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CHAPTER I

INTRODUCTION

Background

Since 1955 the United States has had a policy in
writing concerning how it will obtain the commercial or
industrial products and services it needs, as illustrated
by the statement:

The Government's business is not to be in

business. Where private sources are available
they should be looked to first to provide...goods
and services needed by the Government [24:2].

This Federal policy is presently printed in the
Office of Management and Budget (OMB) Circular A-76. OMB
Circular A-76 (revised March 1979) on "Policies for
Acquiring Commercial or Industrial Products and Services

Needed by the Government'" reaffirms the Government's general

3 policy of reliance on competitive private enterprise for

goods and services when feasible, and when economically
beneficial to the Government (24:2). This policy has become
increasingly noticeable in the daily operations of most
4 military bases as more and more support services are supplied
by contractors instead of being performed in-house.

OMB Circular A-76 outlines the two possible ways

the Federal Govermment will acquire products and services

o r
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from Commercial or Industrial Type Activities (CITA). The
first is through a government CITA, defined as one that

"is operated and managed by a Federal executive agency and
which provides a product or service that could be obtained
from a private source [24:2]." A government CITA can be
composed of military and/or Federal civil service personnel,
and is also referred to as an in-house operation. The
second method is through a private commercial source, which
is, "a private business, university or other non-Federal
activity...which provides a commercial or industrial product
or service required by Government agencies [24:3]."

OMB Circular A-76 builds on three equally valid
policy objectives: first, the Government is to rely on
the private sector to provide the CITA services needed when
they are available; second, the Government must maintain
certain functions that are inherently governmental in nature
as in-house operations; and lastly, the Government will aim
for economy through cost comparisons.

There are four basic reasons why the Government needs
to keep certain functions in-house. First, there may not
be a satisfactory private commercial source available, or
the available private source may cause an unacceptable
delay or disruption of an essential agency function. A
second justification has to do with national security.
There are some jobs that must be filled by military person-

nel because they are utilized in or subject to deployment
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in combat or a direct combat support role. Third, there are
some jobs needed for training in those skills exclusively
military in nature. Lastly, there are some jobs needed to
provide appropriate work assignments for career progression
or as a rotation base for overseas assignments. If any of
the above reasons are given for an in-house versus a private
CITA, very specific justification must be given and approved.
Not in every case will the Government contract with
a private commercial source, even though one may be avail-
able. The third policy objective of OMB Circular A-76 is to
determine the most economical means available by use of
cost comparisons. This means a rigorous comparison of
contract costs versus in-house costs is to be used, and the
present method of cost analysis used formats outlined in the

OMB Circular A-76, Cost Comparison Handbook, which was

released as a supplement to OMB Circular A-76 in March 1979,
If the Government can provide the product or service in
question at a lower cost, a government CITA may be authorized
(24:1-9).

The Government's policy of relying on the private
sector was originally stated in January 1955 by the Bureau
of the Budget (BOB) (later renamed the Office of Management
and Budget) with the publication of BOB Bulletin 55-4, and
its subsequent revisions in 1957 and 1959. However, the

policy then was very general and consequently not very well

it bt M i MM




enforced. An investigation of the policy was reported to
Congress in June 1964 by the Subcommittee on Manpower of
the Committee on Post Office and Civil Service. The report
was critical of the ways the policy had been interpreted,
particularly of interpretations where restrictive civil
service manpower ceilings were the prime reason used for
contracting out, even though in many instances the contract
personnel were more expensive. The report also emphasized
that realistic cost comparisons were not being made. The
subcommittee recommended that the BOB revise its policies
and develop definitive comparative cost data relating to
contractual versus in-house operations. BOB Circular A-76
{later renamed OMB Circular A-76) was shortly thereafter
published in 1966 giving guidelines and costing procedures
to be used for cost comparisons (10:1-50).

During the early years of implementing the A-76
guidelines, the estimated personnel costs of using civil
service employees most of the time undercut the private
commercial costs. This brought complaints from
the private sector that they were not being treated fairly
in the market. An Army Procurement Research Office report
on Commercial/Industrial-Type Activities (CITA) published
in 1976 concluded..."The CITA program is ineffectual and,
in short is not working as intended to promote reliance on
the private sector...it appears to have been implemented

merely to comply with policy statements [13:95]." After

4
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much study, a revision of A-76 was made in October 1976
which provided clear guidelines on how to conduct cost
comparison studies.

