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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 th~
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 contained in the current edition of the Armed Services
Procurement Regulation (ASPR):
A service contract is one which calls directly for a
contractor'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 product if the
primary purpose of the contract is to obtain the con-
tractor's time and effort and the report is merely
incidental to this purpose.!

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 include Congressional concerns, legal issues, etc. Section IV high=

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

l pepartment of Defense, Office of the Assistant Secretary of Defense
(Installations and Logistics), Armed Services Procurement Regulation, (ASPR),
October 1, 1975, Section 22, Part 1, Paragraph 22-101.




report information concerning service contracts are discussed in the fifth

section.

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 bibliography are contained in appen-
dices to the report.

SUMMARY OF MAJOR FINDINGS

The following are the major findings of this overview of service con-
tracts within DoD.

1 Since 1955 it has been national policy that the Government should
rely upon the private enterprise system to supply its needs, except where
it is in the national interest not to do so.

Z's Current guidelines are stated in OMB Circular A-76, "Policies for
Acquiring Commercial or Industrial Products or Services for Government Use.'
3. The DoD has implemented OMB Circular A-76 by establishing the
commercial or industrial activities program for identifying and reviewing

opportunities for the use of contractors to provide support services.

4, With regard to implementing the general policy to making the in-
house vs. contract—-out decision, considerable interest is 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.

3o Under the current policy, cost comparisons are required only
when the decision on method of performance is based on economic considera-
tions. Since the cost comparisons are generally very time consuming, they

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

~

B




of performance is generally justified on a basis other than cost. Conse-
quently there is wide variation across the Services regarding the extent
to which they contract for support services.

6. There are questions concerning the legal aspects of service
contracts that remain to be resolved.

7. The DoD maintains detailed information identifying prime contract
awards of $10,000 or more for services as part of the Procurement Manace-
ment Reporting System. This reporting system indicates that since 1970,
the DoD annually has procured an average of $7.5 billion of services including
maintenance and repair, housekeeping services, automatic data processing,
salvage services, medical services, transportation services, etc.

8. The primary source of information about the extent of DoD's use
of contract services manpower, is the "Annual Inventory ot Commercial and
Industrial-Type Activities and Contract Support Services', maintained by
the Office of the Assistant Secretary of Defense (Installations and Logis-
tics). Thils report indicates that since 1972, DoD has purchased about
100,000 manyears of contract support services annually.

Y. Within DoD opinions differ with respect to the amount and extent
of data that is necessary to effectively manage contract manpower.

10. A significant expenditure of time, effort, and resources would be
required to develop and maintailn comprehensive man~year or manpower cost

data for all DoD service contracts.




I. SERVICE 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
mix is influenced by policy; cost; the availability of products or ser-
vices from the private sector; Congressional, union, and budgetary pres-
sures; and departmental parochialism and inertia. With respect to the
first two components of the defense labor force; i.e., military and
Federal civilians, DoD is the largest employer in the Federal Government.
Excluding the postal service, over half of the Government's total work-
force is employed by DoD.

During tne past few years, both active military and Federal civilian
manpower programs have been subjected to intense scrutiny. Nevertheless,
even with a 295,000 reduction in total active military 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 recently, however, virtually no management 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 composition 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 of contract manpower




to replace civil service employees as a potential way of artificially
reducing manpower cost as a percentage of budget outlays.?
SERVICE CONTRACT MANPOWER

Figure 1 places into perspective the portion of the defense labor
force addressed by this overview. The DoD estimates that Defense-related

employment of wage and salary workers in United States private industry

attributable to DoD military expenditures will be 1.6 million at the end

of FYL‘}?b.3 The Bureau of Labor Statistics estimates that about one-half
of this is for direct employment necessary to produce the final goods and
services purchased; an equal portion accounts for indirect employment
required in all levels of industries which provide materials, components,
transportation, and distribution services ultimately embodied in the final
4
purchase. This overview focuses upon the manpower employed by firms
naving defense contracts to provide services (the box at the bottom left
of Figure 1). Since providing a service does not call for a concrete end
product but rather calls directly for an individual's time and effort,
this is a type of operation that could be performed either by in-house
personnel or by civilians furnished by private contractors. Construction
and purchases of supplies and equipment are procurements that do call for

concrete end products and thus are excluded from this overview.

)
£

Congress, House, Committee on Appropriations, Department of Defense
Appropriations for 1976, Hearings, before a Sub Committee of the Committee
on AppropriatioH;T House of Representatives, 94th Cong., lst sess., 1975,
Pt. 3, pp 371-373.

‘Department of Defense, Office of the Assistant Secretary of Defense
(Public Affairs), FY1977 Department of Defense Budget, News Relecase No.
12-76, January 21, 1976. N

“Oliver, Richard P., "Increase in defense-realted employment during
Viet Nam buildup,'" Monthly Labor Review, February 1970, p. 5.
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Research, Development, Test and Evaluation (RDT&E) procurements are
also not addressed by this report. However, housekeeping services,
maintenance, guard services, etc. purchased in support of "in-house"
research and development work, are considered to be service contractsf
CATEGORIES OF SERVICES PURCHASED BY DOD

In order to provide uniform procurement statistics for the 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
classes of procurement: (1) RDT&E, (2) other services and construction,
and (3) supplies and equipment. This data is maintained in DoD's Procure-
ment Management Reporting System.6

Under this system all services procured by DoD are further classified
in one of 14 categories as follows:

1) Maintenance and/or Repair of Equipment

2)  Modification, Alteration and/or Rebuild of Equipment

3 Technical Representative Services

4) Operation and/or Maintenance of Government-Owned Facilities
5) Installation of kquipment
6) Salvage Services

1) Medical Services

8) Architect, Engineer, Expert and/or Consultant Services

'"Tnis agrees with ASPR guidance. (See ASPR; Section 21, Part 1,
Paragraph 21-116.
CASPR, Section XXI.




9)

10)

Housekeeping Services

Photographic, Mapping, Frinting and Publication Services
Training Services

Transportation Services

Lease or Rental, Except Transportation Equipment

Maintenance, Repair & Alteration of Real Property

Within each of the 14 categories there are even further subdivisions,

as shown in Table 1, thereby facilitating the reporting of data for approxi-

mately 120 individual classes of services.




SERVICES’ PROCURED BY DOD

Description

Description

MAINTENANCE AND/OR REPAIR OF EQUIPMENT

Aircraft

Aircraft Engines
Missiles

Vessels

Combat Vehicles
Non=Combat Vehicles
Electronic & Communication Equip.
Furniture

Office Machinery
Railway Equipment
Tires

ADP/EAM Equipment
Equipment = (Other)

MODIFICATION, ALTERATION AND/OR REBUILD

OF EQUIPMENT
Aircraft
Aircraft Engines
Missiles
Vessels
Combat Vehicles
Non-Combat Vehicles
Electronic & Communication Equip.
Railway Equipment
Equipment = (Other)

TECHNICAL REPRESENTATIVE SERVICES
Aircraft
Aircraft Engines
Missiles
Vessels
Combat Vehicles
Non-Combat Vehicles
Electronic & Communication Equip.
Railway Equipment
Equipment = (Other)

OPERATIONS AND/OR MAINTENANCE OF
GOVERNMENT-OWNED FACILITIES"
Aircraft Facility
Missile System Facility
Electronic & Communication
System Facility

7"Excludes RDT&E actions

OPERATIONS AND/OR MAINTENANCE OF
GOVERNMENT-OWNED FACILITIES (Cont'd)
Utility System
Ammunition Facility
Layaway - Standby Facility
Government Facility = (Other)

INSTALLATION OF EQUIPMENT
Installation of Equipment

SALVAGE SERVICES
Preparation & Disposal of Surplus
and Excess Property
Vessel Salvage
Aircraft Salvage
Salvage = (Other)

MEDICAL SERVICES
Dependent Medicare
Contract Surgeon
Medical Service = (Other)

ARCHITECT, ENGINEER, EXPERT AND/OR
CONSULTANT SERVICES

Advertising Service of a Technical
Nature

Architect - Engineer Service

Consultant Service

Drafting = Engineering

Inspection

Management Engineering Service

Material Testing

Personnel Testing

Production Engineering

Programming Services (for ADP or
EAM Equipment)

Card Punching Services (for ADP or
EAM Equipment)

Management Improvement Services
(Studies, surveys or reviews for
the purpose of developing or
improving organization, methods
procedures or systems)

2] . .
“Includes operation of government-owned plants used for production purposes.




Table 1 (Continued)

Description Description
AKRCHITECT, ENGINEER, EXPEKT AND/OR PHOTOGRAPHIC, MAPPING, PRINTING
CONSULTANT SERVICES (Continued) AND PUBLICATION SERVICES (Cont'd)
Management Assistant (Specific Photographic
tasks undertaken for management Photo, Map, Printing or
separate and apart from studies, Publication Services - (Other)
surveys and reviews)
fueling & Other Petroleum Services TRAINING SCRVICES
Excluding Storage Factory Trainine
festing Cloth Scientific and Management Education
ADP Systems Development Services Reserve Training
service (Other) Lectures for Training
Tuition Fees
HOUSEKEEPING SERVICES Billeting Costs for School Training
Gas Faculty Salaries for Dependents
Electricity Schools
felephone and/or Communication Training of Government Personnel -
service (Other)
water
Utility - Other TRANSPORTATION SERVICES
Installation Bus Service Air Passenger Transportation
Chaplain Service Service
Laundry and bry Cleaning Service Air Cargo Transportation Service
Custodial - Janitorial Service Vessel Charter
insect and Rodent Control Cargo Space - Vessel
Packing and Crating Passenger Space - Vessel
Garbage Collection Carpo & Passenger Space - Vessel
kood Service Vessel Operation
Fueling Service Tug Service
Fire Protection Stevedoring Services
Landscaping dService Vehicle Hire
Recruiting Services for Civilians Railwav fEquip. Charter
(including meals and/or lodging Transportation Services = (Other)
for recruits
Surveillance services LEASE OR RENTAL, LXCEPT [RANSPORTATION
Care of Remains and/or Funeral Service EQUIPMENT
Guard Services ADP and/or LEAM Equipment
Installation Housekeeping Service - Hotel & Motel
(Other) Storage Services
Lease or Rental - (Other)
PHOTOGRAPHIC, MAPPING, PKINIING AND
PUBLICATLUN SERVICES MAINTENANCE, REPAIR & ALTERATION OF
Film Processing Service REAL PROPERTY
Cataloging fainting
Charting Building Maintenance, Alteration &
Reproduction Repair
[echnical Writing Grounds Maintenance & Repair
Art Roads Maintenance & Repair
Printing Drainage, Fencing, Pipeline

Maintenance & Repair
Maintenance & Repair = (Other)

10




II. CURRENT POLICIES REGARDING COUNTRACTING-OUT

BACKGROUND

Predating any such pronouncements by other Executive Agencies of the
Federal Government, the Department of Defense has had since 1952 a formally
promulgated policy to be applied by its components in determining whether
products and services used by Dobh are to be provided by private enterprise
or by DoD itself. The DoD Directive of that year opposed continued operation
and retention of in-house tacilities that produce goods and services
similar to those available in the private sector; i.e., commercial and

industrial-type activities. Further, 1t stipulated that justification

was required tor the continued operation of in-house commercial and industrial-

type facilities and restricted the initiation of new activities of this type.
A tew years later, the Bureau of the Budgetlo was charged with the

task of coordinating on a government-wide basis a program of providing to

the Executive Agencies guidance concerning which of the government's pro-
ducts and services should be provided in-house and which should be obtained
from private enterprise. OMB's original publication, issued in 1955,ll has
been revised in 1957, 1959, 1966 and in 1967. The current guidelines (set
forth in OMB Circular A-76) are based on the general principle of relying

on private enterprise to supply the Government's needs except '"where it is

in the national interest for the Government to provide directly the products

9
10
1]

bepartment of Defense, Directive No. 4000.8, 1952.

Changed to the Utfice of Management and Budget (OMB) in 1970,
Bureau of the Budget, Commercial-Industrial Activities of the
Government Providing Products or Services tor Governmental Use,
Bulletin No. 55-4, 1955. T oAy ¥ b7 e




and services it uses.”lb The provisions of Circular A-76 further require
that each agency compile an inventory of its commercial and industrial-type
activities and that they periodically conduct a systematic review of these
in-house activities to determine whether continued in-nouse operation

is justitied. The '"compelling reasons' under which in-house commercial

or industrial-type activities may be continued in operation or initiated

as ''new starts"13 are only when one or more of the following exist:

a. Procurement of a product or service from a commercial source
would disrupt or materially delay an agency's program.

b. It is necessary for the Government to conduct a commercial or
industrial-type activity for purposos’nf combat support or for individual
and unit retraining of military ﬁersonnel or to maintain or strengthen
mobilization readiness.

c. A satisfactory outside source is not available and cannot be
developed in time to provide a product or service when it is needed.

d. Procurement of the product or service from a an outside source

will result in higher total cost o the government.

12
"“Office of Management and Budget, Policies for acquiring commercial
or industrial products or services for governmenf_:se, OMB Circular
No. A~7b, August 30, 1967, p. 1. R
A '""mew start'" includes tne following:
e a newly established DoD commercial or industrial activity
involving additional capital investment of $25,000 or more,
or additional annual production costs of $50,000 or more.
® A reactivation, expansion, modernization or replacement of an
activity involving additional capital investment of $25,000 or
more, or additional production costs of $100,000 or more.
e Construction, replacement, or reactivation of bakery, laundry,
and dry cleaning facilities and scrap metal facilities subject
to the provisions of DoD Directives 5126.8 and 5126.15.

12




Although considerable effort was expended during 1968 to draft a supplement
to Circular A-76 specifically applicable to support services, it was never
issued.

CURKENT DOD POLICY REGAEDING CONTRACTING-OUT

DoD Directive 4100.15 implements Circular A-76. It prescribes
DoD policy concerning reliance upon the private sector as follows:

he Department of Defense will depend upon both
private and Government commercial or industrial
sources tor the provision of products and services,
with the objective of meeting its military readiness
requirements with maximum cost effectiveness...

I'he directive further states that:

...DoD components will be equipped and staffed to carry
out effectively and economically those commercial and
industrial activities which must be performed internally
to meet military readiness requirements. All other
required products or services will be obtained in the
manner least costly to the Government (by contract, by
procurement from other Government Agencies, or from DoD
commercial or industrial activities).'’

