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EXECUTIVE SUMMARY

Introduction. The traditional Navy approach of opera-

ting its shore establishment with civil servants and sailors
is being challenged increasingly by a new concept calling for
the performance of those operations by contract. Conversion
to contract is difficult and is exacerbated by myriad problems
and pitfalls. An erroneous decision in the process can result
in an interruption of essential services and serious degrada-
tion of a decision-maker's professional reputation. National
policy, coupled with increasing resource constraints, is
forcing the Navy into a greater use of contracting and, once
such conversions are made, it will be difficult to return to
past procedures.

Commercial or Industrial Goods and Services. The Ford

Administration stressed Government reliance on the private

sector by utilizing restrictive and binding implementation pro-
cedures. The 1976 revision to OMB A-76 stated that "...indus-
trial activities...are not inherently governmental functions...
and their performance...must be justified as being in the national
interest." It further specified the few allowable exceptions

to contracting, and explicitly defined cost comparison procedures.
Full costing for external as well as internal costs was directed,
partly by increasing the salary markup from 8.4% to 28.7%. DOD
further reduced service latitude by requiring that cost compari-

son be made with a firm bid/offer technique, resulting in the
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Government estimate actually competing with industry bids

to determine the lowest cost for performing the work. GAO
further emphasized program intent by criticizing the services
for delays in implementation.

Problems in policy execution include difficulties in
effecting major conceptual changes within the Government
bureaucracy, as well as a dichotomy in philosophies between
the Executive Branch in announcing policy and the constituent
generated reactions of Congress in questioning the policy.
Rigid implementation of the concept results in budget base
and civilian and military manpower difficulties. Public de-
mands for reducing the Federal payroll and ever present re-
source constraints, dictate that the Navy manager fully under-

stands all the implications of multiple. function contracting.

Criteria for Contract Conversions. A review of the Army,

Navy, and Air Force experiences in converting to multiple func-
tion contracting reveals little consistency in criteria for mak-
ing conversion decisions. This study advocates a flexible and
logical procedure to be followed. Initially, a decision as to
thé applicability of individual functions for contracting must
be made, with cost probably the dominant factor. Action for
grouping functions into a single umbrella contract should then
be taken, but not until an objective review of the applicable

advantages and disadvantages is made. Existing DOD procedures,
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however, do not allow the military manager the required latitude
to make optimum choices, and changes to directives are needed.
After the decision to convert to contract is made, a detailed
appraisal of the non-quantitative factors must be made if
potential pitfalls leading to failure are to be avoided. The
possible effect of a strike, for iﬁstance, may well be a signifi-
cant consideration in the decision process in analyzing an

operationally oriented activity.

Contract Methodology. Service contracts are unique in

that the required end product is often difficult to define.
Multiple function service contracting places emphasis on con-
tractor management expertise to ensure greatest benefit to the
Government. The composition of the statement of work is a key
element in the process, with consistency and clarity essential.
The desired output must be stated, but not be restrictive in
specifying procedure. The type of contract utilized is primarily
a function of the degree of risk involved and the incentive
technique desired. Both fixed price and cost reimbursable con-
tracts can be utilized with varied incentive or risk sharing
methods applied as appropriate. Choice is dependent upon the
amount of uncertainty and a decision concerning how best to share
these risks. Evaluation technigques are many, and must be con-
sidered from the start in specifying the information requested
from prospective proposers. A well planned and coordinated pre-

proposal conference is essentia1.  Proposal) evaluation procedures
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5?: ( can be either quite complex or relatively simple. In either

;ﬁ: case, adequate care and expertise must be devoted to them.

?i 2 Price probably should not be dominant in the evaluation. ‘Accord-
iii ingly, greater weisht must be directed to the Pproposer's ex-

o perience, technical ‘abYlities, and management competence.

ﬁif Post-Award Considerations. The dollar value and the impact.
%> on operations of a conversion to contract requires that substan-
};; tial Government effort and expertise be devoted to the adminis-
.E tration of the contract. Planning for this administration is

!"T required during the conversion feasibility study phase. The
%ﬁ; changeover period from in-house to contract operation, as well
;gs as that of contractor to contractor, is particularly sensitive

) ( and could be cause for trauma. Again, early consideration must
E& be given to changeover procedures and plans must be developed
};5 for accomplishment. Surveillance, a means of validating con-

) tractor performance, can be difficult since service contracts

.E are labor intensive and results are not always easily definable.
?Q; If the Government and the contractor can engender a spirit of
{ij mutual trust and confidence, future difficulties will be minimized.
;i Procurement experts will normally handle the administrative

o aspects of the contract; but, in assessing contractor performance,
it is essential that technical specialists, trained in admin-
istrative procedures, evaluate the end product in their areas

of expertise. The numbers of such personnel required will vary
with the complexity of the contracted functions and the tempo

( of base operations. Care must be taken to neither directly nor

iv
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indirectly supervise the contractor's employees. It is essen- ,f_bﬁ

tial that personnel engaged in contract administration fully
understand that satisfactory output is the desired result, - ol
and that the contractor may select his own methodology as long

as the end product is acceptable.

Conclusions. Based on the findings of the study, the

following conclusions are presented:

1. That increased emphasis on contracting for Government
support services will continue,

2. That conceptual differences between the Executive and
Legislative Branch will increase the difficulties of implementing
and managing the program,

3. That due to differences between bases with respect to
mission and tempo of operations, no definitive guide can be
developed for use in all conversion situations,

4., That, although cost effectiveness is an important
criterion to be considered in a decision to convert to contract
operations, non-quantitative factors may well control the final
decision,

5. That the major advantage of an umbrella contract lies
in the Government's ability to buy management expertise,

6. That an incentive type contract, normally fixed price,
utilizing a performance oriented statement of work, is most
appropriate for use in multiple function service contract cases,
and

7. That contract surveillance should be consistent with

the philosophy outlined in the statement of work.




T T T T R W L L T S ST

PREFACE

As a result of discussions with Rear Admiral Neal W.
Clements, CEC, USN, the then Deputy Commander for Planning,
Headquarters, Naval Facilities Engineering Command in early
1977, it became apparent that the implementation of Office
of Management and Budget Circular A-76 had become a signifi-
cant issue within the Department of Defense.

With his encouragement, the authors undertook a study of
this issue under the auspices of the Center for Advanced
Research, Naval War College, Newport, Rhode Island. Visits
to a number of Army, Navy and Air Force field activities, as
well as headquarters components of those services, were
augmented by analyses of various documents available which
were pertinent to the subject.

The conclusions drawn in the study are thus based on
limited research and are not presented as the total experiences
of any single service, or those of other Government agencies.
Time restrictions prevented a more exhaustive study although
it is considered that analyses of other national agencies and
private industry practices in contracting for substantially
total support services are worthy of research.

The authors are deeply appreciative of the assistance and
cooperation given by Army, Navy, and Air Force military and

L civilian personnel, without whose help this study could not

o

have been made. The total candor and thoroughness with which
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data and experiences were freely presented was of parti-

cular value.

Obviously the authors accept exclusive and total respon-

sibility for errors in fact and concept that may appear herein. E

The conclusions are those of the authors and they alone are

accountable for them. -
Particular thanks are due to the Naval War College and ;“:_

Professor Hugh Nott, Director of the Center for Advanced

Research, and Professors Chantee Lewis, Richmond M. Lloyd,

and Robert E. Athay, all of the Naval War College Management
Department, for their helpful advice and guidance. A special hu{

note of gratitude is expressed to Mrs. Deborah Tavares and

Mrs. Christine Anderson, also of the Naval War College, for kzv}

their patience and professionalism in typing the manuscript. Wy e
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S CHAPTER I b
INTRODUCTION

Background. Office of Management and Budget Circular
A-76 (OMB A-76) emphasizes the Government's policy of relying
on the nation's private enterprise system to supply its needs.
It further delineates to all executive agencies the procedures i
and explicit rules to be followed in making determinations as
to the alternatives available for the provisions of goods and k.
services. Finally, it states that commercial or industrial :j
(C/I) activities which the Government performs directly for it-
self are not inherently governmental functions, hence their per- ¥
formance by government personnel, whether military or civilian,
must be justified in each case as being in the national interest.

Study Objective. In response to the renewed emphasis on

the national policy of contracting out for C/I functions, this Vst
study will review and evaluate that policy, particularly with NShER
respect to the implications of contracting out the majority of
the base operations support functions. Hopefully, it will pro-
vide the person faced with the task of implementing this policy
a management tool to utilize in the effort. This effort would

| certainly include the identification and evaluation of bases, f

and functions at those bases, which are best suited for conversion

—

to contracting, selection of optimum contract methodology, i.e.,

,,__

x|
s |

what type contract, what approach to be taken in formulating the
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W statement of work, how to evaluate contractor proposals and
e the post-award implications of such a contract. The results
of this study should provide assistance to the person in-
volved in contracting, whether it be' at the departmental,

major claimant or individual command level.

Early Experience. While increased emphasis on a policy of

reliance on the private sector to provide goods and services

for the Government may be relatively recent, the basic question

fzﬁ of whether to make or buy is not new. In 1795, American ship-
;:% ping was plagued by repeated and humiliating blows from

{j: Barbary pirates in the Mediterranean and from French Republican
i{; privateers operating in American coastal waters. Shippers,

;: shipowners, and the public in general clamored for revenée and

: specific action on the part of the infant nation.

gi On 27 March 1794, Congress authorized the building of six
§§ frigates to form the beginnings of a United States Navy fleet
$¥ in-being. Under direction of the War Department, six private
;i' yards were selected for the construction effort, spreading

;if the work equitably among the states and thus gaining the great-
;iﬁ est political advantage. Plagued by mismanagement, delays and
iiﬂ cost overruns, all problems with a familiar ring today, the pro-
Ei gram was eventually reduced to three smaller frigates. The USS
.ﬁg Constitution, "0ld Ironsides," was one of those completed in

g{ 1797, more than three years after it was authorized. Increased
Zgi dissatisfaction with the War Department as a contract administrator
o

, 4 :
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was a significant factor in the establishment of a separate y
Department of the Navy on 21 May 1798. The continuing argu- :
ment over the relative merits of in-house production as

opposed to contract procurement had thus begun and the con-

flict continues unabated to this day.

Scope. This study is composed of six chapters. Chapter
II traces the evolution of governmental policy with respect
to contracting C/I functions in recent times from the days
of the Eisenhower Administration to the present. The major

points of OMB A-76 are highlighted, recent Department of

Defense (DOD) implementing actions are discussed, major pro-
blem areas are introduced and possible future program implica-
tions are reviewed. Ry
In Chapter III, the central issue of criteria to be used SRS
in selection of functions which are candidates for conversion

to contracting is addressed. Factors which must be considered

in this selection process are reviewed and definitive guide-

lines and potential pitfalls are offered.

RS R

P

Chapter IV reviews various contract methodologies, analyzing Y
":‘-‘:." :.v

the advantages and disadvantages of different types of con- R ReN0T

b

tracts, specifications and evaluations of contractor proposals.
Post-award implications which could be crucial to a success-
ful conversion to contract operation are reviewed in Chapter V.

Here are addressed nuances which could prove to exercise great
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impact on the administration of an effective contract, includ-
ing the need for early development of a team concept between
the contractor and the Government.

Finally, Chapter VI presents the study conclusions and
offers recommendations which have evolved from the research
performed in writing this paper.

For the reader interested in further research on this sub-
ject, Appendices I, II, III and IV provide copies of A-76
documents themselves as well as implementation experiences of
the Army, Navy and Air Force. It should be noted that the
appendices presenting service experiences are not meant to be
all inclusive, but, rather, a synopsis of study group discus-
sions with personnel involved in past implementations augmented
by a review of various instructions and documents which
addresses the subject of contracting out. Personnel contacted
are listed at the end of each service appendix and the serious
student of OMB A-76 may find the bibliography helpful in

continuing his research.
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CHAPTER II
COMMERCIAL OR INDUSTRIAL GOODS AND SERVICES

Background. The policy of the Government not competing
with the private sector was first promulgated by President
Eisenhower in Bureau of the Budget (BuBud) Bulletin 55-4
which announced what became known as the "De-Competition"
program. This policy stated that the Government would not
provide goods or services that were commercially available,
and it made no mention of cost comparisons. The program met
with considerable opposition, and the Congress attached a
rider to the 1955 Defense Appropriations Bill that required
case by case Congressional approval for any base closures re-
sulting from implementation of the policy. It is reasonable
to assume that the Congress suspected that large corporate
interests were the motivators behind Eisenhower's program.
While the policy was never formally rescinded, the program
was soon deemed unworkable and fell into disuse.

The Kennedy administration took no specific action on the
subject of Government as a self-provider of goods and services.
Then on 3 March 1966, President Johnson, in a memorandum to
his heads of departments and agencies, revived the essence of

the program in announcing that he had directed the BuBud to

issue detailed guidelines for making determinations as to when
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the Government should be a self-provider. The original
BuBud Circular A-76, issued on 3 March 1966, announced the
national policy for acquiring commerical or industrial pro-
ducts and services for Government use, along with a burden-
some reporting requirement. Subsequently, the program
terminology centered about the phrase "Commercial or Industrial
(C/I) activities." OMB A-76 was revised and reporting require-
ments somewhat simplified on 30 August 1967, and this docu-
ment is still in force today. (See Appendix I)

This policy languished in the Executive departments until

24 July 1976 when a President Ford memorandum directed a major

re-emphasis on the national policy with respect to C/I
functions. Three days later, on 27 July, OMB addressed a
memorandum to the Assistant Secretary of Defense for Installa-
tions and Logistics (ASD(I&L)) directing immediate and strong
action to increase contracting out by utilizing newly promul-
gated cost comparison techniques. Finally, a revision of

OMB A-76 was issued on 18 October 1976 which passed on the
new presidential emphasis and gave the modified guidelines.
Late 1976 and early 1977 saw a host of implementing directives
issued by DOD and the Service Secretaries. Internal to the
Navy, the Chief of Naval Material was formally assigned
responsibilities for program implementation. The Carter Ad-
ministration has in no way lessened program emphasis, and

has elected to continue the policy as stated.
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OMB Circular A-76. As previously noted the 3 March 1966

circular was superseded by one issued on 30 Augqust 1967, and
this, in turn, has been modified by an 18 October 1976 trans-
mittal memorandum from OMB Director James T. Lynn. For the
purposes of this study, references to OMB A-76 refer to the
latter two Executive Directives.

OMB A-76, directed to all Executive departments and
agencies, is most specific with respect to Government acquisi-

tion of commercial or industrial products in that it

...expresses the Government's general policy of relying
upon the private enterprise system to supply its needs
for products and services, in preference to engaging in
commercial or industrial activity. This policy reflects
the fundamental concept that the Government should
generally perform only those functions which are govern-
mental in nature and should utilize the competitive
incentives of the private enterprise system to provide
the products and services which are necessary to support
governmental functions. Those commerical or industrial
activities which the Government performs directly for
itself are not inherently governmental functions, but
rather are exceptions to the fundamental concept, and
their performance by governmental personnel must be justi-
fied as being in the national interest.

The language of this last sentence is being interpreted
literally, and consequently is causing a total re-thinking
of the philosophy of performing C/I functions within the
Navy.

OMB A-76 requires that each Executive agency compile and

maintain a complete inventory of its commercial or industrial

activities (by function and at each location). It further
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requires that an initial review be made for each of these

A=y

p g g

ongoing activities and that it be organized in such a manner
as to ascertain whether continued operation of the Government
C/I activity is in accordance with the provisions of OMB A-76.
Activities validated for continued government operation must
then be scheduled for a follow-up reappraisal at least tri-
annually. C/I functions are presently excluded from OMB

A-76 requirements only under the following circumstances:

@ The activity is performed outside the United States,
its territories, or possessions.

@ Contracting out for the activity function would be con-
trary to existing law or regulation.

@ The conversion to contract would alter the existing
requirement that Executive agencies will perform for
themselves the basic functions of management to retain
essential control over their programs.

@ It does not apply to products or services obtained from
other Federal agencies which are authorized or required
by law to furnish them.

¢ When implementation would be inconsistent with the terms

of any treaty of international agreement.

All those Government C/I activities not specifically excluded

based upon the factors listed above must be formally reviewed




?r—\‘ S e Gae o woih Bl A b S o S A el med s e g
B

)

<

;&}f for possible conversion to contract. Continued Government
i provision of products or services is allowable only under
L one or more of the following conditions:
g @ Procurement of a product or service from a commercial
A source would disrupt or materially delay an agency program.
@ The activity must continue to be performed in-house due
to combat support, military training, or mobilization
readiness reasons.
@ A satisfactory commercial service is not available and
\ cannot be developed in a timely manner.
; ¢ The product or service is available from another Federal
\ agency .
8¢ The procurement of the product or service from a com-
k mercial source will result in a higher overall cost to
. the Government.
The 18 October 1976 revision to OMB A-76 not only placed greater
X emphasis on the national policy of contracting out for C/I
functions, but it also added greater specificity to the methods
:j for making cost comparisons between private and Government
E sources for goods and services. As an example, in computing

the actual costs to the Government for civilian personnel
) services, it specified that the costs for employee bene-
fits, including retirement and insurance elements, not nor-

mally budgeted for at the command level, must be included at
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a directed assessment of 28.7% of salary costs, in lieu of s

‘
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e
e

the 8.4% amount that had previously been directed for use
within DOD.* The revision further stated that the cost studies 5

must be performed in accordance with accepted accounting

practice and must be audited by appropriate audit agencies, S

as well as being available to all interested persons for Ezﬁ
O l_‘-: X
review under the Freedom of Information Act. “Hi?
AnAd
Rt

Recent DOD Actions. In response to Administration direction

to increase the percentage of C/I activities procured from pri-

vate enterprise, on 23 August 1976, the Principal Deputy Secre- ﬁx}»
tary of Defense (Installations and Logistics) John J. Bennett
issued an implementation memorandum to the Service Secretaries

that stressed the requirement "to accomplish full implementation B

of the national policy" and "to take strong action to increase
p

our contracting out effort." This directive in essence stated :}}:(
-.\.."-‘-\

5 ) ) !

that non-cost reasons or exceptions for not contracting &f{z
Ly

must be specific, precisely documented, and capable of sustain- Vs

ing their conclusions under close audit, and that pro-forma

non-cost reasons will no longer be accepted as adequate causes

for continuing C/I efforts in-house. More detailed and explicit

costing techniques, guidelines, methodologies, and procedures ——

were also dictated. Most importantly, this memorandum requires R
h\ 3‘.-‘}.
that in making comparisons between in-house and commercial gt

costs, a procedure using only "firm-offers" must now be utilized. :

* A Carter Administration revision to OMB A-76 issued B
13 June 1977 changed the previously directed 28.7% assessment 0 bﬁhw
to 14.1%. .

10
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Prospective DOD contract costs previously utilized either
engineering estimates or requested one or more prospective
contractors to provide at no cost and no obligation, informa-
tional quotations for performing the work. The dangers and
inaccuracies of this approach are obvious and this technique

can no longer be utilized. Cost comparisons will now be

made only by an actual solicitation for offers, with prospective
contractors providing actual bids to provide the service.

The Government in-house estimate will be simply another bid s
in competition with commercial proposals. The inference :
is that the lowest responsible quote, Government or commercial,
will then get the job. These changes serve to further tighten
the procedure for justifying a continuation of in-house efforts.

In response to the increased emphasis and explicit direc-

tion, the Chief cf Naval Material, the Navy's C/I Program
Manager, through NAVMAT Notice 4800 of 21 December 1976, in-

formed the Navy bureaucracy of this new program attention and

promulgated special Navy guidelines for implementation.

This announces that the program intent is real and long term, R

; ; ; : : S s
and that ritualistic and shallow cost comparisons and justifi- Cﬁ?&
Laiaiiy
R
cations for continuing in-house efforts will no longer be *\\{

accepted. The national policy is here to stay, and the Navy
along with all others, must replace subjective parochialism

and inertia with objective realism.
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GAO Involvement. Coincidentally, on 28 March 1977, the

General Accounting Office released a report entitled "How to
Improve Procedures for Deciding Between Contractor and In-House
Military Base Support Services." The report, in restating the
national policy of obtaining commercial services from private
enterprise, faults the services for their present record of pro-
viding 77% of C/I work (based upon dollar volume) from in-house
sources, for improperly excluding many C/I functional areas from
contract consideration, for incorrectly applying the explicit
costing guidelines of OMB A-76, and for delaying the program re-
view and appraisal process. The report specifically recommended
that the Secretary of Defense redefine DOD's classification
system for C/I activities to facilitate the services' identifi-
cation of functions to be reviewed, to reconsider many C/I
activities that were previously wrongly excluded from contract

conversion consideration, to ensure that the services expedite

conversion review and approval procedures, and to revise existing
DOD directives to include all real properly maintenance and
repair activities in the OMB A-76 potential conversion category.
Here again, the emphasis is placed on increasing the amount of

contracting out for services.

