




COMPTROLLER GENERAL OF THE UNITED STATES. 

WASHiNGTON D.C. 20648 

B-202157 

The Honorable John Tower 
Chairman, Committee on Armed Services 
United States Senate 

The Honorable Melvin Price 
Chairman, Committee on Armed Services 
House of Representatives 

This report is in response to concerns expressed by the 
Senate and House Committees on Armed Services in their confer- 
ence reports on the Department of Defense (DOD) Authorization 
Act, 1981. As directed by the Committees' offices, we reviewed 
DOD's implementation of Office of Management and Budget Circular 
A-76 to find out how much contracting out is taking place because 
of personnel ceilings, wage differentials between Federal blue- 
collar and contractor employees, and other significant influences. 

Because some of the data that we obtained is considered to be 
proprietary information or for official use only, it has not been 
included in this report but is being provided to you today in a 
separate letter (PLRD-81-19(A)). 

As instructed by the Committees' offices, we did not obtain 
agency comments because the issuance of this report would have 
been delayed. 

Although Circular A-76 is controversial, and the procedures 
established to implement it have not been totally accepted by 
many interested parties, including the General Accounting Office, 
this office does support the general policy precepts it sets 
forth. 

Unless you publicly announce its contents earlier, we plan 
no further distribution of this report until 5 days from the 
date of the report. At that time tie will send copies to 
interested parties and make copies available to others upon 
request. 

Acting Com$troller General 
of the United States 





COMPTROLLER GENERAL'S FACTORS INFLUENCING DOD 
REPORT TO THE SENATE AND HOUSE DECISIONS TO CONVERT ACTI- 
COMMITTEES ON ARMED SERVICES VITIES FROM IN-HOUSE TO 

CONTRACTOR PERFORMANCE 

DIGEST ----A- 

Base support services are provided at military 
installations so that operational units and 
tenants can pursue mission objectives free 
from unrelated responsibilities. The support 
services are similar to those that local gov- 
ernments, utility companies, and the service 
industry segment of the civilian economy 
provide. : 

Recognizing the potential for reducing base 
support costs, the Department of Defense (DOD) 
and the military services have established the 
following three programs. 

--The Defense Retail Interservicing Support 
program which promotes interservice consoli- 
dations among the military services. 

--The military services' intraservice programs 
to consolidate support services within each 
service. 

--The Commercial and Industrial-Type Activi- 
ties (CITA) program which uses executive 
branch policies and procedures established 
by Office of Management and Budget (OMB) 
Circular A-76 for determining whether needed 
commercial or industrial goods and services 
should be obtained by contract with private 
sources or provided in-house using Govern- 
ment facilities and personnel. (See p. 1.) 

GAO reviewed DOD's implementation of OMB Circular 
A-76 to find out how much contracting out is tak- 
ing place because of (1) personnel ceilings, 
(2) wage differentials between Federal blue-collar 
and contractor employees, and (3) other significant 
influences. (See p. 2.) 
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GAO selected for review 12 recent DOD commercial 
or industrial conversions (10 by the Army and 2 
by the Air Force) from performance by DOD person- 
nel to performance by private contractors. Those 
selected took place since October 1979, when the 
current Circular generally became effective in 
DOD. They accounted for about 69 percent of the 
positions eliminated by contracting out since 
that time. (See p. 3.) 

GAO found that: 

--The most significant influence on decisions 
to contract out was a cost comparison show- 
ing lower costs for contractor performance. 
(See pp. 9 and 26.) 

--Estimated cost savings were generally 
attributable to the contractors' plans to 
use fewer employees and to pay lower wages. 
(See p. 10.) 

--The military services recognize that the CITA 
program is a valuable means of reducing their 
civilian personnel work force. However, GAO 
found no evidence that the desire to circum- 
vent personnel ceilings led to contracting-out 
decisions. (See p. 9.) 

The second largest conversion reviewed involved 
total installation support at the Hawthorne Army 
Ammunition Plant in Nevada. GAO found that the 
Army disregarded serious shortcomings in the 
contractor's proposal in making its cost compari- 
son. As a result, it is questionable whether the 
conversion should have taken place. GAO recommends 
that the Army reevaluate this conversion decision to 
see if it should be reversed. Also, the corrective 
action needed in this case should be brought to the 
attention of all major DOD commands and activities 
to prevent similar occurrences in the future. (See 
pp. 18 and 26.) 

GAO found some other questionable cost comparison 
practices by the military services in making 
contracting-out decisions. However, in the other 
11 decisions reviewed, it is not known whether these 
practices and other potential ones would have been 
serious enough to affect the outcome. 



Specifically, GAO found that: 

--Required reviews were not made in 5 of the, 
12 cases to ensure that the in-house cost 
estimates were based on the most efficient 
and cost effective organization and staffing 
possible. (See p. 16.) 

--In one case, 'an incomplete statement of work 
in a solicitation for bids significantly 
overstated the estimated cost comparison 
savings from contracting out. (See p. 18.) 

--In one case, the contract price was under- 
stated because the most current Service Con- 
tract Act wage rates were not used. ( See 
p. 21.) 

--Six of the 12 cost comparisons included con- 
tract administration cost estimates which 
were lower than the actual costs that could 
be expected. (See p. 22.) 

To strengthen the validity of future certifi- 
cations made to the Congress regarding in- 
house organizational efficiency and cost 
effectiveness, GAO recommends that the Secre- 
tary of Defense issue more detailed policies, 
procedures, and regulations which will require 
reviews to be performed and to be based on the 
same statements of work that are used in con- 
tract solicitations. (See p. 26.) 

To better ensure that Circular A-76 cost com- 
parisons prepared in the future result in cost 
effective decisions, the Secretary of Defense 
should direct the Secretaries of the Army, Navy, 
and Air Force to bring the following matters to 
the attention of their major commands and activi- 
ties. . 

--Statements of work should be complete and 
in-house cost estimates should be based on 
the same statements of work that are used in 
contract solicitations. 

--Solicitations for bids or proposals should 
include current Service Contract Act wage 
rates. (See p. 26.) 
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To ensure that cost comparisons accurately 
reflect the cost of contract administration, 
DOD and OMB should jointly review the standard 
Q-percent factor required by Circular A-76 and 
its applicability to all functions, regardless 
of their complexity. The review should include 
(1) the possible development of a more accurate . 
costing method for application where the factor 
is not considered appropriate, and (2) an analy- 
sis of the feasibility and practicability of 
limiting the funding of contract administration 
costs to a level consistent with the results of 
the overall review. (See p. 27.) 

GAO noted two areas in which the A-76 guidelines 
appear to need revision to enhance comparability 
and equity in making cost comparisons. The rules 
concerning the treatment of unoccupied in-house 
positions and the adjustment of in-house person- 
nel costs for inflation tend to favor contracting 
out. OMB should assess the need to modify the 
guidelines. (See pp. 23, 25, and 27.) 

As instructed by the Committees' offices, GAO 
did not obtain agency comments because the 
issuance of this report would have been delayed. 
(See p. 27.) 
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CHAPTER 1 

INTRODUCTION 

CONTRACTING OUT FOR BASE SUPPORT SERVICES 

Over 100 types of base support services are provided at 
military installations so that operational units and tenants 
can pursue mission objectives free from unrelated responsibili- 
ties. The support services are similar to those that local 
governments, utility companies, and the service industry segment 
of the civilian economy provide. 

Recognizing the potential for reducing base support costs, 
the Department of Defense (DOD) and the military services have 
established the following three programs. 

-The Defense Retail Interservicing Support program. The 
objective of this DOD-wide program, which is governed by 
DOD Directive 4000.19,'is to promote interservice consoli- 
dations among the military services by providing local 
commanders with a means of improving their operations by 
achieving the greatest overall effectiveness and economy 
in retail operations by acquiring support services from 
other military services/defense agencies through the 
media of interservice support agreements. 

--The military services' intraservice programs to consoli- 
date support services within each service. 

