy s t e m  01 nationa l
a - c o u n t s .  The 1958 t a h i - r e p o r t - I  here I t i me-) the basi s f u r  t i m , - work
r e p o r t e d  by A l  t e r n - u i and  o l i v e r .

0—I
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Oliver , Richard P. “The Emp loyment Effect of Defense Expenditures. ”
Monthl y Labor Review , September , 1967 .

The article presents estimates of the eniploy m nent—g en ratud in
each industry by DoD military expenditures in fiscal years 1965 and
1967 , and that portion of employment in FY 1967 that migh t be attri-
butable to the Vietnam b m i l du p . Estimates are derived through the use
of an interindustr y model approach desi gned to determine not onl y the
directl y affected defense emp loyment , but the emp loyment in supporti ne
i n d u s t r i e s  as w e l l .

“Increase in Defense—Related Employment During Vietnam
Buildup. ” Monthl y Labor Review , February, 1970 .

This article revises the estimates in the earlier repor t covering
fiscal years 1965 and 196] and e x t e n d s  them to  Fl’ 1968.

“ Emp lov:n - - n t  E f f e c t s  of  R e d u c e d  D e f e n s e  S p e n d i n g . ” M o n t h l y
Labor  R e v i e w ,  December , 1971.

This article presents revised emp loyment estimates for fiscal
year 1968 and new estimates for FY 1969 , 1970 and 1971.

Paulson , R. ‘1. and Zimmner , A. Z. An Analysis of Methods of Base Support:
Contractor Operations Versus Standard Operations at Two Undergraduate
Training Bases. Report R—15 63—I’R , Rand Corporation , March , 1975 .

Report prescnts a comparative stud y of the methods used by a con-
tractor to provide log istics support at an Air Force undergradu ate
pilot training (UPT) base , and the methods in practice at a “standard”
UPT air base.

U.S. Bureau of the Bud get. Commercial—Industrial Activities of the Gove rn —
nient Providing Products or Services for Government Use. Bu l l - t i n  No.
5 5 — 4 , Ja n u a r y  15 , 1 9 5 5 .

The first in a series of bulletins and ci rc iil ars dealing with the
s u b j e c t  of c o n t r a c t i n g — o u t  to p r i v a t e  i n d u s t r y .  Set  d own e i - e n i n - -n t

polic y and delineated imp lementation pr oc od ti rt -s.

Commercial—Industrial Activities of the Government Providin t
Products or Services for Government Use. Bulletin No. 57—7 , Februar y
5 , 1957 .

Second in a s e r i e s  of b u l l e t i n s  and circulars dealing with the
sub  j e c t  of contracting—out to private i n d u s t r y .  P r o v i d e d  f u r t h e r
i n s t r u c t  i on s  oun the  evalu at ion  of commercial activities , tht ’ t - m m i n a —
N o n  of c n n n i e r c i a l  a c t i v i t i e s  and the starting of new com mercial
act ivities .

Commercial—Industrial Activities of thc - Government Providin g
Products or Services For C o v e r n m e n t a l  Use. B u l l e t  in No. 6 0 — 2 , S e p t e m ber  —

21 , 195 ’) .
i h i r d  in a series of b u l l e t i n s  and c i r c ’ u I . -u r s  dt ’ .i l i n p  w i t h  t h e  su b—

j.’nt o f c o n t r a u ’ t i n g — o ~it L i  p r i v a t - ’ i n d u s t r y .  R e v i s e d  po l  i c y  of f i r s t
two  b u i l t i n s  i n  t h a t  i t  - - m t  .ih I i sh e m l  a pro  smi ’np t in n  i n  f a v o r  i i  c o n —
t n - ui t - - — u t  act i v i tie s .

~
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P .S .  C o i n i s s  ion  in ; o v - r n i u - n t  Procurement . R e p o r t  of  t h e  CCOi i i j SS  ion  on
C m v erminme n t P r o c u r e m e n t .  4 v o l s . D ec e n h e r , 19 7 2 .

this report is the  comb ined  p r o d u c t s  of -n r c- than a - ‘ear ’ s i n t e i —
siv~ work of the 13 stud y groups and several sp e c i a l  t i n s  c o o pr i s i n c
t h e  C o m m i s s i o n . It contains a brief discussio n of each of t h e i r  I L
r e c o m m u e n d a t  i ons  c o n c e r n in g  w a y s  “ to p r o n i t -  t he  e c o n o m y , e f f i c i en c- : .
and e f f e c t i v e n e s s ” of mio v e n n i e n t  p r o c u r e m e n t .