In addition, Dob components must not rely upon private enterprise
for those basic functions of management necessary to retain essential
control over the conduct of their programs, including:

® selection, training and direction of Government personnel,

. assignment of organizational responsibilities,

2 planning of programs,

I - - A % 5
Department of Defense, Office of the Assistant Secretary of Defense
(Installations and Logistics), Commercial or Industrial Activities, DoD

Directive 4100.15, July 8, 1971, p. 3.
ibid., p. 3-4.




e establishment of performance goals and priorities, and

® evaluation of performance.

However, use of contract manpower for managerial, advisory, and other
support services related to these internal functions is permitted where
required, 'provided that the Government's fundamental responsibility for
controlling and managing its programs is not compromised or weakened.'"'?
THE USE OF COST AS A DECISION CRITERION

As discussed previously, 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
private sector will result in higher overall total (direct and indirect)
cost to the Government. However, in order to exercise this prerogative,

a cost analysis must be performed which is "truly comparable".l7
Further, cost comparisons are required:

115 When the decision to rely upon a commercial source will cause
the Government to finance directly or indirectly more than
$50,000 for costs of facilities and equipment to be constructed
to Government specifications;

2. When there is a probability that services being procured from
private enterprise could be obtained from Government sources
at a lower overall total cost to the Government. ’

3 When considering lease versus purchase of equipment or construc=

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

16 Loc. cit.,

17 Department of Defense, Office of the Assistant Secretary of Defense
(Installations and Logistics), Commercial or Industrial Activities-
Operation of, DoD Instruction No. 4100.33, July 1ol *19¢ 1, EBfCl. 3, B L

14




tion agreements involving a determination of the difference in
costs.

4. When additional personnel authorizations are required by the
Military 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 policy of Circular A-76 and DoD Directive 4100.15 into speci-
fic procedures for use by DoD Components) specify the principles and cost
elements (See Table 3) that are to be used in making the cost comparisons.
Since the cost comparisions are generally very tedious they tend to be
avoided by the Services if at all possible. This means that the method
of performance 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

Justification For Method Man-Years Total
0f Performance (000) Man=Years
In=House
Disruption would delay 1095 23.6
Military essentiality 162.0 34.9
No altermative source 27.8 6.0
Least costly in-house 16:.Y 3.6%
No reason given 52,2 1.2
Contract
Less costly 339 7.3%
Other than cost &35 9.8
No reason given 1647 36
TOTAL 464 .6 100.0
* Percent of total justified on Economic Basis 10.9
15
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Table 3

COST ELEMENTS USED TO ESTIMATE
IN-HOUSE AND CONTRACT CUSTS *°

A. Cost

elements involved in the estimation of the cost of procurement from

commercial SQU!‘CQS are:

B. Cost

contract cost; i.e., 'going contract price'" in the local or
regional area

transportation charges

contract administration and related costs

material and supplies furnished to the contractor by the Government
including any costs for transportation, storage, etc.

costs associated with contractor use of Government-owned equipment
and facilities

costs to the Government of rehabilitating, modifying or expanding
Government-owned equipment or facilities provided the contractor

incentive or premium costs

standby maintenance costs

other costs, e.g. cost for premature personnel retirement; sever-—
ance pay, home-owner's assistance, and moving/relocation expenses
which will be paid solely because a Government in-house activity
is discontinued, etc.

elements involved in the estimation of in-house costs include:

military personnel costs (computed using DoD Handbook 7220.9H,
Accounting Guidance Handbook)

in-house civilian personnel costs (including gross annual pay plus
the Government's contribution for civilian retirement and disa-
bility, health insurance, and life insurance)

other personnel costs, e.g. travel, per diem and moving expenses,
living and uniform allowances, initial and recurring costs of
personnel training, etc.

materials, supplies, utilities and other services including
initial start-up costs for new activities

maintenance and repair

overhead costs including finance and accounting, personnel, legal,
local procurement, medical, police, fire, management, etc.

tederal taxes

depreciation

interest, using as a rate of interest, the current interest for
long term Treasury obligations

insurance

other indirect costs

18

Source: Department of Defense, Commercial or Industrial Activities-

Operations of, DoD Instruction 4100.33, July 16, 1971, Encl. 3, Att. 1.
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ADDITIONAL POLICIES OF SIGNIFICANCE

Audiovisual Productions and Motion Picture Processing

In January 1974, an Interagency Study Group under the direction of
the Office of Telecommunications Policy, published a report containing
10 recommendations for improved management of Federal audiovisual activ-—
ities.lgThese recommendations were subsequently approved by OMB. In June
1974, the Director of OMB assigned responsibilities for implementation
of those recommendations and specifically requested the Administrator of
General Services to exert leadership in formulating Government-wide policy
for audiovisual activities and to monitor compliance with all applicable
policies in this area.ZOSubsequently, 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., motion 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:

e time-critical audiovisual documentation in remote locations
and at locations where follow-on tests are dependent upon
photographic results of film data recording;

. military combat contingency requirements; or
¥ % - &1

[ intelligence operations.

190ffice of Telecommunications Policy, Interagency Study Group,
Audiovisual Communications in the Federal Government, January, 1974.

20 Director, OMB, Memorandum to heads of executive departments and estab-
lishments, June 20, 1974.

21 General Services Administration, "Audiovisual Productions and Motion
Picture Processing," Federal Register, Vol. 40, No. 164, August 22, 1975.
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The basis for this policy pronouncement stems from the Interagency
Study Group's findings that motion picture processing services were
widely available commercially; that these sources were almost totally
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

FA¥

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. Specifically, the
directive states that '"combat and combat support activities of the Mili-

tary Departments will be self-sufficient insofar as possible in providing

22

direct...maintenance support for assigned weapons systems and equipment." _
With regard to depot maintenance, the directive states that mainte-
nance should be accomplished through the use of a manpower mix of con-
tractual resources and organic (in-house) capability "in order to
establish and sustain a flexible maintenance production base capable of
expansion to accommodate emergency military needs within a limited time
24

frame."

According to Directive 4151.1, each military department should plan

22Department of Defense, Use of Contractor and Government Resources
for Maintenance of Material, DoD Directive &4151.1, June 16, 1975.
~ 23Ibid. paragraph 1.b.

247b1d.

18




) §

organic depot maintenance capacity to accomplish no more than 70 percent
! of the gross mission-essential depot maintenance workload. However, the
directive currently provides a great deal of flexibility to the Services

concerning how they are to determine the percentage; for example, thev can

compute the percentage as a:
° Percentage of all depot maintenance for their particular

Military Department

° Percentage by type of weapon system undergoing depot maintenance;
e.g., aircraft, missiles, vessels, etc.
° Percentage by commodity class; e.g., fighter aircraft, destroyer

escorts, etc.
Further, the relationship between planned workload versus accomplished
workload is not considered. This directive is currently being revised to
eliminate ambiguities.

Specific Installation Services

The Office of the Chief of Naval Operations has issued an instruction
which announces goals established by the Secretary of Navy for the use of
contractors to perform three particular commercial or industrial-type
functions; i.e., custodial, refuse collection, and guard services.f{

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

strong probability of being more economically accomplished by contract.

The goals for each service are:

‘“Organic depot maintenance is performed by a military department using
Government-owned or controlled facilities and military or Federal civilian
perggnnel.

: “"Department of Navy, Commercial or Industrial Activities Program; use
of Contractors to provide support services at Naval shore activities,
OPNAVINST 4860.6A, June 24, 1975. BE)
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® custodial services - at least 70 percent contracted-out

. refuse collection and disposal services - at least 60 percent

® guard services - at least 30U percent

These goals are stated as percentages of annual operating costs
reported. Table 4 shows the Navy's record over the FY1972-75 period for
these three services. The total man years reported against these three
functions accounted for less than 8 percent of the Navy's total man vears
reported in the OASD(I&L) "Annual Inventory of Commercial or Industrial
Activities and Contract Support Services'.

Table 4

EXTENT OF NAVY RELIANCE UPON PRIVATE SECTOR
FOR THREE SELECTED SERVICES

FISCAL YEAK

SERVICE 1972 I 1973 ] 1974 ;2 1975 75-76
(Percent of Contracting - Out | ) Goal
A B A 5 A B A B A
Custodial Services 38.6 [43.3 1 46.3 148.3 [ 42.3 143.2 | 46.4 | 52.7] 70
Refuse Collection 29.8 [:27.6 | 34.0 |30.5 39.5 133.9 | 38.4 |39.4] 60
Disposal Services
Guard Services 0.5 0.5 1.3 1D 2.2 1.9 2 2,71 30

Other Policies

tach year in the DoD appropriation Act the Congress has imposed limi-
tations on "the construction, replacement, or reactivation of any bakery,

laundry or dry cleaning facility" and on '"the operation, acquisition, or
s/ 3 P q

'/Percent of total annual operating costs (In-House + Contract) for that
function that were expended on contract = A; percent of total man-years
(In-house + contract) for that function that were expended on contract = B;
as reported in the "Annual Lnventory'".

20




construction of new facilities or equipment for new facilities...for metal
scrap baling or shearing or for melting or sweating aluminum scrap...".
Accordingly there are several other documents stating DoD policy regarding
the restrictions upon the use of appropriated funds associated with these
and other services obtained from the private sector.

A list of many of these documents is contained in DoD Instruction

4100.33.




III. ADDITIONAL ASPECTS OF CONTRACT SERVICES
INTRODUCTION

In Section I private sector manpower associated with contract ser=
vices was put into perspective within 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.

However, there are other aspects in addition to policy considera=-
tions that should be regarded in determining which alternative is the
more appropriate for satisfying a service requirement that might 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: Congressional concerns; legal aspects, especially those concerning
"personal" services and non-personal services contracts; concerns about
the objectivity and accuracy of the cost comparisons; and personnel policy
considerations. This section discusses these factors.

CONGRESSIONAL INTEREST "

The subject of contract services has engaged the attention of the
legislative branch of Government for many years, and this interest is
current and continuing. The first extensive Congressional study on this
issue was made in 1932 by a Special Committee of the House of Representa=-
tives appointed to investigate Government competition with private
industry. Their report stated that:

The evidence in general indicates that the operations
of the Federal Government in the field of private

8 A detailed treatment of this subject is contained in the Final Report
of Study Group #1 = The U.S. Commission on Government Procurement,
December 1972,
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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-paying undertakings while steadily increasing the

levies upon them.??

The Special Committee went on to recommend 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 Government should procure the commodities and facilities
of all kinds which it requires for its use from the commercial and indus=
trial world.

Since 1932 numerous studies and hearings concerning this subject
have been conducted by other special and standing committees in Congress.

Among these are:

° The Senate and House Appropriations Committees

. The House Armed Services Committee

® 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 held in May 1969 by the Military Opera-
tions Subcommittee of the House Committee on Government Operations. '
Numerous reports have been issued by these committees as well as the

first and second Hoover Commissions, generally expressing concern over the

?9Congress, House, Special Committee Appointed to Investigate Government
Competition with Private Enterprise, Government Competition with Private
Entergrise, H. Rept. No. 1985, 72d Cong., 2d sess., 1933,

30Congress, House, Committee on Government Operations, Government
Procurement and Contracting, Hearings, before the Military 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., lst sess., 1969,
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extent to which the Government 1s engaged in activities which can be
handled by private enterprise. The House Committee on Post Office and
Civil Service, however, has generally taken exception to this, claiming
that it 1is more cost-effective to do the work in-house with civil servants.
3 LEGAL ASPECTS - PERSONAL VS. NONPERSONAL SERVICE CONTRACTS

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

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

considerable attention has been focused on the interplay of the Federal
4 personnel laws, the civil service laws and the Federal procurement laws
(see Appendix C). Of particular concern to the General Accounting Office

and the Civil Service Commission have been situations in which contract

manpower has been furnished to the Government for the purpose of performing
certain services subject to the complete supervision of Government personnel
under a contract, in which there has been a circumvention of the process -
of appointment procedures and the circumvention of thne payment of compensation
and fringe benefits. In a series of decisions over a period of more than

twenty years, the General Accounting Office developed the following position

concerning the interaction of the personnel laws:

The general rule is that purely personal services for
the Government are required to be performed by Federal
employees under rederal supervision. However, the
requirement of this rule is a matter of policy rather
than law. When it is administratively determined that
it will be substantially more economical, feasible and
necessary by reason of unusual circumstances to have
the work performed by nongovernment parties that is
clearly demonstrable, we would not object to the pro-
curement of such work under proper contractual arrange-
ments.

q
'"General Accounting Uffice, Comptroller General, Decisions of the
Comptroller General, 1963, Vol. 43, pp. 390 and 392.
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However in 1305, the General Counsel ot the Civil Service Commission
rendered an opiniﬁn that an Air Force contract with the Capehart Corporation
for work at the Fuchu Air rForce Base, Japan resulted in a form of personnel
procurement which was not authorized by law and which violated the personnel
laws.>?  In reviewing the contract, the General Counsel found that the
contractor provided technical personnel who worked with Federal employees
under the direction of a military or Civil Service supervisor, and that

he Government reserved the right to accept or reject individuals assigned
oy the contractor. Based upon these observations, the General Counsel
concluded that the positions filled under the contract should be Federal
positions and that the incumbents should be Federal employees appointed
and compensated in accordance with Federal personnel statutes. In reaching
this conclusion, the General Counsel stated three criteria for determining
whether or not an employeremployee relationship exists for purposes of

the personnel laws (see Table 5). (This decision is known popularly as
the "Fuchu Opinion'.)

In 1967, the General Counsel of the Civil Service Commission set
forth six additional elements designed to assist agencies in determining
the legality of support service contractSB(see Table 5). (This decision,
because it was made by Mr. Leo Pellarzi is known popularly as the "Pellarzi

Opinion". Similarly, the six elements are popularly termed the "Pellarzi

32Civil Service Commission, Opinion of the General Counsel, letter to
GAU dated February 12, 1965, reprinted in House Report No. 188, 8Yth Cone.,
lst sess. (1965).

33Civil Service Commission, Upinion of the General Counsel, Legality
of Selected Contracts at Goddard Space Flight Center, National Aeronautics
and Space Administration, October 17, 1967.
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Standards".) In 1968, the next General Counsel of the Civil Commission
issued a brief statement supplementing the Pellarzi Opinion. It indicated
that personal service contracts were not per se illegal and that evaluation
of the 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
34

in which it is administered and carried out. In order for the contract
to be declared illegal, each of the "Pellerzi Standards'" must be involved
to a substantial degree. The supplement, however, highlighted governmental
supervision of contracter employees as the key test of the validity of
a service contract. ‘These opinions are summarized in Table 5.