--The Commercial and Industrial-Type Activities (CITA) 
program. This DOD-wide program uses executive branch 
policies and procedures established by Office of Manage- 
ment and Budget (OMB) Circular A-76 for determining 
whether needed commercial or industrial goods and serv- 
ices should be obtained by contract with private sources 
or provided in-house using Government facilities and 
personnel. 

Between April 1978 and October 1980, DOD converted over 200 
activities of a commercial or industrial nature from performance 
by DOD personnel to performance by private contractors. The 
conversions involved a wide assortment of functions, ranging 
from individual types of services (laundry and drycleaning; key- 
punch: custodial: food: guard: maintenance of facilities, motor 
vehicles, or aircraft; aircraft fueling: etc.), to total instal- 
lation support for a number of services, to the operation and 
maintenance of whole installations, such as radio transmitting 
sites. The conversions eliminated about 7,800 positions in the 
200 activities, and DOD expects a cost advantage to the Govern- 
ment of about $130 million over a 3-year period. Appendix I 
shows the number of conversions and positions eliminated by type 
of function. 
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sial, 
These decisions implement a long-established, but controver- 

executive branch policy. In 1955 the then Bureau of the 
Budget established a national policy of "contracting out" to the 
private sector for commercially available goods and services 
used by the Federal Government as opposed to providing them "in- 
house," using Government personnel and facilities. Since then, 
the policy has been a subject of controversy involving the Con- 
gress, 
unions. 

departments and agencies, industry, and Federal labor 
Private sector firms, for example, view in-house per- 

formance as a multibillion dollar Government competition with 
private enterprise, and Federal unions view contracting out as 
uneconomical and a threat to the jobs and financial security of 
affected civil servants. 

The policy is currently stated in OMB Circular A-76, revised 
March 29, 1979. It provides, when private performance is feasi- 
ble and no overriding factors such as military necessity require 
in-house performance, that a rigorous comparison of contract 
versus in-house costs be used to decide how the work will be 
done. 

Because of increased emphasis on contracting out, the Con- 
gress has expressed concern in each of the last 4 years about 
implementation of the policy in DOD. For example, in fiscal 
year 1978, the Congress placed a moratorium on the conversion of 
many base operating support services to contract. In fiscal 
years 1979, 1980, and 1981, it authorized conversions subject to 
certain specified restrictions. 

OBJECTIVE, SCOPE, AND METHODOLOGY 

Our objective was to review DOD's implementation of OMB 
Circular A-76 to satisfy concerns expressed by the Senate and 
House Committees on Armed Services in their conference reports 
on the DOD Authorization Act for fiscal year 1981. We met with 
their offices and agreed to attempt to find out how much con- 
tracting out is taking place because of (1) personnel ceilings, 
(2) wage differentials between Federal blue-collar and contrac- 
tor employees, and (3) other significant influences. 

We obtained information and documentation on DOD's CITA 
program, including policies, organization, and management from 
responsible CITA program officials at the following levels: 
Assistant Secretary of Defense, Manpower, Reserve Affairs and 
Logistics (MRAGL): Army Chief of Staff: 
Operations (Logistics): 

Deputy Chief of Naval 
and Air Force Deputy Chief of Staff, 

Manpower and Personnel. In addition, we visited installations 
where in-house activities had been converted to contractor per- 
formance. The installations are listed in appendix II. At 
these installations, we reviewed available guidance and corre- 
spondence relating to the conversions, 
files, contract files, audit reports, 

cost comparison analyses 
and related studies. We 

reviewed the cost comparisons only to a sufficient degree to 
meet our objectives and note generally whether policies were 
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being followed. We also obtained oral information and clarifi- 
cation on related matters from responsible officials at each in- 
stallation. We did not evaluate the data base or verify calcula- 
tions used in the cost comparisons. Further, we did not evaluate 
actual contractor costs or performance. 

We selected 12 recent CITA conversions for review from com- 
puterized listings provided by officials in the Office of the 
Assistant Secretary of Defense (MRA&L). The listings identified 
all conversions from April 1978 through October 1980. We strat- 
ified the listings of the conversions that took place since 
October 1, 1979, when the current Circular generally became 
effective in DOD, according to geographical areas covered by 
each of our regional offices. In each of 10 regional offices, 
we selected one or more conversions involving the most positions 
eliminated. The 12 conversions accounted for about 69 percent of 
the positions eliminated by contracting out during the period 
selected. 

As a result, we selected 10 Army, 2 Air Force and no Navy 
conversions for review. This seems a reasonably representative 
selection considering that the Army and Navy accounted for about 
87 percent and about 1 percent, respectively, of the positions 
eliminated by contracting out since October 1, 1979. We did not 
determine the reliability of the listings because of the time 
and effort involved. We could not realistically use scientific 
sampling techniques because (1) there was an uneven distribution 
of conversions among the services (Army 45, Navy 2, Marines 0, 
and Air Force 33), (2) unlike the other services, the Army's 
conversions included several large multifunctional ones, and (3) 
the 2 Navy conversions were very small. 
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CHAPTER 2 _____I_ 

THE DOD CITA PROGRAM 

The administration and implementation of the DOD CITA 
program is governed by policies and procedures established by 
Circular A-76 and expressions of policy and recurring restric- 
tions enacted by the Congress in annual DOD authorization acts. 

GENERAL REQUIREMENTS OF CIRCULAR A-76 

Circular A-76, which is administered by OME's Office of 
Federal Procurement Policy, establishes executive branch poli- 
cies and procedures to be used to determine whether needed com- 
mercial or industrial goods and services should be obtained by 
contract with private sources or provided in-house using Govern- 
ment facilities and personnel. It provides: 

(1) where private sources are available, they should be 
looked to first to provide commercial or industrial 
goods and services needed by the Government: 

(2) inherently governmental functions are to be performed 
by Government employees: and 

(3) when private performance is feasible and no overriding 
factors, such as military necessity require in-house 
performance, rigorous comparison of contract costs 
versus in-house costs should be used, when appropriate, 
to decide how the work will be done. 

A comprehensive cost comparison handbook is provided as a 
supplement to the Circular to ensure that comparative cost anal- 
yses, when prepared, provide a valid basis for agency decisions. 
Such analyses are to be made in several specific instances, gen- 
erally including the conversion of Government activities to con- 
tract performance. 

Each agency head has the responsibilty to ensure that the 
provisions of the Circular are followed. In implementing the 
policy, each agency, among other things, is to: 

--Designate an official at the assistant secretary or 
equivalent level to have overall responsibility for 
implementing the Circular. 

--Establish one or more central points of contact to main- 
tain cognizance of, and respond to requests concerning 
specific implementation actions. 

--Promulgate the Circular with necessary internal 
instructions. 



--Compile inventories of all Government commercial or 
industrial activities and selected contracts for services 
which could be performed in-house. 

--Conduct reviews of in-house activities and contracts on 
the inventories according to agency-prepared schedules. 

--Ensure that contracts resulting from the reviews (1) are 
awarded to responsible and responsive bidders or offer- 
ors, as required by applicable acquisition regulations, 
and (2) include a provision that the contractor will give 
the displaced Federal employees the right of first 
refusal for employment openings for which they are 
qualified. 

--Establish a procedure for an informal administrative 
review of determinations made under the Circular. 

The Circular also clearly states that while agencies will 
not contract out solely to meet personnel ceilings, they will 
contract out when justified under the Circular regardless of the 
relationship between personnel levels and authorized ceilings. 

CONGRESSIONAL POLICY AND 
RECURRING RESTRICTIONS 

The overall management of DOD's personnel resources is 
governed by a congressional policy that DOD convert higher cost 
forms of staffing (military, civilian, or contract) to lower 
cost forms of staffing, when consistent with military require- 
ments. The policy is stated in section 502 of DOD's Appropria- 
tion Authorization Act, 1975. (See app. III.) Although 
expressed in 1975, it continues to mandate consideration by the 
Secretary of Defense. The legislative history of the act pro- 
vides some evidence that, in determining relative costs, DOD 
will follow the cost comparison guidelines of Circular A-76 to 
achieve the desired objective. 