“M i s s i o n /N e e d / R e s o u r c e  M a t c h , ” C h a p .  v i i .  F i n a l  R - p - m r t
of Stud y Group 

! 
(Utilization of Resources). 1 9 7 2 .

T h i s  c h a p t e r  of  t h e  s t u d y  gr o u p ~~s f i n a l  r e p o r t  t i s cu s se s  c o n y
a s p e c t s  of  g o v e r n m e n t  r e l i a n c e  on p r i v a te  e n t e rp r i s e .

U . S .  C o n g r e s s .  t i o u s e . C o mm i t t e e  au A p p r o p r i a t i o n s .  D e p a r t m e n t  of  D e t - e t e
A p p r o p r i a t  ions  fo r  1970.  H e a r i n g s  b e f o r - a s u b c o m r c n i t t e e  o f  t l m ~~~~~~i i i I tt e ’
on A p p r o p r i a t i o n s , House  o f  R e p r e s e n t a t i v e s , 9 1st  C o n g . ,  l et sess . , I- ’’ - ~ .
P t .  2 , “ O p e r a t i o n- s and M a i n t e n a n c e . ”

H o u s e .  Co c r m i i t t e e  on A p p r o p r i a t i o n s .  D e p a r t m e n t  of  D e l - m e t -
A p p r o p r i a t i o n s  fo r  1971.  H e a r i n g s  b e f o r e  a s u b c o m m i t t e e  Sf ~~~ mTT-i:~~T t te e
on Appropriations , House of Representatives , QI st Cong., 2) s.-ss . . 1 970 .
P t .  3 , “ O pe r a t  ions and ‘- l a i n t e n a n c e . ”

H o u s e .  C o m m i t t e e  on A p p r o p r i a t i o n s .  D e p a r t m e n t  of  D e f e n s e
Appropriat ions for 1972. H e a r i n g s  b e f o r e  a e ih comn itt ee of t ile P -c - t t e o
on A p p r o p r i a t i o n s , House o f  R e p r e s e n t a t i v es , 9 2 d  C o ng . , l et  s, -s s . ,
P t .  !~~, ‘ O p e r a t i o n s  and M a i n t e n a n c e . ”

H o u s e .  C o m m i t t e e  on A p p r o p r i a t i o n s .  D e n a r t r n e n t  o f  D - t , - n s -
- 

A p p r o p r i a t  ions  fo r  1973.  H e a r i n g s  b e f o r e  a su b c o m m i t t e e  of the ( c i i i  ttee
on Appropriations , House of Representatives , b Pd Cone ., 2d ses s., 1- 7 ?.
Pt. 5 , “Operations and Maint-nance. ”

• H o u s e .  Committee on Appro priation s. De-p a rtm ent ot b - l e n s -

A ppropr iat ions for 1974. ltearinc s be t i r  -i - m i h c i i :mi t  t i  i~~ t b -  - - ni t I _
~~

n f l  A p p r o p r i a t i o n s , H o u se o f  R e p r e s e n t - i t iv e s  , 
- (  3 m I (‘ong .  , l et sees. , I U  73  •

Pt. 5 , “Operations and M a i n t e n a n c e . ”

H o u s e .  C o mm i t  1 c c  on Appropr iat io u -m s. Department o~ ~~- f e-nmo-
Appropriations for 1975 . Hearings b fore a euhco rmm itt -- - i f  t I m ’ - - i t  tee
on A p p r o p r i a t i o n s , House  o f  R e p r e s e n t a t i v e s , u l 3 r d  C o n g . ,  21 se es., 1 ’7o .
Pt. 5 . “Operat ions au-m d Maintenance. ”

—________ 
. House. C o m m i t te e  on Appr opr iat ions . b - m i a r t m - n t  ci r i -  f - n - s i ’

A p p r o p r  i a t  i o n s  f o r  19 7 6 .  Hear  iop s be f-ire a -muh c - rn:n i t - .- ~- f t im - i 

on A p p r o p r i a t i o n s , l I o n s ’  of (-pr i m - i t  ativ es , m) .t h ( inc. , let eesc .~ 11’ S .
Pt . 7 , ‘‘Operat ions and ‘Ia in t t -n -mnc e

H o u s e . C o m m i t t o , - on A r - m u - - I S e r v i c e s .  Au th - r i  tog App ro i r i i —

I i on s , E sc a 1 Y e a r  I 976 and t i e  Per i eel 11 - c  i ni l  m m m c  lii i v I , I 074 . ai m I

E n d i n g  Se p t e m b e r  30 , 19 7 6 , for M i l i t a r y  l r , t cn m t - rmcn t : Rese arch and
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D e v e l o p m e n t ;  S t r e n e t n i -  f o r  A c t i v e — D u t y  Militar y C o mp o n e n t s , R e s er v c -
Compon ents and Civilian Personnel of t h e  D e f e n s e  E s t a b l i s h m e n t :  M i i i —
t a r v  T r a i n i ng  S t ud ~’n t  L o a d s ;  and f o r  O t h e r  P u r p o s e s .  H .  R e n t .  0 3 — 1 0 4 ,
O4 tn Cong ., 1st s e s s .  , 1 9 7 3 .