In August of this year another major decision regarding the legality
of support service coatracts was rendered. Judge Joseph C. Waddy of the
U.S. District Court for the District of Columbia ruled 22 specific contracts
illegal under the '"Pellerzi Standards". Judge Waddy's judgement takes issue
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 adjudged illegal. Waddy declared that it is the overall substance of the
contract operations which must be looked at in order to determine whether
the proscribed relationship exists, not the presence or absence of standards
which are only the means to such a determination.

Additionally Waddy ordered that 425 NASA scientists, engineers and
administrative employees who suffered loss of their jobs or downgradings as

a result of the contracts must be reinstated to their lawful positions with

S o y . , . . A § o d \
Civil Service Commission, Supplement to the Opinion of the General
. ¥ e . e S Up— i S ———
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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Table 5

CHRONOLOGY OF IMPORTANT DECISIONS CONCERNING LEGAL ASPECTS
OF SERVICE CONTRACTS

YEAR OPINION CRITERIA FOR DETERMINING WHEN A CONTRACT 1S ILLEGAL

1964 Fuchu An individual is considered to be a Federal employee
when the person is:

(1) engaged in performance of a Federal function
under authority of an act 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 employee.

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

1967 Pellerzi (1) Performance on site
(2) Principle tools and equipment Government-=furnished

(3) Services are applied directly to integral effort
of agencies or an organizational subpart in fur-
therance of assigned function or mission

(4) Comparable services, meceting comparable needs,
are performed in the same or similar agencies
using civil service personnel

(5) The need for the type of service provided can
reasonably be expected to last beyond one year

(6) The inherent nature of the service, or the manner
in which it is provided reasonably requires
directly or indirectly, Government direction or
supervision of contractor employees in order:

To adequately protect the Government's interest,
or to retain control of the function involved,
or to retain full personal responsibility for
the function supported in a duly authorized
Federal Officer or emplovee

1968 Supplement Support=sc¢rvice contracts are not per se proscribed by
to the Federal personnel laws.
Pellerzi
27




back pay and employee benetits, retroactive to the date of the unlawful

reduction-in-force. (The decision is retroactive to 1967.)
CONCERNS ABOUT COST COMPARISONS

Another noteworthy aspect of the in-house versus contract decision
involves the estimation of relative economy of contract vs. i1n-house per-
tormance. Although both, Government agencies and industryv, agree that
cost comparisons are beneficial to the Government's procurement decisions,
opinions as to how one should determine what the Government's real cost
would be and how to compare and evaluate that cost against the cost of
having the work accomplished under contract are very disparate. Conse-
quently there has been considerable debate over the technique and cost
factors called for under the current policv. This is largely because
the cost comparison guidelines in Circular A-76 involve very fundamental
pricing differences between Government and private industrv, from which
it 1s very difficult to arrive at universal rules.

In this regard the Uffice of Federal Procurement Policy (OFPP) has
been investigating, for the past year, the desirability of making certain
procedural changes to the A-76 cost analvsis techniques. One of the items
of concern is the cost that should be attributed to the retirement benefits
for Federal employees. Federal employees pay 7 percent of their salaries
into the retirement ftund, but the remaining cost 1s made up by Government
contribution to the fund. Until recently DoD's A-76 implementing instruc-
tions, charged 7 percent of base pav as the Government's contribution. However,

people 1in industry challenged this as an understatement. In October 1976, after
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working with the Civil Service Commission, OFPP published a Transmittal
Memorandum to A-76 calling for use of 24.7 percent of base pay as a more
appropriate factor. This same memorandum increased the life insurance
factor from 0.3 to 0.5 percent of base pay and the health insurance factor
from 1.0 to 3.5 percent of base pay.

Another item of concern regards how DoD handles the continuing
growth 1in the cost of Federal emplovment. It is realized that a private
businessman has to project any inflationary increase he mav encounter
when he makes his bid to perform a service for DoD. It seems equitable
that DoD should project the possible inflationarv costs that would result
trom Federal pay increases. Hence, OMB has been investigating this area
in order that there be a uniform fieure for use throuchout the government.

A third area of concern in conducting cost analyses is the handling

of the concept of ''taxes foregone." When a function is contracted, the
Federal Government ¢ets back from that contractor an amount of money
equal to his Federal taxes. DoD has proposed to the OFPP that they seek
trom Internal Revenue a fipure updated periodically which would indicate
the approximate percentage of the total dollar intake from a government
contract that would come back to the goverrnment through the taxation
process. Tnis may varv trom industry to industry and probablv bv geo-

graphic area.

Additional examination 1s currently focused on the following issues:

. the size of the cost differential between tne in-house and




contract-out alternatives.35

° objectively estimating the cost of obtaining the se-vice by

contract.

With regard to this last item, the procedure currently employed by the
Army, Marine Corps, and Navy is to have the potential user or current activity
prepare the estimate of costs for both in-house and contract-out operation.
This means that the individuals conducting the analysis need to know
not only all the potential contractor's costs but the method that would
be employed to do the job. In addition, it may have the estimate prepared by
an activity whose existence depends on not contracting-out.

The Air Force, rather than estimating contract costs, employs a proce~
dure by which bid solicitation is part of the decision process. Once it
has been determined that the method of performance is to be based on cost,
the Air Force prepares an estimate of the cost of in-house operation. Bids
for performance 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 satisfactory, the contract is awarded.

In the near future DoD plans to institute a new uniform procedure pro-

viding for a ftirm bid or proposal similar to that currently used by the Air

3 Circular A-76 states:
...Generally, 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
trom commercial sources. The 10 percent differential is not
intended to be a fixed figure. The differential may be more
or less than 10 percent depending upon the factos of each
individual case.

Further, the A-76 states that savings associated with in-house operation

siould be "substantial" if a "large'" new or additional capital investment is
involved.
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Force. Under the new procedure in-house people will prepare a bid as to

the cost of their performance of the function. This will then be validated

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

[he contract will be awarded to the low bidder--either the private sector

or continued in-house. The in-house bid will also be open to challenge.

This will introduce the element of competition within the in-house side

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

lose the opportunity to perform the functions.

PERSONNEL POLICY CONSIDERATIONS
The final area of major concern regarding DoD's use of contract man-

power discussed in this report is that of personnel policy considerations.

he most significant of these concerns are best summarized in a recent
statement by the Deputy Assistant Secretary of Defense (Civilian Personnel

Policy). Among the items of concern he included:

. "...substantial numbers of minorities, disabled veterans, han-
dicapped and mentally retarded and Vietnam Era veterans, manv
of whom are long-term civil service employees, will lose their
jobs as a result of a contracting-out decision..."

° ...the private employer can submit a low bid by [under]cutting
the wage and fringe benetits of Federal employees and then rehire
the [same people] at lowered rates and benefits..."

. ""...the continual review of support services for contracting-

out opportunities as required by Circular A-76 has a destabil-

izing and adverse morale effect on the work force..."

61
Carl W. Clewlow, Statement of Deputy Assistant Secretary of Defense

(Civilian Personnel Policy), before tne Defense Manpower Commission.,
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The Deputy Assistant Secretary also expressed concern with regard to the

potential disruption of support services supplied by contractors in the

‘

event of strikes or the disruption that can take place when contractors

are changed.

32




IV. DOD EXPERIENCES [NVOLVING IN-HOUSE VS. CONTRACT-OUT DECISIONS

INTRODUCTION

[n taking into consideration the previously discussed aspects involved
in making the in-house/contract decision, it is also helpful to have an
awareness of the situations that have occurred or the programs in=process
concerning DoD's efforts to implement the policy of reliance upon the pri-
vate sector. This sectlion highlights some of these.
THE CONTRACT SUPPORT SERVICES PROJECT

In September 1964, Secretary of Defense Robert S. McNamara ordered a
comprehensive study of DoD service contracts. This study consisted of
reviews and individual cost studies of about 40 different activities and
analyses of about 2200 different contract and technical services positions.
The final report’'’ of the project concluded that: (1) many of the services
that were being performed in-house could be performed at less cost by con=-
tract; (2) there were situations where DoD's use of contractor support was
inconsistent with tge Civil Service personnel laws and regulations and (3)
there were many situations involving a particular kind of service contract
tor technical and enginecering services 7 where it would be significantly
less expensive to perform that work in=house.

With regard to the third conclusion, the report identified about

7,100 contract engineering and technical services personnel and estimated

*7 pepartment of Defense, Contract Support Services Project, March
31, 1965,

7% These were contracts generally o obtain technical engineering people
for the maintenance, the installation, and the operation of weapon systems
and equipment and particularly the training and instruction of military
people in those fields.
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that thoy were costing the Government approximately $120 million annually.
The study group also estimated that it would cost about $21 million less,
or about $99 million annually, to perform the work in=house.

The study group recommended that all contracts which-required contract
personnel to work under the direct supervision of Government repreésenta-
tives be converted to Civil Service. This conclusion was based on the
legality question raised by the "Fuchu Opinion", as well as on anticipated
cost savings. Accordingly, DoD initiated a program in 1965 (which required
several years to complete) to convert 10,500 contract technical support
positions to Civil Service status, proselyting the contract incumbents
whenever possible. Representatives of private enterprise, throﬁéh the
Council of Defense and Space Industries Association, and the Defense Indus-
try Advisory Council (DIAC) rebutted the legality criticism and predicted
higher costs for the in-house conversion rather than cost savings.

After the conversion program was well underway (April, 1967) DoD com-
pared the costs of approximately 1,000 technical personnel whose positions
had by then been converted from industry to the Government pavroll. This
studng showed a significant (but smaller than expected) cost saving was
being realized. A short time later (in September, 1967), GAD published
its own independent cost analysis of the DoD conversion program which
estimated a savings to the Government nearlyv twice that projected by the

April DoD analysis. 0

i . . v

’9 Congress, Senate, Commillee on Government Jperations, Government
Policy and Practice with Respect to Contracts for Technical Services,
Hearing;T‘bcforv the Commillee on Government QE:?atfbns, Senate, 90th Cong.,
VsE 's8ga., 1967, pv L1V3.

4“0 General Accounting 2ffice, Congressional Request for Review of DoD

Contractor Conversion Program, Memorandum B=146824 Seplember 6, 1967.




ARMY CONVERSION PROGRAM AT WHITE'SANDS MISSILE RANGE

In June 1966 the Department of Army, as part of the DoD conversion
program discussed above, announced the termination (after 18 months) of
a three-year contract with RCA for technical services at the White Sands

i
Missile Range, New Mexico and a program to convert all positions to civil
service, allowing an additional six months for the complete phase-out.

In response to strenuous complaints from various segments of industry and
the New Mexico congressional delegation, hearings concerning this action
were held by the Senate Committee on Government Operations.

DoD testimony“! concerning the termination and conversion of the RCA
WSMR contract revealed that the contract had been terminated:

(1) because it was found to be personal service in form, involving
what was tantamount to an employer—-employee relationship between the Govern=
ment and the contractor-furnished personnel, making it illegal under the
criteria in the "Fuchu'" decision;

(2) that attempts to restructure the contract so as to eliminate its
illegal features, were found to be difficult, if not impossible;

(3) that even if restructuring had been possible, it would have neces=
sitated an increase of approximately 49 employees (mostly supervisory) and
an associated $1.2 million annual increase in Government cost; and

(4) that DoD had decided upon termination only as a last resort, and
then, only when a cost study established that savings would be realized by

such action,

“1 Congress, Senate, Committee on Government Operations, Government
Policy and Practice with Respect to Contracts for Technical Services,
Hearings, before the Committee on Government Operations, Senate, 90th Cong.,
lst sess., 1967.




The Comptroller General subsequently advised the Army that performance 1
of the contract involved substantial violations of civil service and employee

pay laws and that the termination action was indeed justified. The

Comptroller General also advised that conversion of these contract ser=
vices to in-house performance by civil service employees resulted in |
annual Government savings of about $400,000, part of which resulted from
a reduction from 202 contract employees to an authorized number of 171
positions, of which the Army had only been able to fill 150.%? Hence,
the conversion was carried out,
THE NAVY'S ATTEMPT 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 planning, scheduling, control and safety; range
management; and flight support functions were to be retained by the
Government. The action called for eliminating 1,448 government employees
and 225 military personnel with a one time cost of $8.2M. Annual savings
anticipated were about $1.5M commencing in FY 80. The conversion was to
be completed by 1 December 1974, This action was approved by SECDEF on
14 April 1973.

Strenuous objections to this action were voiced to DoD and Congress

by the civil service employees involved and their representatives. Sub-

“ZCongress, Senate, Committee on Government Operations, Government
—_——

Policy and Practice with Respect to Contracts For Technical Services:
Status Rep eport, 90th Cong., 2d sesq., 1968, v, 8.
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- sequently, the Defense Appropriation Bill, containing the following state=-
ment was approved by the House of Representatives:

The Managers are in agreement that none of the funds
provided in this act shall be available for efforts
to contract out the operation of the Pacific Missile
Range. The Managers are in agreement with the House
position that the Navy shall continue to operate the
Pacific Missile Range with government military and
civilian personnel.%3

Thus, the conversion to contract was congressionally prohibited and
the Navy was directed to take '"no further actions...to convert the Range

‘to contractor operations'.“"

AFGE UNFAIR LABOR PRACTICE CHARGE AGAINST THE NAVY

As was mentioned in Section II, in June 1975 the Navy published goals
regarding contracting=out for custodial services, refuse collection and
guard services.

The following article indicates what the American Federation of
Government Smployees thinks of the Navy's attempt to use the least costly
form of defense manpower for these services.

WASHINGTON = The American Federation of Government
Employees has filed an unfair labor practice charge
against the Navy for failing to inform the union
before ordering the increased contracting=out of
custodial, refuse collection and guard services.

( In a January 23 letter, Clyde M. Webber, AFGE pres-

- ident, warned Navy Secretary J. William Middendorf I1
to cease '"further implementation'" of the contracting
plan and to rescind "any actions already taken...as
null and void because of the failure to notify and
consult with AFGE over such activities."

43 Congress, House, The Defense Appropriation Bill, Amendment 79 to
H.R.1157, December 20, 1973

4% Memorandum for Assistant Secretary of Navy (I&L) from Assistant Secre=
tary of Defense (I&L), January 2, 1974.
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Webber said the Navy attempted to mislead the union
and "cover up its plans."”

He quoted a January 16 letter from the Navy stating
that the November 25 and December 1U directives that
ordered the contracting out of "at least'" 70 percent
of the custodial services and 30 percent of the guard
services were intended merelv to 'provide procedures
and assign responsibility to insure carrving out the
established proegram...where cost effectiveness is
indicated.