A current congressional restriction on the DOD CITA program 
provides that functions cannot be contracted out (1) to circum- 
vent any civilian personnel ceiling, or (2) unless the Secretary 
of Defense provides to the Congress in a timely manner specific 
notifications, certifications, and reports. One of the required 
certifications, for example, is that the Government calculation 
for the cost of performance of such function by DOD personnel 
is based on an estimate of the most efficient and cost effective 
organization for performance of that function by DOD personnel. 
This restriction is stated in section 502 of DOD's Authorization 
Act, 1981. (See app. III.) DOD considers the provisions of 
section 502 to be permanent law which will remain in effect 
after fiscal year 1981 unless changed by subsequent legislation. 
Section 502 strengthens similar restrictions stated in section 
806 of DOD's Authorization Act, 1980. 
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Another current congressional restriction waives the 
applicability of Circular A-76 to the contracting out of certain 
research and development activities. This restriction is stated 
in section 802 of DOD's Authorization Act, 1980. 
III.) 

(See app. 
The provisions of section 802 are also permanent law 

which will remain in effect unless changed by subsequent 
legislation. 

ADMINISTRATION AND IMPLEMENTATION 

An official in the Office of the Assistant Secretary of 
Defense (MRA&L) has been assigned responsibility for policymak- 
ing, oversight, and management of the DOD CITA program. Each 
service has established a central CITA office to manage its CITA 
program. The CITA offices are required to have access to all 
decision documents and respond to all requests concerning inven- 
tories, schedules, reviews, cost comparison analyses, and 
results of reviews and cost comparison analyses. 

The policies and procedures established by Circular A-76 
are further implemented by: 

--DOD Directive 4100.15, "Commercial and Industrial-Type 
Activities," Feb. 4, 1980. 

--DOD Instruction 4100.33, "Operation of Commercial and 
Industrial-Type Activities," Feb. 25, 1980. 

--DOD 4100.33-H, "DOD In-House vs Contract Commercial and 
Industrial Activities Cost Comparison Handbook," April 
1980. 

All DOD components are required to compile an inventory of 
their CITA's and certain service contracts. The 1979 inventory, 
which was completed in August 1980, is summarized as follows: 

Number of CITA Annual Capital 
activities operating costs investment 

(billions) 

Army 2,941 $ 7.1 $ 3.2 

Navy/Marine 
Corps 

Air Force 5,624. 3.6 4.8 

Other DOD 
Components 

Total 15,287 $17.0 $19.0 

6,268 6.1 10.00 

454 .2 1.0 
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Staff-years 
In-house 

Civilian Military Contractor 
(thousands) 

Army 74.6 10.9 46.9 

Navy/Marine 
Corps 

154.6 84.6 39.0 

Air Force 97.5 101.0 61.8 

Other DOD 
Components 

15.3 1.5 1.3 

Total 342.0 198.0 149.0 

Responsible officials in the Office of the Assistant Secretary 
of Defense (MRA&L) told us that all in-house activities will be 
scheduled for review within the S-year period extending through 
1984 and that this will be the first total review of these 
activities ever perfoymed. After 1984 the in-house activities 
will continue to be reviewed once each 5 years. 

The DOD regulations require that each CITA be reviewed to 
determine whether the present method of performance should be 
continued or if the function should be scheduled for cost com- 
parison analysis for possible change in the method of perform- 
ance. The review is performed by command or base level offi- 
cials depending on the service's desired approach. 

A CITA review consists of an assessment of the function to 
see whether it is essential to keep it in-house either because 
of national defense requirements, such as military capability, 
readiness, deployability, training, or overseas rotation base 
reasons, or because no satisfactory commercial source is avail- 
able. If the review shows that in-house performance is not 
essential for these reasons, the function is scheduled for a 
cost comparison analysis to determine whether it is more econom- 
ical to keep it in-house or contract it out. Some of the next 
major steps in the process are to (1) publicly notify all inter- 
ested parties, including the Congress, that the function will be 
studied for possible contracting out, (2) evaluate the function 
to determine its most efficient, cost-effective operation, (31 
perform the cost comparison in accordance with DOD 4100.33-H 
(essentially the Circular A-76 cost comparison handbook require- 
ments), (4) perform an independent review of the cost compari- 
son, (5) decide whether to keep the function in-house based on 
lower cost or contract it out if the cost of that method of per- 
formance is lower, (6) notify the Congress of a decision to con- 
tract out, by providing it with a detailed summary of the cost 
comparison: a certification that the Government calculation is 
based on an estimate of the most efficient, cost effective 
organization: and a report showing the economic impact on the 
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employees, and local community and Federal Government if more 
than 50 employees are involved, 
sion of the function, 

the effect on the military mis- 
and the amount of the contractor's bid, 

the Government's estimate, and other contracting costs, and (7) 
when appropriate, award the contract. 

DOD began compiling data on CITA reviews in April 1978, and 
by October 23, 1980, it had listed 207 decisions to convert in- 
house functions to performance by contract. Eighty of these 
decisions were made using the March 29, 1979, revised Circular 
A-76 which became effective in DOD on October 1, 1979. Appendix 
I shows the number of conversions and positions eliminated by 
type of function. 
as follows: 

The same information by military service is 

Rules in effect Rules in effect 
before October 1, 1979 since October 1, 1979 

Military 
service 

Army 
Navy 
Air Force 
Marine Corps 

Total 

No. of 
No. of positions No. of 

conversions eliminated conversions 

20 580 45 
58 1,124 2 
45 2,319 33 

4 38 0 - 

127 4,061 80 - 

8 

No. of 
positions 
eliminated 

3,239 
30 

473 
0 

3,742 



CHAPTER 3 

FACTORS INFLUENCING DECISIONS TO CONTRACT OUT 

Each of the 12 decisions to contract out that we reviewed 
was based on a cost comparison which showed that there was a cost 
savings to do so. We found no evidence that any of the decisions 
was made to circumvent a civilian personnel ceiling. It is 
clear, however, that the military services use DOD's CITA program 
to reduce their civilian work force. The cost savings by con- 
tracting out were generally attributable to differentials in per- 
sonnel costs between in-house and contractor performance. The 
contractors generally planned to use fewer employees and to pay 
them less. Although cost comparisons were used to justify the 
contracting-out decisions, we found questionable practices which 
influenced each of them. In the second largest conversion re- 
viewed, the questionable cost comparison practice indicated that 
the conversion should not have taken place. The other conver- 
sions were influenced to a lesser extent by one or more of the 
practices. While all of the,practices favored contracting out, 
we found no evidence in the documentation supporting the conver- 
sions that such practices were an attempt to circumvent a civil- 
ian personnel ceiling;. 

PERSONNEL CEILINGS AND THE 
NEED TO CONTRACT OUT 

The 12 conversions we reviewed were all made on the basis 
of lower costs determined through cost comparison analyses. 
(See app. IV.) The documentation supporting the conversions did 
not contain any evidence showing that the contracting-out deci- 
sions were made for the purpose of circumventing authorized 
civilian personnel levels at the involved installations. It is 
clear, however, that the military services recognize the CITA 
program as a valuable means of reducing their civilian personnel 
work force. 

As was discussed in chapter 2, the DOD CITA program is gov- 
erned by Circular A-76 and congressional policies which require 
conversions to be based on reasons of economy and not solely on 
the need to circumvent civilian personnel ceilings. This 
requirement is also reflected in OMB Circular A-64, revised 
July 30, 1980, on position management systems and employment 
ceilings. A provision of this circular states that: 

"Any decision to substitute the use of service 
contracts for direct employment, * * * must be based 
on considerations of effectiveness and economy in 
administering Federal programs, and must not be used 
as a device to avoid compliance with the ceilings." 

The headquarters level CITA officials told us that once 
the feasibility of contracting out an in-house function has 
been determined and a decision has been made to perform a cost 

9 



comparison, the positions are withheld from the personnel ceil- 
ing even though the conversion has ,not yet been proven economi- 
cal. If the cost comparison proves the in-house operation to be 
more economical, the positions are restored. 