H o u s e . C oa r nit t e c - on A r m ed S e r v i c e s .  H i l it a r v  P o s t u r e  a n d
D e p a r t m e n t  of  D e f e n s e  A u t h o r i z a t i o n  f o r  A p p r o p r i a t i o n s  f o r  F i s c a l
Y e a r  19 7 5 .  H e a r i n g s  b e f o r e  t h e  C o m n c i i t t e o  on A r m e d  Servi ces , H o u s e  of
R t - p r t - s en t a t i v e s , on P . R .  12 5 - 64 , 93 r d C o n g . ,  2d s e s s . , 1974 . P t .  3 ,
“ A c t i v e  F o r c e s ;  R e s e r v e  F o r c e s ;  C i v i l i a n  P er s o n n e l ; M i l i t a r y  Trainin :
S t u den t  L o a d s . ”

H o u s e .  C o c m n i t t e , n  on A r m e d  S e r v i c e s .  M i l i t a ry  P o s t u r e  and
D e p a r t m e n t  of  D e f e n s e  A u t h o r i z a t i o n  f o r  A p p r o p r i a t i o n s  f o r  F i s c a l ar
1. 9 7 6  a n d  19 7 T .  H e a r i n g s  b e f o r e  t h e  C o m m i t t e e  on A r m e d  S e r v i c e s . House
of Pepres entativ es , on P . R .  3689 [ P . R .  66741, 9 4 t h  C o n g . ,  1st  s es s . .

1975 . Pt. 2 , “ .- \ c t i v - - F o r c c - s ;  R e s e r v e  F e n c e s ;  C i v i l i a n  P e r s o n n e l ;
M i l i t a r y  Tr ~i i n i n g s tu d e n t  L o a d s . ”

H o u s e .  C o m m i t t e e  on G o v e r n m e n t  O p e r a t i o n s .  ~ Cos t Profile
for S u p p o r t  Services. Hearings before a subcommitt ee of the Committee
on Government tm n r a t m ons , House of Representatives . 10l th Cone .,
2d sees., 1968.

Hearings which dealt specificall y with cost comparisons f- in
su p p o r t  s e r v i c e s .

1-iouse . Cmmcrci tt e’ on G o v e r n m - . ’n t  O p e r a t i — i n s .  C r i t e r i a  for
S u p p o r t  S e r v i c e  Cos t  Cocupani sons. H .  R e p t .  1850 , 9 0 t h  C i i i - , . ,  C - I  s - e s . .
196 8 .

R e p o r t  ba sed  on (i m o n t h s  of study by the S p e c i a l  S t u d ie s  s u b c o m —
m i t t e - - , t he  P u r p o s e  of  w h i c h  was  t i  see i f  c o s t  f a c t o r s  c o u l d  he
e s t a b l i s h e d  t h a t  w o u l d  e n a b l e  n o y e r n m e n t  —m p ’n c i e s  e f f i c i e n t  lv  sin
i~u i c k l v  t i  d e t e r- s i n ,  v h e t h m e n  needed s u p p o r t  s e r v i c e s  s h o u l d  be s e c u r - .t
t h r o u g h  c o n t r a c t s  - in  u se  i f  c i v i l  s e r v i ce  p e r s o n n e l .  As -i r e s u l t  - m l

t h i s  e f f o r t  i t  e m s  r ’ c  m - i m ’n I - - - I  t h a t  1105 - C i n c - m i a r  h o  . 5 — 7 6  he r v i s , -  I
w i t h  r ’ ’ p e c t  to s sm p u i omt s - c r y  i c e s .