The 'possibility' ot 15,000 jobs being affected as a

result of contracting out impacts upon the employvees

AFGE represent,'" Webber wrote, adding that the Navy's

failure to consult with the union prevented "AFGE

from effectively representing its bargaining units.
In spite of AFGE's action, tne Navv has not reduced its goals for these
functions.
CONTRACTING-0OUT LARGE PORTIONS OF BASE OPERATING SUPPORT

In 1973, a preliminary OMB investigation indicated considerable

savings might be realized by contracting-out large portions of Air Force
base operating support (805). Although the OMB investigation was never
formalized, information concerning it caused considerable backlash from
the Government employee unions, the press and from some members ot Congress.
Former Congressman Jerome Waldie of California said about the unpublished
UMb 1nvestigation:

It is clear that OUMB, headed bv a former magnate of

the military industrial complex 1s thoroughly ingrained

with the philosophy of 'big business should run the

¥

government. '

I'he OMB investigation never went anv further than the preliminary

4
Sheila Hershow, '"Navv's 'Contracting-Out' Plan Brines Charge from
Union', Navy Times, February 23, 1970, p. 3l.
L& —t -
Congrecssional Record, December 1973.




stage; hence no strong efforts were made to convert large portions of
base operating support to the private sector.

In 1974, the Rand Corporation conducted a study at Vance AFB and
Reese AFB.  Both bases are undergraduate pilot training bases of similar
size and output. Vance is contractor operated; Reese is not. The
findings were that 26 percent fewer people at 87 percent of the cost were
used at Vance to accomplish approximately the same mission under the same
circumstances as at Reese."’ The savings were not because of lower salary
levels but were due to the contractor's management approach: the wav he
organized for the task, the ratio of supervisors to employees, and his
cost consciousness.

Within the DoD, there are several Air Force installations that are
operataed and maintained by contractors. DoD has often also relird upon
contractors to provide BOS overseas including installations in Canada,
Alaska, Spain, Turkey and Ethiopia.

In FY1975 each Service was asked by 0sD“" to nominate two installa-
tions as candidates for having Base Maintenance Functions placed under
a single contract. The Army initially had 4 candidates: Fort Eustis,
Virginia; Fort Gordon, Georgia; Fort Chaffee, Arkansas; and Carlise Bar-
racks, Pennsylvania. The Air Force initially had two candidates: Lowry

AFB, Colorado and McClelland AFB, California. The Navy's candidates are

*7 Robert M. Paulson and Arnold Zimmer, An Analysis of Methods of Base
Support: Contractor Operalions versus Standard Operations at Two Under-

graduate Pilot Training Bases, The Rand Corporation, Report No. R=1563-PR,
March, 1975.

“% For example: Assistant Secretary of Defense(I&L), Memorandum to
Assistant Secretary of Air Force(I&L), Subj: Base Support Services
Contracting Project, January 8, 1975.




the new Trident support facility in Bangor, Washington and the Naval

Support Activity in New Orleans, Lousianna.

Because this was a Dob directed program, Air Force deferred any

turther action pending a bDoD-wide consolidated announcement. No decisions
have been announced and the Air torce has dropped McClellan as a nominee. ]
The Army has narrowed its nominees to only one base--Fort Gordon. The '

other Services have indicated a reluctance to go ahead with a conversion
program in which all Services are not involved.
SUMMARY

From the foregoing discussion, it appears that some additional con-
tracting of existing in-house services could realize savines in manpower
costs without comprouising mission effectiveness. However, the extent to
which each Service can expand their use of contract services depends upon

their assessment of the total force manpower requirements in support of the

national strategy scenario.




V. CONTRACT SERVICES INFORMATION SYSTEMS

INTRODUCTION

[here are a wide variety of information systems that provide data
concerning specific pieces of the DoD contracting-out universe, but none
of these provides a comprehensive answer to the question: How many man-years
are bought from private industry to work in the Department of Defense
to do jobs that could be done by civil service and military personnel?
Further, since DoD does maintain verv detailed information concerning
the costs of contract services, it is not obvious that DoD should expend
the amount of time, effort and resources that would be required to establish
and maintain an information system that could answer this specific question.
[his section discusses the major reporting systems that currently satisfy
the needs of DobD.
ANNUAL INVENTORY OF COMMERCIAL OKR INDUSTRIAL ACTIVITIES AND CONTRACT
SUPPORLT SERVICES

Intormation Collected

Circular A-76, DoD Directive 4100.15 and DoD Instruction 4100.33

(discussed in Section [I) not only prescribe policv recarding reliance

upon the private sector, but also call for specific measures to be taken
tor administering the policy. Those measures include compiling and main- |
taining an inventory ot commercial and industrial-tvpe (C/I) activities,
conducting triennial reviews of these activities, and evaluating '"new

starts" to determine whether the product or service can be obtained from h

the private sector. DoD Instruction 4100.33 requires military installa-

tions in the United States and its territories and possessions to report




each fiscal year to Military Department headquarters on the status of
C/1 activities having annual in-house operating costs and/or contract
costs for products or services totalling $50,000 or more, or a capital
investment of at least $25,000. The instruction also lists the functions
to be reported under the C/I program (see Table 5 for the services covered),
and the reporting format. For each of the 85 services listed, each instal-
lation in DoD reports the following for C/I activities: the justification
("compelling reason") for in-house operation, civilian and military man-
years applied directly to the functions, personnel payroll costs, costs
to the Government for supplies and material used for the function, and
acquisition and rehabilitation costs for facilities and equipment. 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
for services obtained from the private sector. In addition, a separate
list is prepared identifying 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 yearf’9

The Military Departments and Defense agencies summarize and corre-
late installation reports and provide copies of their inventories to OASD (I&L)
and OMB. OASD(I&L) publishes the consolidated data as the "Annual Inventory
of Commercial and Industrial-Type Activities and Contract Support Services'.

The information contained in the "Annual Inventory'" is the only readily

“3 Note that PL 93-365, section 502 calls for "a full justification of
any conversion from one form of manpower to another...[to]... be contained
in the annual manpower requirements report to Congress...'" The list of
discontinuances, curtailments and conversions may be useful in meeting
the P.L. 93-365 requirement.
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1V,

Table 6

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

Maintenance and/or Repair of Equipment (Intermediate/Direct/General)

aircraft

aircraft engines

missiles

vessels

combat vehicles

non-combat vehicles

electronic and communications equipment
railway equipment ‘
special equipment

armament

mess hall equipment

medical and dental equipment
containers; textiles, tents and tarpaulins
metal containers

industrial plant equipment

Nonmission-Essential Repair, Maintenance Modification, Alteration

and/or Rebuild of Equipment (Depot/Indirect)

Includes same categories as 1.

Mission-Essential Repair, Maintenance Modification, Alteration and/or

Rebuild of Equipment (Depot/Indirect)

Includes same categories as I and II, except mess hall equipment,
medical and dental equipment, containers, and industrial plant
equipment,

Installation Services

bus services

laundry, dry cleaning

custodial services

insect and rodent control

refuse collection and disposal services
food services

furniture

office equipment

motor vehicle operations

motor vehicle maintenance

guard service

government-owned utility systems
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Table 6 (Continued)

V. Other Non-Manufacturing Operations

packing and crating

cataloguing

acceptance testing

training and consultant services

operation of bulk liquid storage

printing and reproduction

photographic, film and TV services, including CATV
mapping and charting

administrative telephone service s
air transportation services

water transportation services

rail transportation services

contractor engineering and technical services
fueling service

scrap metal operation

communication and electronic systems

VI. Automatic Data Processing

data processing services
maintenance of ADP equipment
systems design, development and programming services

VII. Repair, Alteration, and Minor Construction of Real Property

buildings and structures

grounds (improved and other)
surfaced areas

railroad facilities

waterways and waterfront facilities
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available source of DoD contract services manpower data. Hence, the Military
Department headquarters, OASD(I&L), and OMB use it for managerial 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 °0
(Man-Years)

Fiscal Year
Major Function 1972 1973 1974 1975

Intermediate 2,790 3,516 3,663 2 .2
Maintenance Repair
of Equipment

Non-Mission Essential 8,616 10,800 10,621 8,692

Depot Maintenance/

Repair

Mission-Essential 33,207 32,688 32,194 33,093

Depot Maintenance/

Repair

Installation Services 20,783 235,302 27,599 29,104

Other Non-Manufacturing 17,396 8,475 11,024 10,698

Operations

ADP 2,674 2,897 2,916 2,994

Real Property 11,419 13,302 9,442 8,562
TOTAL 96,885 96,980 97,459 95,868

%0 Source: "Annual Inventory"

45




Table 8

DOD CONTRACT SUPPORT SERVICES®! MANPOWER
IN THE UNITED STATES BY DOD COMPONENTS2

Fiscal Year

SERVICE 1977 1973 1974 1975
ARMY 28,423 32,320 30,741 30,304
NAVY 18,661 23 915 29,023 29,584
MARINE CORPS 496 989 1,134 599
AIR FORCE 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

Congressionally Recognized Shortcomings Of The "Annual Inventory"
Ll &3 gS b

In a 1974 statement in which he was speaking of the "Annual Inven=-
tory", Congressman David N. Henderson, stated: ''we believe that this
report is close enough to a working document,...that there is a real
possibility that...this report might be looked at very carefully by the
Department and be of real value to us in our deliberations next year." °3
Mr. Henderson went on to identify two limitatations of the "Annual Inven-
tory" that he was especially interested in having eliminated; i.e. the
$50K limitation and the omission of contracts for construction.

With regard to these limitations, Congressman Henderson apparently

51 Excludes Fabrication

52 3ource: '"Annual Inventory"

53 Congress, House, Committee on Armed Services, Military Posture and
Department of Defense Authorization for Appropriations for Fiscal Year
19/5, Hearings, before the Committee on Armed Services, House of Repre-
sentatives, on H.R, 12564, 93d Cong., 2nd sess., 1974, Pt. 3, p. 3180.
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felt that DoD would make improvements to the "Annual Inventory" prior
to the FY76 HASC hearings. However, DoD made no changes to the "Annual
Inventory'". Consequently, in the FY76 hearings Congressman Henderson

stated:

Last year I pointed out the inadequacies of the only
source report apparently available, which was a
limited annual inventory of industrial or commercial
contract support services...l 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 pursue
a more adequate reporting system in order to be in a
position to justify and evaluate future changes in
their workload from in-house military and civilian
to contract support services, or vice versa.

I believe it is imperative thet the Department of
Defense identify and report to Congress the man-years
and costs associated with contracting-out if a complete
picture of the total defense manpower requirements is
to be considered during the authorization and appropri-
ation hearings.?’

With regard to the $50,000 limitation, the Army and Marine Corps
collect data for C/I activities regardless of cost for their own purposes
under their Service's program established for the preparation of their
input to the "Annual Inventory'. Since they are not requested, these data
are not included in the submission to OASD(I&L) made by these two Services.

With regard to construction, no manpower data is currently collected.

Other Shortcomings

There are other shortcomings associated with the "Annual Inventory"

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

SkCongress, House, Committee on Armed Services, Military Posture
and Department of Defense Authorization for Appropriations for Fiscal
Year 1976 and 19/T, Hearings, before the Committee on Armed Services, House
of Representatives, on H.R. 3689 [H.R. 6674], 94th Cong., lst sess., 1975,
Pt. 2, pp. 2761-2762.
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manpower report of the type suggested by Congressman Henderson. However,
in speaking of deficiencies in the "Annual Inventory", it should be recoe-
nized that it was not created to be a comprehensive report of contract
manpower. ILts fundamental purpose is to be a management-by-exception
report indicating progress made with regard to the shifting of C/I func-
tions from in-house to contracted-out. The following are some of the
other shortcomings:
a) The scope of the "Annual Inventory" is limited. Commercial
and Industrial activities and contracts in foreilgn countries are exgluded.
However, the Air Force does not have this limitation on the data it collects
for its Contract Services Report. Air Force worldwide contracting-out
55,56
is approximately twice that reported by the "Annual Inventory'.
rurther, the "Annual Inventory' does not include funct'ons alwavs contracted-
out (stevedoring, tire recapping, mortuarv services, etc.) and does not include
any of the contracts at Air Force installations where a small contractor
provides most of the support services, e.e¢., Vance A.F.B.
b) It is not evident that there is any way of policing the report;

i.e., how can one be certain that all military installations submit reports

.