At 10 of the 12 installations we visited, the number of 
'positions expected to be eliminated by the conversions were not 
counted in the installations' year-end authorization levels prior 
to completion of the cost comparison analyses. At Fort Dix, for 
example, the laundry and drycleaning plant positions were not 
included in the total authorized level for the installation. 
This took place after the decision was made to perform a cost 
comparison analysis but before the analysis was completed. An 
installation official said the positions would have been added 
back if the cost comparison showed that in-house operation was 
more economical. The cost comparison showed, however, that it 
was more economical to contract out. On a concurrent conversion 
study of Fort Dix's heating plant, which was not in our selec- 
tion, 29 involved positions were eliminated prior to completion 
of the cost comparison analysis. The 29 positions were later 
restored when the cost comparison analysis showed it was more 
economical to perform the operation in-house. 

In DOD's fiscal year 1981 staffing requirements statement, 
the Army, Navy, and Air Force stressed the importance of the 
CITA program in reducing their civilian personnel work force. 
Also, an April 1979 message from the Army's Training and Doc- 
trine Command illustrates its view of personnel ceilings and the 
need to contract out. It stated, in part: 

"It is now fairly certain that civilian manpower 
reductions will continue at about the annual rate 
announced by the administration. It is also clear 
that we will continue to be pressed to contract out 
BASEOPS [base operations]--pressed by withdrawal of 
monies and manpower, with rationale that we can do it 
by contract. Thus # we will be forced to contract out 
through a continued reduction of resources. If we 
don't contract, the resources will be withdrawn any- 
way, and BASEOPS will go just that much shorter than 
it already is. Therefore, need to explore all options 
to stay ahead of this problem. The CITF [commercial 
or industrial-type functions] program is one of these 
options." 

PERSONNEL COST DIFFERENTIALS 

We found that the cost savings by contracting out were 
generally attributable to differentials in personnel costs 
between in-house and contractor performance. The contractors 
generally planned to use fewer employees or a lower level of 
effort and to pay their employees less. Most of the employees 
involved in the 12 conversions were blue-collar employees. 
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Personnel costs are generally an important element in cmparing the cost 
of in-house versus contractor performance , especially in labor intensive serv- 
ice activities. For example, in the canparisons we reviewed, Government 
personnel costs accounted for about 44 percent of all in-house costs. 

With respect to 6 of the 12 cmparisons that we reviewed, the differen- 
tials in personnel costs exceeded the savings by contracting out in 4 instances 
and accounted for a substantial part of the savings in two instances. The 
following sunmar izes the six conprisons: 

Personnel Cost Differential as a Percentage of Contracting-Cut Savings 

Installation Personnel Costs Contracting- Differential 

function ( ) 
In-house 
(note,a) Contractor Differential 

(000 anittea) 

out 
savings 

as a percent 
of savings 

Hawthorne Army 
Antnunition Plant 

(total installation 
support) 

Fort Sam Houston 
(custodial service) 

Air Force Academy 
(custodial service) 

st. ILwi.s Area 
Support Center 

(total installation 
support) 

Aberdeen Proving Ground 
(motor vehicle mainte- 

nance) 

Vint Hill Fam Station 
(facilities maintenance) 

$49,829 

3,209 

1,322 

8,153 

1,871 

4,200 

PROPRIETARY 

DATA 

DELETED 

a/Direct labor, and fringe benefits on direct'labor only. 

b/3-year cost data. 

c/l-year cost data. - 

d/2-year cost data. 
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$5,185 

241 

440 

3,383 

449 

3,268 

ROPRIETARY 

DATA 

DEIETED 



In the remaining six comparisons, complete information on 
contractor personnel costs was not available. However) in each 
of these instances the cost comparison contract price, which in- 
cludes, among other things, overhead and profit as well as labor, 
was less than the Government's personnel costs. As can be seen 
from the following summary, the contract price ranged from 97 
percent to as low as 49 percent of the Government's personnel 
costs: 

Contract Price as a‘percentage of 
In-house Personnel Costs 

Installation 
and 

function ( ) 

Fort Knox 
(food services) 

Fort Gordon 
(base operations 

and housing 
services) 

Fort Lee 
(full food service) 

Fort Dix 
(laundry and dry- 

cleaning) 

Seymour Johnson AFB 
(food service 

attendants) 

Fort Hood 
(aircraft maintenance) 

In-house 
personnel costs Contract 

(note a) rice 
'(0. omitted f-- 

Percent 

$ 6,913 $ 6,715 97 

98,137 86,555 88 

14,820 12,826 87 

2,204 

1,486 1,005 68 

5,721 2,826 49 

a/Direct labor, and fringe benefits on direct labor only. - 



Work force size/level of effort 

The contractors' personnel costs were 1~ than those of 
the Goverrment partly because they generally planned to use fewer 
employees or a lower level of effort. As shown below, this was 
the case at 7 of the 12 installations we visited: 

Installation 

function ( ) 

Fort Knox 
(food services) 

Hawthorne Army Amunition 
Plant 

(total installation support) 

Aberdeen Proving Ground 
(motor vehicle maintenance) 

Vint Hill Farm Station 
(facilities maintenance) 

Sepur Johnson AFB 
(food service attendants) 

Contract 
No. of employees as a percent 

In-house Contract Difference of in-house 

166 

647 

PROPRIETARY 

DATA 

DELETED 

82 

61 

Staff-years 
In-house Contract Difference 

38.5 El 

St. Louis Area Support Center 175.7 
(total installation support) DEIXTED 

staff-hours 
In-house Contract Difference 

Fort Gordon 1,878,352 PRc)PRIhTARYDATADELEIED 
(base operations and 

housing services) 
', 

At the Air Force Academy, however, the contractor planned to use 
PROPRIETARY DATA DELETEDjemployees where the Government planned to use 67 
employees. At the remaining four installations, appropriate information 
was not available. 
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Average wage levels 

The contractors' personnel costs were lower than those of 
the Government partly because they generally planned to pay 
their employees less. Examples are .shown below: 

Installation 
and 

function ( ) Position 

Average 
hourly wage rate 

In-house Contract: 

Air Force Academy 
(custodial service) 

Supervisor 
Custodian 

$ 9.38 
7.20 

Fort Knox 
(food services) 

Manager 10.39 
First cook 8.77 
Baker 0.77 

PROPRIETARY 

DATA 

DELETED 

Fort Gordon 
(base operations and 

housing services) 

Hawthorne Army 
Ammunintion Plant 

(total installation 
support) 

St. Louis Area Supply 
Center 

(total installation 
support) 

Maintenance 8.16 
Housing 6.98 
Food service 6.45 

Fire fighter 
Painter 
Carpenter 
Explosive 

worker 
Supply clerk 
Electrician 

Electrician 
Laborer 
Tractor 

operator 
Warehouse 

worker 

Average annual pay 
In-house Contract 

$17,368 
19,573 
19,015 

16,349 
12,839 
20,358 

22,340 
16,603 

18,364 

Most of the employee positions involved in the 12 conver- 
sions were blue-collar positions. For example, all positions in 
six of the conversions were blue-collar positions. 

Federal blue-collar employees generally include (1) workers 
in a recognized trade or craft, or other skilled mechanical 
craft, or in a manual labor occupation and (2) foremen or super- 
visors in positions having trade, craft, or labor experience and 
knowledge as their paramount requirement. These types of 
occupations are most frequently affected by the application of 
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Circular A-76. In September 1980 there were about 454,000 such 
employees working for the Government in the United States. 

Wage rates for Federal blue-collar employees are determined 
under the provisions of the Federal Wage System, which was 
established pursuant to legislation approved in 1972. r/ The 
law sets forth the policy that Federal blue-collar pay rates be 
fixed and adjusted from time to time as nearly ,as is consistent 
with the public interest in accordance with prevailing private 
sector rates. 