A major change in these clearer guidelines was the
raising of the standard cost factors used for computing the
cost to the Government of Federal employee retirement and
insurance benefits from 8.44% to 28.7%. Shortly after the
publication of these revised guidelines, the FY-78 Defense
Authorization Bill went through Congress and included a
reduction of some 5,000 manpower spaces (9:40-41). DOD
planned to absorb the manpower reduction in the support
services areas, rather than in the combat forces, and planned
to use A-76 criteria to identify and select functions which
would be contracted out. The Civil Service union, the
American Federation of Government Employees (AFGE), mean-
while had responded to the revised A-76 with a lawsuit
charging that the cost factors were too high and were pricing
them out of the market. OMB in turn responded by a review
of OMB Circular A-76 implementation in June 1977, and
also temporarily lowered the retirement and insurance cost
factors to 18.1%. This reduction proved too late, however,
as Congress, in the FY-78 DOD Appropriations Act, incorpor-
ated a moratorium on contracting out pending the result of
the joint review by DOD and OMB. An immediate consequence

of the moratorium was that the 5,000 manpower spaces deleted

by the FY-78 DOD Authorization Bill could not now be contracted
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out. Various actions were used to continue the services
until the end of the moratorium such as freezing assignments
of the remaining military personnel, temporary hire of
civilians, and TDY augmentation (25).

The moratorium officially ended 15 March 1978 when
the Air Force announced it was again planning to conduct
in-house versus contract cost comparison studies of several
base level activities. A news release listed 48 locations
for review of one or more of the following functions: audio-
visual services, custodial services, supply, food services,
training support, trainer fabrication, refuse collection,
fuels storage, family housing maintenance, laundry and dry
cleaning, tracking facility support, precision measurement
equipment laboratories, military aircraft storage and
disposition functions, aerospace guidance and metrology
center functions, radar maintenance and base operating
support functions (28)., The authorization to proceed with the
studies was received from HQ USAF/MPMX on 4 September 1978.
Each major command was instructed to draw up milestone
charts for each study which would set target conversion
dates "as early in FY-79 as possible, but no later than
FY 4/79." The studies were to be conducted following the

policies and procedures in AFM 26-1, Manpower Policies and

Procedures, to determine which forms of manpower should be

used to accomplish essential Air Force workloads (5).
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Quoting AFM 26-1:

The Air Force workload may be accomplished by
three types of manpower: military, inservice
civilian employees, and contract services manpower.

L Past experience indicates that all three types of
manpower have been responsive and dependable, rela-
tive to accomplishing sensitive and important work-
loads. Various factors promote and restrain the
use of each type of manpower resource. The predom-
inant influence is the necessity to maintain an
optimum military manpower posture, at a level that
will efficiently meet combat and direct combat support
requirements. Other major considerations include
requirements to: (1) Maintain control of the work
force with military and inservice civilians;

g (2) Comply with established manpower ceilings;

avoid personal service contracts; (3) Rely on the

private enterprise system to the maximum

possible, consistent with national interest require-

ments; and (4) Use the least costly form of civilian

?anpower Yhere relative cost is the deciding factor

35:p.1-1].

f Later paragraphs elaborate on exactly when each type of
manpower will be used, emphasizing that the first step is
to determine when military personnel are essential. For
example, a position is determined to be military essential

3 when it is for combat, direct combat support, indirect

combat support, career progression, or a limited list of

other reasons (35:pp.1-3 to 1-4).

In the periods before, during, and after the moratorium,
several research studies were conducted highlighting the
; problems involved in contracting for service«= and making
E recommendations on how to solve them. The majority of the
reports identified problems in writing adequate initial

Statements of Work (SO¥Ws) and in assuring a contractor was

performing properly once the contract had been let. The
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most frequent recommendations were that standardized guide-

lines needed to be established on how to write statements
of work so that valid cost comparisons could then be made,
and that there needed to be a uniform method of assuring that
the contractor was performing at the required quality level
(8:1). '

In the overall area of contracting for products
and services, a recent Rand report (4:17) concluded that
there has been a "thrust toward greater use of contract hire
personnel in the DOD since the Vietnam War.'" The report's
data indicated a one and one-half to two times greater
amount of contract-hire personnel in the post-Vietnam time
frame. This data was interpreted in the report as possibly
reflecting a response to the lowered manpower ceilings which
occurred after Vietnam. The ceilings in effect forced the
Government to contract for requirements, since many functions
previously performed by the deleted positions still needed
to be performed.