“'Strictly speaking the Air Force estimates are not contract man-vears
but rather an estimate of the man=vears that would be required in-house
were the function not being pertormed bv contract; i.e. RIMILOCS--
Required Inservice Man-Years in Lieu of Contract. The extent to which
this also applies to the other Services is uncertain,

56 0ASD(L&L) "Annual Inventory” reports 35,600 man-vears for Air Force
in FY74.




or that all functions at all installations are reported? Further, how can

the accuracy of the reports be validated? A 1972 0OSD audit of the DoD C/IL

program revealed that "reported personnel and operating costs for FY1971

were incomplete." The report further stated that:

We estimate that certain Army installations did not

report 2,800 personnel and operating costs totaling $24

million for guard services in FY1971. Several instal-

lations did not completely 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

accurately determine and report costs and man-years for

C or I functions.
Regarding the reporting of contract man-years, an analysis of the OASD(I&L)
"Annual Inventory" for FY1972 through FY1975 revealed that approximately
20 percent of the instances where a reason was reported for contract opera-
tion reported contract man~years were zero. Data for FY75 are shown in
Table 9.

c) With regard to the desirability increasing the coverage of the
"Annual Inventory" to include man-year data and manpower costs for all
DoD service contracts, there are differing opinions within DoD. Many DoD
representatives interviewed are of the opinion that since contractors bid
and are hired 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 question the

value of this additional man-year data in view of the significant expenditure

of time, effort and resources that would be required to accomplish this

57 .
° Department of Defense, Office of the Assistant Secretary of Defense
(Comptroller) (Audit), Report on Review of the Commercial or Industrial

Activities Program, Report No. 34%4, July 28, 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 which a reason included in A where
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
AGENCIES
TOTAL DOD 3,371 739 21.9

task. On the other hand, other DoD representatives strongly believe that
a comprehensive system is needed to account for manpower in order to
determine the manpower impact should the function 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
information 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
Reporting System. One of these contains a four year distribution of mili-
tary prime contract awards categorized into three general classes of pro-
curement: (1) RDT&E awards, (2) other Services and Construction, and (3)
Supplies and Equipment.58 The reported data represegt the total of all

contracts awarded by DoD except those of $10,000 or less. All data are

58Department of Defense, Office of the Assistant Secretary of Defense
(Comptroller)(Directorate for Information Operations) Military Prime
Contract Awards By Service Category and Federal Supply Classification.
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presented in dollar amounts; there is no information concerning contract
manpower. The report covers procurement from all sources including:

o U.S. Business Concerns

® U.S. Educational and Non-Profit Institutions

@ Federal Government Agencies OQutside Defense

® Contractors in Foreign Countries

Table 10 highlights some of the data contained in this report concern-
ing service contracts. Although a great amount of detail is provided, it
is not possible to correlate these data with those in the '"Annual Inven-
tory'", because of different categorization. Further, the "Annual Inven-
tory" covers only 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 House Appropriation Committee's continuing inter-
est in DoD's contracting-out, OSD has required59 since 1970 that the
Military Departments include in their budget request, information concerning
a group of procurement actions called Service Support Contracts. This
information is submitted as Program/Budget Exhibit PB-23. Data are
presented in dollar amounts identifying fiscal year obligations for the
following:

a) Technical/engineering services: = Including contracts relating
to the furnishing of advice, instruction, and training of DoD personnel
in the installation, operation, and maintenance of weapons, equipment and

systems. Examples are service engineering, ADP software, preparation of

59Department of Defense, Office of the Assistant Secretary of Defense
(Comptroller), Budget Guidance Manual, DoD Manual 7110-1-M, June 15, 1973
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Table 10 ]
TREND OF DOD SERVICE CONTRACT AWARDS
é AMOUNTS IN MILLIONS OF DOLLARS
FISCAL YEAR
CATEGORY OF SERVICE 1964 1968 1971 1972 1973 1974 1975
j Maintenance and/or 543 977 719 813 767 942 916
Repair of Equipment

Modification, Alter- 576 879 860 710 790 572 1,059
ation and/or Rebuild
of Equipment

Technical Represen— 156 124 LES 108 183 169 199
tative Services

Operation and/or 456 2,061 L2 1,476 1,374 1,224 1,276
Maintenance of
Government=Owned

Facility
Installation of 88 69 2 45 3 20 25
Equipment
Salvage Services 2 & 3 7 4 5 9
Medical Services * i 1 1 319 383 357
Architect, Engr, 423 753 813 948 834 1,038 1,590
Expert and/or
Consultant
Services
Housekeeping 442 695 354 926 992 1,165 1,358
Services
Photographic, 38 50 40 36 46 66 60
Mapping, Printing,
and Pub, Serv.
Training Services 46 74 114 109 38 116 333
Transportation 581 D232 Ly B2 1,063 930 671 733
Services
Lease or Rental 221 262 327 279 oAb 264 328
Maintenance, Repair 103 247 280 335 470 523 728
and Alteration of
Real Property
TOTA 3,674 7,867 6,582 6,907 7,119 8,258 8,973

*Less than $500K

) -
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technical data, field service representatives, contractor technicians
architectual eneineering services, contract training, etc.

b) Non-personnel services: - Including contracts with private firms
for specific tasks to be performed in specific places, free of government
direction, supervision, and control over the contractors' employees at a
tixed price for the work to be pertormed. This category includes con-
tracts for guard services, food service, billeting, motor pool operation
and maintenance, etc.

¢) Contractor operated and maintained facilities: = Including con-
tracts providing for the coverage of the operation of a complete facility
or operation, the preponderance ot the effort being the responsibility of
a contractor.

d) Management Study Contracts: - Including studies specifically de-
signed to evaluate organizational structures and distribution of functions.
Also includes studies which may be used as a tool for management iIn the
decision-making process.

Copies of the Program/Budget PB-23 submissions of the Ailr Force and Navy

60
for FY76 are included as Tables 11 and 12, respectively. The Army has
never submitted a FB-23 exhibit.
THE BUREAU OF LABOR STATISTICS LSTIMATES OF DEFENSE GENERATED EMPLOYMENT

As a result of the 1958 Interindustry Relations Study, the Office of
Business Economics of tne U.S. Department of Comnerce periodically prepares
a set of interindustrv (input~output) tables as part of an integrated svs-
tem of national accounts. From this, BLS creates an interindustryv model
which provides a means of calculating the production requirements levied

on all supplying industries throughout the economv bv a purchase of final

60, ; . . .
Gongress, House, Committee on Appropriations, Department of Detense
Appropriations For 1976, Hearings, betore a subcommittee of the Committee

on Appropriations, House of Representatives, 94th Cong., lst sess., 1975,
re. 7, pp. 553 and 416, respectively.
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products. This is illustrated in the following example:

Purchase of aircraft, for example, implies a demand for
engines, air frames, electronics, and other components.
The production of each of these components generates
requirements for their inputs, each of which, in turn,
generates further chains of input requirements back
through the more basic stages of production, distribu-
tion, and transportation.

Using the interindustry model and other techniques the BLS period-
ically conducts analyses which provide estimates of the employment®? gen-
erated in each industry by DoD military expenditures,®?

The procedure employed by the BLS consists of three general stages:

l. The detailed examination of DoD military expenditures to iden=

tify goods and services actually purchased,

2. The processing of the data on these purchases through the inter-

dustry model to determine total generated production for each
of 77 different industries, and

3. The conversion of industry production levels to employment.

Table 13 summarizes the estimates reported by the bLS to date.

6101iver, Richard P., "The Employment Effect of Defense Expenditures,"
Monthly Labor Review, September, 1967, p. 13.

62Employment attributable to military expenditures includes both direct
and indirect employment as described previously.

63Defense expenditures are considered as covering only the military
expenditures of DoD and the Military Assistance Program, excluding DoD
civilian functions and other Government expenditures such as purchases of
atomic energy defense activities in the National Defense functions of the
President's Budget.




Table 13

BLS ESTIMATED DEFENSE-RELATED EMPLOYMENT OF WAGE AND
SALARY WORKERS IN THE PRIVATE SECTOR (FY1965 - 1974)

THOUSANDS OF

FISCAL YEAR INDIVIDUALS
1965 2102
1968 3,217
1969 2,999
1970 2,589
1971 (Preliminary est.) 2,128
1974 (Factor estimate) 15, 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
expenditures and address the same kind of people, as those used by the
BLS. Table 14 shows the OASD(Comptroller)'s most recent estimates. The
two sets of estimates are identical for years prior to FY1975.

Table 14
DOD COMPTROLLER ESTIMATED DEFENSE-RELATED EMPLOYMENT

OF WAGE AND SALARY WORKERS IN THE PRIVATE SECTOR ©“
(FY1975 - 1977)

THOUSANDS OF

FISCAL YEAR INDIVIDUALS
AT END-YEAR
1975 1,635 _
1976 1,610 '
197T 1,630 :
1977 1,750 :

64
Source: Department of Defense, Office of the Assistant Secretary of
Defense(Public Affairs), FY1977 Department of Defense Budget, News Release
No. 12-76, January 21, 1976.
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DEFENSE INDICATORS

The Department of Commerce, Bureau of Economic Analysis publishes a
monthly report the purpose of which is to '"bring together the principal
time series on defense activity which influence short term changes in
the national economy."®°

Included among the data presented are those indicating total employ-
ment in "defense product industries".®® The September 1975 issue reports
the average 1973 and 1974 employment in these in industries as 1,161
million individuals. These data, however, include all employees 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 largest percentage of annual sales precludes it from
being classified as a defense product industry.
THE DOD AND NASA ECONOMIC INFORMATION SYSTEM (EIS)

During the 1965-1972 period there existed a jointly sponsored DoD/
NASA Economic Information System, the purpose of which was to collect and
analyze data to assist in the assessment of the impact of DoD and NASA
procurement on local economies. Under EIS, 600-700 large ($5 million or
more of annual business) defense contractors voluntarily reported at six
month intervals employment related to Defense, NASA and other Government

agency and commercial contracts., Subcontract employment was included in

EIS only to the extent reported by the plants or facilities surveyed,

65 pepartment of Commerce, Bureau of Economic Analysis, Defense
Indicators, September, 1975, p. 1.
Defense product industries" = companies and establishments included
in the three SIC (Standard Industrial Classification) codes: (1) ordnance
and accessories, (2) communications equipment, and (3) aircraft and parts.
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The data collected by EIS were analyzed by OASD Comptroller and reported
in a publication entitlied '"Defense Generated Employment'" issued by the
Directorate for Information Operationms.

Although EIS had a "floating" data base and it encompassed only about
one-third of the total employment determined to be defense related through
a Bureau of Labor Statistics (BLS) interindustry model approach, the trends,
relating co the country as a whole, shown by these two methods generally
paralleled each other during the periods addressed.

EIS is the only DoD information system that was found during this
effort other than the "Annual Inventory" that contained detailed man-year
data corcerning contracting-out. DoD discontinued its support of EIS in

1972,
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GLOSSARY

ADVANCED DEVELOPMENT - All effort directed toward projects which have
moved 1nto the development of hardware for experimental or operational
test. It 1is characterized by line item projects and program control is
exercised on a project basis. A further descriptive characteristic of
this area of "research and development" lies in the design of such items
being directed toward hardware for test or experimentation as opposed

to items designed and engineered for eventual Service use. (ASPR 4-101)

COMMUNICATIONS SERVICES - Those services provided by all types of

systems and facilitles 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 engineer-

1ng and technical services provided on site at defense locations by the
trained and qualified engineers and the technicians of commercial or
industrial companies. (ASPR Section 22)

CONTRACT MAINTENANCE - Any maintenance performed under contract by

commercial organizations (including original manufacturers). (DoD
Dir 4151 .1)

CONTRACT PLANT SERVICES (CPS) - A subdivision of CETS. Those engineer-

ing and technical services preovided by the trained and qualified
engineers and technicians of a manufacturer of military equipment or
components, in the manufacturer's own plants 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 applicable. (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. (0SD Administrative Instruction No. 54)

CONTRACT SUPPORT SERVICES -~ Services procured from private commercial

sources 1n support of DoD functions. (DoD Dir 4100.15)

CONTRACTING-0OUT - The government practice of obtaining goods and services

from private industry. ('"Contracting-Out: A Case for Realistic Contract
vs. In-House Decision-Making" by Major John G. Wildermuth)

A-1
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CONTRACTOR ENGINEERING AND TECHNICAL SERVICES (CETS) - Consist of the
furnishing of advice, lnstruction, and tralning to DoD personnel, by
commercial or industrial companies, in the installation, operation, and
maintenance of DoD weapons, equipment, and systeis. This includes trans-
mitting the knowledge 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 classified
into the following industry categories in accordance with the 'Standard
Industrial Classificatioa (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-RELATEC EMPLOYMENT (BLS) - Employment attributable to DoD military
expenditures. Includes both the direct employment necessary to produce

the final goods and services purchased and the indirect employment required
in all levels of supporting industries which provide materials, components,
transportation, and distribution services ultimately embodied in the final
purchase. ("The Employment Effect of Defense Expenditures" Sept. 1967 by
Richard P. Oliver, Division of Economic Growth, BLS)

DOD COMMiRCIAL 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 belng engineered for Service use but which have not yet been
approved for procurement or operation. This area of "research and develop-
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 persons who are exceptionally qualified,
by education or by experience, in a particular field to perform some
specialized service. (ASPR Section 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
applied research to quite sophisticated bread-board hardware, study,
programming and planning efforts. The dominant characteristic of this
category of effort is that it be pointed toward specific military 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 employees
of a manufacturer of military equipment or components who provide a
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liaison or advisory service between their company and the military users
of their company's equipment or components. (ASPR Section 22)

MANAGEMENT AND SUPPORT - All effort directed toward support of installa-
tlons or operaticns 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 personnel, either
in-house or contract-operated would be assigned to appropriate projects
or as a line item 1n 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 be used as a tool for management in the
decision-making process. Categories include:

® Management Studies
Manpower and Personnel Studies
Concepts and Plans Studies
Operations and Force Structure Studies
Logistics Studies, and

. Science and Technology Studies
(AF letter giving Instructions re PB-23 exhibit)

MILITARY OUTLAYS - Outlays for DoD military functions plus military
assistance. (The Budget of the United States Government - DoD Extract for
FY76)

MISSION-ESSENTIAL MATERIEL - a. That materiel which is authorized and
avallable to combat, combat support, combat service support, and com-
bat readiness training forces to accomplish their assigned mission.

b. For the purpose of sizing organic industrial facilities, that
Service-designated materiel authorized to combat, combat support, com-
bat service support, and combat readiness training forces and activities,
including Reserve and National Guard activities, which is required to
support approved emergency and/or war plans, and where the materiel is
used to: (1) destroy the enemy or his capacity to continue war; (2)
provide battlefield protection of personnel; (3) communicate under war
conditions; (4) detect, locate, or maintain surveillance over the enemy;
(5) provide combat transportation and support of men and materiel; and
(6) support training functions, but is suitable for employment under
emergency plans to meet purposes enumerated above. (DoD Dir 4151.1)

NON-PERSONAL SERVICES - Contracts with a private firm for specific tasks

to be performed 1n specific places, free of government direction, super-
vision, and control over the contractor's emplovees at a fixed price for
the work to be performed. This category includes contracts for guard

services, food service, billeting, motor pool operation and maintenance,

etc. (AF letter giving instructions re PB-23 exhibit)
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NATIONAL DEFENSE OUTLAYS - Military outlays plus outlays for Atomic
Energy Commission (ERDA), stockpiling, selective service, and other
Defense-related activities. (The Budget of the United States Government -

DoD Extract for FY76)

NEW START -~ A newly established Government commercial or industrial
activity involving additional capital investment of $25,000 or more or
additional annual costs of production of $50,000 or more. (OMB Cir 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
will thus be exercised 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, obligations are
incurred by government agencies...Obligations generally are liquidated 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 i1ndustrial 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. (OMB 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 application. Includes all basic research and that
applied research directed toward the expansion of knowledge in various
scientific areas. (ASPR 4-101)

RESEARCH AND DEVELOPMENT ~ Encompasses research, exploratory development,

advanced development, and engineering development as defined in ASPR 4-101.