Wage rates for contractor employees under a Government 
service contract are subject to the provisions of the Service 
Contract Act of 1965, as amended. 2/ The act requires that a 
service contractor's employees be paid at least the prevailing 
rates for similar employees in the locality, or the rates pro- 
vided for in a collective bargaining agreement covering such 
employees. The act is administered by the Secretary of Labor 
who determines the minimum wages that contractors must pay their 
employees. Another provision of the act requires that each con- 
tract must contain a st.atement of the rates that would be paid 
by the Federal agency to the various classes of service employ- 
ees and that the Secretary of Labor shall give due consideration 
to those rates in making wage determinations. 

Differences in wage survey methods and other wage determi- 
nation procedures have caused major differences between Federal 
blue-collar and contractor employee wage rates. An illustration 
of the effects of this situation is set forth in our June 20, 
1977, report. 3/ We stated that the Air Force Academy's cost 
analysis indic;?ted that the cost of contracting for food service 
would be 34 percent less than the in-house cost. The indicated 
savings were due primarily to lower wage rates paid by the con- 
tractor compared to the rates paid by the Federal Government. 
The contractor would have been required to pay an employee $3.27 
an hour, while the Federal Government would have paid $5.81 an 
hour for the same duties. Our report further stated that (1) 
DOD, with the concurrence of the Civil Service Commission (now 
the Office of Personnel Management), determined the wage rates 
for Federal employees at the Academy, and (2) differences in 
wages between contractor employees and Federal employees could 
vary substantially according to industry, geographic areas, 
selected boundaries, and timing of required wage surveys. To 
improve the Federal Wage System's pay determination process, we 
recommended that the Civil-Service-Commission obtain wage 
information. more representative of the types of services needed. 

L/5 U.S.C. 5341, 

z/41 U.S.C. 351, 

3/"Potential for - 
Air Force Academy Cadet Dining Hall" (FPCD-77-57). 

et seq. - 

et seq. - 

Contracting Selected Operations at the 
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In a 197.5 report to the Congress, 1/ we discussed the 
legislative provisions which were resulting in Federal blue- 
collar pay being higher than local prevailing private sector 
rates. In that report, we suggested that the Congress recon- 
sider existing provisions pertaining to the five-step system, 
night differentials, and the setting of wage rates on the basis 
of rates paid in another wage area. More recent reports 2/ 
reemphasized the need for congressional action in this area. 

COST COMPARISON PROBLEMS 

The military services are generally required by law and 
executive branch policy to make cost comparisons before convert- 
ing Government activities to contract performance. Since con- 
tracting out must be shown to be cost effective, it follows that 
organizational reviews of in-house efficiency and cost effective- 
ness relating to cost comparison analyses, the analyses them- 
selves, and any required independent reviews of the analyses 
should be proper, complete, and accurate. We found questionable 
cost comparison practices which influenced all 12 of the con- 
tracting-out decisions reviewed. Each of the practices tended 
to or did overstate in-house costs or understate contract costs. 
The effect of each, therefore, favored contracting out. 

In the case of the second largest conversion reviewed, the 
questionable cost comparison practice indicated that the conver- 
sion should not have taken place. In contrast, each of the re- 
maining eleven conversions was influenced to a lesser extent by 
one or more additional questionable practices. However, since 
we did not attempt to make a complete evaluation of any cost com- 
parison, it is possible that the outcome of some of the remaining 
eleven conversions could also have been affected by the combined 
effect of the known questionable practices and other potential 
ones. 

Organizational reviews not performed 

Although required, organizational reviews of in-house effi- 
ciency and cost effectiveness were not performed for 5 of the 12 
selected conversions. Instead, reliance was placed on one or 
more of the following: (1) past staffing/management surveys, 
audits, inspections and/or organizational changes, (2) historical 
data, (3) current staffing patterns or standards, (4) tables of 
distribution allowances for authorized personnel, and (5) consul- 
tations with managers, employees, and/or union representatives. 

l/"Improving the Pay Determination Process for Federal - 
Blue-Collar Employees" (FPCD-75-122, June 3, 1975). 

Z/"Federal Compensation Comparability: Need For Congressional 
Action" (FPCD-78-60, July 21, 1978) and "Wages For Federal 
Blue-Collar Employees Are Being Determined According To The 
Law, But Improvements Are Needed" (FPCD-80-12, Oct. 29, 1979). 
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Organizational reviews were performed for the remaining seven 
conversions. However, several of these, one of which was not 
documented, may not have served the purpose intended because they 
were not based on the same statements of work on which the con- 
tract prices were based. Further, one review increased the num- 
ber of in-house positions from 204 to 268. Another was also not 
documented. Appendix V summarizes the actions taken at the in- 
stallations to make organizational reviews; 

As was stated in chapter 2, section 502 of DOD's Authoriza- 
tion Act of 1981, provides that a function cannot be contracted 
out unless the Secretary of Defense certifies to the Congress 
that the in-house cost estimate is based on the most efficient 
and cost effective organization the agency can provide. This re- 
striction was also stated in section 806 of DOD's Authorization 
Act of 1980. 

The legislative history of the restriction shows, that the 
Secretary of Defense is required to review the function before 
making the certification to insure that the comparison with con- 
tractor costs provides a true basis for determining if taxpayer 
money can best be saved by contracting out. The fact that con- 
tract cost is less than the cost of an inefficient and poorly 
organized in-house function does not ensure that taxpayer money 
will be saved. It may be more economical to simply reorganize 
the in-house function. While some guidelines have been issued by 
the Office of the Assistant Secretary of Defense (MRA&L) regard- 
ing compliance with the restriction, they do not specifically 
address the need for reviews or how reviews are to be conducted. 

DOD Instruction 4100.33 also requires each DOD component to 
ensure that every in-house activity is organized and staffed for 
efficiency. This is to include consideration of intraservice 
support and interagency support programs. L/ In accordance with 
DOD component staffing and personnel regulations, DOD components 
are to precede cost comparision analyses with internal management 
studies and reorganizations. Circular A-76 includes similar re- 
quirements with the added wording "To the extent practicable" and 
"when feasible." 

It is important to note that the DOD and Circular A-76 cost 
comparision handbooks further provide that the in-house cost es- 
timate is to be based on the same statement of work that is used 
in the contract solicitation to ensure comparability and equity 
in the cost analysis. This means that the required organiza- 
tional review should also be based on the work statement and not 

l/Our September 5, 1980, report "Consolidating Military Base Sup- - 
port Services Could Save Billions" (LCD-80-92) shows, however, 
that contracting-out studies do not consider the potential eco- 
nomics of intraservicing, or interservicing under the Defense 
Retail Interservicing Support program. 
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on the existing in-house structure which may be inefficient and 
poorly organized. 

Incomplete statement of work 

The statement of work in the Air Force Academy's contract 
solicitation for custodial services was incomplete. As a result, 
we estimate that work statement modifications will increase the 
3-year contract price by about $708,000. This will considerably 
reduce the 3-year cost savings by contracting out, which was cal- 
culated to be $1,320,134. Although the in-house cost estimate 
should have been based on the same statement of work, it was 
based on the existing in-house operation. 

The preparation of, the statement of work is a critical step 
in the cost comparison process. It should clearly state what is 
to be done and must be comprehensive enough to ensure that per- 
formance in-house or by contract will satisfy the Government's 
requirement. It should also provide performance standards to en- 
sure a comparable level of performance with either alternative. 
It must also serve as the basis for determining both the contract 
and the Government cost, to ensure comparability and equity in 
the cost analysis. 

For one of the Academy's buildings, which contains a floor 
area of almost l,OOO,OOO square feet, the statement of work 
omitted most of the tasks required to clean 3 of the 6 floors and 
8 of the 10 stairwells. Also, the specifications showed that an 
area to be vacuumed weekly in the fieldhouse was about 13,000 
square feet when in fact it consists of about 56,000 square feet. 
Because of these and other deficiencies, the statement of work 
and contract will be modified. 