Problem Area Overview. The promulgation of national policy

is not, in itself, overly difficult; however, the implementation

of any such policy within the national bureaucracy can sometimes

12
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be near impossible. Execution of the initiatives of OMB A-76
and its implementing directives exemplifies this dilemma. Per-
haps the greatest hurdle to overcome in this regard is to
develop a true understanding of the program in order to over-
come the latent inertia within the bureaucracy. Such expressed

and emotional concepts as a perceived loss of output control

AP A

or responsiveness, envisioned increased out-of-pocket costs

~

due to contracting, and a projected reduction in output quality
are most often voiced as reasons for objecting to this program.
This causes a concurrent decrease in actual objectivity in con-
ducing conversion comparison studies. This obstacle can be
overcome only by high level support and a thorough program of
education, conducted at all levels. Related to this problem

of understanding is a service's inability to recognize ﬁhe capa-
bility and manpower requirements essential to convert a func-
tion to contract, and to properly administer it. Often, only
time can provide this recognition.

A second major problem is the apparent dichotomy of philos-
ophy within Government itself. On the one hand the Executive
Branch promulgates a national policy of increased reliance upon
private enterprise, accompanied by explicit and rigid implement-
ing directives, in essence to force the program results. On

the other hand, difficulties in implementation are heightened by

1
legislative branch actions, probably engendered by suspicions

\ -
v N - .

: : .
@ ;

over Administration motives. Parenthetically, as of this writing,
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there exists a rider to the Fiscal Year 1978 Defense Authori-
zation Bill which would delay any DOD proposed contract
conversions for about one year, and requires that DOD submit
a detailed report to the Congress on the impact of OMB A-76
implementation. Obviously Government employee unions' fears

over losses of power, perceived massive reductions in

force, and congressional constituency demands are what
engendered this action.
A major problem at the command and major claimant level

concerns budget base implications. From a global or macro-

economic viewpoint, contracting out most often results in a more
cost-effective alternative due to such in-house cost elements
as pension benefit allowances, tax base implications, costs
of capital aspects, military pay accounting, and the like.
However, from a micro viewpoint, for the base commanding officer
and for the major claimant, the actual budget base cash flow to
pay contract costs could be greater than the present in-house
alternative, particularly if extensive military personnel are
involved. The problem results in a requirement for early-on re-
programming among fund accounts.

For the military services, a unique problem area that mani-

fests itself in most all conversion studies concerns military

e T e

personnel rotation base implications, and specifically the

.. »..'

preservation of a minimum number of required CONUS billets for

1
of

deprived ratings or occupational specialities. The problem, of

.
s
N e
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course, becomes tremendously more severe as higher percentages
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of C/I functions are contracted, and it further is not unique

to the Navy, as the Army and Air Force are similarly effectad.

A listing of these major problem areas could be greatly
lengthened; however, it can be focused on the classic issues
of "who, what, and how." This study will consider each
of these in terms of their specific implications in the
chapters that follow. The "who" will be discussed in an analysis
of the basic question of determining those areas that should
or should not be converted to contract. The "what" will be
addressed in a study of the means, with alternatives, for execut-
ing such contract conversions. And finally, the "how" will be
covered in terms of how best one can administer the program
after implementation, including a discussion of the pitfalls of

- personal services violations.

Future Implications. Notwithstanding the program implementa-

tion difficulties, the problem of education within the bureau-
cracy, Government employee union engendered congressional con-
cerns, and inherent inertia obstacles, the emphasis for expanding
contract conversions in the C/I area can only continue to
increase in the future. The emphasis on decreasing the

roles of Federal employees, coupled with the continued demands
for Government stimulation of the private sector, can only

cause program acceleration. Obvious advantages to the public

at large, excluding certain impacted groups such as civil ser-

vice unions, include reductions in Government capital investments,
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lesser numbers of Federal employees, increases in the private

sector tax base (both local and national), decreases in Federal
subsidies and added stimuli for creating additional employment
and capital expenditures in the free economy. It can be argued
effectively that these benefits will offset any problem areas,
resulting in continuous and increased program emphasis and
pressures for additional contract conversions.

This study is thus undertaken to provide the reader with
a better understanding of the program itself, and to guide
individuals toward improved methods for implementation. Hope-
fully, it provides helpful suggestions for avoiding both the
obvious and often not so obvious difficulties, along with
innovative and valuable direction for program execution. The
analysis is intended to be of benefit to both the field
activity implementer as well as the major claimant or head-

quarters manager.
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CHAPTER III

CRITERIA FOR CONTRACT CONVERSIONS

Introduction. A national policy which directs the Execu-

tive agencies to rely almost exclusively on private enterprise
for the provision of commercial or industrial goods and ser-
vices may be easy to promulgate, but actually, the

realities of implementation are more complicated. This
chapter addresses those problems associated with the ident-
ification of activities and functions which are candidates

for conversion to contract operation. It is emphasized that
the focus of this chapter is on multiple function or near
total base support contracting, and that it touches only
briefly on the methods utilized in the analysis of individual
functional areas. The question of a centralized or decentral-
ized approach will be addressed along with the roles that
should be taken by the Navy Department, the major claimants
and the commands themselves. The advantages and disadvantages
highlighted by cost-benefit analyses as well as the effects of
non-quantitative factors that may be involved will also be
covered.

Within the Federal Government, bureaucratic inertia is pro-
bably the major impediment to executing any new program. With
respect to OMB A-76, it manifests itself early as managers
attempt to identify functions or locations for conversion to

contract. Generally, managers are comfortable with the status

17
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quo, and fear or distrust any changes. Both OMB A-76 @
and DOD Directive 4100.15 state that contracting
will not be used to avoid established salary or personnel
limitations, but rather to implement national policy un-
less in-house methods are less costly or more advantageous
in other ways. Realistically, however, manpower and
funding constraints placed on shore base managers can
only continue to become more severe and, for this reason
alone, it appears prudent to develop a structured means
for evaluating and implementing multiple function contract
conversions.

In summary, what follows is an analysis of

selection procedures, with a description of problem

areas and proposed methods. More importantly, included

herein is a list of major factors that must be evaluated prior

.
>
~

g
L&
<

to implementing a changeover. These should be used primarily

- e S
.

after tentative selection of a base where a multiple
function contract conversion may be made. Failure to
address these items could cause serious problems for

the total conversion program.

Prior Experience. In reviewing Army, Navy, and

Air Force experiences in total base support contracting,

it appears that no consistent procedure was employed in

= site selection. No one seems to recall why or how Vance
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AN Air Force Base was selected by the Air Force. The Navy
0

A% %
i Y

:; has chosen a new and operationally oriented Trident Systems
Support Base as its initial test case, while its candi-
date second site is a totally non-operational, primarily
administrative shore facility. The Army also displays
similar inconsistency in that Fort Gordon, Georgia will
convert most all commercial or industrial functions ex-
cluding those related to public works, while Fort Eustis

is planning to convert only the public works or base
engineering functions. Thus, no single common rationale for
selection of either location or function appears to exist

among the services.

Initial Criteria for Functions. In determining where

-:ﬁ} multiple function conversions should best take place,
there are two principle methods for selection. The
first of these is the centralized approach where the
Headquarters or major claimant not only chooses the
activity or type of activity, but stipulates the schedule
to be followed in the conversion. The alternate
approach is to allow the concept to originate at the
activity level, wusually as a result of the OMB A-76
functional review requirement, and then to allow for even-

tual evolvement of total base conversion. The optimal
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method is probably a combination of the above two

S e o

techniques.

The directed method could include the utilization of
a structured evaluation system which might select a specific
base or class of bases, such as all aviation training facili-
ties in the southeast. While it may override resistence at
the field level, ease of implementation is not assured, and
possible pitfalls are apparent. Local command managers may
not favor the concept, and either delay implementation, or
seek ways to ensure failure. The most difficult task,
however, is the development of objective criteria for selecting
bases or types of bases best suited for conversion. The
number of parameters involved, and their varied importance

makes the design of such an evaluation method very difficult.

A better approach might be to begin at the field
activity itself, using the already required triannual C/I
inventory review as a starting point. The activity itself
performs these reviews, and is directly concerned with the
results. Basic criteria for individual functions are pro-
vided in OMB A-76 in terms of accepted exclusions and detailed
costing procedures. As previously noted, resource constraints
will continue to force objectivity upon the local Commanding

Officer, and the C/I reviews, subject to both formal audits

and increased headquarters interest, should be more accurate.

3 el

Thus, the starting point should be the result of the

T

e

local function by function review, with exclusions made only

20
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e where they apply. This required review, particularly when
utilitizing the revised costing procedures, should result

in the identification of a group of functions that appear

to be more cost effective if obtained from private enterprise.
When the results yield a number of such functions, another
decision situation presents itself. Both the activity and
higher headquarters must begin analyses centered about com-
bining these functions under a possible single support con-
tract, in lieu of a group of individual contracts. This
technique, for initially identifying possible multiple func-
tion conversions has been made extremely difficult because
of the recent DOD directive that requires firm bid/offer
methods for making cost comparisons. This problem will be

addressed in detail later in this chapter.

Initial Criteria for Total Contract. Having identified a

group of candidate functions for conversion to contract opera-
tion at an activity, selection of the best implementation
procedures is required. What is sought, in essence, is a
fixed or well defined output in terms of C/I goods and ser-
vices at the lowest total cost. The alternatives center

about whether or not to group the candidate functions generic-
ally or geographically to achieve the desired end result.

How many and which functions should be grouped under one con-
tract, which functions are central, and which are peripheral?
The local command, most knowledgeable of its own operations,

and higher command levels, more sensitive to the broader

21
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implications, must work together perhaps on a team basis with
assistance from, say, the Navy Area Audit Service, the Naval
Facilities Engineering Command, or others. 1Is it best to have
a single multiple function umbrella contract, or do conditions
suggest a group of smaller individual contracts?

In evaluating this decision, the advantages and disadvantages
of each approach must be considered. One must recognize that,
in contracting out for services, what is being procured is not
only manpower, but management expertise as well. An umbrella
type contract increases the management requirement and should
encourage the larger more experienced firms to submit proposals.
This generally leads to increased awareness of management
techniques that are advantageous to the Government. The umbrella
contract also affords more flexibility, in that functions can
be added to or deleted from the contract more easily to account
for mission changes or operational tempo. A single function
contract must be allowed to expire or procedures must be
initiated to terminate the contract for the convenience of the
Government with associated difficulties. This flexibility
aspect can be of prime importance at a large military complex
with mission essential or operations support roles.

The umbrella contract is also of value when the functions
involved are complicated or time constrained, since the larger
firm normally has the ability and resources needed to

react to changing operational requirements. It is usually

i
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more capable of tapping labor markets as required, or sub-
RS contracting more easily when necessary. Further, the large
firm can be of value in implementing a contract conversion
in a depressed area as it will infuse capital resources into
local financial institutions and increases the financial
base for area loans. The major benefits from umbrella or

single source contracting are generally better control and

responsiveness. The base Commanding Officer looks to
one instead of many sources, assuring responsiveness
in meeting special requirements, whether they be weekend

exXercises or ongoing operations.

Obviously, single contracts for multiple functions, are
not without some disadvantages. Caution must be exercised
in those cases where a large firm literally "buys-in" at
a low first year cost, in anticipation of either escalating
costs in following years or recouping initial losses through
change order increases. Once awarded and functioning, it
is difficult either to terminate an umbrella contract for
cause or to allow an option to expire with a view toward re-
advertisement. The trauma and risk of such an action could
be so great at an important station that management might
tend to endure difficulties or even costs to a substantial

degree simply to avoid such problems.

3 The umbrella contract, while of great value in imple-

menting OMB A-76, does restrict capabilities in executing

0 5
Cellam

other aspects of national policy. Multiple function contracts

e
e,

with large firms, for example, usually do not allow Government

T
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participation in the use of small business set asides for

procurement. While the contractor may sub-contract with small

businesses, the Government does not retain absolute control,

s

{3 and the prime contract for even a moderate size station will
éﬁq be of such magnitude that big business will invariably get
g the award. A trade-off between better management expertise
E%E from large firms and more small business awards with smaller
;;: firms is evident. Similar problems also manifest themselves

with umbrella contracting in attempting to maximize awards
to minority owned firms in response to yet another national
policy.

While umbrella contracts provide many benefits, they
require greater effort in the preparation of statements of
work and contract specifications. Single function contracts,
because of their very nature, are more simple initially,
easier to readvertise and award and allow smaller locai firms
to participate more in the competition.

In summary, once a number of candidate functions are

identified, a decision process addressing the advantages and

s

L4

disadvantages of multiple function contracting must be

J“)

’
Pt

pursued. While this involves the local command quite heavily,

participation by the major claimant level or higher is also

Sl Yl S

£

Fi essential as will be shown in the discussion that follows.

%
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® Procedural Difficulties. As noted in Chapter II, OSD Ry |
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CSE has revised C/I cost comparison procedures by directing that g,xfﬁ

9% g
e cost comparisons should be made by the "firm offer" technique, Dt
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industry bids, and an award is made unless the Government
is the low bidder. This directive further prohibits the
Government from costing commercial prices by either
engineering estimates or the use of informational bids.
This procedure was forced upon the services since OSD had
little faith in service estimates of contract costs,
doubted their objectivity, and suspected the use of pre-
determined conclusions.

Admittedly, service or local parochialism was present,
but the new procedure places emphasis in the wrong place and
could cause more problems than it solves. This technique
almost forces a command, a priori, to analyze and evaluate
contract conversions on a function by function basis resulting
in a group of individual contracts. Commanders will hesitate
to aggregate functions under firm bid/offer procedures with-
out first analyzing all aspects of the individual functions.

Assuming that objectivity can be obtained by proper
control and emphasis, it can be argued that the present OSD
direction should be somewhat modified. The services should
be allowed, possibly at triannual inventory time, to inform-
ally assess the probability for conversions on a function
by function basis, using engineering estimates in lieu of

immediately moving to firm offer procedures. Once the candi-

date functions are specified, the above procedure for evaluating

multiple versus single function contracts would then be
employed. Only after this decision is made, should the firm

offer approach be mandatory.
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if This more thoughtful method for assessing conversions e
b would result, not just in routine single conversions, but
also in the opportunity for functionally grouped conversions

when warranted. This approach would also lessen the heavy

in-house burden now experienced in requiring a local command

to prepare a host of detailed contract specifications within

a short period of time. 5;
In retrospect, what is envisioned is not a lessening of :

the emphasis on the policy set by OMB A-76 or 0OSD, but

rather a timing modification in the procedure. The individual

C/I functions are individually costed out and audited for

in-house accomplishment, contract estimates are developed, e

candidate conversions identified, umbrella contract or not

decision is made, and finally, firm offer procedures are

employed for either the multiple function groupings or those

; : e
single function areas. 0N
.:__.:__
Assuming a multiple function contract seems appropriate, {}Q}
R
Wi
other factors must be addressed now before implementation §
:5{5
begins. The sections that follow provide guidance on four ?%ﬁ‘
SANER
major areas which must be considered in this process. )
"‘: 3} !
Operational Capability Implications. OMB A-76 lists R
| ../‘ G |
e\ ‘h ”
. . . » ‘- .\ "
i five circumstances, or exceptions, under which the Government Mgt
NS
-;{ may provide its own C/I goods and services. Two of these, LI
5t ‘
. non-availability of a satisfactory commercial source (no 2
e, proposers) and the availability of the item or services
3:‘ from another Government agency, are straightforward and need S
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no explanation. A third exception is possible where pro-

D
r" . ’.
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«
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.

curement from a commercial source would result in a higher

X
’,

total cost. The mechanics of this exception are discussed

.

in Chapter II and in other sections of this chapter. The

final two exceptions may be applied when either procurement

from a commercial source would disrupt an agency's program
or when in-house procurement is necessary for military
training or mobilization readiness. These exceptions will
be further discussed in this and the following section.
Although recent emphasis on full implementation of the
intent of OMB A-76 has stressed that non-cost reasons for
avoiding conversions will no longer be accepted pro forma,
it must be recognized that there are often valid reasons for
n utilizing the exceptions. In considering a hypothetical
& case, a series of functions have been grouped for conversion,
and it must now be determined if any overriding reason
exists for not making the change. First, one must evaluate
the nature of the command itself, and its tempo of operations.
Are its ongoing operations so complex, interrelated, or time
constrained that a contract conversion would be too disruptive
and could not be tolerated? Such a case is difficult to
imagine, but its possibility must be considered and an
appropriate decision made. It is interesting to note that

as critical as the Apollo space program was, many NASA base

operations support efforts were contracted for, during the 5/

height of the program.
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A prime consideration in evaluating such tempo exclu-
sions involves the mission mobility aspect, since the
indigenous capability of related military units to deploy
is a major element for consideration. The aircraft mainten-
ance function can be analyzed in this light. Conversion of
this function where only a training sguadron is involved
could quite readily be accomplished, while a similar change-
over for an operational fighter squadron might be rejected.
The latter must have an effective in-house capability that
can deploy with the unit when called upon to do so.

Related to the above is a required review, at the macro
level, of needed skill retention for military contingency
reasons. This analysis can be accomplished at neither the
local command nor the major claimant level, but rather must
be done at the service level. Such a study involves a
determination, based upon analyses of contingency plans, of
the required minimum number of personnel within each skill
category that must be retained at all times. Obviously,
early conversions would not present great difficulties in
this regard, but as the number of conversions throughout
the service are increased, this item could become critical.

Due to a possible lack of personnel continuity as a
result of changes in prime contractors, the advantages of
Government employees must also be considered in evaluating
changes at an operationally oriented base. The aspect of

internal and external security could also play a major role.
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Military Billet Difficulties. OMB A-76 recognizes the

unique needs of the military services with respect to combat
support training from the stand point of both the individual
service member and that of unit training and readiness.

For the Navy, this problem must also include a concern for
both skill level retention and the necessity to provide
adequate sea to shore rotation.

As previously stated, certain numbers of personnel
having required operational specialities must be maintained
within the total force to ensure contingency capabilities.
When Navy people are ashore, they should be employed within
their speciality, since placing them ashore in a "make-work"
or menial position, not only takes away incentive and pride,
but ensures a loss of skills. Accordingly, there are often
valid needs for C/I type efforts to be performed ashore by
naval personnel.

Today's all volunteer force emphasizes the effect of
extensive contract conversions on, in many cases already
critical, sea to shore rotation ratios. A capable and
skilled volunteer sailor can not be expected to continue to
endure the family separation and other hardships of continued
duty at sea. The present retention difficulties of the

nuclear submarine force, despite many seemingly attractive

monetary compensations, illustrate this problem guite well.

« "
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Again, at the Navy Department level, studies

Al
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must continue to determine, for each occupational rating

P

skill, the minimum acceptable sea to shore rotation ratio.
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Adequate shore billets must be identified to support these

ratios, and the billets must be allocated so as to ensure
that the work is skill enhancing. To make contract conver-
sions solely to implement OMB A-76 or save on operating ex-
penses would be naive. The importance of giving thorough
and objective attention to this matter cannot be overemphasized.
Military bases exist only in support of national defense
policies, and to operate them to the detriment of such policies
is counter-productive.

Another thought related to the military billet problem
-1is in order when making contract versus in-house cost compari-
sons. In costing the in-house alternative, all cost elements
related to the utilization of military personnel should be in-
cluded. The inference is that, if the function were contracted,
these military costs would be avoided. If, however, due to the
rotation base considerations outlined above, the shore billets
are not eliminated and not taken as end-strength reductions, but
rather reprogrammed elsewhere or to other tasks, the cost
analysis is faulty. This consideration is difficult to account
for at the local level. At the departmental level, if military
reprogramming decisions are made, great care must be taken to
properly adjust cost studies to reflect these decisions. The
implications of opportunity costs as well as direct and indirect
costs must be fully evaluated in all conversion studies. These
costs become more significant as greater percentages of C/I

functions are converted throughout the services. Research
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indicates that inadequate attention has thus far been devoted

to this problem.

Labor Relations Aspects. This topic is worthy of ex-

tensive additional research, and could easily be the subject
of a paper itself. What follows is a synopsis of major factors
to be considered in evaluating conversion potential. Of con-
cern in all such conversions is the impact of Government
employee unions. At those stations where strong union activity
is present, a well organized and effective campaign may be
expected to limit or set aside contracting efforts, and such
actions will most often include legal or court procedures.
At the local level, the major pitfall concerns interference
with collective bargaining rights of the unions. Previous
cases have proven that there is no obligation to bargaih on
procedures to be used in making the decision to contract, as
this is within management prerogative; however, there is a
specific obligation to bargain on procedures to be used in mak-
ing arrangements for employees impacted by the decision to
contract.