(RIMILOC) "REQUIRED IN-SERVICE MAN-YEARS IN LIEU OF CONTRACT'" - represents
the man-years that would be required 1f the contract workload were to be
performed in-service. (AFR 26-12)

SERVICE CONTRACT - A service contract is one which calls directly for a
contractor's time and effort rather than for a concrete end product.
(ASPR Section 22)




SERVICE CONTRACTS - Contracts for those activities classified as services

in Volume IT of the Standard Industrial Classification Manual, Division I,
Group Numbers 70-89 inclusive. (BoB Bulletin 57-7)

STANDARD INDUSTRIAL CLASSIFICATION CODES - The classification of estab-

Iishments reporting to the BLS on the basis of their principal product

or activity as determined from information on annual sales volume. The
entire employment of an establishment making more than one product or
engaging in more than one activity is included under the industry account-
ing for the largest percentage of the annual sales of that establishment.
(Defense Indicators, Sept. 1975)

STEVEDORING - The loading of cargo from an agreed point of rest on a pier

or lighter and its storage aboard a vessel, or the breaking out and dis-

charging of cargo from any space in the vessel to an agreed point of rest
dockside or in a lighter. (ASPR Section 22)

SUPPORT SERVICES - Those operations ancillary to the function of a govern-

ment agency, which do not involve a product and can be performed either
by "in-house personnel (active duty military and civil service employees)
or by civilian personnel furnished by private contractors. (Hearings on
a Cost Profile for Support Services Before a Subcomm. of the House Comm.
on Government Operations, 90th Congr. 2nd Sess.)

SUPPORT SERVICES (PREFERRED PHRASE FOR COMMMERCIAL SERVICES) - Secondary

or supportive functions necessary to the management control, efficiency,
and effectiveness with which the primary agency functions are carried

out to meet broad agency management responsibilities to employees engaged
to carry out such primary functions. (American Federation of Government
Employees)

TECHNICAL/ENGINEERING SERVICES - Contracts in this category relate to the

furnishing of advice, instruction, and training of DoD personnel 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,
architectual 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 Procurement went to
considerable lengths to identify and examine all procurement-related
statutes. The first step in their examination involved the preparation
of a "Preliminary Compilation of Laws Pertaining to Government Procure-
ment," published in October 1970. Next the Commission obtained the
gssistance of the Air Force to conduct a search using the Air Force's
LITE (Legal Information Through Electronics) 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

efforts of the Commission members resulted in the identification of
approximately 4,000 statutory provisions relating to procurement scat-
tered throughout the U.S. Code together with nonprocurement laws. Brief
digests of these statutes were then prepared and processed through the
Air Force Systems Command's computer facilities to produce a '"Table and
Digest of Procurement-Related Laws', June 1971 and a "Key-Word-In-Context
Preliminary Index - Digest of Procurement-Related Laws', July 1971. The
computer tapes for these are retained with the Aeronautical Systems
Division, Air Forces Systems Command, Wright-Patterson Air Force Base.
Included in this appendix are those laws that have a major influence
on contracting for services. Much of this information is taken from the
1969 testimony of the Comptroller General before the House Committee on

Government Operations.




1. The Armed Services Procurement Act of 1947, as amended (ASPA)

Title 10, United States Code, sections 2301~2314, contains the
basic procurement laws to be followed by the Department of Defense
(DOD) and the National Aeronautics and Space Administration (NASA).
The act contains the following important provisions.

Title 10, United States Code, section 2301, provides the pol-
icy that a fair proportion of purchases and contracts shall be
placed with small business concerns.

Title 10, United States Code, section 2304, provides that pur-
chase and contracts for property and services shall be made by
formal advertising in all cases in which such method is feasible
and practicable under the existing conditions and circumstances.
It enumerates the situations in which procurement by negotiation
is appropriate as an exception to the general requirement for pro-
curement by form advertising and provides guidelines for solicit-
ing proposals, including price, when negotiation is used.

Title 10, United States Code, sections 2304-2305, set out a
basic statutory statement of procedures requisite for formal ad-
vertising such as the requirement for full and free competition,
the public opening of bids, the necessity for 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 legislation 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) requires the submission 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-
tions, 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
multipyear (sic) procurement for specific types of services and
items of supply related to such services where the contract is to
be performed outside the 48 contiguous States and the District of
Columbia (10 U.S.C, 2306(a)-(g); (ix) provides for the remission
of liquidated damages on an equitable basis (10 U.S.C. 2312); and
(x) requires the right to examine books and records of contractors
under cost-type contracts and of subcontractors thereunder, and
the right of the Comptroller General or his representatives to
examine the books and records related to negotiated contracts,
with limited exception (10 U.S.C. 2313).




2. The Federal Property and Administrative Services Act of 1949
Title 40, United States Code, section 471-524 and title 41,
United States Code, sections 251-260, which created the General
Services Administration (GSA), provides for the management and
disposal of Government property, for procurement contracting
and property management activities of civilian executive agencies,
and supplements 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

Title 41, United States Code, section 5 (revised Statute 3709)
requires that unless otherwise provided in the appropriation con-
cerned or other law, purchases and contracts for supplies or ser-
vices for the Government may be made or entered into only after
advertising for a sufficient amount of time previously for pro-
posals, except (1) when the amount involved is less than $2,500;
(2) when public exigencies require immediate delivery of the arti-
cles or performance of the services; (3) when the Government pur-
chasing or contracting officer certifies only one source of supply
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 only general procurement law prior to the Armed
Services Procurement Act and the Federal Property Act and is still
applicable to some extent, although the General Services Adminis-
trator pursuant to 41 United States Code, 252(a)(2) has made a
blanket delegation of authority to all agencies to use the Federal
Property Act authority.

ANCILLARY STATUTES AFFECTING PROCUREMENT

1. The Budget and Accounting Act of 1921, as amended

Title 31, United States Code, sections 1-60, 71, 471, 581-581d
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. Under this legislation, the Comptroller
General is required to investigate all matters relating to the re-
ceipt, disbursement, and utilization of public funds 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 1is concerned either as a debtor or creditor.

2. The Small Business Act of 1963, as amended

Title 15, United States Code, sections 631-647 created the Small
Business Administration (SBA), which together with the Government
procurement agencies has the responsibility of promoting policies
and taking actions to assure that small businesses obtain their fair
share of Government procurements. These small business functions of
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the SBA which are most closely related to procurements are (1) the
determination of whether a company is a small business; (2) the
issuance of a certificate of competency; (3) proceudres for setting
aside procurements for small business; (4) procedures aimed at in-—
creasing subcontracting to small business. The Administrator of
the SBA, in coordination and cooperation with the heads of other
Federal departments and agencies, is required to take such steps

as may be necessary and appropriate so that contracts, subcontracts,
and deposits made by the Federal Government in connection with pro-~
grams aided with Federal funds, are placed in such a way so as to
further the opurposes of the Economic Opportunity Act (Public Law
90-222, 81 Stat. 713, enacted Dec. 23, 1967).

3. freedom of Information Act, -as amended

Title 5, United States Code, section 552, requires each agency
covered by the act to facilitate efforts by the public to obtain
from the agencies public records and documents which are in the
category of records and documents not exempted specifically by
the initial legislation. The agencies are required to publish
the manner in which and from whom the public information may be
obtained. The act also enforces the right 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
improperly withheld. It, in addition, empowers the district court
to punish an employee for contempt in the event the employee does
not comply with the court order.

4. Legislation requiring appropriations

Title 41, United States Code, section lla-b. provides that
no contract or purchase on behalf of the United States shall be
made unless the same 1s authorized by law or is under an appro-
priation adequate to its fulfillment, except 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 Secretary of Defense is required to immediately ad-~
vise the Congress of the exercise of his authority granted in this
statute and is required to report quarterly on the estimated ob-
ligations incurred pursuant to the authority granted in this
legislation.

5. Public Law 85-804

Title 50 United States Code, sections 1431-1435, authorizes
extraordinary contractual acts to facilitate the national defense.
The President 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-
tions of contracts and to make advance payments, without regard
to other provisions of law relating to the making, performance,
amendment, or modification of contracts, whenever he deems that
such action would facilitate the national defense.




6. The Wunderlich Act

Under 41 United States Code, sections 321-322 the decision
of the head of any department or agency or of his duly author-
ized representative or board is final and conclusive, pursuant
to a contract provision, in any dispute involving a question
of fact arising under a contract, unless said decision is fraud-
ulent, capricious, arbitrary, so grossly erroneous as necessar-
ily to imply bad faith, or is not supported by substantial
evidence. Under the legislation no Government contract shall
make the decision of any administrative officer, representative,
or board final on a question of law.

7. The Miller Act

Under title 40, United States Code, section 270a-270b, there
is a requirement that before any construction contract in excess
of $2,000 is awarded the contractor must furnish a performance
bond adequate for the protection of the Government and a payment
bond adequate for the protection of all persons supplying 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-
spect to labor and materials furnished within a prescribed period
as well as a time limitation for the commencement of an action to
recover under 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 Department of Defense (including all of the
military departments), the Maritime Administration, General Ser-
vices Administration, National Aeronautics and Space Administra-
tion, Atomic Energy Commission, Federal Aviation Agency, and any
other agency designated by the President. The act is not perma-
nent legislation but has been periodically extended since its
inception. The last extension was for 6 months until September 30,
1976. A new bill has recently been introduced to make it permanent
legislation.

The Government has the right under these statutes to recover
excessive profits made by the contractor, subcontractor, or sales
agent under Government procurements. The legislation does con-
tain exemptions from renegotiations which are classified either
as mandatory or permissive.

Decisions of the Renegotiation Board are subject to de novo
review by the Tax Court. The United States Court of Appeals then
has exclusive jurisdiction 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, except as otherwise provided within the act. In no
case shall the question of the existence of exclusive profits or
the extent thereof be reviewed, and findings of facts of the Tax
Court shall be conclusive unless sueh findings are arbitrary or
capricious. The United States Court of Appeals shall have only

P
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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, except where the error of
law involved was immaterial to the decisions of the Tax Court.

9. Davis-Bacon Act, as amended

Title 40, United States Code, section 276a, et seq., provides
that construction contracts in excess of $2,000 must contain a pro-
vision to the effect that no laborer or mechanic employed directly
upon the site of the work shall receive less than the prevailing
wages as determined 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 obtaining Govern-
ment contracts, as well as monetary penalties.

10. Service Contract Act of 1965

Public Law 89-286, 79 Stat. 1034 (1965), provides for the pay-
ment of minimum wages (including fringe benefits) and the obser-
vance of safety and health requirements on all contracts of the
Federal Government [in excess of $2,500] the principal purpose of
which is the performance of maintenance services (such as guards,
janitors, etc.). The Secretary of Labor under the act has the
major role in implementing and administering the provisions of the
act.

11. Copeland Act

Title 18, United States Code, section 874, and 40 U.S.C. 276¢
(Anti-Kickback Act) provide criminal sanctions to be imposed
against anyone who intimidates or threatens or otherwise induces
any person working on a construction project to give up part of
his compensation to which he is entitled under his contract or
employment. The act further provides that the Secretary of Labor
shall make reasonable regulations for contractors and subcontract-
ors engaged in construction work, including the requirements for
weekly sworn affidavits on employees' wages.

12. Convict Labor

Title 18, United States Code, section 436 (1964), was orig-
inally passed by Congress in 1887 and was implemented by Execu-
tive Order 325a, May 18, 1905. It requires that all contracts
to be performed within the United States entered into by an
executive agency contain a clause prohibiting employment of
convict labor.

13. Buy American Act, as amended

Title 41, United States Code, section 10 (a)~(d), permits
the utilization of only articles, materials, and supplies which
have been made or produced in the United States and only arti-
cles, materials, and supplies manufactured in the United States
unless the head of the department or independent establishment
concerned determines that the purchase of domestic source mate-
rials or supplies is inconsistent with the public interest or
the cost is unreasonable.

B-6




In addition to the Buy American Act, there are other statu-
tory provisions which restrict procuring agencies from purchas-
ing foreign products. The Department of Defense Appropriation
Acts have regularly included a section governing the foreign
purchase of food, clothing, cotton, silk, or wool (for example,
see section 523, DOD Appropriations Act of 1964, 77 Stat. 254).
Another example of a provision of this nature is section 604 of
the Foreign Assistance Act of 1961 (22 U.S.C. 2354a (1964),
which was concerned with procurements not resulting in adverse
effects upon the economy of the United States or the Industrial
immobilization base.

14. Communications Act of 1934
This act applies to any contract for the furnishing of ser-
vices by radio, telephone, telegraph or cable companies.

15. Public Law 93-365; Section 502

Title 10 U.S.C., section 138(c)(3) requires that DoD submit
to Congress an annual military 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
report. The law further states that ".It is the sense of Congress
that the Department of Defense shall use the least costly form of
manpower that is consistent with military requirements and other
needs of the Department of Defense.'

16. Public Law 93-406 - Office of Federal Procurement Policy Act
This statute establishes in the Office of Management and

Budget an Office of Federal Procurement Policy, to provide overall

direction in procurement policies, regulations, procedures and forms

for executive agencies in accordance with applicable laws.

17. Public Law 91-379 - The Uniform Cost Accounting Standards
Amendment to the Defense Production Act of 1950
In 1970 this statuate amended the Defense Production Act
of 1950 to establish a Cost Accounting Standards Board to promulgate
cost accounting standards that must be used by Defense contractors
and subcontractors.




APPENDIX C

A CHRONOLOGY OF IMPORTANT DECISIONS

CONCERNING THE LEGAL ASPECTS OF CONTRACT SERVICES
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The "Fuchu Opinion"

In 1963, in the course of auditing Air Force operations at Fuchu
Air Force Base, Japan, the General Accounting Office discovered a group
of contracts for the services of technicians. In 1964 the GAO made a
detailed study of the Air Force's use of contractor-furnished personnel
at Fuchu. In reviewing one of the associated contracts, which called for
the Capehart Corporation to furnish engineers to assist the Ground Elec-
tronics Engineering Installation Agency (GEEIA) in systems engineering
and preparation of installation plans, the GAO concluded that it would
be more economical to the Government to have this work performed solely
by Civil Service employees.!

Concerned about the propriety of these contracts, GAO asked the
Civil Service Commission to rule on the legality of the Capehart contract.
After extensive investigation the General Counsel of the Civil Service
Commission gave his opinion in early 1965 (popularly referred to as the
Fuchu Opinion) that the Air Force contracts involved a form of personnel
procurement which was not authorized by law and violated various Federal
personnel statutes .’

The Comptroller General, in commenting on the Fuchu legal opinion,

indicated that GAO was in general agreement with the statements and

1 General Accounting Office, Comptroller General, Excessive Costs
Incurred in Using Contractor-Furnished Personnel Instead of Government
Personnel_Ei the Pacific Region of the Ground Electronics Equipment
Installation Engineering Agency, Air Force Logistics Command, Department
of the Air Force, Report B-146823, March 19, 1964.
= T7Civil Service Commission, Opinion of the General Counsel, letter to
GAO dated February 12, 1965.
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conclusions therein, and forwarded it to Congress.