Contractor's proposed 
costs too low 

The Army awarded a 3-year cost reimbursable (cost-plus- 
fixed-fee) type contract for over $57 million for the operation 
of the Hawthorne Army Ammunition Plant in Nevada. Of four offer- 
ors, the contractor was the only one to offer a price low enough 
to justify contracting out. The contract was awarded despite 
labor cost understatements identified by the Defense Contract 

ese costs, of between jDATA FOR OFFICIAL USE 
[ exceeded the $5.2 million cost sav- * I 

ings by contracting out. If the contractor's proposed costs had 
been adjusted upward by the procuring contracting officer to be 
more realistic, the operation of Hawthorne would not have been 
converted to contractor performance. Further, thei I I I 
DATA FOR OFFICIAL USE ONLY DELETED 1 
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Current Service Contract Act 
wage rates not used 

The Air Force Academy's 3-year cost comparison for custodial 
service included a contract price which was understated by over 
[PROPRIETARY DATA DELETEDj because a newly increased Department 
of Labor (DOL) waqe determination, which was available. was not 
supplied to the bidders. 

Where it is applicable, the Service Contract Act requires 
contracts and bid specifications in excess of $2,500 to specify 
the minimum wages to be paid to employees of contractors and sub- 
contractors furnishing services to Federal agencies. The minimum 
wages are determined by DOL. 



The invitation for bids, which was issued by the Air Force 
Academy on March 27, 1980, contained a DOL wage determination of 
January 22, 1980. An updated DOL wage determination was issued 
on April 7, 1980, which reflected a $0.54 an hour increase. The 
bids were opened on April 29, 1980, and the cost comparison was 
completed on May 8, 1980. 

If the invitation for bids included the new wage determina- 
tion, the contract price which was used in the cost comparison 
would have increased substantially. Application of the increase 
to the contractor's second and third year options, based on its 
present work force, will result in an increase in the contract 
price of overJPROPRJJ$TARY DATA DELETED.1 

In our December 4, 1980, report, l/ we also discussed the 
need to use a current DOL wage rate in-a review of the conver- 
sion of one of several functions at the U.S. Military Academy. 
The Academy's solicitation and performance dates slipped about 
5 months and 7 months, respectively, after it received a DOL 
rate. However, the Academy did not request a new wage deter- 
mination. In adopting a recommendation by us, the Army now 
plans to cancel the solicitation and resolicit proposals for 
the activity to ensure that (1) all offerors have been given 
a fair opportunity to provide a best and final offer, and 
(2) the Government is certain that it is obtaining the most 
favorable price. 

Questionable contract administration costs 

Six of the 12 cost comparisons that we reviewed included 
contract administration cost estimates which were lower than 
actual contract administration costs which could be expected 
by the installations. The cost comparison estimates were lower 
because Circular A-76 requires them to be computed at 4 percent 
of the contract price. The actual expected costs generally 
ranged between 6 and 7 percent of the contract prices. Of the 
installations preparing the remaining comparisons, which also 
included the 4-percent factor, contracting officials at four 
believed the factor was reasonable and contracting officials at 
two believed that the factor was unrealistic or that actual ex- 
pected costs should have been used instead of the factor. 

Contract administration assures that the contract is faith- 
fully executed by the Government and the contractor. In addition 
to reviewing contractor performance and compliance with the terms 

l/"Contracting Out of Selected In-House Commercial and - 
Industrial-Type Activities at the U.S. Military Academy, 
West Point, New York" (PSAD-81-4). 
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‘of the contract, contract administration consists of processing 
payments, negotiating change orders, and monitoring close-out 
of contract operations. Circular A-76 requires that a 4-percent 
factor be applied to the contract price to obtain the estimated 
costs of contract administration. The factor also accounts for 
centralized agencywide contracting costs. All 12 installations 
used the 4-percent factor in determining contract administration 
costs for the cost comparison analyses. 

Based on what we found at the installations visited, it 
generally appears that the standard 4-percent contract adminis- 
tration factor is considered reasonable for functions, such as 
custodial, food, and laundry and drycleaning services, but is 
not considered reasonable for more complex functions, such as 
facilities maintenance, aircraft maintenance, and total instal- 
lation support. Although the factor is considered reasonable 
for some types of services, we did not attempt to determine for 
those services whether the estimated amounts were either more or 
less than adequate at the installation level because centralized 
agencywide contracting costs could be deducted from or added to 
such amounts, respectively. Appendix VI summarizes our findings 
on the standard 4-percent contract administration factor. 

Cost comparison rules 
not eauitable 

We noted several cost comparison guidelines of Circular 
A-76 that do not seem to ensure comparability and equity in the 
cost analysis. The rules, which are discussed below, relate to 
unoccupied in-house positions and inflation of personnel costs 
for in-house employees. Application of the rules overstates 
in-house personnel costs, thereby favoring contracting out. 

Unoccupied positions 

Based on OMB's cost comparison guidelines, officials at 
Fort Gordon costed the proposed in-house work force as follows: 

--Proposed positions expected to be filled by identifiable 
staffmembers were costed at the staffmembers' current 
actual pay rates, including any pay raises or step 
increases expected during the first year of the cost 
comparison period. 

--Proposed positions which were not identifiable to current 
staffmembers were costed at step 5 of the estimated grade 
for general schedule positions and step 3 for wage board 
positions. 

The guideline for unoccupied positions was significant at 
Fort Gordon because 479, or 42 percent, of the 1,151 positions 
to be eliminated were military positions, which for the purpose 

23 



of the cost comparison were converted to unoccupied civilian 
positions. 

With respect to blue-collar positions, the provisions of 
the Federal Wage System establish a pay range of 16 percent at 
each grade with five equal steps through which employees progress 
based on length of service. The second step is equated to the 
local prevailing private sector rate. Steps 1, 3, 4, and 5 are, 
respectively, 96, 104, 108, and 112 percent of that rate. 

Thus ) the guideline in Circular A-76 requires the use of 
in-house, blue-collar wage rates which are higher than entry 
level rates and local prevailing private sector rates. l/ In 
contrast, the contractor costed each hourly position at( 

ROPRIETARY DATA DELETED 

The following table shows for a few positions the hourly 
(1) Federal blue-collar wage rates for steps 1, 2, and 3, and 
(2) contractor's wage rates. 

Position 

Tire and tube 
repairman 

Small appliance 
repairman 

Furniture repairman 
Motor vehicle operator 
Sewing machine 

operator 
Cook--first 
Cook-- second 
Cook--helper 

Hourly wage rate 
In-house step Contractor 

1 2 3 

$4.90 

6.99 7.28 7.57 

7.39 7.71 8.02 
6.57 6.84 7.11 
6.15 6.41 6.67 

6,99 7.28 7.57 
5.74 5.98 6.22 
5.32 5.54 5.76 

- 

$5.11 $5.31 PROPRIETARY 

DATA 

DELETED 

L 
If the officials at Fort Gordon could have costed out the 

unoccupied in-house, blue-collar positions at one of the two 
lower wage rates, the in-house personnel costs would have been 

_1/OMB's draft revision of the Circular A-76 cost comparison 
handbook, however, proposed the use of step 4 for general 
schedule positions and step 2 for wage board positions 
(43 Fed. Reg. 43982 (1978).) 
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more comparable to those of the contractor. We did not estimate 
the potential dollar amounts by which in-house personnel costs 
were overstated but, in view of the number of positions involved, 
they should be significant, 

Inflation of personnel costs 

Air Force Academy officials complied with a rule in OMB's 
cost comparison handbook by adjusting the estimated in-house 
costs, including direct labor costs, to account for inflation. 
In contrast, the contractor's bid was required, in accordance 
with solicitation instructions, to exclude any allowance for 
any contingency to cover increased minimum wages and fringe 
benefits which, for example, might later be applied to the con- 
tract under the Service Contract Act. 

In the Academy's in-house cost study, the second and third 
year total costs were inflated by 4 percent ($67,009) and 8.2 
percent ($137,368), respectively. Of these amounts, we estimate 
that $43,399 in the second year and $88,967 in the third year 
are attributable to direct labor costs. Thus, because of the 
cost comparison guideline, in-house personnel costs were over- 
stated by at least a total of $132,366 over the 3-year period of 
the comparison. 