House . (lonci i t  t e e  -in  G o v - - r n m e n t  O p e r a t  i o n s .  F J , r a l  S s m p o l v
‘- h a n a ~~- - - n , - n t  ‘- I l l l t 3 r - -  a n d  R e l a t e d  A c t i v i t i e s .  H .  P - p t ,  ~~~~ ~1 2 - I in~- .

s - - e s ,  -
S i x t h  in t , - n n - d i a t - ’ m e n - m t  of  t h e  I n t - - r c o c - r r i - n c t a l  r ( e l a t  ic-os

u h :  u - u n i t  t ee ’ s s t u  t i - s  c o n l u c  t ed  on v a n  b u s  a s pe c t s  o f  E- ’d e r  - m l  cu r - d y
m a n a g e m e n t  . P a r t  i c u l a r  n I er en c e  to  c c - m n - - n c  i a l — t v p e  in , - r a t  i ~n s  in  t h e
‘ii i I i t a r - ’ l~- p - i r t n e n t s .

— 
. H o n e -  . Coma I I . t - t ’ mn Go v ’ nmurm - -nt O p e r i t  in n s .  The G o v e r n - - i - -n t

m c  R u u s i n ~- s s .  I I .  R e n t .  1 1 17 . ~- 3 I  C o n e . ,  2d sess., 1954 ,— — o - n ’ r - i  I r~- p o r t  f j  I - - h u s  c e v - - n t h  i n t e n c i - - .I m i t ’  r n - n t  i :  i~~~U 5 -

C m ’ m m i t t - - -  un c .; o v i m r n m - - - i t r m n - r ; u t  i o ns . 1 - v e r s  I n t e r - m v , - m i - - u e n : a l  R e l  m~ i o n s
s m h c u i r u m n i t t - - ’ s - x h a u i c t i v - - s t i m I - .- - i f  t h e  - - n t i r , - I i - l d  u - m t  corn-n - r c i a l  a n d
ind u s t r i a l — t i n - - ‘ u ,  r a t  i on s  of t h e  7 - 1 , - rid i C m v e n s i - c - n t  which c m - c u m , ’ l e  w m t b
p n i V - - i t - 1 -m i - s i n - s - s.
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H ouse .  C o m m i t t e e  on Govern ment Ope rations. Goverment Pro—
c u r - - m e a t  and C o n t r a c t i n g .  H e a r i n g s  b e f o r e  a s u h c i - n m i t t e e -- o f  ( s m - 

—

i i ~i n i t t - e  on - l n v - r n m e n t  u p,sr a t  i o n s  H o u s b  of  R e p r e s e n t a t i v e s , on
P .R. 373 , 91 st Cong. , 1s t sess. , 1969 , 9 p ts.

b e a r i n g s  on a b i l l  to e s t a b l i sh  a c o m ,m i s s i o n  on g o v e r n m e nt
pn micu rem ent

House. Comm ittee on (;ov-cmnmeut Operations . Support Services
C o n t r a c t s .  H e a r i ng s  b e f o r e  a s u b c o m m i t t e e  o f t h e  Com mi t t e e  on isivennme nt
Operations , House of R e p r e s e n t a t i v e s, ° 1) th  C o n g .  , 1s t sess  . , 1957.

H e a r i n -es by t h e  S p e c i a l  Studies subcommittee directed tin imarilv
towards NAS- \ use of support service contracts. Material n am ed throu ch
these hearings were used in the development of recomrnendation.s publ ishe -l
in H. R --pt. 11.97 cited above.

. House. Committee on Post Office and Civil Service. Control
of  Labo r  C o s t s  in t h e  D ep a r t m e n t  of  D e f e ns e .  H e a r i n g s  before the sub—
committee on Manpower Utilization of t ii Committee on Post Office and
Civil Service , House of Representative s , 88th Cong . , 20 s e s s . ,  1.964.

H e a r i n g s  p r i m a r i ly devoted to three types of contract operations:
• “ t h i n k  f a c t o r i e s ”
• se r v i c e s  f o r m e r l y p r ov i ded b y i n — h o u s e  p e r s o n n e l
• contractor personne l working along side Government emp loyees ,

u nder  G o v e r n m e n t  s u p e r v i s i o n

House. Committee on Post Office and Civil Service. Use  of
Contractor Personnel in D e p a r t m e n t  of D e f e n s e .  H.  R a p t .  129 , 89th
C i n g . , 1 - s t s e s s . ,  1 0 5 .

R e p o r t p u b l i s n e d  at c o n c l u s i o n  if  n e a r  in un s on C o n t r o l  of Labor
C o s t s  in Do D ,  It  s t a t e d  t h a t  o f f i c i a l s  in the  O f f i c e  of t h e  S e c r e t a ry
o f D e f e n s e  d i d  not have  a d e q u a t e  i n f o r m a t i o n  on the  number  or c o s t s  of
co n t r a c t  p e r s o n n e l .