Subsequently, the following guidelines concerning the use of con-
tractor-furnished personnel were issued by the Commission:

Where an agency has entered into a contract or
arrangement with an organization or individual
whereby the contractor is paid for furnishing

its personnel to work for the agency under the
following 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-
factorily; and (2) the individual performs his
daily tasks under the supervision of a Federal
employee, the contract or arrangement is illegal
since it is tantamount to an employer-employee
relationship. The services of those individuals
should be employed by the agency under the Civil
Service Act and paid as provided for in the
Classification Act."

In reaching this conclusion, the General Counsel noted that what 1is
proscribed is an employer-employee relationship which is established by
means other than the applicable Federal personnel laws. As guidance in
determining this illegal employer-employee relationship three criteria
were cited. These were: whether a person is--—

(1) engaged in the performance of a Federal function under author-
ity ot an act of Congress or an Executive order,

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

(3) performing duties subject to the supervision and direction of

3General Accounting Office, Comptroller General, Decision of the
Comptroller General of the Uuited States Re arding Contractor Technical
Service, Comptroller General Manuscript Opinion B~146824, March 4, 1965.

‘Civil Service Commission, Opinion of the General Counsel, letter to
;A0 dated February 12, 1965.




a Federal officer or employee.’

The Air Force disagreed with the GAO determination of relative cost,
contending that the actual net cost to the Government was less by con-
tracting~out. They also dissented sharply on the legal opinion, citing
the consistent position of the Comptroller General on contracts of the

type described in this case, which have been considered to be '

'personal"
rather than '"non-personal" services.

Dissenting opinions were also voiced by industry representatives.
The Washington law firm of Arnold and Porter, counsel to the National
Council of Technical Service Industries, issued a comprehensive analysis
of the Civil Service Commission opinion, citing numerous statutes and
decisions upholding the legal authority of Government agencies to contract

6 Their document also points out that persons doing work

for services.
under contract are specifically excluded from the Classification Act of
1949, 5 U.S.C. 5102(c)(20).

The far-reaching legal opinion 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 implement its provisions. DoD issued Section 22

of the Armed Services Procurement Regulation on service contracts, which

includes:

SThese criteria have since been adopted by Congress as the statutory
definition of a Federal employee in the codification of personnel laws.
(P.L. 89-554, 1966, 5 U.S.C. 2105).

6Arnold and Porter for NCTSI, Critical Analys1s of Opinion of Civil
Service Commission Relating to Legallty of le{:E Contract Technicians by
the Department of Defense and épplxcab111;1 of that Opinion to Support

Contracts, December, 1966.




22-102 "Personel Services."

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
employees, and establish the incidents of employment.

In addition, 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 implemented 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-
curing of services by contract in such a manner that
the contractor or his employees are in effect employ-
eas of the Government. The contracting officer is
responsible for assuring the implementation of this
policy by considering the criteria in 22-102.2 below
before entering into any service contract, and by
obtaining a legal opinion in any doubtful case and

in any case where express statutory authority for a
personal service contract is to be invoked.’

The "Pellerzi Opinion'"

In June 1967, upon review of certain support service contracts
entered into by NASA at the Marshall and Goddard Space Flight Centers,
GAO concluded, as it had in the Fuchu Air Base report, that such con-
tracts could be performed more economically by Civil Service employees.®
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. Pellerzi gave a forty-page opinion, which reviewed the applicable

contract and personnel laws, regulations, Comptroller General and judicial

7Commission on Government Procurement, Final Report of Study Group #1,
AL g0 (e VEE=E59',

®General Accounting Office, Comptroller General, Potential Savings
Available Through Use of Civil Service Rather Than Contractor- Furnished
Employees for Certain Support Services, National Aeronautics and Space
Administration, Report No. B-1333961, June, 1967.

C-4




decisions, concluding that these contracts and "all other like them are

proscribed unless an agency passes a specific exception from the personnel

laws to procure personnel services by contract."? As a result of his

in-depth study which covered some 2500 contract employees including masons,

laborers, welders, carpenters, mechanics, warehousemen, electronic techni-

cians and assemblers and laboratory technicians, Pellerzi concluded that

it was ''clear that what Goddard has done in this situation is to create

Federal positions''--with contract-supplied, not Civil Service Commission-

supplied people.

This opinion (popularly referred to as the '"Pellerzi

opinion'") expanded the principles set forth earlier in the "Fuchu opinion",

supplementing them with additional criteria as follows:

contracts which, when realistically viewed, contain
all of the following elements, each to any substantial
degree, either in the terms of the’ contract, or in its
performance, constitute the procurement of personnel
services proscribed by the personnel laws:

Performance on-site.
Principle tools and equipment Government-furnished.

Services are applied directly to integral effort
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
reasonably be expected to last beyond one vear.

The inherent nature of the service, or the manner
in which it is provided reasonably requires
directly or indirectly, Government direction or

9Civil Service Commission, Opinion of the General Counsel, Legality
of Selected Contracts at Goddard Space Flight Center, National Aeronautics

and Space Administration, October 17, 1967, p. 40.




supervision of contractor employees in order:

To adequately protect the Government's interest, or

To retain control of the function involved, or

To retain full personal responsibility for the
function supported in a duly authorized
Federal officer or employee.

Both the GAO cost study and the '"Pellerzi opinion" were rebutted by
NASA, but the Comptroller General gave a qualified endorsement to the

"Pellerzi Opinion'” in November 1967.%}

Supplement to the 'Pellerzi Opinion'

The 1967 "Pellerzi 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 Bureau of the Budget, NASA and the
Department of Defense to establish more realistic guidelines for the legal
boundaries of service contracts. In July, 1968, a supplement to the
Pellerzi opinion was issued by the new General Counsel, the purpose of
which was to clarify the meaning of the six elements identified by the
Pellerzi opinion as ones designed to assist in determining the legality
of support service contracts as well as to clarify the scope of the
opinion. This Supplement indicated that support service contracts were
not illegal per se, and presented a more moderate view of the application

of the criteria.l?

10 1bid., p. 40.

11 Comptroller General, letter to Chairman of the Civil Service Commis-
sion, commenting on the Commission's NASA legal opinion and policy statement
attached thereto, November 1, 1967.

12¢ivil Service Commission , Supplement to the Opinion of the General
Counsel, U.S. Civil Service Commission, on EEéfngalltz _ffgéTEEted Contracts
at the Goddard Space Flight Center, July 5, 1968.
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The Supplement went on to emphasize that the key point in determin-—
ine legality was the existence of an emplovee-emplover relationship between
contractor personnel and the Goverament, and repeated the criteria from
the '"Pellerzi Upinion' as tactors which, 1f present, might indicate the
exlistence of such a relationship. nowever, the bSupplement did little to
clarify the relationship between the procurement laws and the personnel
laws, and oy imolication has left the determination of the supervisor-

employee relationship subject to many interpretations and assumptions.

Updated rosition of tne Civil Service Commission?

Since the issuance of the Supplement to the '"Pellerzi Opintion', there
has been no formal, official statement from the CSC, specifically recard-
ing the legality of service coantracts. However, there have been several
related comments by CSC officials which have made the situation even more
contusing.

In a 1967-63 meeting with members of the U.S. Commission on Government
Procurement Mr. Anthony Mondello, then General Counsel of the Civil Service
Commission, stated that the Civil Service Commission 1s not vested with the
authority to fix policy on contracting-out and has no power over Lxecutive
branch agencies to reverse a decision to contract a specitic function. He
indicated that he considered it a primarv mission of the General Counsel's
Office to serve as the “"guardian' of 5 U.S5.C. 2105(a) and to ensure that
contractor personnel are not nandled in a manner which would make them

Federal emplovees de jure in regard to the benefits, and privileees which

accrue to a Civil Service emplovee.

Pl

Commission on Government Procurement, Final Report of Study Group #l,
L9/Z s pe VEL=159. .




It is also quite significant that the General Accounting Office,
which endorsed the earlier legal opinions, and the agency which has
the responsibility for determining that payments under all contracts

are proper and legal has not formally commented on the 1968 supplement.
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Aerospace Industries Association of America, Inc. Trends in Government

Alterman, Jack. "Interindustry Employment Requirements.'

Contracting: Growth of Intramural Activity. Washington, Decomber,
1974. St

This 1s a report prepared by AJA's Aerospace Research Center.
It discusses a study which analyzed the trends in federal R&D support
and O&M contracting in support of federal programs. These analvses
were conducted to determine whether there is any long-term trend
towards a growth of in-house R&D and to determine the degree of devi-
ation from the long-term trend for 0&4Y contracting with private
industry. The report concludes that the current practice has been to
reduce the share of total budget outlays that are available to industry.
Further it concludes: "without question, the government's stated
policy of 'relying on the private enterprise system to supply its needs'
is not practiced by contract officers responsible for implementing that

policy."
" Monthly Labor
Review, July, 1965. l

This article discusses work performed by BLS involving the use
of the Office of Business Economics' 1958 input-output table to devalop
estimates of the industry employment-output relationship and then to
convert the interindustry output requirements per dollar of final demand
into employment requirements.

Blue Ribbon Defense Panel. Report to the President and Secretary of

Defense on the Department of Defense With Appendices. Washington:
Government Printing Office, July, 1970.

This is the report of a Presidentially-appointed panel whose
charter was to study the entire organization, structure, and operation
of the Department of NDefense. With regard to the subject addressed by
this study, its recommendations concerning DoD procurement policies and
practices are of particular interest.

Electronics Industries Association. The Service Contract Controversy.

A report prepared by the Government Products Division, Washington,
1968 .

This is a pamphlet published by a national organization represent-
ing over 300 firms manufacturing electronic products and supplying
support services to the Government. The pamphlet calls on Congress to
take a positive stand in regard to the alternatives in what thev describe
as the service contract controversy.

Goldman, Morris; Marimont, Martin L.; and Vaccara, Beatrice N. "The Inter-

industry Structure of the United States: A Report on the 1953 Input-
Output Study." Survey of Current Business, November, 1964.

This report presents preliminary results of the 1958 Interindustry
Relations Study, which was part of a major program at the Office of
Business Economics. The project involved the periodic preparation of
a set of input-output tables as part of an integrated system of national
accounts. The 1958 table reported here formed the basis for the work
reported by Alterman and Oliver,




Oliver, Richard P. '"The Employment Effect of Defense Expenditures."

Monthly Labor Review, September, 1967.

The article presents estimates of the employment-generated in
each industry by DoD military expenditures in fiscal years 1965 and
1967, and that portion of employment in FY 1967 that might be attri-
butable to the Vietnam buildup. Estimates are derived through the use
of an interindustry model approach designed to determine not only the
directly affected defense employment, but the employment in supporting
industries as well,

_ . "Increase in Defense-Related Employment During Vietnam
Buildup.'" Monthly Labor Review, February, 1970.
This article revises the estimates in the earlier report covering
fiscal years 1965 and 1967 and extends them to FY 1968.

"Employment Effects of Reduced Defense Spending.'" Monthly

" Labor Review, December, 1971.

Pa

U-

This article presents revised employment estimates for fiscal
year 1968 and new estimates for FY 1969, 1970 and 1971.

ulson, R. M. and Zimmer, A. Z. An Analysis of Methods of Base Support:
Contractor Operations Versus Standard Operations at Two Undergraduate
Training Bases. Report R-1563-PR, Rand Corporatigﬁ,—ﬁgrzﬁt—T675.
Report presents a comparative study of the methods used by a con-
tractor to provide logistics support at an Air Force undergraduate
pilot training (UPT) base, and the methods in practice at a "standard"
UPT air base.

S. Bureau of the Budget. Commercial-Industrial Activities of the Govern-
ment Providing Products or Services for Government Use. Bulletin No.
55-4, January 15, 1955. e =i

The first in a series of bulletins and circulars dealing with the
subject of contracting-out to private industry. Set down government
policy and delineated implementation procedures.

Commercial-Industrial Activities of the Government Providing
Products or Services for Government Use. Bulletin No. 57-7, February
5, 1997 T s,

Second in a series of bulletins and circulars dealing with the
subject of contracting-out to private industry. Provided further
instructions on the evaluation of commercial activities, the termina-
tion of commercial activities and the starting of new commercial
activities.

Commercial-Industrial Activities of the Government Providing
Products or Services For Governmental Use. Bulletin No. 60-2, September

21, 1959.

Third in a series of bulletins and circulars dealing with the sub-=
ject of contracting-out to private industry. Revised policy of first
two bulletins in that it established a presumption in favor of con-
tracted-out activities.




!.S. Commission on Government Procurement. eport of the Commission on
Government Procurement. 4 vols. December, 1972.
This report 1is the combined products of more than a vear's inten-
sive work of the 13 studv groups and several special teams comprising
the Commission. It contains a brief discussion of each of their 149
recommendations concerning ways ''to promote the economy, efficiency,
and effectiveness" of government procurement.

——__ - 'Mission/Need/Resource Match," Chap. vii. Final Report
of Study Group 1 (Utilization of Resources). 1972. g
This chapter of the study group's final report discusses many
aspects of government reliance on private enterprise.

U.S. Congress. House. Committee on Appropriations. Department of Defense
Appropriations for 1970. Hearings before a subcommittee of the Committec
on Appropriations, House of Representatives, 9lst Cong., lst sess.
Pt. 2, "Operations and Maintenance."

1GA9
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House. Committee on Appropriations. Department of Defense
Appropriations for 1971. Hearings before a subcommittee of the Committee
on AppropriatioEET House of Representatives, 9lst Cong., 2d sess., 1970.
Pt. 3, "Operations and Maintenance."

House. Committee on Appropriations. Department of Defense
Appropriations for 1972. Hearings before a subcommittee of the Committec
on Appropriatioﬁgt House of Representatives, 92d Cong., lst sess., 1971.
Pt. 4, "Operations and Maintenance."

House. Committee on Appropriations. Department of Defense
Appropriations for 1973. Hearings before a subcommittee of the Comaittee
on Appropriations, House of Representatives, 92d Cong., 2d sess., 1972,
Pt. 5, "Operations and Maintenance."

House. Committee on Appropriations. Department of Defense
Appropriations for 1974. Hearings before a subcomnittee of the Comnittee
on Appropriatioﬁgj House of Representatives, 93rd Cong., lst sess., 1973.
Pt. 5, "Operations and Maintenance."