At about the same time the Academy performed its in-house 
cost study, DOD issued its cost comparison handbook which in- 
cluded supplemental guidance that modified the Circular A-76 
rule on inflation of out-year costs. The guidance precluded the 
type of adjustment that was made by the Academy to account for 
labor cost inflation increases. The rule in the Circular, how- 
ever, 
cies. 

remains in effect for all civilian departments and agen- 

In a September 19, 1980, report, l/ we also discussed an 
inflation adjustment. A cost comparissn leading to a decision 
to contract out at Selfridge Air National Guard Base, Mt. 
Clemens, Michigan, contained $299,000 for future inflation 
applied to selected Government wages which an Army appeal board 
later eliminated, thereby achieving comparability with the low 
offeror's proposal. 

L/"Army's Contracting Out of Installation Support Functions at 
Selfridge Air National Guard Base, Mt. Clemens, Michigan" 
(PSAD-80-79). 



CHAPTER 4 

CONCLUSIONS AND RECOMMENDATIONS 

CONCLUSIONS 

The most significant factor influencing decisions to convert 
from in-house to contractor performance was a cost savings iden- 
tified by a cost comparison. Personnel ceilings did not appear 
to be a factor even though the military services use DOD's CITA 
program to reduce their civilian personnel work force. 

The military services will review about 15,000 in-house ac- 
tivities having a total annual operating cost of about $17 billion 
over the 5-year period extending through 1984. It can be expect- 
ed, therefore, that a substantial number of these activities, 
whose total annual operating cost should also measure in the bil- 
lions of dollars, will undergo a cost comparison analysis. 

Given the magnitude of costs and potential savings involved, 
DOD must assure itself that each cost comparison provides a valid 
basis for agency decisionmaking. Once an activity is contracted 
out, and the in-house capability disestablished, we believe there 
is little likelihood that it will again return to Government per- 
formance. 

RECOMMENDATIONS 

Department of Defense 

To strengthen the validity of future certifications made to 
the Congress regarding in-house organizational efficiency and 
cost effectiveness, we recommend that the Secretary of Defense 
issue more detailed policies, procedures, and regulations which 
will require (1) reviews to be performed, and (2) that those re- 
views be based on the same statements of work that are used in 
contract solicitations. 

We recommend that the Secretary of the Army reevaluate the 
decision to contract out installation support functions at the 
Hawthorne Army Ammunition Plant in Nevada. The reevaluation 
should consider the matters discussed in this report, and include 
potential contract termination costs. 

To better ensure that Circular A-76 cost comparisons that 
are prepared in the future result in cost effective decisions, 
we recommend that the Secretary of Defense direct the Secretar- 
ies of the Army, Navy, and Air Force to bring the following mat- 
ters to the attention of their major commands and activities: 

--Statements of work should be complete and in-house cost 
estimates should be based on the same statements of work 
that are used in contract solicitations. 
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--Contractors' cost proposals that are determined to be un- 
realistically low should be adjusted upward by procuring 
contracting officers before the contract prices are enter- 
ed on the cost comparisons. 

--Solicitations for bids or proposals should include current 
Service Contract Act wage rates. 

Joint Department of Defense and 
Office of Management and Budget 

To ensure that cost comparisons accurately reflect the cost 
of contract administration, we recommend that the Secretary of 
Defense and the Director of the Office of Management and Budget 
jointly conduct a complete review of the standard 4-percent fac- 
tor required by Circular A-76. The review should include: 

--An evaluation of the basis for the factor. 

--An assessment of its applicability to all functions, re- 
gardless of the.ir complexity. 

--The possible development of a more accurate costing method 
for application where the factor is not considered appro- 
priate, such as individual estimates of actual expected 
cost or a series of rates to apply to the various types of 
functions that are candidates for contracting out. 

--An analysis of the feasibility and practicability of es- 
tablishing controls to limit the funding of contract admin- 
istration costs, except as otherwise justified in unusual 
circumstances, to a level consistent with-the results of 
the overall review. The purpose of the limitation would 
be to discourage agencies from funding contract adminis- 
tration costs in excess of the amount otherwise considered 
appropriate for the cost comparison. 

Office of Management and Budget 

To provide greater comparability and equity in the cost com- 
parison process, we recommend that the Director of the Office of 
Management and Budget assess the need to modify the Circular A-76 
guidelines for costing out: 

--Unoccupied in-house positions. 

--Inflation of personnel costs for in-house employees. 

AGENCY COMMENTS 

As instructed by the Committees' offices, we did not obtain 
agency comments because the issuance of this report would have 
been delayed. 



APPENDIX I APPENDIX I 

NUMBER OF CONVERSIONS AND 

POSITIONS ELIMINATED 

BY TYPE OF FUNCTION--ALL SERVICES 

APRIL 1978 THROUGH'OCTOBER 1980 

Rules in effect before October 1, 1979, used 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 

13. 
14. 
15. 
16. 
17. 

18. 
19. 
20. 

Function Conversions 

Positions 
eliminated 

(note a) 

Audiovisual activity 
Automatic data processing 
Base operations 
Base supply 
Bulk liquid storage 
Bus service 
Commissary shelf stocking 
Custodial service 
Food service 
Guard service 
Laundry and drycleaning 
Maintenance: 

Avionics 
Bomarc missile 
Building & structures 
Communications center 
Family housing 
Grounds 
Microwave system 
Motor vehicle 
Radio receiving 
Radio transmitting 
Real property 
Surfaced areas 
Water/sewage plant 

Messenger service 
Motor vehicle operations 
Packing and crating 
Patch and test communications 
Precision measurement 

equipment laboratories 
Refuse collection 
Tracking facility 
Wearing apparel 

10 374 
8 106 
1 200 
1 363 
5 104 
2 21 

13 226 
17 278 

3 175 
8 147 

10 430 

1 10 
1 106 
5 56 
1 24 
2 28 
5 39 
1 10 
1 48 
2 47 
5 381 
1 15 
2 21 

.l 8 
1 9 
1 5 
1 10 
3 41 

5 370 
8 89 
1 267 
1 53 

Sub-total 127 4,061 

a/Total number of civilian and military positions - 
each function. 
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Rules in effect since October 1, 1979, used 

1. 
2. 
3. 
4. 
5. 
6. 
7. 

8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

16. 
17. 
18. 
19. 
20. 
21. 

Function Conversions 

Aircraft fueling 
Basic training clothing issue 
Bus service 
Caretaker service 
Clothing sales 
Commissary shelf stocking 
Consolidation and 

containerization 
Custodial service 
Food service 
Guard service 
Hospital linen control 
Insect and rodent control 
Keypunch service 
Laundry and drycleaning 
Maintenance: 

Air conditioning 
Aircraft 
Base support 
Building and structures 
Electric plants 
Family housing 
Grounds 
Heating plants 
Kitchen equipment 
Motor vehicle 
Sewage and waste plants 
Surfaced areas 
Transient aircraft 
Utilities 
Water plants 

Mess attendants 
Protective coating 
Refuse collection and disposal 
Simulator operations 
Wearing apparel 
Word processing 

1 11 
1 26 
1 5 
1 38 
1 6 

10 120 

1 113 
9 292 
2 247 
2 40 
1 3 
2 3 
2 30 
2 104 

i 
1 
4 
1 
1 
6 
3 
1 
1 
5 
1 
1 
2 
1 
1 
1 
2 
6 
3 
1 
1 - 

Sub-total 

Total 

80 - 

207 - 

APPENDIX I 

Positions 
eliminated 

(note a) 

3 
80 

2,114 
19 

1 
47 
16 

2 
2 

157 
3 
1 

13 
2 
2 

26 
42 
28 
90 
39 
17 

3,742 

7,803 

a/Total number of civilian and military positions authorized for 
each function. 
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Installation 