The guidelines to be followed should center about a
policy of total candor and free flow of information.
Employees and their unions must be informed early concerning
what is being considered, and must continue to be so in-
formed as the conversion study progresses. To do otherwise

would be foolish, and could also raise legal questions. The
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implications of the Freedom of Information Act add emphasis
to this aspect. Thus in evaluating conversions, adequate
attention must be given to considering the rights of employee
unions, their strengths and anticipated actions or reactions.
Another significant factor which must be considered is
potential political impact. Congressional constituencies
can exert major impact on any decision and, in fact, can make
or break a conversion decision. Here again early notification
of intent, with attention to the free flow of information is
essential. Obviously, in the face of Congressional and union
opposition, a proposed conversion is in trouble, even if there
is evidence indicating significant monetary advantage in-
volved in such a conversion. Certainly, each case must be
evaluated on its own merits, but political constraints are
generally regarded as being responsible for the defeat of
Eisenhower's effort to rely exclusively on private enterprise.
Today's political opposition is manifested by a possible rider

on the Fiscal Year 1978 Defense Authorization Bill limiting

conversions and can quickly override even the most convincing
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rationale based upon cost effectiveness. Of course, both
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local economic conditions, and this factor must also be evaluated. :?;Q§
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of military billets, there could actually be a supply r“-*~

deficiency in the civilian labor market, with associated

economic benefit to the local area. As a result, evaluation
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of the geographic or regional factors must be made. Does
the area have ready availability of skilled or unskilled
work forces or would employees have to be brought in by a
prospective contractor? What are the respective implications?
Of major concern to the operational commander in any
conversion are the implications of an actual or threatened
strike or work stoppage by contractor personnel. Since no
unique legal considerations pertain to the contract work
force because it is employed on a military base, this con-
cern is valid. A review of the proposed contractor's
labor relations record is recommended, and proposers must
include a strike contingency plan as part of their proposal.
Despite this, basic responsibility remains with the Govern-
ment to ensure that vital operations are not disrupted. Thus,
it is critical that detailed internal strike contingency
plans be developed for all conversion cases. Such approaches
as the use of base military personnel when permitted by law,
or even the deployment of a work force, military or civilian,
from another base should be considered. These work stoppage
effects must be considered and plans developed to cope with
them, but these actions must also be taken with regard for

legal implications as well as good management practices.

Again, this difficulty becomes potentially more severe as

3
3
.
-

greater percentages of functions are converted to contract.
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a Before leaving the topic of labor relations implications,
9 a word of caution is in order with respect to the effects
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of personal services contracting or "body contracts" as they

are scumetimes called. The Civil Service Commission has
determined that when work is contracted that creates what
in effect is an employer-employee relationship between the
Government and contractor employees, such a relationship
constitutes a violation of appropriate personal services laws.
The procedures and in-the-field practice in this regard
are varied and open to individual interpretation, but the
key point is whether or not supervision and control of the
contractors' work force is, in effect, with the Government.
The important caution here is that management be aware of
this pitfall and seek expert advice and assistance to

prevent difficulty.

Local Impact Considerations. The last major area for

consideration in evaluating the feasibility of making a
multiple function conversion to contract involves an assess-
ment of local impact as a result of the action. Here again,
attention must be devoted to political implications.
Specifically, once the proposed conversion technique is
decided upon, a review must be made concerning the acceptance
or lack thereof of the conversion at the local, state, or
national political level. Questions such as the degree

and type of political philosophy of the region, attitudes
toward big business, local entrepreneurship, the military,
and direct impact on local economic tradition must be con-

sidered and evaluated.
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In analyzing local impact, attention must be paid to

geographical or demographic factors such as effects upon

the local housing market, changes in minority work forces,
local employment patterns, and even such items as changes in
commuter traffic volumes and patterns. The more rural the
location in gquestion, the more important seemingly insig-
nificant items could become. Would a massive contractor
hiring program to replace eliminated military manpower grossly
upset the local general wage structure? What impact will

be experienced in the regional income and property tax base?
Issues such as changes in local school districts and
utilities systems could surprisingly become significant
and/or emotional. Major changes from in-house to commercial
sources could actually over tax local community support
aspects while the on-base schools and housing facilities sit
vacant.

This list could be greatly expanded, but the point to
be made is that local impact items must be considered,
because present environmental laws require that this be
done. The decision-maker must not slight this requirement
for a thorough environmental impact assessment, for to do
so could jeopardize the implementation of an otherwise

successful conversion to contract.

Summary. This chapter addressed the criteria to be
used when considering conversion to contract. Its concepts
apply to the local command, the major claimant, and the
departmental level. Procedures were addressed concerning
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E;; initial identification of the individual functions and
L generic groupings of the functions, and a comparison of
:ﬁj the advantages and disadvantages of umbrella type contracts
{;:: versus multiple contracts. Finally, present difficulties
- caused by recent OSD Directives in implementing OMB A-76
oo policies were reviewed.
iif Once a tentative decision is made to implement a multiple
E?. function contract, the decision-maker faces four major areas
o that should be considered in order to make the conversion
E : a success, or to at least avoid pitfalls that could make the
ﬁ: conversion difficult.
_j: The concepts presented are not all-inclusive, but they do
ia' pro&ide an orderly approach to initiating studies concerning
??7 make or buy decisions. Emphasis has been placed on not
— attempting to select types of commands best suited for con- [,
L [0S
Eéi version, but rather to initially select functions at a Eﬁ
%; command which are candidates for this conversion. A proposal t&
in this regard was made that OSD implementing directives be
f;; changed.
:;" Perhaps the principle lesson to be learned is that a
~ priori conclusions simply to implement or to circumvent national
_ai' policy must be avoided. Objectivity and candor must prevail
_gé throughout the process at all levels of decision making.
)
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CHAPTER IV

CONTRACT METHODOLOGY

Introduction. This chapter will discuss the major items

to be considered from the time the decision is made to con-
vert to contract until its award. The discussion will deal
primarily with multiple function service contracts, although
many of the thoughts may be applicable to other types of con-
tracts. The main topics to be covered are philosophy of
contracting, statement of work, type of contract, and the
proposal evaluation.

It should be noted that these topics are not all inclusive
and the discussion of them is not necessarily bounded by Navy
policy. The discussion is, however, bounded by the parameters
of existing laws. Due to time limitations, this chapter will
concentrate on topics which are considered to have the great-
est influence on the success of the contract. It is hoped to

stimulate thought on the rationale for contracting as well as

to encourage new and innovative concepts to "get the job done"

more effectively.

Philosophy. Service contracts require time and effort to
implement and normally do not provide for a clearly defined
end product. Service contracts, by definition, cover many of
the routine tasks found at any installation, such as janitorial
and grounds maintenance, as well as the more sophisticated re-

quirement for architect-engineer services and research and

development. In the context ?£7this paper, service contracts
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will refer to routine base operation and maintenance or support
functions.

Most readers have had some experience with service contracts,
either involving the provision of technical skills and/or
specialized equipment, such as elevator inspection and mainten-
ance or with the less technical services required by janitorial,
grounds maintenance Or messmen contracts. Experiences will
vary from good to bad, with a successful contract often depending
to a large measure on the individual contractor.

As more functions are placed under a single contract and
the complexity increases, contractor management initiatives
play a key role in the success of the contract. At this point
the "multiple function service contract" comes into being.
Generally, a multiple function contract encompasses
functions of sufficient number and complexity to require full
time, on site expertise, capable of making management decisions.
These decisions involve trade-offs between labor, capital or
lease expenditures and the establishment of policies involving
the use of employees. The concept of procuring management ex-

pertise, as well as manpower, provides the potential for sig-

nificant cost savings. This concept cannot be overemphasized and

a properly prepared and executed service contract can provide
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W the flexibility for real management initiatives so important
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® to success.
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The type of contract is dependent on a number of variables,

including incentive and risk considerations. Additionally,
the type of contract to be used must be consistent with the
overall management philosophy and capability at the installa-
tion and its senior commands.

The multiple function contract, although simple in con-
cept, requires a professional approach throughout to be
effective. The primary resource utilized to perform services
is people and effective management of these people is essen-
tial, particularly during the conversion phase, which will
probably require in excess of one year. During this time,

a strong public relations program is necessary to ensure

that all personnel and unions are informed of what is being
planned and why changes are being made. The positive, profes-
sional approach must be continued throughout all phases of the
planning.

The concept of concentrating on the end results and per-
mitting the contractor to determine the method of accomplishing
these results tends to ensure that the contractor will provide
top management talent. The necessity to concentrate on the
end product required is also important from a legal aspect.
There are legal restrictions to contracting for personal ser-
vices, except in specifically authorized cases. A recent
decision in a court action brought against NASA has added empha-
sis to the personal services laws. In effect, the court held

that when a contractual situation is created which is tantamount
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to the formation of an employer-employee relationship between
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- the Government and contractor personnel, there is a violation

of the law.

Statement of Work. The vehicle used to inform the con-

tractor of the scope of the work he is expected to perform is

g3

e
i O
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the specification or statement of work portion of the contract.
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The statement of work is sometimes referred to as the "meat"
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of the contract, as opposed to the standard clauses which com-
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em,

prise the "boiler plate."

Requirements definition through the statement of work

».:

;; provides a common base from which the contractor and the Govern-
»ﬁg ment may determine the cost of work in terms of resources

3; required. In the final analysis, resource requirements are

i expressed in terms of dollars, but the real effort is in deter-

mining the amount and relative proportion of manpower, material
and equipment needed.

Service contracts are primarily concerned with the labor
sortion of costs and the multiple function contract, with its
larger scope, adds complexity to its execution. Not only do
numbers of personnel increase, adding more supervision and the
requirements for more formalized procedures, but the ability

to substitute methods of accomplishment becomes more important.

There are two schools of opinion as to who should exercise

procedural prerogatives, the Government or the contractor.
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Since the functions performed by service contracts are

being provided by military and civil service personnel world-

wide, the tendency is to expect the contractor to utilize
policies and procedures already in use by the Government.

While these procedures may work well for in-house operations,
the system of rules and regulations used by government agencies
was developed to ensure standardization and compliance with
specific laws. Some of these laws will not apply to a con-

tract operation and, as a result, the same policies and

procedures utilized by the Government may not be necessary.

Imposition of standard rules on the contractor can result in
inefficiencies and more expense to the Government. More
importantly, forcing the contractor to utilize the Government's
system may be a factor which results in a court ruling that a
contract is not a legal means of obtaining services.

The statement of work for multiple function contracts
provides a means for allowing more flexible operations, which
can result in increased efficiencies and lower costs. A per-
formance or end product oriented statement of work provides
for contractor innovation. Specific direction, with little
room for variation by the contractor, will result in less
management expertise being used.

The flexibility to be allowed the contractor is dependent
on a number of factors. Acceptability of risk refers to the

ability of the Government to accept a short time degradation
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Qgﬁ of efficient operation on the part of the contractor and

n is one of these factors. A time or quality deficiency in

.j " accomplishment of routine building maintenance may not be

kﬁj critical, but the same type of deficiency in aircraft mainten-
N

o ance could result in property damage or loss of life.

Legal restrictions limit the degree of flexibility such
as in the handling of classified material. Still another
limitation is in staffing for community service functions,
such as fire protection and police services. In these cases,
there are normally national standards for personnel staffing
which relate to both manning levels and technical skills required.

The type of statement of work to be used can be determined
by considering what is to be accomplished, the acceptable
level of risk and the extent to which staffing standards are
applicable to work accomplishment. The performance specifica-
tion is preferable for lower risk tasks where legal and tech-
nical standards permit the contractor to exercise management
initiatives.

Because preparation of the statement of work can appear to
be a difficult problem when first encountered, the natural
tendency is to use an existing statement of work with only minor
changes. The use of this procedure can be invalid since the
statement of work must fit the conditions existing at the
installation involved. To be fully compatible with the specific
case, it should be prepared by technically qualified per-

sonnel who are involved in supervising the work. A technical
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or specification writer will be useful in providing con-
tinuity and clarity in the overall statement of work, but
the appropriate functional organization must be fully in-
volved in its area of responsibility.

Since the statement of work will be used as the basis for

evaluating the contractor's performance and will be a source
document used in legal interpretations should a claims action
arise, the necessity for consistency and clarity in this docu-
ment is essential. In the preparation phase, reviews by

third parties and supervisory personnel are essential, and
should be considered from two points of view. From the Govern-
ment view, the statement of work must adequately portray the
work to be accomplished, must include all essential elements,
and should not apply unnecessary tests and procedures. The
contractor viewpoint will consider such items as the ability
to estimate requirements and what degree of flexibility is
allowed to achieve the result specified. These essential as-

pects in preparing the statement of work are time consuming

but are invaluable in achieving the most useful statement of
work.

Contract Type. The specific form of contract to be used

is basically determined by the amount of uncertainty and degree
of risk involved in contract performance. The more uncertainty
involved, the greater is the risk which must be assumed. The
range of contract types available is designed to accomodate

the varying degrees of uncertainty and to aveid placing too

great a cost risk on the contractor.
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In the private sector of the business world, the basic
motive for existence is profit and effective and economical
performance is rewarded by an increase in these profits.
Choice of a contract type that facilitates the application of
the profit motive can result in greater returns to the Govern-

ment in higher quality, more timely delivery and lower total

COStS .

There are two basic types of contracts available for defense
lf contracting, the fixed-price and the cost-reimbursable. The
o fixed-price contract tends to place maximum risk on the contrac-

tor, while the cost-reimbursable contract minimizes that risk.

The fixed-price contract normally provides the contractor with i

the greatest incentive for economies, thus allowing for in-

hvsg creased profits. Conversely, cost-reimbursable contracts mini- o

mize contractor risk and reduce the incentive for economy of

.12 operation. Variations of these two contract types permit the

fég application of the one best suited for a given situation.

,é A fixed-price contract is appropriate for use when the scope =TT
Ezf of work and costs for that work can be defined reasonably at ;éé:
iﬁi the outset of the contract. Competitive pricing must be avail- :ii
i SOk

able and the uncertainties involved in contract performance
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must be identifiable to the extent that their impact on costs
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A ST, §
]i‘ The firm-fixed-price (FFP) contract is the simplest con-

‘3; tract type and theoretically assigns maximum risk to the con-

:f? tractor as well as providing maximum profit incentive. For
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service contracts, an economic price adjustment clause can

be used to offset inflationary problems in contracts over
$50,000 and for which the performance period exceeds six months.
This adjustment provision is normally invoked at the time of
contract renewal rather than during a period of performance.

The FFP contract can be competitively bid or necotiated, but

is generally more appropriate, due to its simplicity, for single
function service contracts rather than for those covering
multiple functions.

While the FTP contract has high incentives for economy of

operation, there is little, if any, incentive to improve quality
or delivery time over that required by the specifications. 1In
order to encourage contractors to provide more management
effort, which will improve quality and increase production,

inducements other than those found in FFP contracts are necessary.

An incentive contract, when properly formulated, encourages the

contractor to not only reduce costs, but to exceed specified R

quality and service standards. The incentive contract can be i

either the fixed-price or the cost-reimbursable type. Contract o

QR

R
types normally utilized for multiple function service situations }ﬁ?ﬁir

¥ N

G RR RS,
are the fixed-price-incentive-firm-target (FPIF) and the cost- Gjﬁ%d
plus-award-fee (CPAF). Since the magnitude of operation of

multiple function service contracts requires the contractor to
exercise management economies in improving quality and service,
an incentive type contract is essential if the desired results

are to be achieved.
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The FPIF contact provides for adjustment of profit and
establishment of a final contract price by a formula based on
the relationship between actual cost and target cost. It is
also possible to include incentives for increased performance
characteristics, e.g., aircraft speed or load capability.
While this would normally apply to development contracts, a
similar provision could be beneficial in a service contract,
an improved readiness rate in aircraft being an example.

The FPIF contract reqguires the contractor to meet the con-
tract requirements in return for a maximum or ceiling price.
Before award, agreement is reached on a target cost, a target
profit for this cost, a ceiling price for Government liability,
and a formula to determine the cost share above and below tar-
get. Under this concept, if actual costs equal the target,
the contractor would receive actual costs plus target profit.
If actual costs are below target, the contractor would receive
actual costs, plus target profit and a percentage of the differ-
ence between actual and target costs. If actual costs are
above target, the contractor receives target costs and profit,
plus a percentage of the costs over target, in a total amount
not to exceed the ceiling price.

One of the key elements of the FPIF contract is the cost
sharing formula, which determines the actual contractor profit
or loss. The objective of utilizing a FPIF contract is to

encourage contractor economies of operation through the use of
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innovative techniques, while providing the quality of service
required. The innovative management talent required is not
in abundant supply and corporations will utilize that limited
talent available in positions which offer the probability of
highest profit return. Through the sharing formula, the Govern-
ment determines the amount of expertise desired in full time
corporation management. Example:

Target coSt.sseseess...$10,000,000.

Target Profite .. ..e. e 300,000.

Price ceiling...e...... 10,800,000.

For an 80/20 government/contractor split:

5% Savings On_Target 5% Overrun

Direct cost $9,500,000. $10,000,000. $10,500,000.
Profit 400,000. 300,000. 200,000.
Contract total 9,900,000. 10,300,000. 10,700,000.

In this instance the difference between outstanding and average
management is $200,000 in profit. If the contractor is re-
guired to keep the capital equivalent of one month's costs in
backing for the contract, the difference in return on contractor
capital would be about 24% gross or a net profit after taxes

of approximately 12% on capital out of circulation. However,

if the total contract cost is utilized for comparison, the pro-

fit difference is about 2% gross or 1% net after average taxes.
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For a 60/40 government/contractor split:
5% Savings On Target 5% Overrun
Direct cost $9,500,000. $10,000,000. $10,500,000.
Profit 500,000. 300,000. 100,000.

Contract total 10,000,000. 10,300,000. 10,600,000.

In this situation the difference in profit resulting from manage-
ment action is $400,000. Compared to capital required, this is

a return of 40% gross or 20% net. When compared to contract
cost, the resulting profit is about 4% gross or 2% net.

Although these examples are not intended to represent an
actual case, the effect of cost sharing on contractor incentive
to improve cost effectiveness is shown.

The CPAF contract is a variation of the incentive form of
contract. Actual costs are reimbursed to the contractor, how-
ever, there is a cost limitation beyond which the contractor will
not be reimbursed and beyond which the contractor is not re-
quired to perform further work. The fee is in two parts, a base
fee and an award fee. The base fee is independent of performance,
while the award fee is based on performance. Since the contrac-

tor has little risk under a cost reimbursable contract, Con-

gress has limited the maximum fee for service contracts to 10%

of the estimated cost, while the base fee is usually limited to
3%. The award fee consists of a subjective judgement by an
evaluation board which reviews the contractor's performance based

on predetermined factors. The award fee is not subject to a
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disputes clause, thus making the board's recommendations

essentially final. The evaluation of performance and assign-
ment of the award fee is accomplished periodically, so that
the contractor can improve performance in any area in which he
is found to be deficient.

Cost reimbursable contracts are used only when it is not
possible to estimate accurately or determine the cost of per-
formance. Paragraph 3-405.1(b) of the Armed Services Procure-
ment Regulation succinctly states:

The cost-reimbursement type contract is suitable for

use only when the uncertainties involved in contract

performance are of such magnitude that cost of per-

formance cannot be estimated with sufficient reason-
ableness to permit use of any type of fixed-price

contract. In addition, it is essential that [i] the
contractor's cost accounting system is adequate for

the determination of costs applicable to the contract

and [ii] appropriate surveillance by Government per-

sonnel during performance will give reasonable assur-

ance that inefficient or wasteful methods are not

being used.

A conversion to contract should have minimum uncertainty since
the estimate for cost of performance will be based on the past
operation by the Government and should not normally require a

cost reimbursable type contract.

The term of a multiple function service contract can be

ot

for one to three years. Normally government options are utiliz-

., .
S
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ed to provide for annual extensions not to exceed a maximum

:? of five years. The one year initial term with four one year

E: options is an inducement for the contractor to provide early ;fﬁ?k
- s g
E; quality response to ensure renewal of the contract for the maxi- Q$SQ§
n; L mum term. In the multiple function contract, which requires gtﬁgf
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provision of significant equipment or a substantial initial
investment to meet the contract requirements, the problem be-
comes one of amortization time. By using a longer initial con-
tract term, the contractor's investment can be spread over a
longer time period and result in a substantially lower contract
cost. Changing wage rates during an initial term in excess of
one year, can be accomodated by the use of an economic price ad-
justment provision in the contract. The selection of contract
term must consider the trade-off in incentive that may be gained
from a shorter initial term with more Government options, with a
longer initial period and probable lower cost and/or profit
requirements.

Performance and payment bonds are required by law for the
majority of construction contracts. Normally, cost-reimbursable
contracts and fixed-price contracts, other than for construction,
do not require a performance and payment bond. While service
contractor failure will usually result in inconvenience and re-
quire additional effort to provide an alternate means of accomp-
lishment, this would be true with or without bonds. Payments
for services are made after the fact and funds will not be

disbursed without performance having been received. Since bonds

‘ lv.l
y S el
Pl

IR increase the contract cost, the potential benefits which may be

derived from the existence of a bond must be weighed against
their cost before approving a bond requirement. For service con-
tracts, bonds could be required when the contractor is required

to have custody of and use government material, property or

funds.
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Proposal Evaluation. Forethought, team effort and con-

sistent philosophy in the conceptual stage of a conversion to
contract is equally as important following the issuing of an
invitation for bid or request for proposal (RFP) as at other
times. Topics which must be considered include proposal con-
tent, preproposal conferences, and the actual proposal evalua-
tion leading to a recommended award.

The information required from contractors can vary from only
a bid amount, in the case of a single function, small scope
contract, to essentially an organization and procedures manual,
including costing, for a large multiple function service con-
tract. The information required must be consistent with scope
of work, contract form, and the services to be provided includ-
ing management expertise.