H o u s e .  S p e c i a l  C o m m i t t e e  -Ippointed to Investigate Cc-veno m -nt
C o m p - ~~~~ t i o n  w i t h  P r i v a t e  E n t e r p r i s e .  G o v e r n m e n t  0 - i c u p - - t i t i o n  w~~t i n  ~n i ~
vate - nterpr m . se. H. Rept. 11 -hl , 72d Cong., 20 sess , ,  1~~ 3 i .

F R e p o r t  of  f i r s t  e x t e n s i v e  s t u - I v  b y C o n g r e s s  of  t h e  v ar  i i , m s  a s p e c t s
of  t h e  e x t e n t  to w h i c h  t h e  F e d e r a l  ~, i v m ’ n m m m - n t  e n g a c z u - - i  in c irsmm -r e ía  1
and b u s  m n - s s — t - I p u - ac t i v i t i e s .

Se n a t - - . C o m m i t t e e  on A rsii , -d S e r v i c e s .  F i s c a l  Year  l ° 7 5  and
J u ly  — S e p t e m b e r  1976 T r a n s i t i o n  ‘er 1 m c  A u i t h m o n i z a t i i m i  I ’ m  ‘ i i i m t a r v  P r o —
cu mt - nm ~-nt , Research and Developm ent , a rm-i A c t i v e  l m: m t v  S- -1 , -: t ,~sh R e s e r ve ,
and Civil i a n  Pe r so n n e l  St ru - n e t h s .  H e a r i n gs  b e t o r , ’ the C ‘mm m t t ee  on
-\ nsn ’ - I  S- - n v i e - s , Eu- n i t - - , on S .  9~~fl , 94th Cong ., 1st s~-ss ., 1075. Pts.
3 and 5 , “ M a n p - w - -r

S- -n a t - - Comm i t t t -e on -\ r m ed  S- - n v  i c , -c . - \m m t h or i -‘ i n c  A r ’ p r ’ p m  i s —
t i o n s  f o r  F i s c a l  Y e a r  1 176  and d i m ly  — S e p t e m b e r  I 0 ’ fi 1 r a m i s i t  ic -n h - r i o ~t
C u r  M i l i t a r y  t r o c u m r e u ~~- n t , R e s e a r c h  a n d  D e v e l o p m e n t  , a n - I  A c t  m v e  i ( i m t v ,
E , ’ l ’ - y t e d  R e s e r v ’-  am - m i C l v i  I i an  P e r s o n n e l  S t r - ’n gt iu s and t i n  l i t h i , - r  t h i n —

u s e s .  1 . R , - j t . ° 5 — 1 4 6 , 9 4 t h  u ’ ’n m ’ , , 1 s t  ses-c . ,  10 75 .
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Senate. Committee on Government O p e r i r  i m n s . E s t a b l i sh a
l~ u -suuui i ss i on  on G o v e r n m e n t  P r 7 u c u r e m n e n t  . Hearings he for- - t i m e 1 - u u m i m i t t - - ,-
on Gov~’ r m m m ~’n t  O pe r a t  i o n s  , S e n a t e , on 5. 1707 , 9 1’c t Cu ing . , 1st  sess
1 ‘ 1 - L i

H e a r  in Cs  on .m b i l l  t i  t i  t a, b 1 i sh a comma s i s s  i - ‘n on p c -v - c  r i m - s m - - s i t p r u  —

eu m r- ’me im t

— 
. S e n a t e .  G u r u  i t  L o u - on ‘- i u v s r n m n e n t  i l p e r a t  i - c - n o , Government

t . ‘ i i r - u ’ t i t  ion with P r i v a t e  E n t e r p r i s e .  R e p o r t  i m r ~cp ~~r e t  by  S t a f f  of
L m-rmssi j tt e , - in ( hiy r n m n e n t  1)nerat i o n s , 5, - n a t ’ , 88 th Con u( . , 1st sass.
I ‘ ) u ~3,

R e p o r t  a t  c o i r i p r u h e n s  i vc’ s t a f f  s t i m d v  v i i i  ch rev u — u s - c l amid ana  1, -zed
t h u ,  m a t u r e , e x t e n t  , and h i s  t o ry  01 hm .is i n e s s — t y p e  c - l i - n a t  i ons  c a r r i e d  on
by t i m , ’ F e d e r a l  G o v e r n m e n t