R.L. Nier in 1976 analyzed some of the problems associ-
ated with DOD service contracts, and noted that inadequate
specifications, the lack of advance planning, and contract
administration accounted for 93 percent of the reported
problems. He listed several examples in OMB Circular A-76
of ambiguous wording that says '"may" rather than "will," and
concluded that the most controversial areas were the cost

comparison criteria and violations of the Civil Service

Laws (22:6,9,25).
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In 1977 L.R. Hawkins studied the effectiveness of
service contract specifications and concluded that one of
the mainstays to acceptable service contracting was an

adequate description of the tasks required..."It is well

accepted in procurement channels that this emphasis shift

has not occurred, and the definition of work or task require-
ments continues to be an enormous problem. Since these items
are vital in communicating to a potential contractor the
Government's needs, their importance cannot be minimized
[12:8]." Hawkins made criticisms to the effect that the

A specifications written for service contracts often were
ambiguous and did not contain the necessary quality assurance
factors to measure the required work. He recommended that
abstract terms in the specifications should be related to
examples. He also recommended that the DOD should develop

a course on base level contracting, and should include a
strong section on service contracting (12:19).

A U.S. Army Audit Agency report on Commercial and
Industrial type functions in October 1977 found that the
reliability of the cost comparisons, which provided the basis
for determining the most economical method of performance,
was low and could be improved. The recommendations were:
to revise the guidance for computing selected elements of
in-house cost, to include milestones to be followed, to con-
duct surveys of the local commercial market prior to requesting
bids, and to set standards and criteria for estimating

contract administration costs (31:4-6).

9




T.A. Conner in 1978 looked at service contracts and

their administration and concluded that the most complaints
under this type of contract did not result from the way the
contract was written. Rather, government control and/or
direction of the contractor personnel was the most often
cited problem (3:23). Interviews with base procurement office
personnel indicated that the Technical Representative of the
Contracting Officer (TRCO) concept had had mixed results and
suggested that a new approach to administering service con-
tracts was needed. They indicated four major areas that 1
needed improvement in the Statements of Work: 1) listing of
essential versus nonessential requirements, 2) a method of
adequately expressing quality assurance testing requirements,
3) the acquiring of technical data, and 4) what management
data should be delivered under the contract. He also identi-
fied industry complaints of SOWs that were too complicated
to comprehend and also SOWs that were not definitive enough.
This caused contractors not to submit bids because of the
uncertain tasks required (3:40-41). Conner's final contention
was that administration of service contracts was poor and the
same mistakes were being made year after year (3:57-59).

D. Harden in 1979 looked at problems which occurred
in writing service contracts starting from the point in time
that the decision was made to convert a CITA to contract

rather than to remain in-house. She noted the need for

10




obtaining and writing accurate performance specifications,
and commented that often after a contract was awarded, it
turned out to be inadequate and did not cover all that was
wanted. An example contract was given which had 105 changes
resulting in an added cost of $180,000 (10:15).

The problem of changes in the contracts once they had
been let was one of the many addressed by K.A. Roberts, who
in 1978 explored the pros and cons of contracting for goods
and services by the USAF. He gave examples of Research and
Development (R § D) contractors bidding in on a contract
(bidding in basically is where a contractor deliberately
bids low in order to win the contract, but with the intentions
of making the losses up later through changgs) and winning,
then suing on grounds that the procurement specification was
not adequate to bid properly and asking for higher costs
(27:54). On the other hand, he gave instances of where
replacing government guard services with a private contrac-
tor saved 30 percent of the previous cost. Another example
was cited where replacing government building cleaning personnel
with contractor personnel gave a 32 percent cost saving (27:48).

One of the more important studies was headed by
K.L. Gerken from November 1976 until April 1978 for the
Air Force Logistics Management Center on identifying and
resolving some of the historical problems of base level
services contracts. It highlighted the need for both defini-

tive statements of work and a usable quality assurance

11




technique. The conclusions were that definitive work state-

ments could be developed using output or performance oriented
SOWs rather than the historical process or method oriented
statements. A procedure of structured analysis was described
to break down the work output requirements into individual,
measurable elements. Quality control methods, in a control
loop, could then be used by the contractor to measure output
against requirements. Quality assurance plans, which employ
MIL-STD-105D random sampling techniques, are then developed
for the government to measure performance against the require-
ments standards. As a result of this study, AFR 400-28 was

implemented. AFR 400-28, Base Level Services Contracting,

except for Volume I, is still in draft format. It prescribes
the systematic means for developing statements of work and
quality assurance surveillance plans just discussed, and
tells how to write performance into statements of work
(8:1-7). Each volume, except Volume I, applies to a specific
category of service contracts. This regulation, once it is
published in final form, has the potential to become the

much needed 'cookbook" on contracting for services.