The preproposal conference is the time when prospective pro-
posers can visit the site, meet the personnel who will be
administering the contract and participate in a discussion of
contract requirements. This conference can be a significant
contribution to increased quality in proposals, reducing the
effort and cost of both contractor and Government in preparing
and evaluating proposals. Ideally, the preproposal conference
should be held at the installation where the work is to be per-
formed and should be held after proposers have had time to re-
view the RFP. Government managers from each functional area
should attend and be prepared to discuss and answer questions

regarding their portion of the work. Additionally, it is

Jd
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essential that all proposers be treated fairly and receive b -
the same information from the preproposal conference. One
method to ensure this standardization is to disseminate
minutes of the conference.
The actual evaluation of proposals phase requires time and
effort in direct proportion to the scope, complexity and esti-
mated cost of the contract. This can require minimum time for

an evaluation of bid realism and contractor responsibility in

% ‘rfﬂ

a competively bid situation to a longer period, where it is

T Tt

necessary to form committees to perform a full technical, price

v -

and responsibility evaluation, including clarifying irregular-
ities and negotiating with proposers.
The evaluation of proposals for a multiple function service
contract is complex and requires a variety of talent. Each ’ﬁéf
functional area of the contract requires representation from
the technical organization responsible for performing the task.

Although price is an important consideration, an early

determination must be made as to whether lowest cost or other

63; management and performance type criteria will be the most sig-
ii; nificant factor. As a general rule, if price is to be the pre-
Eii dominate factor in contractor selection, the firm-fixed-price
:EE competitively bid contract is used. When factors, other than

cost, are the determining criteria for selection, it is necessary

only that cost be within a reasonable range for the work to
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be performed.
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:‘m. Summary. Contracting multiple service functions provides

an opportunity to acquire management expertise and flexibility

v T w
. ul A

to perform work without restrictions which often hamper a

L
1S
o

government operation. The utilization of a consistent philosophy
throughout the preparation of the statement of work, the
selection of contract type and the use of a sound method of
proposal evaluation is important in achieving the desired result.

Contract types suitable for multiple function service con-

tracts include fixed-price and cost-reimbursable, with various
incentives used to achieve desired results. The actual selec-

tion of contract type is determined partly by the uncertainties

in performance and partly by the degree of risk assumed by
the contractor.

l*{; Evaluation techniques require extensive expertise and a
well coordinated effort. Weight given to such areas as tech-
nical expertise, management capability and price will depend

on the importance of each in regard to the conversion being

considered.
X While this discussion has not been all inclusive, its pur-
. pose will have been served if it has stimulated thought on
B the procedures and contracting techniques to be utilized when
5 considering the possible benefits from multiple function
contracting.
]
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i CHAPTER V oy

POST-AWARD CONSIDERATIONS

IR

Introduction. This chapter is devoted to certain as-

pects of administration after contract award. The discussion

S

will cover philosophy of administration, changeover from

; ook

Government to contract operation and surveillance techniques.

4 Although there are numerous details which are important in

i successful contract administration, procedures covering

;. changeover and surveillance are the least likely to be

found in existing contracting manuals. Rather than merely
providing step by step procedures to be followed in the post-
award period, this chapter will discuss the most important

concepts involved in preparing to administer a multiple

function service contract.

Philosophy. The multiple function service contract is
normally a multimillion dollar enterprise. Contract costs

are primarily labor related, with the preponderence of

material and equipment provided by the Government, thereby
increasing the actual value of the work performed to an

amount well in excess of the face value of the contract. A
successful operation requires top level skills and planning

by the contractor. Additionally, the amount of effort and

R A A TR T

expertise devoted to the contract effort by the Government

will have a direct bearing on the level of contract success.
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A consistent approach to basic concepts becomes increas- I
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ingly important in the early stages of contract execution. ‘5{.
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During the changeover, the initial contacts made between
Government and contractor personnel, the attitudes demonstrated W a
-i and assistance provided will have a significant impact on
: operations throughout the life of the contract. Pre-award <s
planning is essential, since the changeover period could be Rt

) unusually busy and it should not be necessary to devote the

R
LI :L“'

limited time available to problems that could have been

.

handled earlier. This early planning will yield innumerable

..ll’r'"
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B benefits to both the Government and the contractor.
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\ The concept of administering a multiple function

X,

{7 service contract involves provision of positive stimulation
- for a contractor to accomplish the specific tasks with high -
& e quality and at an economical cost. The means of doing this

are the central issues of this chapter.

5y Changeover. Whenever procedures and/or people involved

Pt in an operation are changed, trauma results and extra effort
85 is required until the situation stabilizes. At the commence-
& ment of a multiple function service contract, most aspects

A of the installation's daily method of operation will be

©

effected to some degree. Those functions undergoing con-
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version are mcst directly effected, although other functions ke
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will feel some effect of such a changeover.

o
*

The goal of the changeover plan should be to keep all
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operations functioning with a minimum of interference with
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activity mission accomplishment. Planning should start as
soon as functions are identified for conversion. Throughout
the implementation process the Government plan is reviewed
and refined as personnel actions become more detailed,
techniques for material and equipment custody are developed,
and policies and procedures are established. The process

is iterative and thus ensures that as many aspects as possi-

ble are considered in making the final implementation plan.

Surveillance. Validation of work accomplishment is an

essential part of contract administration. The technique
used for this validation varies with the circumstances of
each individual contract.

Service contracts are generally labor intensive and do
not produce an end product as easily defined as that for a
manufacturing process or a building construction project.
Output measures involving quantity are easily determined in
manufacturing or construction activities, although quality
may be somewhat more difficult to define. Quality control
can rely on a contractor's program or it can be supplemented
by Government review.

I1f Government personnel become more involved in the
method of work accomplishment, contract administration will
become more inspection oriented. Accordingly, the inspection
will become a close and detailed review of the contractor's
effort, tending to concentrate on how the work is accomplished.

Surveillance is a means of validating contractor
performance and, in the context used here, is intended to
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portray the process that ensures that the end product

G i equates to the result desired. Ideally, it includes work-
ing with the contractor to develop agreed on measures of
effectiveness allowing for a determination of the degree

of excellence in contractor performance. This provides a

e s 2 2 2 A e L VT Vel A

means for determining how successful he has been in providing
the management expertise for which the Government originally
contracted. Refinement of the contractor's method of opera-
tion is an iterative process; however, it must initially
be formalized to the extent necessary to serve as an aid in
Government surveillance.

The organization used for surveillance can vary,
depending upon the reyuirements of any given contract.

Development of a standard organization for this purpose may

be unnecessary and could be counter-productive. There are,

however, basic concepts that should be utilized in preparing

\-b * - ‘-,.

{.;._ <3

: : - . SR

for the surveillance of a multiple function service contract. ettty
S LS

(R TRy

The organizational entity responsible for pre-award }iﬁlﬁ.
contract functions will normally be a procurement office !~~n ,
physically separated from the contract work site. Post- ?{5F:¢
AR N

award administration functions, including surveillance, will ::fgﬁ‘
LA S

be located at the installation where the work is performed.

Often the same Government organization which supervised the

v ¥«
BpA Ay A

Ay Ty

b operation before conversion to contract will accomplish the

L

post-award Government functions involved in contract admin-

istration and surveillance.
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A central office for contract administration could be 3%

:'

]
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. of assistance by providing a primary point of contact between
n the Government and the contractor. Personnel assigned to
o this office could be involved in administration, surveillance,
or both. These personnel may have either technical backgrounds
in their fields of expertise, or they could be administrative
contract specialists. Alternately, the contract specialists
alone could be centrally located, while the surveillance
personnel are located where the work is being performed.
There are advantages and disadvantages to both the completely
centralized operation and decentralized concepts. The majority
of thosc activities involved in service contract operations
of any magnitude, however, are decentralized.

The number of personnel required for surveillance is s
neither a fixed percentage of contractor work force nor is it
derived from any other direct measure formula, as requirements

will vary with the degree of complexity involved in valida-

tion of the end result. Aircraft maintenance, for example,

£ £

will require more personnel for surveillance than grounds

maintenance, not only because of work complexity, but also

T s o A
1"."../ -

o

to minimize inherent risks such as loss of life and property.
Personnel assigned to surveillance duties must be quali-

fied in both the technical field and contract administra-

tion. Since it is most unlikely that personnel with dual

g
L%

qualificationswill be readily available, training will then
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be necessary in either the technical or administrative
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aspects of surveillance. The usual procedure is to assign &
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technically qualified personnel to surveillance duties and
provide the necessary training in contract philosophy and
procedures. Initial training will probably require a minimum
of two days while an annual refresher course could be of even
less duration.

A potential trouble area during contract administration
is the possibility of a conflict with personal service laws.
Simply stated, if the Government engages in the supervision
of contractor personnel, either directly or indirectly, there
is conflict with the law. A consistent approach which

emphasizes accomplishment of required results, rather than

specific contractor procedures, is important in avoiding

this conflict.

A technique which may eliminate possible legal problems,

as well as reduce surveillance difficulties, involves the

attainment of an early agreement with the contractor on the .,, e
TR
concepts of performance and work verification. A common Siﬂ?
R4
understanding of how surveillance will be accomplished and 73‘:

what and how often work will be reviewed, can result in

- '-\ -

. Lot
economies to both the Government and the contractor. -ﬁhhﬁ
N

ol

i

Summary. This chapter has focused on a limited number S

of the post-award considerations. The formulation and con-

sistent application of a philosophy permitting contractor

flexibility, the planning for changeover, and the formation

and training of an effective surveillance organization are

all factors effecting contract success.
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The adequacy of previous effort in planning is tested
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after the contract award. The philosophy used throughout

%

the contract conversion process is important since the

s
“

post-award procedures must be consistent with the original

g o
Pt e %

contract intent.

® =

The changeover period from Government to contract

TR
i

- operation is critical. 1Initial procedures and attitudes are
formed which could influence performance throughout the
life of the contract.

Surveillance of contractor performance is necessary to
validate contractor compliance; however, the technique used

and the innovation permitted must be consistent. Generally,

surveillance should be directed toward accomplishment of an
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end product, rather than how the contractor does the work.

1
x

Further, it is wise to review methodology periodically to
ensure complete understanding of concepts by both the Govern-
ment and the contractor.

Previous decisions on the statement of work philosophy
and the type of contract utilized are key factors in deter-
mining numbers and skills required in a surveillance organi-
zation. In general, a contract with a performance oriented
statement of work requires less numbers of administrative
personnel, but higher functional skill capabilities than a

detailed procedures contract. Surveillance of a firm-fixed-

price contract normally uses fewer surveillance personnel with
b lower skill levels than a cost-reimbursable contract.

Administration of an incentive contract will require a

r' 60 ’
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and before being assigned,

61

Technically qualified personnel are essential to
procedures that will be used in administering the contract.

surveillance capability somewhere between these ex-
training should be provided to all personnel in contract

any good surveillance program,
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This study was undertaken to provide its readers with

and to assist them in avoiding program pitfalls.
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CHAPTER VI

CONCLUSIONS

understanding of the implications of executing the
policy to accomplish base operations support by
as expressed in OMB Circular A-76. It is intended

individuals toward improved implementation methods,

The follow-

ing conclusions should be of value to those involved in the

program.

@ Executive Branch actions indicate that the trend to-
ward conversion to contract will continue, particularly
within DOD. Reductions in operating funds and concerns
over the size of the Federal labor force will increase
this emphasis.

¢ The exclusions and exceptions to the policy of contract-
ing will remain, however more strict interpretations on
their use will be in evidence. The modified cost com-
parison procedures and the firm bid/offer requirement
will further reduce flexibility.

@ The dichotomy which exists because of Executive Branch
pressure for increased contracting in opposition to éx—
pressed Congressional desires to slow down will continue.

While there will be some pressures for additional studies,

the trend to increase the reliance on the private sector

for goods and services will continue.

~

R
(23]
[ 8]

By A

’ A
Brivls:

.
.

o i £y D)
[ R8N R ) R
Lt Ee e o ¥

Lalaiinks \.ls'n S

T
= )
=
1}
Fd
Y

1




-'-

) . ms_ o s i

ORI ]

e

L

T owowy

sty e S Bai Moo

gy - e d = e Ca i - -

In view of the existence of such important variables as
operational readiness, labor markets, military skill
requirements, geography and economics on the impact of
decisions to convert to contract, the use of a compre-
hensive roadmap for conversion is precluded. Potential
cost savings appear to be the only consistent reason for
conversion to contract operations. Other stimuli vary
not only from service to service, but within individual
services.

Neither of the two basic approaches to multiple function
contracting, either centrally directed and managed or
field activity generated and managed, is suitable for
universal use. A hybrid approach is preferable, wherein
a headquarters or major claimant issues basis policies
and monitors progress while the field command initiates
feasibility studies and implements the conversion.

The new DOD requirement to employ only the firm bid/offer
technique for making cost comparisons results in sub-
optimization which can be counterproductive. This approach
tends to encourage conversions of individual functions to
contract, rather than giving full consideration to
multiple function contracting. A modification of DOD
guidance which would encourage the use of engineering cost
estimates at the activity level, allowing for a more com-
prehensive analysis to be conducted would indicate where
it was more feasible to group functions generically for

contract.
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Budget base implications can be a significant issue ~
in program execution at either the local command or

major claimant level. From a national perspective,

such elements as retirement fund reserves and military
pay can make contracting the more cost effective option.
Since these costs are neither budgeted locally nor, in
most cases, at the departmental level, a cost estimate
could result in a decision to contract for which funds
are not available. This problem is exacerbated if
military billets, rather than being eliminated, are
merely transferred to another function or location. A
policy decision is reguired to correct these potential
deficiencies and, in addition, to provide for approp-

riate reprogramming actions in a timely manner. N
The multiple function contract provides an opportunity

to acquire management expertise in addition to effecting

cost savings. Unless there are overriding considera-
tions, the umbrella technique can take advantage of new
innovations and increased flexibility available through
the acquisition of increased management expertise.

A consistent philosophy, from the inception of the idea
of conversion to contract until the end of the contract
life, is mandatory. The statement of work and method of
contract surveillance should, in particular, reflect

this consistency.

“ b
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0 The type of statement of work utilized will depend on N
Sl
the services to be provided. Performance type speci- E&Ef
‘P
"--’\

fications will provide greater flexibility and should
be used unless staffing and qualification standards
dictate a more detailed specification.

¢ The incentive type contract is most appropriate to the
performance oriented multiple function contract. In-

centives should be designed to encourage the contractor

to emphasize those aspects determined to be most impor-
tant. Cost-reimbursable contracts should be used when-

ever risk of uncertainty is too great to allow the use

of fixed-price-incentive contracts.
@ The evaluation of contractor proposals must focus on

those aspects which have been determined to be most

"5;' important in the situation being considered. Factors
such as organization, management plan, personnel policies, ]
past experience, etc., should be weighed more heavily
than price.

® The concept of surveillance, rather than inspection, is ey
essential when a performance type statement of work is

utilized. The acquisition of management expertise by

contract requires that contractor talent levels be matched
by Government administrators. Early agreement on method- G

ology and surveillance techniques is an important factor e

in maintaining professional relations between the Govern-

ment and the contractor.
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The research upon which this study is based was not all '{L“
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A
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inclusive and reviewed only the contract conversion implica-
tions surfaced by a survey of readily available documentation
and field visits to a number of service headquarters and field
activities. As research progressed it became evident that a
more detailed review of many aspects of conversion to contract
would be productive. It is envisioned that some readers will
wish to continue study on this important national issue. Areas
which are considered worthy of additional researh and analysis
include:

- A review of the concepts employed by other Federal agencies,
state and local governments and private industry for the
provision of support services.

- Additional research into other incentive or award fee (4D
techniques which could be employed.

- A study of the use of Government-furnished-equipment
vis-a-vis contractor-furnished-equipment.

- An analysis of the effects of various contractor and

Government cost sharing formulae for use with incentive

contracts.
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APPENDIX I
OFFICE OF MANAGEMENT AND BUDGET CIRCULAR A-76 GG
ol s
POLICIES FOR ACQUIRING COMMERCIAL OR INDUSTRIAL PRODUCTS ;;:j:
AND SERVICES FOR GOVERNMENT USE
R
b’:ﬂ.-;} o
[
-".‘:-f
fiia Circular A-76 : 3 March 1966

Circular A-76, Transmittal Memorandum No. 1 : 30 August 1967

Circular A-76, Transmittal Memorandum No. 2

18 October 1976

Circular A-76, Transmittal Memorandum No. 3 13 June 1977 *--
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EXECUTIVE OFFICE OF THE PRESIDENT
BUREAU OF THE BUDGET
WASHINGTON. D.C. 20503

March 3, 1966 ' CIRCULAR NO. A-76

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Policies for acquiring commercial or industrial products
and services for Government use

1. Purpose. g Circular replaces the statement of policy which was
set forth in Bureau of the Budget Bulletin No. 60-2 dated September 21,
1959. It restates the guidelincs and procecures to be applied by exec—
utive agencies in determining whether commercial and industrial products
and services used by the Government are to be provided by private
suppliers or by the Governmeant itself. It is issued pursuant to the
President's memorandum of Merch 3, 1966, to the heads of departnents
and agencies.

2. Policy. The guidelines in this Circular are in furtherance of the
Government's general policy of relytag on the privats enterprise systen
to supply its needs.

In some instences, however, it is in the national interest for the
Governzent to provide directly the products and services it uses. These
circumstances are set forth in paragraph 5 of this Circular.

No executive agency will initiate a 'new start" or continue the

operation of an existing "Government commercial or industrial activity"
except as specifically required by law or as provided in this Circular.

3. Definitions. For purposes of this Circular:

a. A "new start" is a newly established Government commercial or
industrial activity or a reactivation, expansion, modernization or
replacement of such an activity involving additional capital investment
of $25,000 or more or additional annual costs of production of $50,000
oxr more., Consolidation of two or more activities without increasing
the overall total amount of products or services provided is not a "new
start."

b. A Government commercial or industrial activity is one which is
operated and managed by an executive agency and which provides for the
Government's own use a product or service that is obtainable from a
private source. -

c. A private commercial source is a private business concern which
provides a commercial or industrial product or service required by

(No. A-76) 68
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industrial product or service for 1 for 1ts own s _own use, A Covernment commercial
or industrial actIv1Ly may be authorized only under one or more of the
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agencies and whicﬁ is located in the United States, its territories and
possessions, the District of Columbia, or the Commonwealth of Puerto
Rico.

4. Scope. This Circular is applicable to commercial and industrial

products and services used by executive agencies, except that it

a. Will not be used as authority to enter into contracts if such
authority does not otherwise exist nor will it be used to justify departure
from any law or regulation, including regulations of the Civil Service
Commission or other appropriate authority, nor will it be used for the
purpose of avoiding established salary or personnel limitations.

b. Does not alter the existing requirement that executive agencies
will perform for themselves those basic functions of management which
they must perform in order to retain essential control over the conduct
of their programs. These functions include selection and direction of
Government employees, assignment of organizational responsibilities,
planning of programs, establishment of performance goals and priorities,
and evaluation of performance.

c. Does not apply to professional staff and managerial advisory
services such as those normally provided by an office of general counsel,
a management and organization staff, or a systems analysis unit. Advisory
assistance in areas such as these may be provided either by Government staff
organizations or from private sources as deemed appropriate by executive
agencies.

d. Does not apply to products or services which are provided to the
public. (But an executive agency which provides a product or service to
the public should apply the provisions of- this Circular with respect to
any commercial or industrial products or services which it uses.)

e. Does not_apply to products or services obtained from other Fedec:
agencies which are authorized or required by law to furnish them.

f. Should not be applied when its application would be inconsistent
with the terms of any treaty or international agreement.

5. Circumstances under which the Government may provide a commercial or

following conditions:

a. Procurement of a product or service from a ccmmercial source
would disrupt or materially dela ''s_propram. The fact that a
commexrcial or industrial activity is classified or is related to an
agency's basic program is not an adequate reason for starting or continuing
a Government activity, but a Government agency may provide a product or

(No. A—762
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service for its own use if a review conducted and documented as provided
in paragraph 7 establishes that reliance upon a commercial source will
disrupt or materially delay the successful accomplishment of ite program.
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b. It is necessary for the Government to conduct a commercial or

industrial activity for purposes of combat support or for individual and

unit retraining of military personnel or to maintain or strengthen
mobilization readiness. LR

x, 4,

«
it &

c. A satisfactory commercial source is not available and cannot be
developed in time to provide a product or service when it is needed.
Agencies' efforts to %Iha'gﬁfléfactOfy commercial sources should be
supplemented as appropriate by obtaining assistance from the General
Services and Small Business Administrations or the Business and Defense
Services Administration. Urgency of a requirement is not an adequate
reason for starting or continuing a Government commercial or industrial

activity unless there is evidence that commercial sources are not able
and the Government is able to provide a product or service when needed.

d. The product or service is available from another Federal agency.
Excess property available from other Federal agencies should be used in
preference to new procurement as provided by the Federal Property and v
Administrative Services Act of 1949, and related regulations. i

Property which has not been reported excess also may be providea
( by other Federal agencies and unused plant and production capacity of
other agencies may be utilized. In such instances, the agency supplying
a product or service to another agency is responsible for compliance
with this Circular. The fact that a product or service is being provided
to another agency does not by itself justify a Government commercial or
industrial activity. .

e. Procurement of the product or service from a commercial source will .
result in higher cost to the Government. A Government commercial activity
may be authorized if a comparative cost analysis prepared as provided in
this Circular indicates that the Government can provide or is providing a
product or service at a cost lower than if the product or service were
obtained from commercial sources.