House. Committee on Appropriations. Department of Defense
Appropriations for 1975. Hearings before a subcommittee of the Committee
on ApproprfgtioﬁgT House of Representatives, 93rd Cong., 2d sess., 1974.
Pt. 5, "Operations and Maintenance.'

House. Committee on Appropriations. Department of Defense
Appropriations for 1976. Hearings before a subcommitee of the Comaittee
on Appr0priatioF:T House of Representatives, 94th Cong., lst sess., 1975.
Pt. 7, "Operaticns and Maintenance."

. House. Committee on Armed Services. Authorizing Appropria-
tions, Fiscal Year 1976 and the Period Beginning July 1, 1976, and

e

Ending September 30, 1976, for Military Procurement; Research and

—
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Development; Strengths for Active-Duty Military Components, Reserve
Components and Civilian Personnel of the Defense ustab11shment Mili-
tary Tralnlng Student Loads; and for Other Purposes. H. Rept. 94—T§9,

94th Cong., lst sess., 1975. i

S . House. Committee on Armed Services. Military Posture and
Department of Defense Authorization for Appropriations for Fiscal
Year 1975 Hearings before the Comnittec on Armed Service , House of

Repr sentatxves on ®.R. 12564, 93xd Cong., 24 sess. l974. B 3¢
"Active Forces; Reserve Forces; Civilian Personnel; Military Trainine
Student Loads."

o House Committee on Armed Services. Military Posture and
“Department of Defense Authorization for Appropriations for Fiscal “Year
1976 and 197T.” Hearings before the Committee on Armed Services, House
of Rupresontatlves, on H.R. 3689 [H.R. 6574], 94th Cong., lst sess.
1975. Pt. 2, "Active Forces; Reserve Forces; Civilian Personnel;
Military Training Student Loads."

s

. House. Committee on Government Operations. A Cost Profile
for Support Services. Hearings before a subcommittee of the Committee
on Government Operations, House of Representatives, 90th Cong.,
2d sess., 1968.

Hearings which dealt specifically with cost comparisons for

support services.

. House. Committee on Goverument Operations. Criteria for

" “Support Service Cost Comparisons. H. Rept. 1850, 90th Cong 2d sess.

1968, i
Report based on 6 months of study by the Special Studies subcom-

mittee, the purpose of which was to see if cost factors could be
established that would enable government agencies efficiently and
quickly to determinz whether needed support services should be secured
through contracts or use of civil service personnel. As a result of
this effort it was recommended that BoB Circular No. A-76 be revised
with respec to support services,

. House. Committee on Government Operations. Federal Supplv
“Management: Military and Related Activities. H. Rept. 658, 32d Cong.,
Ist sess., 1951. AR L
Sixth intermediate report of the Intergovernmental Relations
subcommittee's studies conducted on various aspects of Federal supply
management., Particular reference to commercial-type operations in the
military departments.

. MHouse. Committec on Government Operations. The Government
T In Business. H. Rept. 1197, 83d Cong., 2d sess., 1954.
T " General report filed as seventh intermediate report of House
Committee on Government Operations. Covers Intergovernmental Relations
subcommittee's exhaustive study of the entire field of commercial and
industrial-type operations of the Federal Government which compete with

private business.



i House. Committee on Government Operations. Goverment Pro-
curement and Contracting. Hearings before a subcommittee of the
Comnittee on Government Operations, House of Representatives, on
H.R. 474, 91st Cong., lst sess., 1969, 9 pts.

Hearings on a bill to establish a commission on government
procurement.

House. Committee on Government Operations. Support Services
Contracts. Hearings before a subcommittee of the Committee on Government
Operations, House of Representatives, 90th Cong., lst sess., 1967.

Hearings by the Special Studies subcommittee directed primarily
towards NASA use of support service contracts. Material gained through
these hearings were used in the development of recommendations published
in H. Rept. 1197 cited above.

House. Committee on Post Office and Civil Service. Control
of Labor Costs in the Department of Defense. Hearings before the sub-
committee on Manpower Utilization of the Committee on Post Office and
Civil Service, House of Representatives, 88th Cong., 2d sess., 1964.

Hearings primarily devoted to three types of contract operations:
° "“think factories'
) services formerly provided by in-house personnel
° contractor personnel working along side Government employees,
under Government supervision

House. Committee on Post Office and Civil Service. Use of
Contractor Personnel in Department of Defense. H. Rept. 129, 89th
Cong., lst sess., 1965. st

Report published at conclusion of hearings on Control of Labor
Costs in DoD. It stated that officials in the Office of the Secretary
of Defense did not have adequate information on the number or costs of
contract personnel.

House. Special Committee Appointed to Investigate Government
Competition with Private Enterprise. Government Competition with Pri-
vate Enterprise. H. Rept. 1985, 72d Cong., 2d sess., 1933.
Report of first extensive study by Congress of the various aspects
of the extent to which the Federal Government engaged in commercial
and business-type activities.

Senate. Committee on Armed Services. Fiscal Year 1976 and

July - September 1976 Transition Period Authorization for Military Pro-

curement, Research and Development, and Active Duty, Selected Reserve,
and Civilian Personnel Strengths. Hearings before the Committee on
Armed Services, Senate, on S. 920, 94th Cong., lst sess., 1975. Pts.
3 and 5, "Manpower."

Senate. Committee on Armed Services. Authorizing Appropria-
“tions for Fiscal Year 1976 and July - September 1976 Transition Period
for Mif?fégz Procurement, Research and Development, and Active Duty,
Selected Reserve and Civilian Personnel Strengths and for Other Put=
poses. S. Rept. 94-146, 94th Cong., lst sess., 1975.
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Senate. Committee on Government Operations. Establish a
lssion on Government Procurement. Hearings before the Committee
on Government Operations, Senate, on S. 1707, 9lst Cong
E969. j

Hearings on a bill to establish a commission on government pro-
curement. '

.5 LSt sess.,

Senate. Committee on Government Operations. GCovernment
—__Csﬁﬁgfftion with Private Enterprise. Report prepared by Staff of
Committee on Government Operations, Senate, 88th Cong., lst sess.,
1963.
Report of comprehensive staff study which reviewed and analyzed
the nature, extent, and history of business-type operations carried on
by the Federal Government.

. Senate. Committee on Government Opeations. Government Policv

and Practice with Respect to Contracts for Technical Services. Hearings
before the Committce on Government OperZETons, Senate, 90th Cong., lst
sess. , L9,

Hearings held in order for industry and Government to present
their views concerning Government's long-standing policy of relying upon
private industry to the fullest extent possible. Particular attention
was focused on Army's termination of RCA contract at White Sands Missile

Range.

. Senate. Committee on Government Operations. Government
" Policy and Practice with Respect to Contracts for Technical Services.
Status Report prepared by the Staff of the Committee on Government
Operations, Senate, 90th Cong., 2d sess., 1968.
Published subsequent to hearings cited above. Staff memorandum
which details the issues involved and contains staff conclusions and
recomnendations.

. Senate. Select Committee on Small Business. Government
" Competition with Private Business. S. Rept. 129, 84th Cong., lst sess.,
EI551%

Report on committee's review of major problems involved and the
efforts made by the Congress and the executive branch to eliminate or
curtail activities of the Government which compete with private enter-
prise, particularly small businesses.

. Senate. Select Committee on Small Business. Government
Cogagfftion with Private Business. S. Rept. 1015, 85th Cong., lst sess.,
1957.

Report on committee's review of the nature and extent of Government
competition with private enterprise. Particular emphasis on discontin-
unance of commercial-type operations by Federal Government. Recommended
that DoD accelerate the rate at which commercial enterprises were being
closed.

U.S. Department of the Air Force. Headquarters U.S. Air Force. Manpower
Data Management; Commercial or Industrial Activities and Contract Ser-
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vices Data System (CICS). Air Force Manual 26-4, Vol. II, July, 31,

1973
Fstablishes policies, procedures, and standards for all persons
who prepare ianput to the CICS.

Headquarters U.S. Air Force. Manpower; Use of Contract Ser-

vices and Operation of Commercial or Industrial Activities. Air Force

Regulation 26-12, January 29, 1974.

Implements DoD Dir. 4100.15 and DoDINST 4100.33. Sets forth the
philosophy, policy and procedures relating to the use of contract ser-
vices to accomplish Air Force workload consisting of services and the
manufacturing of products. Also deals with commercial or or industrial
activities.

.S. Department of the Army. Headquarters, Department of the Army.
Industrialized Activities and Labor Relations. Management of Resources
Commercial and Industrial-Type Functions. Army Regulation 235-5,
November, 1972.

Implements DoD Dir. 4100.15 and DoDINST 4100.33. Establishes the
DA policies, responsibilities, and procedures for determining whether
commercial and industrial-type products and services required for Army
use should be:
(1) Procured from commercial or industrial sources.
(2) Provided by Army-operated in-house activities (commercial or indus-
trial-type activities)
(3) Obtained from other Federal departments and agencies (interservice/
department/agency support), or
(4) Acquired by a combination of two or more of the above alternatives.

Army Logistics Management Center. An Analysis of the Army's
Procurcment of Non-personal Contractual Services with Emphasis on House-
keeping Services. APRO 209, December, 1974. o

Report of a study the objectives of which were to analyze the
organizational structure and methods used by Army procurement offices
in the procurement of nonpersonal services and then to determine what
changes, if any, should be made.

.S. Department of Defense. Commercial or Industrial Activities. DoD
Directive 4100.L5, July 8, E971
[mplements OMB Circular A-76.

_ .  Commercial or Industrial Activities; Operation of. DoD Instruc-
tion SE00N 335 Rl Ee N 97
Implementing instruction for OMB Circular A-76 and DoD Dir. 4100.15.

Department of Defense Procurement Coding Manual, Vol. I,

Commodities and services Reported on DD Form 350. DoD Manual 4105.61M,
July, 1975 (Revised).

Budget Guidance Manual. DoD Manual 7110-1-M, August 8, 1975.




Office of the Assistant Secretary of Defense (Comptroller).
Defense Generated Employment. April 27, 1972.

A report of June 1971 - December 1971 data collected from DoD/NASA
economic information system.

Office of the Assistant Secretary of Defense (Comptroller).
DoD Implementation of OMB Circulars A-76 and A-94. January 12, 1971.
A presentation made at the Defense Economic Analysis Council Steer-
ing Group Meeting.

Office of the Assistant Secretary of Defense (Comptroller).
3 Military Prime Contract Awards by Service Category and Federal Supply
Classification, Fiscal Years 1963 through 1975. November 4, 1975.

A pamphlet displaying distribution of military prime contract
awards of $10,000 or more.

. Office of the Assistant Secretary of Defense (Comptroller) j
(Audit). Report on Review of the Commercial or Industrial Activities :
Program Within the Department §§~Defense 0ASD (Comptroller) (Audit)
Rept. No. 344, July 28, 1972.

Report of review made to evaluate DoD policies, procedures, and
controls used to achieve the objective of the C/I Program, i.e., to
perform funccions by the least expensive method (in-house or contract)
except where, for certain reasons, the functions must be performed
in~house.

Office of the Assistant Secretary of Defense (Installation {
and Logistics). Annual Inventory of Commercial or Industrial Activi-
ties and Contract Support Services. Fiscal Years 1972, 1973, 1974
and 1975.
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U.S. Department of Labor. Bureau of Labor Statistics. Expenditures and
. e ————  —
Manpower Requirements for Selected Federal Programs. Bulletin 1851,
1975.
This study presents the manpower requirements, by industry and
occupation, of a select group of programs and agencies which are broadly
representative of different types of Federal expenditures.

Bureau of Labor Statistics. Factbook for Estimating the
Manpower Needs of Federal Programs. Bulletin 1832, 1975.

This report brings together a set of employment and occupational
factors designed to aid agency administrators in estimating manpower
requirements of Federal outlays. An illustration is provided using
DoD fiscal year 1974 expenditures.

U.S. Department of Navy. Office of the Chief of Naval Material, Commer-
cial or Industrial (C/1) Activities Program. NAVMATINST 4860.12A,
January 25, 1972.

Promulgates DON policy and procedures which apply to continuing,
discontinuing, curtailing or starting commercial or industrial activities
or contract support services.




Office of the Chief of Naval Operations. Commercial or
Industrial (C/I) Activities Program; use of Contractors to Provide Sup~

port Services at Naval Shore Activities. OPNAVINST 4860.6A, June 24,
1975.

Announces goals established by SECNAV for use of contractors to
perform custodial, refuse collection, and guard services.

Office of the Secretary of Navy. Commercial or Industrial

~ Activities Program. SECNAVINST 4860.44B, April &, 1975.

Assigns responsibilities for implementing the Commercial or Indus-
trial Activities Program within DON.

U.S. General Accounting Office, Comptroller General. Potential Savings

Available Through Use of Civil Service Rather than Contractor-Furnished
Employees for Certain Support Services. Report B-133394, June, 1967.

Excessive Cost Incurred in Using Contractor-Furnished Per-

sonnel Instead of Government Personnel by the Pacific Region of the the
Ground Electronics Equipment Installation Eng1neer1ng Agency, A1r
Force Logistics Command. Report B-146823, “March 19, 1964.

. Project REFLEX (Resources Flexibility)-~A Demonstration of

Management Through Use of Fiscal Controls Without Personnel Ce111ngs.
Report B-165959, June, 1974.

Discusses GAO review of DoD demonstration project in which several
laboratories operated 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
identifying aud evaluating benefits achieved.

Implementation and Impact of Reductions in Civilian Employ-

U.S. Office of Management and Budget.

ment, Fiscal Year 1972. Report B-180257, July, 1974.

Discusses GAO's evaluation of the p011c1es and practices for
reducing civilian positions and employment and the impact of these
reductions on selected government activities and installations.

Preparation and Submission of Annual

Budget Estimates. Circular No. A~11 (Revised), June 28, 1974.

Automatic Data Processing Equipment. Circular No. A-54,

October 14, 1961.

Policies for Acquiring Commercial or Industrial Products and

Services for Government Use. Circular No. A-/6 (Revised), August 30,

1967.

Fourth and current in a series of bulletins and circulars dealing
with the subject of contracting-out with private industry. Represents
a major change in the previous policy pronouncements regarding con-

tracting-out. Mood of A-76 is that each agency must perform its mission

efficiently and effectively; if it can do so in concert with the basic
presumption in favor of private enterprise, fine; if not, it must be
done in-house.
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Discount Rates and Procedures to be Used in Evaluation

Deferred Costs and Benefits. Circular No. A-94 (Revised), March 27,
1972.

Wildermuth, 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 government's 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.