Senatu ’ . Comm i t t e e  iii Cover m mnen Op,s’a t i - m o - s  . Coven amen t Pol  i cy
and Pra c t i c e  with Rs ;pect to Contracts for Technic al Services. i l - c s m n i n - c s
lie fore t h e  Co rnm m iitt - : , on il ,uvernmn ent Operat i u i i s , S e na t e , ‘111 th Long. , 1st
5 ’ ss . , 1 9b7

11, -ar ing s held in order f - m n  indu ct r’v and Govern mnm ’ri t L i  p r e s e n t
t i m - - i r  views c o n c e r n in g  b ,uv ’rnment ‘ s l on g—- tand inc poi icy of n ’  lying upon
p r i v - l t e i n d u s t ry  to  t b ’  f u l l e s t  - - xt e nt p ossible. P a r t  i c u l a r  a t t e n t i o n
e m s  f o c u s e d  on Army ’ s termination of RCA contract at \~m u i t e  Sands Missile
Range .

S e na t e .  C o m m i t t e e  -in G o v e r n m en t Operations. Government
Pu,~~icv a nd P r a c t i c e  w i t h  R e s p e c t  to  C o n t r a c t s  f o r  T e c h n i c a l  Services .
E t s u t u m e  Report prepared by t i m e  S t a f f  of  the Comn n iitt ’e on Cuiv ernnie nt
O p e r a t i o n s , Se n a t e , 90 t h  Cong., 20 sess. , 1968.

f’ u b l  i s h e d  s ub s - ’ u i u i u - n t  to  hear in- e s c it - - -~t abov e. Staff meun oranduui m
wh ich d e t a i l s  t he  i s s u m e s  i n v o l v e d  and c o n t a i n s  s t a f f  c o n c l u s i o n s  and
meco rirnendat ions.

S’e n a t u - . S e l e c t  C iu s um i t t - , - ,m n Sar i  11 B u m - s i  n~’ss . Gove r n m e n t
Compu - tition with Private Business . S. Rept. 120 , 5~~t h  Cong., 1s t sess .

I l u  S

‘1- -p ir t on coors it tee ‘ s review of ma jim p ro Cu l mn -u i n v o I ced and the
e f t  urt s m ade by the (7omigr, - ss and t h ~- “ x - - e i m t i v c ~ b r a n c h  t i  e l i m i n a t e  or
c u r t a i l  a c t  i v i t  ies  of t h e  h i o v e r n i n - -n t  w h i c h  c o mp e t e  w i t h  pc i  c i t e  enter-
prise , p a r t i c u l a r l y  small busin esses.

Sen i t ‘-  . Select Corrim i t t - i - in S m a l l  Bus  i n ’ s  ii . G ov e r n m e n t
C o m p e t i t i o n  w i t h  Private Busin , -ss. S. k - - n t .  1015 , 85th (Ic-nc., 1 - st scsi .
1 9 57

Report ou r conan itt ’’e ‘ s review c - I  t h e  n a t u r e  and  e x t e n t  ‘f G u ’ v , - n r r u n e n t
c lmnp et it ion w i t h  m m r i v a t ’  ‘ n t e r l u r i - u ’ . l’ a r t i c ul a r  emp h a s i s  on t i s c c m n t i n —

u — b ce of comm - -n e i i  H tv ; i ’ - c - per il i uri s by 1 - h - l u - c a l  C ’vc ’mnm ent - R,- co-n”r’rnded
1, 11 Dot ) - ic ce l , ’r,atu ’ t h e  r a t ’ ’  ut  w h i c h  c - u - s m u i w - m c - l a l  - - n t u - n ~i r i s e s  w ’ m - - h e i n u n

c l i m e  - 0 .

U . S .  I0 ’ p a r t m e n t  i t  the Air F u m e ’ ’ . Heau t qu - irt e rs U . S .  -\ir F or e , ’ . ‘-ti m i p - w ~-r
i o t a  I - i a u a u ’ - -s n -n t C o m m e r c i a l  or l n - i m i - c t r i a l  \ e t i v i t  u - - i  nil (hi mi tract 8cr—

L _ _ _  _ _ _ _
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vices Data System (cics). Air Force Manual 26—4 , Vol. II , Jul y, 31 ,
1973.

Establishes policies , procedures , and standards for all person s
who p r e p a r e  i n p u t  to t h e  CICS .

_____ 
Head quarters U.S. A i r  Force. Manpower ; Use of Contract Ser-

vices and Operation of Commercial or Industrial Activities. Air Force
Regulation 26—12 , January 29 , 1974.