However, disadvantages of starting or continuing Government
activities must be carefully weighed. Government ownership and operation
of facilities usually involve removal or withholding of property from
tax rolls, reduction of revenues from income and other taxes, and diversion
of management attention from the Government's primary program objectives.
Losses also may occur due to such factors as obsolescence of plant and
equipment and unanticipated reductions in the Government's requirements
for a product or service. Government commercial activities should not
be started or continued for reasons involving comparative costs unless
savings are sufficient to justify the assumption of these and similar
risks and uncertainties.

= (No. A-76)
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Tt .- 6. Cost comparisons. A decision to rely upon a Government activity for

o \‘l reasons involving relative costs must be supported by a comparative cost
analysis which will disclose as accurately as possible the difference
between the costs which the Government is incurring or will incur under
each- alternative.

IR T TS

Commercial sources should be relied upon without incurring the delay
and expense of conducting cost comparison studies for products or services
estimated to cost the Government less than $50,000 per year. However, if
there is reason to believe that inadequate competition or other factors
are causing commercial prices to be unreasonable, a cost comparison study
will be directed by the agency head or by his designee even 1if it is
estimated that the Government will spend less than $50,000 per year for
the product or service. A Government activity should not be authorized
on the basis of such a comparison study, however, unless reasonable efforts
to obtain satisfactory prices from existing commercial sources or to
develop other commercial sources are unsuccessful.

o)

Cost comparison studies also should be made before deciding to rely
upon a commercial source when terms of contracts will cause the Govern-
ment & financecdirectly or indirectly more than $50,000 for costs of
facilities and equipment to be constructed to Government specifications.

a. Costs of obtailning products or scrvices from commercial sources
should include amounts paid directly to suppliers, transportation charges,
(' and expenses of preparing bid invitations, evaluating bids, end negotiating,
awarding, and managing contracts. Costs of materials furnished by the K
Government to contractors, appropriate charges for Government owned equip-
ment and facilities used by contractors and costs due to incentive or
' premium provisions in contracts also should be included. If discontinuance
cf a Government commercial or industrial activity will cause a facility
being retained by the Government for mobilization or other reasons to be
ple »d in a standby status, the costs of preparing and maintaining the
facility as standby also should be included. Costs of obtaining products
or services from commercial sources should be documented and organized
for comparison with costs of obtaining the product or service from a
Government activity.

S

£

b. _ggﬁts of obtaining products or services from quernment activities
should include all costs which would be incurred if a product or service
were provided by the Government and which would not be incurred if the

2 product or scrvice were obtained from a commercial source. Under this

3 general principle, the following costs should be included, considering

; the circumstances of each case:

4 :

4 (1) Personal services and benefits. Include costs of all

{ elements of compensation and allowances for both military and civilian

E personnel, including costs of retirement for uniformed personnel, contribu-
. tions to civilian retirement funds, (or for Social Security taxes where

”‘
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.\l applicable), employees' insurance, health, and medical plans, (including

services available from Government military or civilian medical facilities),
living allowances, uniforms, leave, termination and separation allowances, -
travel and moving expenses, and claims paid through the Bureau of Employees'

o Compensation.

<

.i (2) Materials, su lies, and utilities services. Include costs
z‘ of supplies and materials used in providing a product or service and

gosts of transportation, storage, handling, custody, and protection of
property, and costs of electric power, gas, water, and communications
sexvices.

(3) Maintenance and repair. Include costs of maintaining and
repairing structures and equip ment_which are used in providing a product

or service.

(4) Damage or loss of property. Include costs_of uninsured
losses due to fire or other hazard, costs of insurance premiums and costs
of settling loss and damage claims.

(5) Federal taxes. Include income and other Federal tax revenues
(except Social Security taxes) received from corporations or other busi-
ness entities (but not from individual stockholders) if a product or
service is obtained through commercial channels. Estimates of corporate
incomes for these purposes should be based upon the earnings experience
of the industry, if available, but if such data are not available, The
Quarterly Financial Report of Manufacturing Corporations, published by
the Federal Trade Commission and the Securities and Exchange Commission
may be consulted. Assistance of the appropriate Government regulatory
agencies may be obtained in estimating taxes for regulated industries.

(6) Depreciation. Compute depreciation as a cost for any new or
additional facilities or equipment which will be required if a Government
activity is started or continued. Depreciation will not be allocated
for facilities and equipment acquired by the Government before the cost
comparison study is started. However, if reliance upon a commercial
source will cause Government owned equipment or facilities to become
available for other Federal use or for disposal as surplus, the cost
comparison analysis should include as a cost of the Government activity,
an appropriate amount based upon the estimated current market value of
such equipment or facilities. The Internal Revenue Service publicacion,
Depreciation; Guidelines and Rules may be used in computing depreciation.
However, rates contained in this publication are maximums to be used
L] only for reference purposes and only when more specific depreciation data
are not available. Accelerated depreciation rates permitted in some
{nstances by the Internal Revenue Service will not be used.

(7) Interest. Compute interest for any new or additional capital
¢ invested based upon the current rate for long-term Treasury

(No. A-T76)
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start' will vary depending on individual circumstances. Substantial

6

obligations for capital items having a useful life of 15 years or more
and upon the average rate of return on Treasury obligations for items
having a useful life of less than 15 years. Yield rates reported in the
current issue of the Treasury Bulletin will be used in these computations
regardless of any rates of interest which may be used by the agency for
other purposes.

(8) Indirect costs. Include any additional indirect costs
incurred by the agency resulting from a Government activity for such
activities as management and supervision, budgeting, accounting, personnel,
legal and other applicable services.

7. Administering the policy.

Inventory. Each agency will compile and maintain an inventory of
its commercial or industrial activities having an annual output of
products or services coating $50,000 or more or a capital investment of
$25,000 or more. In addition to such general descriptive information as
may be appropriate, the inventory should include for each activity the
amount of the Government's capital investment, the amount paid annually
for the products or services involved, and the basis upon which the
activity is being continued under the provisions of this Circular. The
general descriptive information needed for identifying each activity
should be included in the inventory by June 30, 1966. Other information
needed to complete the inventory should be added as reviews required in

paragraphs 7b and c are completed. f{ﬁ;*,
b. 'New starts." P
RNy
(1) A "new start" should not be initiated until possibilities of }:B:axi
obtaining the ptoduct or service. from commercial sources have been explored :xjxju:
and_not until it is approved by the agency head or by an assistant secretary o
or official of equivalent rank on the basis of factual justification for _
eatablish1ng the activity under the provisions of this Circular. SR,
‘k".-“--“.; -
(2) If statutory authority and funds for construction are required ;%;i;

before a 'mew start" can be initiated, the actions to be taken under this
Circular should be completed before the agency's budget request is submitted -
to the Bureau of the Budget. Instructions concerning data to be submitted
in support of such budget requests will be included in annual revisions of
Bureau of the Budget Circular No. A-1ll.

FOE N

(3) A '"new start' should not be proposed for reasons involving
comparative costs unless savings are sufficient to outweigh uncertainties
and risks of unanticipated losses involved in Government activities.

I el P e P
l" .

The amount of savings required as justification for a 'new

savings should be required as justification if a large new or additional

(No. A-76)
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capital investment is involved or if there are possibilities of early
obsolescence or uncertainties regarding maintenance and production costs,
prices and future Government requirements. Justification may be based
on smaller anticipated savings if little or no capital investment is
involved, if chances for obsolescence are minimal, and if reliable
information is available concerning production costs, commercial prices
and Covernment requirements. While no precise standard is prescribed
in view of these varying circumstances a ''new start'' ordinarily 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 from
commercial sources.

A decision to reject a proposed '"new start' for comparative
cost reasons should be reconsidered if actual bids or proposals indicate
that commercial prices will be higher than were estimated in the cost
comparison study.

(4) When a '"mew start' begins to operate it should be included
in an agency's inventory of commercial and industrial activities.

c. Existing Government activities.

(1) A systematic review of existing commercial or industrial
activities (including previously approved 'mew ‘starts" which have been
in operation for at least 18 months) should be maintained in each agency
under the direction of the agency head or the person design“ted_ﬁy him
as provided in paragraph 8. The agency head or his designee may exempt
designated activities if he decides that such reviews are not warranted
in specific instances. Activities not so exempted should be reviewed at
least_once before June 30, 1968. More frequent reviews of seclected
activities should be scheduled as deemed advisable. Activities remaining
in the inventory after June 30, 1968, should be scheduled for at least
one additional follow-up review during each three-ycargperiod bur t! fa
requirement may be waived by the agency head or his designee il i<
concludes that such further review is not warranted.

(2) Reviews should be organized in such a manner as to ascertain
whether continued operation of Government commercial activities is in -
accordance with the provisions of this Circular. Reviews should include
information concerning availability from commercial sources of products
or services involved and feasibility of using commercial sources in lieu
of existing Government activities.

(3) An activity should be continued for reasons of comparative
costs only 1f a comparative cost analysis indicates that savings resulting
from continuation of the activity are at least sufficient to outweigh
the disadvantages of Government commercial and industrial activities. No
specific standard or guideline is prescribed for deciding whether savings

(No. A-76)
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- are sufficient to justify continuation of an existing Government commercial
{ activity and each activity should be evaluated on the basis of the applicable
circumstances.

\
A
\.
}

(4)__A report of each review should be prepared. A decision to

continue an activity should be approved by an assistant secretary or
official of equivalent rank and the basis for the decision should appear
in the inventory record for the activity. Activities not so approved
should be discontinued. Reasonable adjustments in the timing of such
actions may be made, however, in order to alleviate economic dislocations
and personal hardships to affected career personnel.

i X _X_K=%
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8. Implementation. Each agency is responsible for making the provisions
of this Circular effective by issuing appropriate implementing instructions
and by providing adequate management support and procedures for review

and follow-up to assure that the instructions are placed in effect.

R
¥ X

If overall responsibility for these actions is delegated by the agency
head, it should be assigned to a senior official reporting directly to
the agency head.

If legislation is needed in order to cerry out the purposes of this
Circular, agencies chould prepare necessary legislative proposals for
review in accordance with Bureau of the Budget Circular No. A-19.

9. Effective date. This Circular is effective on March 31, 1966.

. CHARLES L. SCHULTZE
Director
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WASHINGTON D L. 20503
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dated March 3, 1966.

completed by June 30, 1968.

We welcome your suggestions.

A brief sumnary of the changes is

PHILLIP S.

HUGHES

Acting Director
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Policies for  acquiring commerciel or industrial products el
services for Government use

L}

Transmitted herewith is a revision of Bureauv of the Budget Circular A-76
It is issued to clarify some provisions of the
earlier Circular and to lessan the burden of work by the agencles in
implementing its provisions,

1

atcacied.

There is no change in the Govermment!s general policy of relying upon

the private enterprise system to supply its needs, except where ic is tn
the national interest for the .Govermment to provide directly the products
and services it uses.

We intend to keep the provisions of the Circular under continuiny review.
We anticipate that further changes will be desirable in light of expe-ience
gained from implementing the Circularts provisions, including the required
reviews of existing Goverment commercial or industrial ectivities to be

We intend to give special attention to the
adequacy of the guidelines contained in the Circular tor such mattere a-
corparat {ve cost analyses; the clrcumstances under which cost differential-
{n tuvor of private enterprise are appropriate; and the use ol contrac:s
involving support services that require minimal capital fuvestment.
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EXLCUTIVE OFFICE OF THE PRESIDENI
BUREAU OF TrHL BUDGE!
WASHINGTON. O C. 209503

CIRCULAR NO. A-76

August 30, 1967
Ravised

TO THE HEADS OF EXECUTLVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Policies for acquiring commercial or industris: products anc
services for Goverrment use

‘

l. Purpose, This Circular replaces Burcau of the Dudget Circular A-70
issued March 3, 1966, It is issued to clarify some provisiocns of the
earlier Circular and to lessen the burden of work by the agencies in
implenienting its provisions. The hasic policies to be applfed by
executive agencies in determining whether commercial and industrial
products and services used by the Government are tc be provided by
private suppliers or by the Government itself are the same as those con-
tained in Circular A-76 dated March 3, 1966.

2. lolicy, The guidelines in this Circular are in furtherance of the
Government®s general policy of relying on the private enterprise syastem
to supply its needs,

In some instances, however, it is in the national interest for the Governs
ment to provide directly the products and services it uses. These cir-
cumatances are set forth in paragraph 5 of this Circular.

No executive agency will initiate a '"new start" or continue the opcration
of an existing "Government commercial or industrial activity' except 2§
specifically requived by law or as provided in this Circular,

3. Definitions. For purposes of thits Circular:

8. A "new start" is a newly established Goverament cowmercial ot
tndustrial activity involving additional capital investment of $25,00C ov
more or additional annual costs of production of $50.000 or more. A re-
activation, expansion, modernization or replacement of an activity iavolving
additional capital investment of $50,000 or more or additional annual
costs of production of $100,000 or more are, for purposes of this Circuler,
also regarded as ''mew starts.' Consolidation of two or more actlivities
without incresasing the overall total amount of products or services pro-
vided {s not a ''new start,"

be A _Govermment conmercial or industrial activity is one which is

operated and managed by an executive agency and which provides {or the
Goverment's own use a product or service that is obtainable from &

;.2: (No. A-76) AT
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Procurement of a product or sacrvice from a commeicinl source would

a.
that a cormer.

i i&ﬂ?ﬂé;?i materially delay an agencyfe program. The fact
e cial or industrial activity is classified or is related to an agency's basic
: program is not an adequate reason for starting or continuing a8 Goverrment
activity, but a Government agency may provide a product or service for {ts
own use 1f .a review conducted and documented as provided in paragraph 7
establishes that reliznce upon a commercial source will disrupt or
materially delay the successful accomplishment of its program.

It=

b. It is necessary for the Govermnent to conduct a commercial or i
dustrial activity for purposes of combat support or for individual snd unit
retraining of military personnel or to maintain or strengthen mobilization
readiness, i

c. A satisfactory commercial source is not available and gannot be
developed in time to provide a product or service when it is nceded.
Agencies? efforts to find satisfactory commercial sources should be supple-
mented as appropriate by obtaining assistance from the Ceneral Services
and Small Business Administrations or the Business and Defense Services
Administration. Urgency of a requirement is not an adequate reason for
starting or continuing a Government commercial or industrial activity ur-
less there is evidence that commercial sources are not able and the Govern=
ment 1s able to provide a product or service when needed.

d. The product or service is available from another Federal apcntye
Excess property available from other Federal agencies should be used in
preference to new procurement as provided by the Federal Property and
Adninistrative Services Act of 1949, and related regulations.

Property which has not been reported excess also may be provided
by other Federal agencies and unused plant and production capacity of other
agencies may be utilized. In such instances, the agency supplying a
product or service to another agency is responsible for compliance with
this Circular, The fact thet a product cr service is being provided to
another agency does not by itself justify a Government commercial or indug=
trial accivity,

e. lProcurement of the product or service from a commercial source
will result in higher cost to the Government, A Government commercial
activity may be suthorized if a comperative cost analysis prepired as
provided in this Circular indicates thai the Government can provide or is
providing a product or service at a cost lower than if the proauct or
scrvice were obtained from commercial sourcese.

llowever, disadvantages of starting or coatinulng Goverrment
activities must be carefully weighed. Government ownership and operation
of facilities usually involve removal or withholding of property from

(No, A-76)
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#:*: tn: rolls, reduction of revenues from incum: nmd <ol taxen, aad Avee.
hx: wion ol management attention from the Coverawvenits vriwary progros

;“-‘ oblscrives. Losses alseo may occur due to Zuch faciors as obao‘cnthne.
o

aquirements f{or a product or service. Govarweseni coaceirclal activisios
Jwuld not be started or continued fot reasons favalving curparative
costn unless savings are sufficicnt to jJustisy thr susumption of thew:

ﬁ - plani and equlpment and unanticipated zeduclicne (n the Govaer o ocptes r
and similar risks and uncertainties.

. Gust comparisons. A decision to rely upya 2 Govervment sofivity Cox
yeasons involving relative costs must be suppotiud by a comprrativi cosh
anilvsis which will disclose as accurately nn postible the o
Letween the cost which the Govermment is incurtinag o« will fvcar waler

cach alternative,

1 £{evenea

, ‘oo

..

Commnercial séurces should be relied upon witho: & docuecing the dalov
and expense of conducting cost comparison studfon “or products o foTvir ¢
oot imated to cost the Government less than S$50,000 por yunT.  Hweevar, A
(leie in réeason to believe that inadequate cofir i iiinn oy eChoer fnctor:

Jre causing commercial prices to be unreasonsbilai. r o cont edadparvicon avwny
will be directed by the agency head oxr by his d=uiy e €ven £tf 1z 18

i Jmated that the Government will anend less tuna 350,000 pen year fer

1w product or service. A Govermment actlvity <hould ot be nuthoriscdd

on 1The basis of such a comparison study, howaver, unless rezsonshle afforts
to obtain satiafactory prices from existing coms.icinl sources or &
develop other commercial sources are unsuccea?ful

)

Gont comparison studies algo should be made Lrlcie deciding fe rely

upon a commercial source when terms of coatracts wiil cause fhe Goversmnat
te finance directly or indirectly more than $5C, 00 {cr cosi o7 fredlitics
Aud ceuipment to be constructed to Covermrent sp-ciflicationse Cost corinria
o studiecs should also be made in other cases Ii there Is readon to tallows
(lat saviegs cka be zealized by the Goverrmant poowiding for ize ctn anads,
“ach studies will not be made, however, if in-hovze nrovision of ibe produet
.1 wervice, or commercial procurement thereof, iz cieizly justifiad fa

g cordance with other provisions of this Circulac.

The derermination as to whether te purchacse or o~ lease equirseant o
v construct bufldings or acquire their use und2y liase-constriction aruange-
.

wont s iuvolves a determination of the differcnce in rcosts undar-the ni(aran.
L ives, and the principles set forth {n this Circulae shoula be spplicd =

-

L ovient relevant in making such determuminaciaone

Jould include emounts paid directly to suppliers, transpartation chargoa,
dud expenses of preparing bid favitations, evaluetiae bids, aud nepotioting,
cwarding, and managing contracis. GCosts of mateoricls furnished by the

Coves: nment to contractors, appropriatc charges for Covermment-owaed e quip-
went oud facilities wused by contractors and co+'s due to !acentive oF

8. tosts OF oquiningwgfuuuc:a Q};}cruih(; Lrom commercinl suurcer
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AL premtun provisions in contracts alsc should te included. 1f discontinuance ??f?L:
AR ol 4 Government commercial or industrial activity will cnuse & tacility BERRGG
i bedng retained by the Govermment for mobilization or other reagons to be 'cf;:L?
placed in a standby status, the costs of preparing and maintaining the Pt Ay

facllity as standby also should be included. Similarly, if such a discon-
tinuance is expected to result in premature retirement of Goverrment
employees which will cause a significant increase in retirement costs fo
the Governmenf, such increased cost should be added to the cost of pro-
curement from commercial sources. Costs of obtaining products or services
trom commercial sources should be documented and organized for compari§on
with costs of obtaining the product or service from a Govermment activity.

b. For purposes of economy and simplicity in making cost ccmparicon
studles, generally agreed costs that would tend to be the same under either
alternative need not be measured and included (for cxample,\bid and eward
costs and operating costs under lease-purchase alternatives).

c. Costs of obtaining products or services from Govermment activities
stould include all costs which would be incurred if a product or service
were provided by the Government and which would not be fincurred 1f the
product or service were obtained from a commercial source. Tle objectives
should be to compute, as realistically as possible, the incremental or
additional cost that would be incurred by the Goverrment under the alteina-
tives under consideration. In making such determinations it is important
that recognition be given to the full emount of additional or incremental
direct and indirect cost to be incurred in providing the products or

S scrvices required, Under this general principle, the following costs

G stould be included, considering the circumstances of each case:

(1) Personal services and benefits. Include costs of all elements
ol compensation and allowances for both military and civilian personncl,
fncluding the full cost to the Govermnment of retirement systems, calculated
on a normal cost basis, Social Security taxes where applicable, employecs!'
fnsurance, health, and medical plans, (including services available from
Govermiment military or civilian medical facilitles), living allowances,
uniforms, leave, termination and separation allowances, travel and moving
¢xpenses, and claims paid through the Bureau of Ewployecs! Compenation.

(2) Materisals, supplies, and utilities sexvices. Iaclude cests

ot supplies and materials used in providing a product or scrvice and conts
ol transportation, storage, handling, custody, and protectioa ol properiy,
and costs of electric power, gas, water, and communications services

“oe

(3) Matintenance and repair. Include costs of maintaining and
repatnliug structures and equipment which are used in providing a product
or service,

(No. A-76)
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7. Administering the policy.