In addition to the research studies which took a
broad look at how the DOD contracts for services, there have
been several studies and audits which took a close look at
contracting for specific services. For example: the General

Accounting Office (GAQ) in 1974 looked at contracted out

12




janitorial services, and mechanical work at the base motor

pool performed at McGuire AFB (38); the U.S. Army Logistics
Management Center, also in 1974, did an analysis on Army
housekeeping service contracts (14); the GAO in 1977 looked
at thepotential for contracting out cadet dining hall services
at the Air Force Academy (37); J.H. Miles at Pepperdine
University, CA, analyzed Navy and Marine Corps Facility
Maintenance Contracts (20); the Army Audit Agency in 1978
looked at Food Service contracts at Ft Mc(Clellan, AL (32);
and T.C. Cadogan in 1978 analyzed base civil engineering
functions as candidates for contracting out for HQ AFLC
Maintenance Management Division, and recommended grounds
maintenance for further investigation (2). A specific area
on which, to date, no formal study has been reported is that
of contract base level audiovisual services. As will be
explained in the next section, contracts for audiovisual
services are a very recent newcomer to the service contract
area. This report is therefore an initial attempt to analy:ze
the effectiveness of and identify problem areas in this new
area of contracting out the audiovisual needs of an entire

Air Force base.

BASE AUDIOVISUAL (AV) SERVICES — BACKGROUND

Audiovisual activities in the USAF are subjected to

strict guidelines because the nature of many AV resources,

13
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products and services makes them attractive and usable for
unofficial purposes (33:Para.l1l6). One of the methods used
to obtain a tighter control over misuse of items such as
photography and graphic arts was the development and inclu-
sion into AFR 95-7 of the consolidated Base Audiovisual
Service Center (BAVSC) concept. The hypothesis was: by
putting all of the AV activities on a base under one roof and
under one manager, better control could be exercised over
both the expense and the legitimate official nature of all
requested work. Since the middle 1970's, particularly on
Military Airlift Command (MAC) bases, compliance with the
AFR 95-7 requirement for a consolidated BAVSC has been eval-
uated during Management Effectiveness Inspections (MEls).
This has resulted in several AF bases building or modifying
facilities in order to physically consolidate these functions
(1.

The primary guidance for AV activities in the Air
Force is contained in the 95-XX series regulations. AFR 95-1,

USAF Audiovisual Resources and Functions, identifies and

describes the USAF AV resources and functions used in the
management and operation of USAF AV activities (36:1).

AFR 95-7, Audiovisual Services, describes AV services and

sets up the policy for AV functions that provide them.
Specific AV programs are provided more detailed guidance and

procedures in other 95-XX series regulations (33:1-2).
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Air Force Regulation 95-1 defines Audiovisual Activities
as:

Organizational entities or functions at all levels
responsible for the management of audiovisual (AV)
resources or for providing AV products or services are
defined as AV activities. This includes activities,
functions, or organizations which:

-expose or process original photography

-record or broadcast electronically (television

and audio)

-reproduce still and motion picture photography

-duplicate electronic recordings

-produce AV products

-provide graphic arts, nonengineering drafting,

illustration, artwork, or visual information

-provide presentation services, conference room

scheduling, and script writing

-contract for these activities, products or

services [36:para.4].

U.S. Air Force AV functions are generally of two kinds:
base audiovisual service centers (DOD type A activities) and
special mission functions, which are also referred to as
dedicated AV activities (36:para.5). A description and
evaluation of the special mission functions is beyond the
scope of this research. This paper will focus on the base
AV services function; specifically, on recent attempts at
contracting out Base Audiovisual Service Centers, which
were stated earlier as recent developments in their own
right.

A BAVSC usually has three AV functions: a base support
photographic laboratory, an AV library, and a graphic arts
activity. When there is a need, presentation services and

training aids functions can also be added. The size of each
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function and the range of services are based on local needs
(33:para.15).

While DOD has been contracting out various individual
audiovisual products and services, such as laboratory proces-
sing of photographic film and script writing for several
years, contracting out the audiovisual activities of an
entire base by putting the Base Audiovisual Service Center
(BAVSC) under contract is a relatively new procedure, with
. Air Training Command first attempting it as a test case at
Maxwell AFB AL in 1974. However, before that test was
thoroughly evaluated, the FY-78 Defense Authorization Bill,
with its reduction of 5,000 manpower spaces, was passed, and
DOD made the decision to absorb the manpower cut totally out
of CITA areas. Since DOD rationale was that "AV activities
provide products or services for the Air Force that are
obtainable from private commercial sources [33:3]," audio-
visual activities were automatically considered as candidates
for contracting out (26).

The initial consideration period in 1977, before the
moratorium on contracting for services imposed by the FY-78
DOD Appropriations Act, will not be examined in