Imp lements DoD Dir. 4100.15 and D0DINST 4100.33. Sets forth the
philosop hy , policy and procedures relating to the use of contract ser-
vices to accomp lish Air Force workload consisting of services and the
manufacturing of products. Also deals with commercial or or industrial
a c t i v i t i e s .

U . S .  D e p a r t m e n t  of the A r m y . Headquarters , Department of the Army .
Industrialized Activities and Labor R e l a t i o n s .  M a n a g e m e n t  of  R e s o u r c e s
Commercial and Industrial—T ype Functions. Army Regulation 235—5 ,
November , 1972 .

Imp lements DoD Dir . 4100.15 and DoD1NST 4100.33. Establishes the
DA policies , responsibilities , and procedures for determining whether
c o inmcr c  i a l  and i n d u s t r i a l — t y p e  p r o d u c t s  and s e r v i c e s  r e q u i r e d  fo r  A r m y
use shou ld be :
( 1 )  P r o c u r e d  f rom c o m m e r c i a l  or i n d u s t r i a l  sources.
( 2 )  P r o ” i d e d  by A r m y — o p e r a t e d  i n— h o u s e  a c t i v i t i e s  ( c o m m e r c i a l  or indus-

trial—type activities)
(3) Obtained from other Federal departments and agencies (interservic e/

department/agency support) , or

~~) Acquired by a combination of two or more of the above alt ernatives .

______ 
Army Log istics Managemen t Center. An Anal ysis of the Arm y ’ s

Procurement of N o n — p e r s o n a l  C o n t r a c t u a l  S e r v i c e s  w i t h  Emp h a s i s  on House-
keep ing Services. APRO 209 , December , 1974 .

Report of a stud y the objectives of which were to analyze the
er anizat ional structur e and methods used by Army procurem ent o t i  i c ’ s
i r i  r h ’  p r o c u r e m e n t  of n o n p e r s o n a l  s e r v i c e s  and t h e n  t e  determin e eD it
c h a o :~~’s , i f  a ny , shou ld be made .

~. S .  D e p a r t m e n t  of D e f e n s e . Comme r c i a l  or I n d u s t r i a l  A c t i v i t i e s ~. Do !)
D i r e c t i v e  4 1 0 0 . 1 5 , J01 y 8 , 1971 .

1 ii p l e m en t s  O t1B C i r c u l a r  A — 7 ( ~ .

— 
. C o m m e r c i a l  or I n d u s t r i a l  A c t i v i t i e s ;  O p e r a t i o n  o f .  l)ol) I n s t r u c —

i on  ‘~1OO .33 , J u l y  16 , 1 9 7 1 .
I m p l e m e n t  i n g  i n s t r u c t  i o n  f i r  OMH C i r c u l ; i r A — 7 h  and  Del) D i r .  !410 ()  .1  ~i

— —  
. D e p a r t m e n t  of  D e f e n s e  l’rocurement Cod i t i c  Manual , V o l  .

— 
U n n a i l  t ics  an d  s e r v i c e s  R e p i r  t ed  on DD Form I~~D . lieD Manual ~ 105 .~~~ 1M
Jul y , 1975 (Revised ) .

— 
. Rudget G u i d a n c e  M a n u a l .  Dot ) M u t u a l  71 1 1)— I — ‘I , ~u~ ust ~ H75
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__________ 
Office of the Assistant Secretary of Defense (Comptroller).

Defense Genera ted Employment. April 27 , 1972.
A repor t of June 1971 — December 1971 data collected from DOD/NASA

economic informa tion system.

__________ 

Office of the Assistant Secretary of Defense (Comptroller).
DoD Imp lementation of 0MB Circulars A-76 and A—94. January 12 , 1971.

A presen tation made at the Defense Economic Analysis Council Steer-
ing Group Meeting.

Office of the Assistant Secretary of Defense (Comptroller).
Militar~T Prime Contract Awards Service Category and Federal Supply
Classification, Fiscal Years 1963 through 1975. November 4, 1975.

A pamphlet disp lay ing dis tribution of military prime contract
awards of $10 ,000 or more.

___________ 

Office of the Assistant Secretary of Defense (Comptroller)
(A udit). Report on Review of the Commercial or Industrial Activities
Program Within the Department of Defense. OASD (Comptroller) (Audit)
Rept. No. 344, July 28 , 1972.

Repor t of review made to evaluate DoD policies , procedures , and
con trols used to achieve the objective of the c/i Program , i .e., to
per form func cions by the least expensive method (in—house or contract)
except whe re , for cer tain reasons , the func tions mus t be perfor med
in—house.