- a. TInventory. Each agency will compile and maintain Lo fnvent

i e conmnerclal or lndustrial activittes huving an annual output of procc
or scrvices costing $50,000 ox more or a capital investment of 325,000 or
more¢. In addition to such general descriptive {nfomation as may be ap-
propriate, the inventory should include for each activity the amouat of
the Government!s capital investment, the amount paid eanually for tiuc
products or services involved, and the basis upon which the activity i
beinyg continued under the provisions of this Circular. The gencral de-
scriptive information needed for identifying each activity should hove
been included in the {inventory bty June 30, 1666, Other informacion ncedsd
to ccmplete the inventory should be added as revicws required in paragiaphe

7.b. and c. are completed.

OQry oi

b. "Naw starts."

(1) A '"new start" should wot bz {nfcioted until pounsibilitien o
obtaining the product or service from commerciel scurces have been explored
and not until 1t 13 approved by the agency head or by aun assistant sccretary
or oifficial of equivalent rank on the basiz of factual jusrification fc:
establishing the activity undex the previsions ot this Circular.

(2) 1f statutory authority and funds for construction are reaufred
before a "new start" can be initiated, the actions to be taken under this
Circular should be completed before the agency!s budget request 1s submitted
to the Bureau of the Budget. Instructions conceining dats to be cubmittod
in support of such budget requests will be included in annual rvevicicns of
bureau of the Budget Circular No, A-1ll,

(3) A "new start" should not be proposed for reasons involvii.
- . ¢ ;
il comparative costs unless savings are sufficient to outweigh uncertaint ic.
and risks of unanticipated losses inwlved in Govermment activities.

; The amount of savings required as Justification for a 'ncw
' start" will vary depending on individual circumstances. Substantial
savings should be required as justification if & large new or additional
o capital investment is involved or if there are possibilities of early ob-
solescence or uncertainties regarding maintenance and production costs,
prices and future Govermment requirements. Justificatfon may be Lascd on
smaller anticipated savings 1f little or no capital investment 1s iowvoived,
{t chances for obsolescence are ninimal, and 1f{ reliable informaticn is
available concerning producticn costs, commercial prices end Govermment
requirements. While no precise standard is prescribed in vicw of there
varying circumstances a ''new start" ordinarily should not be approved
unless costs of a Covernment activity will be at least 10 perceut

LT B 1
LESS [ATERR)

| costs of obtaining the product or service from commerc ial sources. 1t i
emphasized that 10 percent is not intended to be a fixed figure.
i
2 A decision to reject a proposed "new start'" for comparat.ve !

cost reasons should be reconsidered £f actuel bids or proposals idndicate

(NO. t\~76)
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(4) Yhen a "raw start" begins to operate Lt shoull be fact
in &0 spencyte javentory of commercial ard indusirial activining,

- .

(1) & eystewncle review of existing cousiercial or indust-iil
vetivirics (including previously approved "now starcn® vhidch howve Goondn
spt zation fer at least 18 months) should be msintaiand iu ney wrnds
the dfrsetisn of the agency head or the parzon o ignated '3 nrovided
in paragrapb 8. The agency head-or his daaignee may wxempt dzsignated
ctivities 1f he decides that such reviews wre not vazranted in specifld
S1) wod a¢ leags ovce

inntonces. fetivities not so exempted sid

30, 1968, Giore Iraguent reviews
Lp sehoduled as deemed advisables Activitles reeaining in Lthe flov: etoc:
doer Jun> 20,1968, atwuld be scheduled {or ai leost o

ve revizae duzring each three-year pariod but this requize

ad neefvities should

: : N ! et el

v the aveney besd or nLs 1f te comeluass nacl
- ' - - 4

jo ol WATrranle,

23 beviewa ehould be organized ian gcuch a moarcy An €4 nccertain
t oper

whether coutinued operction of Govarmmgat cormercial sotivicices Lo o
cccordanee wizh the provizions of thia Circular. Revicws guonld include
£ OF

ning evailabiliey from ccumercial sevicaes ¢ nroducts
20 ke 5 O U e O

sarvi and feasibility of usinpg cormzicinl noures
pxial ing Cuvermnent activities.

() An ncrivity should be continued fer reasens of cenparaciy
cosin only if a cowparative cost analyeln indicatcs that soviops resulting
cvom cant lmwietlon of the activity are ot leas sufficiant £o oulweisi Lo
d, satun wng of Covarmment commerciel and industrial eccrivitiss. ro
“rpuciile standard or guideliae {s prescribed for deciding o hetya SRR
ate sufflctent to juscify contimuation of an axisiiuz Gov: b3 i o

( fvicy and cech azsivicy shouvld be gvalunted on tha wrvta o0 Lon deplt-
crble clrcumstaies,

(4) A report ol each review should be praporyd, A deelsloa to

.

ni, perdvivty abould be mpprovod Ly an

fidcte]l o0 cauivelent ren' and the dasis for

he faveatory veeord for the cctivity. Acitdvd £00 L4
he ancinved. Poasorable adjus.umente ot S Y
‘ [ tar, in order to alleviate ceorcmic dislocrtionr and g |
irdehips to affected carcer personiwle
A, Imnlementation., Each agency 1s responsibla for moking the sto

4 ihte Circnlar effective by tssulng appropriute fm lenmeating
r providing adequat e nanagement supyord end procedures for vevied vd
0 1

aaed v
f caure that the {nstructions are ploacsd dn flecte A Crpe i

ollowige to 8

i P
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the faplementing inetructions 1csued by zacli agency will be furnislied o
the lmrenu of tha Budgst.

i1 wverall responstbility for thase actione 1s dalagated by the accncy
head, 1t should be assignad to & senior official reporting directly to (he
agency head.

1f legisletion i6 needed in ordar to cerry out the purxpones of thirs
Circular, agencies sghould prepare n2ceseary legisletive propcsnls for ro.
view in sccordance with Burzau of the Budget Circular Mo, A-1°%.

9. Ltfective date. This Circular is effactive on Ccinber 2, 1967,

PHILLIP S. HUCHES
Acting Dirnctorx

(No. A.-76)
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S| geciding to rely upon a commercial source. However, the chargoed s

) tes sples iU clear that cost studies will ot he 1oquired if Io-lonse
srovigion ef the product cr service, or commercial procugzs ni Lons

‘. +ieacly justified in asccordance with other provisicua o rhe Jiri

.

A e wnmnnmbered parasgraph has been added to provide guidaltucs
‘ng provisions of the Circular te purchase vu lewre of equipien, sud to
cenatruccion of buildings vs acquisition undar leasc-construction arrang: -
mantn. The paragraph requires 2 determination of the differance lo cosis
wndor che alternatives, and application of the principles set foxeh fu

ti~ Cirveular in raaking judgments in these arcas.

oyt ;'\‘»1\;.

< . ¢ =eutence has been added providing that i Atscontinunmmed of w

.«

Ginrument commercial or irdustrial activity will result ia prenniuve ve ko

s tramen: of Government employees, and will caure a zignificani fncrease }}3}:

{11 <:_ 1" ocment costs to the Government, such incresased costs should be r :ﬁ

~¢dns Lo the cost of procurement from commercicl sounces. EhA;
o

6.h. This is a new subparagraph. It provides that ¢octs wilch vould r
i« he the same for both Govermment and industry mezd not he mcarurcd wnd
‘neiud~d dn comparative cost analyses (for example, bid and rawd wosts

(92

v+ i pereting costs under lease-purchase alternativisj. Thoe chuars o meds
i, the incavest of economy and simplicity in making cost comparisons.

regraph 6.b. in the earlier Circular). A szatence bas hoen sdded
.« ~a:vily the fact that tha incremestal method of costiog ir Lo b2 cw-
1a,-d and to emphasize the importance of a realistlc recogniticn of =il

Luch additicnal or incremental costs.

L

“.r.{1). (Paragreph 6.b.(1) in the earlier Circulnr). Zeme addltiorsl
‘A1diie hes been added to clarvify, in cenmnection with parisenal services

uh benetits, that the full cost to the Govermment of reifreurnt sysiens
“henld Le iacluded.

¢ ...{%). {Paragraph 6.b.(6) in the earlier Circular). A sontenct hians borr
ciJed to wake clear that appropriate recognition should L~ given to esii-
mared reatdual or salvage value of facilities or equipment 4n computing

veclai lon,

¢..c.{/). {lavagraph 6.b.(7) in the earlier Circularj. Tid- parsgraph b
Leen rewvisten to provide that the computation of faterest o7 snr uew ol
Aadt 1onn) capiral to be invested will be based uvpon the svaegsge rte of
vivlg for long-term Treasury bonds as shown in the croveni wonthly
-y bullerin, Also, the method of computelion suy
~duction 1in the capital investment to which {aterast is eppiicd as tic

.

srcestod would

(NO. A'76)
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asset i, deprecinted. The purpose of the change is tu clarffy the oce

and source of {nterest to be charged and to provide guildauce as to *he
principal to which it {s to be applied. The sugpested rate is & rcedil,
available mecsure of the curreat cost of money to the Government and the
provision for reducing the balance to which interest is applied fs con-
sidered reasonable because the interest cost should not go on Indef{inftaly.,

b.c.{8). (Paragraph ¢.b.(C) {n the earlier Cilrcular). A change In vord-
ing has been made to clarify that Govermment costs should Include any

edditional indirect costs incurred for such activities as managcrent and
supervision, budgeting, accounting, personnel, legal and other applicable

3¢erViICesS.

Paragraph 7 - Aduministering the policy

7.b.(2). In the past there has been some misunderstanding about the cost

differential in favor of private enterprise due to uncertajutic. relar tug
to Government production costs, equipment obsolescence. and other factors,
fucluding the amount of capital investment involved. A sentence has been
added to clarify the fact that the ten percent cost differentiul in tuvor
of private enterprise, mentioned in this subparagraph, is not inzcuided to

be a fixed figure. The differential may be more or less than ten percent,
depending upon the circumstances in each individual case.

Iy

v~

‘l
9

Parcgraph 8 - Inplementation

A sentence hes bezen added requiring agencies to furnish the Bureau of t..
budger with a copy of their implementing instructiona.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

OFFICE OF FEDERAL
PROCUREMENT POLICY

October 18, 1976 CIRCULAR NO. A-76
Revised
Transmittal Memorandum No. 2

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Policies for Acquiring Commercial or Industrial
Products and Services for Government Use

1. Purpose. This Transmittal Memorandum provides guidance
and specific cost factors to be used when agencies prepare a
cost analysis under OMB Circular No. A-76.

2. Background. OMB Circular A-76 expresses the
Government's general policy of relying upon the private
enterprise system to supply its needs for products and
services, in preference to engaging in commercial or
industrial activity. This policy reflects the fundamental
concept that the Government should generally perform only
those functions which are governmental in nature and should
utilize the competitive incentives of the private enterprise
system to provide the products and services which are
necessary to support governmental functions. Those
commercial or industrial activities which the Government
performs directly for itself are not inherently governmental
functions, but rather are exceptions to the fundamental
concept, and their performance by Government personnel must
be justified as being in the National interest.

3. Supplemental Guidance. Circular A-76 sets forth
specific circumstances under which it may be in the National
interest for the Government to provide directly some
products and services for its own use. One of these
circumstances permits justification of Government commnercial
or industrial activity if a detailed comparative cost
analysis demonstrates that Government performance would
result in sufficient savings to justify involvement in such
activity. However, the Circular does not require that a
cost study be made in every case to support a decision in
compliance with the policy preference for reliance on
commercial sources. A cost analysis is not needed in
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circumstances where the Government's economic interests
would be protected, such as the existence of a competitive
commercial market, wunless the agency bhas some unique
economic advantage which would enable it to supply the
needed product or service at less than commercial cost. in
determining whether a cost study should be undertaken,
consideration should be given to the delay and expense
involved in a study sufficiently detailed and comprehensive
to provide valid results.

ot

Cost studies, when conducted, should be made 1in accordance
with the guidelines in Section 6 of Circular &-76, and must
cover all identifiable costs o©of both commercial and
Government performance. 1Instructions for the determination
of costs incurred by Government activities 1in providing
products and services are set forth in paragraph 6c of the
Circular. In computing the cost of civilian personnel
services for a Government activity, the actual cost to the
Government for employee benefits, such as retirement and
insurance programs, must be included. ‘Guidance in
calculating these cost elements has been provided by the
U.S. Civil Service Commission, which has determined current
percentage factors for Government contributions to employee
insurance programs and the full cost to the Government of
the Civil Service Retirement System.

4. Cost Factors.
a. For the convenience of Federal agencies making cost

studies, the following percentages of base pay will be used
in computing the costs of civilian personnel services:

Retirement 24.7%
Health Insurance 3.5%
Life Insurance . .58

b. Cost comparisons made under the provisions of
Circular A-76 should be sufficiently complete and documented
to permit ready audit by qualified financial personnel.
Copies will be made available to interested persons, on a
cost reimbursable basis, when requested under the praqvisions
of the Freedom of information Act.

S. Effective Date. This . Transmittal “emor andum is

effective 1mmediatelv.

{No. A-76)
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EXECUTIVE COFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

June 13, 1977 CIRCULAR NQO. A-76
Revised
Transmittal Memorandum No. 3

TO THE HEADS OF EXFECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Policies for Acquiring Commercial or Industrial
Products and Services for Government Use

1. Purpose. This Transmittal Memorandum amends Transmittal
Memorandum No. 2, dated October 18, 1976, to revise, pending
further review, the cost factor for computing retirenment
costs of civilian personnel services, and to provide in%~rim
guidance.

2. Change. The following change to Faraqraph 4 cf
Transmittal Memorandum No. 2 is effective immediately:

The cost factor for retirement iz changed from 24.7%
to 14.1%

3. Explanation of Change. The retirement cost factor of
24.7% was based upon the accrual method of computation; that
is, the factor represented a projection of the present value
of future retirement Dbenefits f£for Government employec
annuitants. Both the validity of this figure and the use of
the accrual method have been questioned. Conseguently, and
pending a complete review of this matter, as discussed in
paragraph 4, the retirement cost factor of 14.1% will be
used. This factor is based upon the nonaccruval method of
computation. It represents current total payments to
employee annuitants, reduced by current employce
contributions, expressed as a percentadge of current civil
service payroll.

4, Interim Guidance

a. This Administration has undertaken a complete review
of OMB Circular No. A-76 and its implementation. The change
in the retirement cost factor is made at this time, as an
interim measure, pending completion of the review. =

(No. A=76) 3 R
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b e b. No moratorium is to be placed on the implementation

N of OMB Circular No. A-76 because of the review action. It
is expected, however, that agencies will be careful  and
el judicious in the selection of activities for consideration
- "as to whether they should be performed in-house or by
contract. In this connection, the gquota requirement
established by the previous Administration under the
Presidential Management Initiatives Program and incorporated
in OMB Circular No. A-113 is not an acceptable approach and
is no longer to be followed.
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APPENDIX TII

SOME AIR FORCE EXPERIENCES IN

MULTIPLE FUNCTION CONTRACTING
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APPENDIX II

SOME AIR FORCE EXPERIENCES
IN MULTIPLE FUNCTION CONTRACTING

Introduction. Within the Defense Department, the Air Force has

the most extensive experience in multiple function service con-
tracts. Vance AFB, Oklahoma has been under essentially full
contract operations and maintenance since 1960, Patrick AFB,
Florida and the eastern test range facilities have utilized
contract operation for an extended period, and the northern
early warning radar sites have extensively utilized contracting
for years.

The Air Force assigns responsibility for OMB A-76 im-
plementation (AF Regulation 26-1) within Manpower and Organiza-
tion at the Air Staff level. Each majof command (SAC, ATC, AFSC,
etc.) also includes the contracting responsibility within
the Manpower and Organization staff element. Generally, service
contracts are viewed as another resource available to accomplish
assigned missions, in addition to military and civilian personnel
assets. This concept facilitates coordination of personnel
ceilings to subordinate commands.

Major commands are responsible for all requirements to
accomplish their assigned mission. Programming, budgeting and
execution are essentially centralized in each mission area,
including support functions, thereby ensuring that support is

provided consistent with operational requirements.
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Since Vance AFB has had a majority of base support func- Lt
tions under contract for some seventeen years and is presently
involved in negotiating for a new contract period, it provides
an excellent base line case from which to begin a study of
the subject of contracting for multiple base support
functions. Additionally, a significant contract conversion is

planned at Edwards AFB for aircraft maintenance and supply func-

tions, involving the replacement of both military and civilian

personnel. Although this conversion has not been completed,

the process utilized thus far and lessons learned therefrom,

should provide valuable assistance in other contemplated contract

!31 conversions. Finally, Aerospace Defense Command (ADCOM) ex-
Eﬂ periences at early warning radar sites provide another valuable
' source of historical data on this subject. ey
o
94
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VANCE AIR FORCE BASE

Introduction. Vance AFB is located at Enid, Oklahoma,

about 100 miles north of Oklahoma City, and is one of seven
Undergraduate Pilot Training (UPT) Wings in the Air Training
Command (ATC). The mission is to train pilots, both U.S.

and foreign, in jet aircraft. About 300 pilots are graduated
annually, utilizing about 165 aircraft (T-37 and T-38) and
2,300 personnel (1,100 military, 130 civil service and 1,000
contractor employees). Within ATC, Vance is the only base
maintained and operated by a single contractor - a unique
situation which permits comparison of results with other bases

with similar missions.

Background. The original contract, from FY 1961 to FY 1965
was a cost- plus-fixed-fee (CPFF) type. The contract was then
converted to cost-plus-incentive-fee (CPIF) for three years and
finally, in FY 1967, a fixed-price-incentive-firm-target (FPIF)
contract was utilized and is the type still in use today.

The original contractor was SERV~-AIR Inc., who retained the
contract through 1972. The FY 1973 contract was awarded to
Northrop Worldwide Aircraft Services, Inc. This contraét has
been extended through exercise of government options until the

end of the fiscal year 1977.

The contract cost has grown from just over $4,000,000 in

FY 1961 to over $12,000,000 in FY 1976. While inflation has
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W accounted for a significant portion of the increased contract S

L

costs, expansion in contract scope and increased labor costs,

.

incident to unionization of the labor force, have also played

important roles in this rise.

Scope of Work. Since the inception of contract operations,

only one deletion has occurred, when base -ecurity was returned
to in-house accomplishment in FY 1969. Numerous scope addi-
tions have occurred over the years as a result of such things
A as increased flying hours and the introduction of more sophis-
el ticated aircraft types. Today, more than two dozen functional
. areas are contractor operated while, aside from the pure opera-
tional functions involved in flight training operations, less

By than a dozen are accomplished in-house. P

. Specifications. The statement of work is performance

233 oriented and broadly outlines the required end result. Exceptions
A to this general rule are found in functions such as aircraft

) maintenance, where Air Force technical data must be followed;

o

e

Il " Il :
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. in supply, where interface is required with standard Air Force

=
.

computer programs; and in the Fire Department, where a minimum

Rt ¥
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r
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manning is required.
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The basic philosophy calls for the Air Force to delineate
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"what" the requirement is and to allcw the contractor to deter-
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mine "how" best to meet that requirement. Management is the key

ingredient provided by the contractor in each of the functional
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-, areas, in addition to the provision of a skilled work force.
Thus, the specifications or statement of work encourages the
contractor to exercise management initiative to obtain higher

productivity and quality in the end product.

Wage Rates. Service Contract Act wage rates apply to all
service functions under contract. Additionally, sub-contracts

for construction require Davis-Bacon wage rates, when applicable.

Labor Unions. During the period when SERV-AIR was the

contractor, no labor union was in existence. Following contractqr
changeover to Northrop in 1972, a reduction in benefits and wages
resulted in employee dissatisfaction and led to the formation

of an employees' union. Since that time, employee satisfaction
appears to have been good. The existing union agreement con-

tains an article which prohibits strikes, slow-downs, etc., and

failure to comply with this article is sufficient grounds for dis-

ciplinary action, including discharge of an employee.

Surveillance. The senior Air Force officer, the Wing

Commander has overall responsibility for all base activities, and

exercises base support authority through the Base Commander. Admin-

o
v L

istration of the contract itself is through a Department of the

Air Force civilian (DAFC) known as the Administrative Contract-

e 4 35

ing Officer (ACO). He is a professionally trained procurement
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specialist and is the primary point of contact between the
Government and the contractor.

Parallel organizations have been established by both the
Government and the contractor. Assigned to surveil each
functional area under contract is a Technical Representative
of the Contracting Officer (TRCO). The Base Civil Engineer
is assigned, for example, as a TRCO and has, as his contractor
counterpart, the Director, Civil Engineering. A TRCO may be
either an Air Force officer or a DAFC, but in all cases, he is
technically qualified in the functional area he is assigned to
surveil. Training in contract philosophy and surveillance

procedures is given to TRCOs and monitored by the ACO. Daily

reports of contractor operations are received by the ACO from

I TRCOs indicating any discrepancies and corrective action

recommended. -
i 6?
- Again, emphasis is on the end product, rather than pro- L
T cedures used, and the contractor is encouraged to utilize manage- o

)
¥
v
»

ment innovations appropriate to the particular circumstance. In
GhK those cases where the contractor develops regulations or instruc-
;; tions which call for deviations from standard Air Force pro-
‘ cedures, these procedures serve, after approval by the TRCO, as
the basis for operation by the contractor as well as surveillance

s by the Air Force.

® ) ’ :

5 General Considerations. Subcontracts must be approved in advance
Oy

s by the ACO and normally involve accomplishment of special pro-

L
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S jects for construction, maintenance and repair. Cost of these LY
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subcontracts is outside of target price, however no additional

overhead is allowed for their execution. Government contracts

with local firms for purchased utilities, are assigned to the

Base Support Contractor for administration to maximize the single

responsibility concept. Utility costs, with the exception of

telephone, are a "wash through" from Government to utility com-

pany. Cost of telephone service is included within target costs.
The material and equipment utilized by the contractor is

basically Government furnished. An exception occurs in the area

of transportation equipment, where the contractor provides all

sedans, station wagons, aircraft refuelers and trash collection

equipment. _15:

Cost Savings and Work Quality. The visitor to Vance AFB sen-

ses a feeling of contractor pride in efficient, quality performance.

Additionally, employees give the impression that they feel their
job is dependent on their contribution to quality and economy of
operation.

Reported examples of savings to the Government as a result
of contract operation include:

1. About 450-475 personnel utilized in aircraft maintenance
compared to 700 military and civilian personnel at Reese AFB.

2. Ground transportation costs averaging 12.5 cents/mile
compared to the Air Force average of 18 cents/mile.

3. Vehicle downtime of 2.6 percent compared to the Air Force
average of 10 percent.

4. Approximately 120 contractor personnel employed in supply

compared to about 245 military and civilian personnel at Reese AFB.

99
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Advantages and Disadvantages. A number of advantages and dis-

advantages exist in the use of contract services at Vance AFB.

The most obvious advantage is the resultant cost savings. Con-
tributing to these cost savings, are the reduced facility re-
guirements for military personnel, minimized training require-
ments for both military and civilian personnel, and a more stable
work force in those instances where military personnel are utilized
at other comparable UPT bases.

The single contractor or umbrella concept for base services
contracting, provides a single point of contact for most situa-
tions requiring coordination in the day to day operations. When
subcontracts interface with utility ccmpanies or other subcon-
tractors, the prime contractor provides necessary coordination.

Concentration on the end product encourages the contractor
to exercise management initiatives to decrease costs. . This
management initiative is demonstrated in such areas as personnel
administration, where the utilization of multi-skilled workers
is maximized.

Although the advantages are numerous certain disadvantages
and potential problem areas must be recognized. Significant
among these is the lack of a legal restriction prohibiting con-
tract employees to strike. Although the current union agreement
contains a no strike clause, and has never been invoked, the
clause is theoretically subject to change at the beginning of
each union contract period. Additionally, lack of direct control
over the work force, reduced capability for mission change, and
restrictions on overtime work tend to reduce flexibility and must

be considered as disadvantages.
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New Contract. The present Northrop contract will

terminate at the end of fiscal year 1977. The planned start

date for the new contract is 1 October 1977 with an initial

period of one year, extendable at Government option for four

additional one year periods. To permit consistent evaluation of
proposals, all prospective bidders were required to submit the
following information:
1. Operation and management policies
2. Understanding of the requirement and proposed method
of operation
Evidence of financial capability
Experience
Manpower and utilization
Manpower requirements and source
Organization structure
Other government and commercial contracts
Mobilization (phase-in) plan
Price, including
a. Number of personnel, or man-year requirements by
job classification
Average annual salary and total personnel cost.
Overhead or support costs, itemized for each
functional area
Summary, including target cost, target profit,

ceiling price and sharing formula

9
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evaluation of proposals consists of a technical evalua-

The technical evaluation assigns

> points in the following areas:

I 1. Overall experience in aircraft and simulator maintenance
2. Overall experience in other basic support functions
3. Understanding of the requirements and method of operation
4. Management policies and procedures
5. Manpower resources and utilization
6. Mobilization (phase-in) plan
The price evaluation assigns points for cost realism and

risk, based on:

Target price

Final price resulting from a 5% overrun

3. Final price resulting from a 5% underrun

4. Ceiling price
The price evaluation utilizes the government estimate as a base
and provides points from a weighted formula in each of the four
categories above.

Competitive negotiation procedures are utilized and
negotiations are normally conducted with all bidders whose
in-

proposals are within a competitive range. Negotiation can

clude matters relating to clarification, technical interpreta-

Contract award is made to the conforming

tion, price, etc.

o

proposer with the best overall proposal.
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e AIR FORCE FLIGHT TEST CENTER (AFFTC)
. EDWARDS AFB

Introduction. Edwards AFB occupies a portion of the Los

Angeles, Kern and San Bernadino counties of California in the
western part of the Mojave Desert. The base and adjacent com-
munities are separated from the Los Angeles metropolitan area
by mountainous terrain, which serves to make the Edwards
military and civilian communities self-sufficient.

The mission of the AFFTC is to aonduct and support tests
of manned and unmanned aerospace vehicles; conduct flight evalua-
tion and recovery of designated aerospace research vehicles; per-
form development testing of aerodynamic decelerators; operate
the USAF Test Pilot School; and to support and participate in
other contractor test and evaluation programs.

The aircraft inventory includes fifty-six aircraft, which
are a combination of prototype, preproduction and production
models. Most of the aircraft are unique and/or modified for use
in development, test and evaluation programs. Personnel assigned

are approximately 3,250 military and 1,650 civil service.

Decision to Contract. The initiative for original contract

conversion at AFFTC came from the local commander based on pre-
vious experience at NASA, where he considered aircraft maintenance
to be effectively performed by contract. His interest, apparently

was a prime factor in the ability of the staff to produce a
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comprehensive feasibility study in a relatively short period
of time with a minimum of coordination problems. The initial
review of the aircraft maintenance function led to the con-
clusion that conversion to contract would be cost effective.

During the initial review, factors effecting contract operation

were identified. Since aircraft maintenance depends to a large

degree on supply operations, this area was also included with-

in the scope of work, following an initial favorable cost

evaluation.

Previous Contract Experience. Aircraft maintenance was per-

formed at Edwards by contract on two previous occasions. The
first was in 1973 when transition was made from F-104C/D air-
craft to F/RF-4 aircraft. The contract was utilized to main-
tain the aircraft being phased out, thereby easing the transi-
tion and eliminating a dual type workload. The contract was
with Lockheed, the manufacturer of the F-104 and resulted in

a 35% reduction in personnel.

The second aircraft maintenance contract deals with A/YA-7D
aircraft and resulted from the difficulty encountered by govern-

ment personnel in keeping the A-7 in operational status. The

ﬁf— contract was awarded in 1974 to the manufacturer, Ling-Temco-

ilf Vaught (LTV). Initially, LTV utilized factory personnel to
t!_ perform the maintenance, but shortly thereafter converted to
Eij local hires. It is estimated that the contract operation has
e
»!.
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been accomplished with 40% less personnel. The effectiveness
of the contract is demonstrated by the following:
1. Monthly availability up from 50+ hours to 75+ hours
2. Phase inspection time down from 14+ days to 6 days
3. NORS rate cut in half

4. Maintenance effort down from 40+ to 10+ man-hours per

flight-hours.
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Prior to concluding that contract operation was the best
technique, an AFFTC team made visits to Vance AFB, Sheppard
AFB, and the National Aeronautics and Space Administration (NASA).
The team generally concluded that contract operation of aircraft
maintenance showed potential for effective operation, with less
manning by a multi-skilled workforce, requiring less supervision

than the existing predominantly military operation.

Feasibility Study. To ensure that all factors effecting

the contract conversion were considered, a formal feasibility
study was made. Primary responsibility for aircraft maintenance
is vested in the logistics organization of AFFTC. A coordinating
group was established here to ensure that all necessary informa-

tion gathering was accomplished. Two full time personnel from

logistics were augmented as necessary from most of the AFFTC

support organizations. After the study began, the supply function

a3 s ima

PP E,

was identified as another candidate for contract conversion due

!, to the close interface with aircraft maintenance.
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The feasibility study contains chapters addressing
background, approach, conclusions and recommendations
Supporting data and information is contained in annexes,
which cover scope of work, manpower/cost comparison, finan-
cial, personnel, environmental assessment and procurement
plan.

The rationale for the conversion to contract of aircraft
maintenance and supply included a number of factors. The
most significant of these were the preliminary cost studies
required by AFR 26-1, the results of prior contracts at
AFFTC at other locations, and the basic concept of converting
only functions within one Deputy Commander;s functional area.

The feasibility study also included consideration of
items such as Government Furnished Equipment (GFE), Contrac-
tor Furnished Equipment (CFE) and the impact of strikes.

The concept calls for GFE, including spares and spare

parts, special purpose vehicles, specialized tooling and

test equipment. The contractor is to provide the general
purpose vehicles, hand tools and special clothing. Overall
impact of strikes is reduced since AFFTC does not have an opera-
tional mission, however, there are certain functions which

must be performed to ensure that damage does not occur to

government facilities and or equipment. To minimize the
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iy the impact of a possible strike, contingency plans are
required. Not only must the contractor provide a plan for
continuing essential functions in the event of a strike

or work slowdown, but the AFFTC is preparing its own in-

ternal plan should that of the contractor fail.

Manpower Comparison. At the present time, AFFTC is

utilizing about 1,100 personnel in the aircraft maintenance
and supply functions. This total consists of about 800
military and 300 civil service personnel. It is estimated
that about 700 contract employees will be required to provide

the same level of effectiveness.

Costs and Budget. The majority of the anticipated sav-

?:!} ings are in military personnel, which are not budgeted for
locally. Accordingly, cost savings will not be reflected

in the local budget. From the AFFTC viewpoint there will
actually be a budget increase in RDT&E funds to pay the con-
tract costs. The one-time costs involved in conversion are
significant and result in added cost for the first year of opera-
tion. These costs include those covering personnel overlap, per-
manent change of station funds for military personnel and
civilian personnel relocations, saved pay, lump sum leave

. and severence. Comparison of budget costs by year is:

107
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Appropriation First Year Second Year

Military Pay - $ 8.4M $13.1M
o&M L 0.1M - 0.1M

RDT&E 4 L1 I5M + 7.4M

TOTAL + $ 3.0M cost
(7.8%) (14.2%)

$ 5.8M savings

Contract. It is planned to utilize a fixed-price-incentive-

firm-target (FPIF) type contract, which was prescribed by Air
Force Systems Command (AFSC). Most of the local personnel would
have preferred a cost-plus-award-fee (CPAF) contract, since it
would provide for smoother start-up of contractor operations
and is more like the RDT&E contracts with which the Procurement
Office has the most experience. There seems to be no concern TN
regarding the FPIF contract's effectiveness, however, additional
administrative effort will be required.

The planned term of the contract is for a three year initial
period with a government option to extend for two one-year
periods for a possible total of five years. The initial three
year term is considered to be more cost effective to the con-
tractor and the Government by allowing the contractor to project in-
vestment costs and personnel requirements, thus allowing for a
lower overall cost. The possible reduction in contractor incen-
tive to perform satisfactorily during the first two years
was disregarded, since the general approach is to view incentives
in positive terms as something to be given, rather than in the

negative sense as something to be withheld.
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}j&< Most of the remaining aspects of the contract were based
on Vance AFB procedures and administrative details. These
include a performance oriented scope of work, similar proposal

evaluation techniques, and contract surveillance procedures.

Coordination. The requirements for effective and timely

coordinaticn are many and varied. Included are the AFFTC
organizational elements involved in contract conversion;

senior commands, including AFSC, the Air Staff and DOD; unions;
AFFTC personnel, both military and civilian; and local

Congressional representatives.

Coordination was required with most of the local AFFTC
organizational elements on the base. 2As might be exbected,
the most affected area was Logistics. Other elements involved
included Civil Engineering, Transportation, Morale Welfare &
Recreation, Comptroller, Judge Advocate, Procurement, and
Personnel. Close coordination and assignment of portions of
the Feasibility Study to the technical area involved was given
maximum attention. Meetings included only those personnel
required to cover the subject under discussion to reduce wasted
time by group members. Personal command interest and involve-
ment gave additional impetus to the coordination committee.

Early involvement of senior commands is considered essen-
tial since there are many questions that can be answered only at

a higher level headquarters. The establishment of an effective

two way information flow is essential and AFFTC has experienced
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the normal frustrations in dealing with headquarters com-

mands from a distance of 3,000 miles.

Because the local union was not brought into the picture

early enough, some difficulty has resulted. The union had

the local congressional representative sponsor a public meet-

ing regarding contract conversion plans. Only after this

public meeting occurred, were the problems in this area sub-

stantially eliminated. AFFTC now informs the union and

government personnel as new developments occur.

Summary. The Edwards feasbility study, although compre-

hensive, did take over one year to complete, which is sig-

nificantly more time than originally anticipated. In response

to the question of "What would ycu do differently if you

could do it over?", the reply was, "plan better, research

directives more thoroughly at the beginning, establish a

clear plan of action and milestones, and give more emphasis

to a public relations program." This would have projected

a more accurate estimate of the time required to complete the

study.

Command support is essential. The personal direction and

involvement from the AFFTC Commander kept the effort on schedule

and encouraged cooperation of all personnel involved. Further,

it is important that the headquarters command become involved

in the process on a positive basis and as early as possible.
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and statement of work are useful guides for an activity

considering a multiple function contract.
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AEROSPACE DEFENSE COMMAND (ADCOM)
Peterson Air Force Base, Colorado

Introduction. ADCOM has utilized multiple function

contracts at Ballistic Missile Early Warning Sites (BMEWS)
and Distant Early Warning (DEW) stations in Alaska, Canada
and Greenland for many years. These contracts are for total

site operations and maintenance.

Discussion. Contracts are the firm-fixed-price (FFP) type
and awarded for an initial three year period with a Govern-
ment option to renew for two additional one year periods.

The Government has never exercised an option and no contractor
has ever obtained renewal of a contract by competitive bidding
procedures. The FFP type contract is considered to result in
a considerable cost savings, particularly when compared to a
cost-plus type contract.

A performance type statement of work is utilized in general,
although the civil engineer portion of the contract specifies
minimum manning levels considered essential for winter operations.

Surveillance utilizes the TRCO method discussed earlier in
the Vance AFB portion of this Appendix with minimum staffing
by Air Force military personnel. TRCOs are normally Air Force
officers who rotate each year and receive training in
contract administration at ADCOM Headquarters on the way

to their assignment as well as refresher training by on-site
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visits of ADCOM personnel. Enlisted personnel are usually

assigned as assistants to the TRCO and receive their contract

training on station although future plans call for their
‘:5 training also to be at ADCOM on the way to their new duty
- station.
Other aspects of ADCOM service contracts are essentially
the same as those covered in the previous sections of this

Appendix dealing with Vance AFB and Edwards AFB.

Personnel Contacted. The following listing of personnel

contacted and interviewed during the research phase of this
study is provided to facilitate follow-on investigations as

required:

Headquarters Department of the Air Force, Washington, DC .

-,—? T, v o

. . “
S g i
Ay if e by Sty
. . Ly o
."." S "A‘ K
g b e >

Mr. J.J. Greco Manpower & Organ. (A) 222-9464 P
Air Training Command, Randolph AFB, Texas Py
1- EAT
Mr. Joe Kidwell Procurement (A) 487-2519 -%::ﬂ
Vance Air Force Base, Enid, Oklahoma jifi
—ed
COL T.J. Magner, USAF Wing Commander (A) 962-7201 t?fg!
AT
COL C.D. Wall, Jr. USAF Base Commander -7519 .$¢;3
‘_- 1
LTC R.K. Wolfe, USAF Procurement -7565 Zf;.";i:l
Mr. Howard Hunter Procurement (ACO) ~-7565
Mr. John Leib Civil Engineer ~7596
LTC R.B. Smith, Jr., Transportation -7434
USAF
CAPT J.W. Cummings, Supply ~7393
USAF
CAPT Brown, USAF Aircraft Maintenance -7406
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) Air Force Systems Command, Andrews AFB, Maryland

bl LTC T.W. Shinn, USAF Deputy Director Manpower (A) 858-3951

u & Organization

17 Air Force Flight Test Center, Edwards Air Force Base, California
COL C.C. Mitson, USAF Deputy Cdr Logistics (A) 350-2320

Mr. Les Fitchmiller Logistics -2320

Ef; Mr. Bill Dowdy Logistics -3271

:fi CAPT C. Smith, USAF Logistics =3271

- Mr. Dick Landis Procurement -2617

. Mr. Bill Brueske Management Engineering -3720

yl Team 28

North American Air Defense Comand-Aerospace Defense Command,
Peterson Air Force Base, Colorado

COL M.B. Rubenstein, DCS/Engineering & Svcs (aA) 692-3911
USAF ‘
LTC J. Wince, USAF Logistics -3728 Z
Mr. Jack Padgett Maintenance -3935
Mr. Jerry Weller Maintenance -3941
114
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APPENDIX III
SOME NAVY EXPERIENCES IN
MULTIPLE FUNCTION CONTRACTING
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APPENDIX III

SOME NAVY EXPERIENCES IN
MULTIPLE FUNCTION CONTRACTING

Introduction. Although the Navy has had considerable

experience in contracting, this has been generally limited

to functional areas selected by base commanders solely

on their own initiative. The most frequently selected candi-
dates for contractor operation have been areas such as berth-
ing, messing, trash and garbage collection, grounds maintenance,
bus service and maintenance of family housing incident to

change of occupancy. Traditionally, each functional area

has been contracted on an individual basis by either the

Réﬂ activity Public Works or Procurement Officers and l'ttle, if

any, thought or effort has been given to the idea . f consoli-

dating multiple functions into a single contract.

Background. To date, the sole significant experience in a

total contracting out effort in CONUS has been at  he Naval Sub-
marine Base, Bangor Annex, Naval Torpedo Station, Keyport, Wash-

ington (NTS, Keyport). SUBASE, Bangor is currently undergoing

a major expansion program encompassing new facilities construc-
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operations in the 1979-1980 time frame. This support will
g include a broad range of logistical services including ship
refit, crew training, missile support and supply functions
for TRIDENT.

A base services contract was awarded in September, 1975
by the Navy Regional Procurement Office, Long Beach, California
(NRPOLB) to perform base support functions for the rapidly
expanding Bangor site which were beyond the limited in-house
support capabilities of the then parent activity at Keyport.
This contract, awarded to Pan American, was a Cost-plus—award-
fee (CPAF) contract for a period of one year with a Government

option to extend the contract for two additional one year

periods. The first one year extension option was exercised
by the Government on 1 October 1976.

On 15 November 1975, the Project Manager, TRIDENT Submarine

}

F. System (PM-2) requested the Naval Facilities Engineering Com-
3 mand (NAVFACENGCOM) to provide for the necessary contractual
b

services to operate the SUBASE, Bangor at the expiration of
the one year extension. Shortly thereafter, the Western Division,

NAVFACENGCOM located at San Bruno, California, awarded a con-

tract to VTN Washington, Inc. to provide an engineering/
economic study which addressed certain base support functions
(both Public Works and non-Public Works) and provided Com-
mercial/Industrial (C/I) analyses and staffing recommendations

for the accomplishment of these functions. Over 60 individual
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C/I studies were conducted and comparative cost analyses of
public works functions demonstrated the preferred operating mode
to be by service contract. The results of the analyses of non-
public works type functions were influenced by the failure to
include military personnel costs in the analyses of those func-
tional areas. It is in these areas that military personnel are
normally found in greater proportionate numbers. Even then,
analyses indicated only the firefighting and waterfront mainten-
ance functions to be marginally cost-effective for operation by
the Government. After considering the various factors involved,
it was decided to include all functions in the contract effort.
Analysis projected a savings of 6% when compared to in-house
operations.

To aid in the orderly transition in the changeover of the
administration of contractural services from NRPOLB to NAVFACENGCOM,
supervision of the existing CPAF contract with PANAM was trans-
ferred from NTS, Keyport to the Public Works Officer, SUBASE,
Bnagor on 1 February 1977 concurrent with the formal activation
of that activity. This signaled the transition of contract admin-
istration responsibility from supply to engineer hands and was
concluded to be a logical transition since some 85% of the con-
tract was now for public works-type functions, although other ser-
vices such as security, fire fighting, bachelor housing operations
and messing were also included.

Discussion. The initial CPAF contract has provided the respon-
siveness and flexibility desired by the customer during a

period that has seen the base grow exponentially with new

facilities coming on line at a rate reaching $9,000,000 per
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month. While the CPAF contract provided the maximum of
customer satisfaction, it has probably not been the most
cost effective. As base operations approach a steady state,
it has appeared to be prudent to change over to a different
contracting technique. The new contract currently being
advertised will be a fixed-price-incentive~fee (FPIF) with

a firm target which will encourage the contractor to exercise
better management control and seek out new and innovative
operational and managerial techniques in his day to day
operations. It is envisioned that the use of an incentive
award will encourage the contractor to emphasize not only
work performance, but, of equal importance, maintenance
management. By encouraging the contractor to become an equal
partner in the management of the complex, the entire opera-
tion should provide a team effort on the part of the Govern-
ment and contractor alike.

The incentive to be utilized which will encourage the
contractor to accomplish the work with the minimum resources
consistent with the required quality' is set forth as
follows: 1) for costs over the target, Government/contractor
will share on an 85%/15% basis; 2) for costs under the target,
Government/contractor will share on an 80%/20% basis.