__________ 

Office of the Assis tant Secretary of Defense (Installation
and Log istics). Annual Inventory of Commercial or Industrial Activi-
ties and Contract Support Services. Fiscal Years 1972 , 1973 , 1974
and 1975.

U.S. Department of Labor. Bureau of Labor Statistics . Expenditures and
Manpower Requiremen ts for Selected Federal Programs. Bulletin 1851 ,
1975.

This study presents the manpower requirements , by industry and
occ upa t ion , of a selec t group of programs and agencies which are broadl y
representative of different types of Federal expenditure s.

—
. Bureau of Labor Statistics. Factbook for Estimating the

Manpower Needs of Federal Programs. Bulle tin 1832 , 1975.
This report  brings together a set of emp loyment and occ upa t ional

fac tors designed to aid agency administrators in estimating manpower
req uirements of Federal outlays. An illustration is provided using
DoD f isca l  year 1974 expenditures.

U.S. Depar tment of Navy. Office of the Chief of Naval Materia l , Commer—
cial  or Industrial (c/i) Ac t ivities Program. NAVMATINST 4860.12A ,
January 25 , 1972.

Promulgates DON p o l i c y  and proced ures which app ly to continuing.
discon t inu ing, curtailing or starting commercial or industr ial activiti e s
or contract support services.



r

__________ 
Off ice of the Chief of Naval Operations . Commercial or

Industrial (C/I) Activities Program; use of Contractors to Provide Sup-
port Services at Naval Shore Act i~rities. OPNAV INST 4860.~ K, June 24~T~~~. 

-_ _ _ _

Announces goals established by SECNAV for use of contractors to
perform custodial , ref use collec t ion, and guard services.

__________ 
Office of the Secretary of Navy . Commercial or Industrial

Ac tivities Program. SECNAVINST 4860.44B, April 4, 1975.
Assi gns responsibili ties for implementing the Commercial or Indus-

trial Activities Program with in DON .

U.S. General Account ing 0~ fice , Comptroller General. Potential Savings
Availab)e Through Use of Civil Service Rather than Contractor—Furnished
Emp loyees for Certain Support Serv[ces. Repor t B—133394 , June , 1967 .

Excessive Cost Incurred in Using Contractor—Furnished Per-
sonnel Ins tead of Government Pe~ ionnel ~~ the Pac ific Reg ion of the
Ground Elec tronics Equipment Installation Engineering Agen~ y, Air
Force Logistics Command. Report 5—146823 , Mar ch 19 , 1964 .

__________ 
Projec t REFLEX (Resources Flexibility)——A Demonstration of

Management Through Use of Fiscal Controls Without Personnel Ceiling s.
Repor t 5—165959 , June , 1974 .

Discusses GAO review of DoD demonstration projec t in which several
labora tor ies opera ted solely under financial controls without manpower
ceilings so that management could adjust personnel levels to match
workload requirements and available funds. GAO review was aimed at
identif ying ai~d evaluating benefits achieved .

__________ 
Implementation and Impact of Reductions in Civilian Employ-

men t , Fiscal Year 1972. Report B—l80257 , July, 1974.
Discusses ~~~~~~~~~~~~~~~~~~~~~~ of the policies and prac t ices for

reducing civilian positions and employment and the impact of these
reductions on selected government activities and installations.

U.S. Office of Management and Budget. Preparation and Submission of Annual
Budget Estimatep . Circular No. A—li (Revised), June 28 , 1974 .

Automatic Data Processing Equipment. Circular No . A—54 ,
Oc tober 14 , 1961.

Policies for Acquiring Commercial or Industrial Products and
Services for Government Use. Circular No. A— 76 (Revised), August 30 ,
1967.

Fourth and current in a series of bulletins and circulars dealing
wi th the subject of contracting—out with private industry. Represe nt s
a major change in the previous policy pronouncements regarding con-
tracting—out. Mood of A—76 is that each agency must perform its mission
efficien tl y and ef fec t ively; if it can do so in concert with the basic
pres umpt ion in favor of priva te enterprise , fine ; if not , it must be
done in-house.

D—9



__________ 
Discount Rates and Procedures to be Used in Evaluation

Deferred Costs and Benefits. Circular No. A—9~~The Tsed), March 27 ,
1972.

Wildermu th, John G. “Contracting—Out : A Case for Realistic Contract vs.
In—House Decision—Making .” Military Law Review, 49 (July, 1970) , 1—43 .

Article discussing the governmenF’~ expressed policy in favor of
contracting—out and how it has been eroded by numerous decisions of
the Bureau of the Budget , the General Accounting Office , the Department
of Defense , and the Army.
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