The specifications utilized in the proposed FPIF con-
tract are composed of three general types, performance, level
of effort and watchstanding. Performance specifications

govern approximately 60% of the workload and include the
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majority of the Public Works-type functions plus others
including supply and food service. An additional 35%
of the workload including engineering, automatic data pro-
cessing and building and structures maintenance utilizes
level of effort type specifications. The small amount of
the workload remaining is covered by watchstanding specifica-
tions and encompasses fire protection and security services.

Because of the high value of Government equipment and
material in the hands of the contractor, the contract pro-
posed by the Navy includes the requirement for both performance
and payment bonds, although initial informal contacts with
at least one large prospective bidder indicated that some of
the larger firms have corporate policies which discourage
participation in ventures requiring such bonds.

The new FPIF contract to be utilized at SUBASE, Bangor
is to have a base period of one year (1 October 1977 -
30 September 1978) with a Government option to renew annually
for a contract period not to exceed a total of five years.
It is interesting to note that most Navy officials would
prefer a base contract period for multiple years, say three,
with options to extend for a period not to exceed a total of
five years. This longer base period, they postulate, would
allow the contractor to provide a more favorable bid if he
were able to amortize "tool-up" costs over an assured multi-
year base.

The specifications require that bidders provide a con-

tingency plan in the event of potential work stoppages caused
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& by strikes. Additional thought has been given to this
possibility by NAVFACENGCOM contracting personnel and it is

i envisioned that personnel from Public Works Centers and Naval

\ Shipyards on the West Coast engaged in similar commercial

or industrial type work being contracted for would be

. brought to Bangor should a work sﬁoppage appear to jeopardize
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Military personnel would also be available for use in some
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of the less technical areas, if necessary.

To assure a fair and accurate assessment of the numerous
contractor proposals anticipated, a detailed listing of
evaluation factors has been developed and published. These

factors are organized as follows:

1. Personnel, Resources and Productiveness i
: a. Identification of Key Personnel f
b. Qualifications of Key Personnel -
a. Integration of Key Personnel .
2 Proposers Experience in Contract Support Services {
a. Facility and Equipment Maintenance and Repair
b Transportation, Maintenance and Operations
Cia Utilities Operations and Maintenance
d. Supply Operations
e. Security
£ Fire Protection
3% Management and Administration
2 a. Lines of Authority and Supervision
f; b. Accountability for Mission Function
ﬁ; e Accounting Practices/Procedures
?l d. Phase In Plan
i 4. Comprehension of Specific Requirements ¥
18 a. Manning ad i
- b. Material L X
\Y - Equipment EASNI NG
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B Proposer's Method of Organization
a. Interphase with Government Operations
b. Innovation
o Sufficiency of Plan

Quality points will be awarded for each of the above
factors and sub-factors and award of the contract will be
made to that firm offering the lowest dollar to quality

point ratio.

Personnel Contacted. The following listing of personnel

contacted and interviewed during the research phase of this
study is provided to facilitate follow-on investigations as
reguired.

Headquarters, Naval Material Command, Washington, DC

CAPT D.A. Morton Director, Facilities, (A)222-3162
Environ., & Industrial
Resources

Headgquarters, Naval Facilities Engineering Command, Washington,DC

RADM N.W. Clements Dep Cmdr for Planning (A)221-0090
CAPT €.T. Courtright Dep Cmdr for Management -9541
CAPT J.A. D'Emidio Asst Cmdr for Ops & Maint. -0028
CDR C.J. Gibowicz Dir., Public Works Div. -8194
Mr. Walter S. Evans Dir., Contracts Div. -9121

Navy Public Works Center, San Diego, California

CAPT B.L. Saravia Commanding Officer (A)958-2653
CDR Gordon Tinker Executive Officer
LCDR T.B. Michna Dir., Contracts Div.

%! 122 s
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i Western Division, Naval Facilities Engineering Command,

San Bruno, California

CAPT P.D. Olson Commanding Officer
CAPT R.W. Auerbach

CDR J.A. Ruscyk Head, Facilities Mgmt

Dept.

Navy Submarine Base, Bangor, Washington

CAPT James E. Ford Public Works Officer

OICC NAVFACENGCOM Contracts, TRIDENT, Bremerton,

Head, Acquisition Dept.

(A) 859-2901

(A)744-4640

Washington

CDR D.R. McKibben Planning Officer

(A) 744-4208
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APPENDIX IV

SOME ARMY EXPERIENCES IN

MULTIPLE FUNCTION CONTRACTING (-7
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S APPENDIX IV
u: SOME ARMY EXPERIENCES IN
a5 MULTIPLE FUNCTION CONTRACTING
;; Preface. The informgtion presented herein is presented
' as a summary of some recent examples of Army efforts in v
this area based upon on-site wisits and interviews, aug-
{;i mented with research of Army directives and other documents.
ZLE The majority of the data presented came from study group
:;i visits in April, 1977, to three Army locations, specifi-
;?. cally: the Office of the Deputy Chief of Staff for Logis-
3% tics, Headquarters, Department of the Army, Washington, DC;
- ( the Headquarters, U.S. Army Training and Doctrine Command
(TRADOC) , Fort Monroe, Virginia, an Army major command
staff; and the Headquarters, U.S. Army Signal Center, Fort
Gordon, Georgia, an Army field activity. The intent of
;ﬁ this review of Army experience and procedures is to gain
E insight into their methodology and to aid in the develop-
g ment of Navy procedures.
;_. Introduction. As a component of the Defense Department,
éé the Army functions under DOD implementing directives in
!3 terms of C/I reviews and cost comparisons. In November 1972,
ffﬁ j
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Army Regulation 235-5, entitled Management of Resources,
Commercial and Industrial-Type Functions was promulgated.
This directive, quite similar to those if its sister ser-
vices, provided the basic Army policies and procedures of
the management and contract conversion comparisons of C/I
functions. Understandably, it provides no unique policy
exceptions nor emphasis.

The Army major commands, in turn, have also issued
similar implementing instructions or guidelines to those
field activities under their authority. The Army has no
CONUS bases wherein a majority of the base operational sup-
port functions are performed by private enterprise under
contract. With respect to the concepts of such total base,
or multiple function, conversions, Army attention has been
focused on training activities, under TRADOC control,
rather than at bases oriented toward combat and combat
support commands. It is envisioned that the first substan-
tially total Army base conversion to contract will occur

within the next year.

The Army thus far has initiated OMB A-76 conversions al-

most exclusively through single function transfers to contract.

Such activities as janitorial services, trash and garbage

collection, and school bus operations are typical of those
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functions being performed by contract at many Army locations
and Fort Rucker, Alabama, is presently contracting the air-
craft maintenance activity on its training helicopter fleet.
Approximately 70% of the Army's CONUS C/I functions are being
performed in-house, however, with either civilian and/or

military personnel.

Background. On 24 May 1974, the Commanding General, U.S.
Army Signal Center, Fort Gordon, Georgia, forwarded a recom-
mendation to the Commanding General, TRADOC that a multi-
function conversion to contract effort be undertaken at Fort
Gordon. Functions in the industrial operations area were
recommended as an Army test case of this concept. This recom-
mendation was based upon a local command review of the present
methods of performing these functions, a survey of the local
area employment situation, and a strong feeling that such a
conversion would be both more cost effective and responsive

than presently employed methods. It is interesting to note

1
1.0x

that the original concept for this conversion originated at
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a field activity, as opposed to its being a directed effort
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from above as might normally be expected. On 19 September 1974,

.

Department of the Army (DA) concurred in the Fort Gordon con-
cept and declared it to be the Army test case for such base
support function conversions to contract.

Briefly, the Fort Gordon concept originally envisioned a

single contract converting ten functions to contractor
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operation. These functions, all currently under the purview
of the Directorate of Industrial Operations, included such
tasks as family and bachelor housing operations, equipment
maintenance (primarily communications and motor vehicle items),
food services, laundry tasks, supply functions, and motor
vehicle operations. It should be noted that functions related
to the maintenance of real property, such as those associated
with facilities, utilities and other public works matters,
which come under the Directorate of Facilities Engineering,
were not considered for conversion under this concept. As
cost comparison studies were perfected, additional functions
were added to the proposed umbrella contract until the present
total of nineteen functions was reached. Additions included
more supply functions, transportation movement operations, and
finally the maintenance of family housing. Again, the majority
of public works type functions were still not included.
In-house costs were strictly accounted for in accordance
with the procedures of OMB A-76, and were then audited by
the Army Audit Agency. Contract costs were obtained through
a solicitation of information-only bids from twenty large pro-
spective contractors, three of whom responded in detail.
Based upon these initial comparisons, it was concluded that
contracting was feasible and would result in at least an equal
level of services performed at an annual savings of about
12%. Further details on various aspects of the Fort Gordon
experience will be presented in_the discussion portion of

this Appendix.
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Since complete reliance could not be placed upon the
validity of informational price quotations and the constituted
no legal agreement with the contractor, the DA decided that
separate tests would be conducted at four TRADOC bases to
validate savings, quality, and levels of services by actually
contracting the functions. The first of these tests would be
the Fort Gordon case which converts essentially the purely
industrial operations at a large and fully operational training
base. A second test was directed at another large and fully
operational training base, Fort Eustis, Virginia. Here, how-
ever, the functions to be converted would primarily be those
related to facilities engineering or public works. The third
site chosen was a much smaller base, Carlisle Barracks,
Pennsylvania, the home of the Army War College, where a
majority of base operations support functions would be converted.
The last test location was a small base, Fort Chaffee, Arkansas,
now almost in a caretaker status and used only for reserve
training, where the total base operations support functions
would also be contracted. Detailed cost comparison studies
for all four sites were conducted in late 1974, and they have
been refined and updated in 1975 and 1976. 1In all cases,
studies indicated the contract option to be more cost effective.
To date, none of the conversions has taken place, but Fort
Gordon, the originally selected test case is scheduled for

contract implementation in April, 1978.




Procedural and conceptual implementation difficulties,
coupled with bureaucratic delays, resulted in postponing the
actual execution of a test conversion. The major reason for
the delay was a DA directed civilian manpower ceiling reduc-
tion of 1,000 ceiling points for TRADOC bases in FY 1977.
Staff personnel engaged in the conversion studies were forced
to divert their attention to determining optimum methods for
absorbing these single function reductions among sixteen Army
training sites. Multiple function conversions were suspended
temporarily in response to this time sensitive evolution.

The proposals for Eustis, Carlisle, and Chaffee are presently

dormant; however, final execution planning is well underway

g

for the Fort Gordon conversion.

T
.

Discussion. With respect to the indentification of R
candidate functions and/or locations for possible conversions
to contract, cost was the dominant factor in the decision mak-

ing. The Army established a major ground rule in restricting
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multiple function tests to training command bases only. The
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Within TRADOC, the four test cases were chosen to allow for a
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varied cross section of commands having a variation in tempo

.

— k]
._." . % aa,

of operations, size, and functional areas. The cost aspect

‘. remained paramount, however, and initial functional areas were
-~ selected for inclusion in the proposed umbrella contract based
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almost exclusively upcn the cost data available in the OMB
A-76 inventory bank, with generic groupings being developed
for each site. A bureaucratic approach was apparent, however,
as industrial operations were included and public works func-

tions were excluded at Fort Gordon, while the reverse occurred

at Fort Eustis. It is anticipated that functions or sites
for all conversions will remain dominant.

An important aspect of Army conversion experience is the
firm requirement that all conversion cost studies must be
formally audited by the Army Audit Agency. This requirement
assists in eliminating possible local or major command bias
and ensures maximum objectivity in cost comparisons.

Based upon observations at the locations visited, it was
evident that the Army considered the critical aspect of the
program to be the provision to prospective bidders of the
best possible contract specifications or statements of work.
Army directives are quite emphatic in specifying that state-
ments of work used for computing in-house costs must be
identical to those included within the specification upon which
the contractor will base his proposal. The philosophy followed
in the Fort Gordon test case is one of exclusive reliance on
a performance specification which, for all functional areas
involved, states the end result desired. Great care has been
exercised in this regard to keep away from overly rigid and
too detailed specifications, in that it is considered that such

excess rigidity, it is presumed, will lead to possible
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antagonism and difficulties between the Government and the
contractor in administration and execution. This emphasis
evolves from the principle that, in contracting for industrial
operations at Fort Gordon, the Government is buying expertise
and knowledge. Accordingly, it would be counter productive

to dictate to the contractor how to do the job.

Related to type of statement of work to be utilized, Fort
Gordon developed a technique using detailed functional descrip-
tions known as Standing Operating Procedures (SOP). These SOPs
are similar to job descriptions, and are written for each sub
set of functional area, such as the housing furniture inventory
section. These SOPs are not a formal part of the specification,
but are available, as part of a reference library for the £
prospective bidders to examine and better understand the de-
tailed operations of functional areas. The successful con-
tractor will be required to update and revise these SOPs
periodically during the term of the contract.

In contrast to the utilization of informational bid offer
procedures at Gordon, Eustis, Car;isle and Chaffee, the Army,

in accordance with recent DOD Directives, will evaluate pro-

posals at Fort Gordon by means of the Firm Bid/Offer Technique. ‘Qy
If the contract proposal, acceptable in all other respects,
is lower than the Government price, a contract award will be

made and the conversion will be implemented. - ij
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All four test sites plan to utilize a single umbrella
contract. This approach is taken primarily to afford the
Government a single point of contact and, center total respon-
sibility with one source, thus facilitating contract administra-
tion. Further, it is hoped to encourage the larger and more
experienced corporations to submit proposals. Government owned
facilities and equipment now utilized in house to perform
the functions will be provided to the contractor.

The Army plans to negotiate a cost-plus-award-fee (CPAF)
type contract, as it believes that adequate historical data
is not available to allow for initial conversion to a fixed-
price-~incentive-fee (FPIF) type contract. Army policy also
limits the initial term of the contract to one year, with
provisions to extend at Government option for two additional
one year periods. Thus any successful bidder is limited to
a maximum contract term of three years before he would
have to recompete for a new award.

The Army acknowledges that the success of any multi-func-
tion conversion is dependent on the understanding and strong
support of the concept by command. A dedicated effort is under-
way to ensure such support for the program by senior Army
officers both at the test locations and at higher staff levels.

Difficulties in effecting conversions due to objections
by Government employee unions are anticipated. The Army is
keeping the unions and congressional delegations continuously

informed as to program status, and plans to allow prospective
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conversions to stand on their own merits by making available all
aspects of the cost studies after a contract is awarded. Local
community benefits from conversions such as tax base increases,
additional cash flow through local banks, and probable employ-
ment increases to replace military personnel are also being

emphasized.

With respect to evaluation of contractor proposals, a
rigid and detailed point assignment matrix is not now planned.
Such an overly detailed matrix is considered too binding.
Rather, in the Fort Gordon case, two broad eva;uation areas
have been identified as being essential in determining the

successful bidder. The first of these areas concerns the

RET e e S B W

firm's management capability, jincluding his overall operation W

and existing and proposed organization. This sector includes

i

a review of company policies, organization and structure,
manpower levels, and utilization technigque. Of almost equal
I importance is an evaluation based upon the technical and quality
control merits of the proposal, including a review of the
firm's experience and its expressed understanding of the con-

tract requirements. Next will come an evaluation of the price

- re—ETY R WL

and cost aspects of the proposal and, finally, the contractor's
safety program will be assessed.

The request for proposals at Fort Gordon, for example,
calls for the proposer to submit his offer in five volumes

as follows:

P D ]
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@ Summary and General Information

Sl ¢ Management Plan
® Technical and Quality Control Plan
@ Price and Cost Proposal
0 Safety Program

The Army concept calls for a clear understanding on the
part of the successful contractor of the output or performance
level required, coupled with a mutual acceptance of the
method for evaluation leading to award.

Study is still ongoing with respect to alternate methods
for administering the first of these multiple function con-
tracts, with extensive use of lessons learned from Air Force
experience. The purely administrative aspects of the contract
and the final decisions on items of potential dispute rest

Lo, with the Administrative Contracting Officer (ACO). These func-
tions include items such as decision on change orders, cost
verifications, and processing of periodic payments. Existing
procurement personnel will probably fill these roles, however,
performance and quality control considerations will rely al-

most exclusively on functional expertise provided by approp-

riate Government military or civilian personnel within their

respective areas. This technique is envisioned as a means to

provide better contractor-to-Government liaison, to identify

possible problem areas as early as possible, and to develop a
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cooperative and cohesive environment. This policy acknow-
ledges a requirement for extensive staffing. At Fort Gordon,
for example, a requirement for 51 Government employees in
surveillance roles is envisioned for a total contractor work

force of about 850 personnel.

Concerns. The Department of the Army has identified four
major areas for concern in implementing multiple function con-
tracting. The first of these involves the provisions of law
and Armed Services Procurement Regulations as they apply to
service contracts. The Civil Service laws, the Davis-Bacon
Act, and the Service Contract Act also can impact directly on
base operations contracting. For example, contracts must not
impose such controls on contractor personnel which in effect,
make them essentially Government employees. Further, wage
determinations issued by the Department of Labor under the
Service Contract Act effect contract costs as wages are adjusted
to reflect changing rates in the local area. Strict compliance
with these and similar legal provisions is essential. A key
issue in this area is the avoidance of semblance of a per-

sonnel services contract.

A second major concern is the Army's capability to deal
with the effects of strikes and other work stoppages, the im-
pact of which could be most severe. The Army intends to use
= - .
C:Q military personnel on an emergency basis as needed, but it
B ¥ s
tf? recognizes the potential difficulty in sometimes finding troops
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with the requisite skills. 1In addition, policy and regula-
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tions preclude the use of troops for certain types ~f work and
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in specific situations. Further, DOD impartiality in labor
disputes must be maintained. The strike problem in such
cases is no different from that in other Government contract-
ing, where there is no way to ensure that functions will con-
tinue to be performed. The present approach is to require
proposers to submit both a summary of their prior labor
relations history, as well as a work stoppage contingency
plan. The Government hopes to place responsibility for pro-
blems resulting from such issues on to the contractor as much
as possible. Concurrently, the Army plans to develop internal
strike contingency plans for each converted base which could
involve such actions as airlift of a replacement work force
’{ff for critical areas. The potential for difficulties due to
work stoppages increases considerably as greater numbers of
CONUS locations are converted to contract.

A third expressed problem area is the impact of increased
contracting on maintaining a CONUS rotation base for combat
skilled personnel, particularly in the fields of specialized

maintenance and supply. Military personnel are assigned to

billets at the installation level to balance the rotation

base, and where deficits exist, to help reduce them. The pro-
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blem can readily be managed if only the four test sites are
converted, but extensive implementation of the contract concept

results in potentially more significant difficulties. The

L3/

- 9
AT A A W
e

" » v gk A0) -
. B N e SR AR e B ]

3
PO o SRR o, o Wit o 4 S

SRS A LR RG O TR S e
A O s




T sl i s~ S s i S it bl i pid -l S0 ghal e getand gulb il RUE e L e DL E S Sl el S R A S s bl S

:I
"

g f' ". v

|y

.
.

! St 7o -
Y

v T
e,
TR Rk

4y

issue is far from resolved, although billets for certain
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critical occupational specialities have been identified for

retention despite contract conversions.

The last major area of concern involves the impact and
the proper manner of accounting for military personnel costs
and other cost elements not budgeted for at the base or major
command level. Military personnel costs are properly in-

cluded in cost comparisons if, as a result of conversion, the

-

military billets are actually eliminated and taken as reduc-
tions to total Army end strength. If, however, for reasons
such as the preservation of CONUS rotation base described above,

those military billets replaced by contract are then reprogram-

med elsewhere, the cost accounting technique is faulty. If

the actual cost of those elements not locally budgeted for,
such as civilian retirement items, and tax losses were included
in comparisons, the real costs to the Government through con-

tract may be less than those expended on in-house performance.

The actual out-of-pocket expense to contract out may, however,
be greater at the local or major command level. These examples

emphasize the necessity to ensure that such shortfalls are

identified early enough to allow fund reprogramming actions

Tl Uk 3 B

to be taken, if and when necessary. This is a difficult task.
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A Personnel Contacted. The follewing listing of personnel
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contacted and interviewed during the research phase of this

study is provided to facilitate follow-on investigations
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as required.
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Headquarters, Department of the Army, Washington, DC

Mr. W.F. Floyd Commerical and Industrial (A)224-4045
Activities, Office of the
Deputy Chief of Staff for
Logistics

Headquarters, U.S. Army Training and Doctrine Command, Fort
Monroe, Virginia

COL C.R. Weeks Head, Mgmt & Budget Div (A)680-2328

Mr. E.C. Francis Head, Mgmt Branch -3710
LTC R.L. Walcloff Mgmt. Branch -4256
Mr. P.Q. Ericksen CITF Section ~3353
) Mr. T.L. Craft CITF Section -3034
CPT J.A. Leming CITF Section -2926

Headquarters, U.S. Army Signal Center, Fort Gordon, Georgia

COL M.F. Lynes Director, Industrial Ops. (A) 780-3225
Mr. H.L. Jones Admin & Resource Mgmt -2675
Mr. M.E. Breland CITF Section -6483
Mr. W.A. Youngblood Procurement Division -2334

Mr. W.L. Morris Contract Branch -6034

COL R.H. Barton Director, Facilities Engr. -4227
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