!i??!!Y 

Aberdeen Proving Ground, 
Maryland 

Fort Dix, New Jersey 

J?Qrt Wrdon, Georgia 

LIST OF INSTALLATIO~~S 

VISITED WHERE FUNCTIONS WERE 

CONVERTEDT0CoNTRAcToRPERFWMANCE 

lb. of 
positions eliminated 

Civilian 

Fort Hood, Texas 

Fort Sam Houston, Texas 
Bake Army Medical Center 

Fort b&x, Kmtucky 

Fort Lee, Virginia 

Hawthorne Army &munition 
Plant, Nevada 

St. Louis Area Support Center 
Granite City, Illinois 

Vint Bill Farm Station, 
Virginia 

Air Force 

Air Force Academy 
Colorado Springs, Colorado * 

Seymour J&nson Air Force Base 
Goldsboro, North Carolina 

Tbtal 

Function (note a) Military Total 

Motor vehicle 
maintenance 

82 a2 

Laundry and 38 
drycleaning 

Base operations 672 
and housing 
services 

Aircraft maintenance 77 

Custodial service 76 

38 

479 1,151 

77 

76 

Fbal services 28 

Full food service 49 

Tbtal installation 647 
support 

Tbtal installation 162 

82 

45 

110 

94 

647 

162 
support 

Facilities 
maintenance 

61 61 

Custodial service 67 67 

Food service 
attendants 

26 26 

a/Full-time permanent positions only. 

1,985 2,591 
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LEGISLATIVE PROVISIONS 

The following are excerpts from various laws that establish 
congressional policy or recurring restrictions concerning the 
conversion of DOD in-house activities to contract performance. 

Department of Defense Appropriation 
Authorization Act, 1975, Public Law 
93-365, August 5, 1974 

"SEC. 502. It is the sense of Congress that the Department 
of Defense shall use the least costly form of manpower that is 
consistent with military requirements and other needs of the 
Department of Defense. Therefore, in developing the annual man- 
power authorization requests to the Congress and in carrying out 
manpower policies, the Secretary of Defense shall, in particular, 
consider the advantages of converting from one form of manpower 
to another (military, civilian, or private contract) for the per- 
formance of a specified job. A full justification of any con- 
version from one form of manpower to another shall be contained 
in the annual manpower requirements report to the Congress re- 
quired by section 138(c)(3) of title 10, United States Code." 

Department of Defense Authorization 
Act, 1981, Public Law 96-342, 
September 8, 1980 

"STRENGTHENING OF RESTRICTIONS ON CONVERSION OF PERFORMANCE 
OF COMMERCIAL AND INDUSTRIAL TYPE FUNCTIONS FROM DEPART- 
MENT OF DEFENSE PERSONNEL TO PRIVATE CONTRACTORS 

SEC. 502. (a) No commercial or industrial type function 
of the Department of Defense that on October 1, 1980, is being 
performed by Department of Defense personnel may be converted to 
performance by a private contractor-- 

(1) to circumvent any civilian personnel ceiling; or 

(2) unless the Secretary of Defense provides to the Congress 
in a timely manner-- ,, 

(A) 

(B) 

notification of any decision to study such 
commercial or industrial type function for 
possible performance by a private contractor; 

a detailed summary of a comparison of the cost 
of performance of such function by Department 
of Defense personnel and by private contractor 
which demonstrates that the performance of such 
function by a private contractor will result in 
a cost savings to the Government over the life 
of the contract and a certification that the 
entire cost comparison is available: 
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(C) a certification that the Government calculation 
for the cost of performance of such function by 
Department Of Defense personnel is based on an 
estimate of the most efficient and cost effec- 
tive organization for performance of such 
function by Department of Defense personnel; 
and 

(D) a report, to be submitted with the certifica- 
tion required by subparagraph (C), showing-- 

(i) the potential economic effect on employ- 
ees affected, and the potential economic 
effect on the local community and Federal 
Government if more than 50 employees are 
involved, of contracting for performance 
of such function: 

(ii) the effect of contracting for performance 
of such function on the military mission 
of such function: and 

(iii) the amount of the bid accepted for the 
performance of such function by the pri- 
vate contractor whose bid is accepted and 
the cost of performance of such function 
by Department of Defense personnel, 
together with costs and expenditures 
which the Government will incur because 
of the contract. 

(b) If, after completion of the studies required for comple- 
tion of the certification and report required by subparagraphs 
(C) and (D) of subsection (a)(2), a decision is made to convert 
to contractor performance, the Secretary of Defense shall notify 
Congress of such decision. 

(c) The Secretary of Defense shall submit a written report 
to the Congress by February 1 of each fiscal year describing the 
extent to which commercial and industrial type functions were 
performed by Department of Defense contractors during the preced- 
ing fiscal year. The Secretary shall include in each such report 
an estimate of the percentage of commercial and industrial type 
functions of the Department of Defense that will be performed by 
Department of Defense personnel, and the percentage of such 
functions that will be performed by private contractors, during 
the fiscal year during which the report is submitted. 

(d) This section shall take effect on October 1, 1980." 
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Department of Defense Authorization 
Act, 1980, Public Law 96-107, 
November 9, 1979 

"WAIVER OF APPLICABILITY OF OMB CIRCULAR A-76 TO CONTRACTING 
OUT OF CERTAIN RESEARCd AND DEVELOPMENT ACTIVITIES 

SEC. 802. (a) Except as provided in subsection (b), 
neither the implementing instructions for, nor the provisions 
of, Office of Management and Budget Circular A-76 (issued on 
August 30, 1967, and reissued on October 18, 1976, June 13, 
1977, and March 29, 1979) shall control or be used for policy 
guidance for the obligation or expenditure of any funds which 
under section 138(a)(2) of title 10, United States Code, are 
required to be specifically authorized by law. 

: 
(b) Funds which under section 138(a)(2) of title 10, 

United States Code, are required to be specifically authorized 
by law may be obligated or expended for operation or support 
of installations or equipment used for research and development 
(including maintenance support of laboratories, operation and 
maintenance of test ranges, and maintenance of test aircraft 
and ships) in compliance with the implementing instructions for 
and the provisions of such Office of Management and Budget Circu- 
lar. 

(c) No law enacted after the date of the enactment of this 
Act shall be held, considered, or construed as' amending, super- 
seding, or otherwise modifying any provision of this section un- 
less such law does so by specifically and explicitly amending, 
repealing, or superseding this section." 



APPENDIX IV 
~OFCCSTCXMPARXiONRESULTSBy INSTALIATION 

Installation Function In-house 

Aberdeen ProvinqGround, 
MaryltDd 

Fort Dix, NewJersey 

MAor vehicle $ 10,930,545 $ 9,583,806 $ 1,346,739 g 

Fort Gordon, Georgia 

Fort Hcd, Texas 

Fort Sam tkxIston, Texas 
Brcoke Army Medical 
Center 

maintenance 

Larndry=d 
drycleaninq 

Base operations and 
housing services 

Aircraft 
maintenance 

Custodial service 

Fort Knox, Kentucky 

Fort lee, Virginia 

Hawthorne Army Anmunition 
Plant, Nevada 

St. Iauis Area Swrt 
Center, Granite City, 
Illinois 

Focd services 

Full food service 

lbtal installation 
support 

Total installation 
w?Fort 

Vint Hill Farm Station, Facilities 
Virginia maintenance 

Air Force 

Air Force Acadmy 
Colorado Springs, 
Colorado 

Seymwr Johnson Air Force 
Base, Gcldsboro, North 
(3arOlina 

Total 

a/3-year cunparison. - 

b/58-mnth canprison. 

c/35-rmnth ccmparison. - 

c/2-year cmprison. 

5,089,307 4,142,2% 947,011.g 

209,956,388 189,655,494 20,300,894 b/ 

12,548,504 11,010,944 1,537,560 j 

4,924,263 4,683,462 240,8Olg/ 

29,784,920 

38,506,OOO 

112,457,626 

28,182,484 

38,453,OOO 

107,272,750 

1,602,436 c/ 

53,000 z/ 

5,184,876 a/ 

19,385,219 16.002.229 3,382,990 c/ 

9,471,718 6,203,563 3,268,155 g/ 

Custodial service 5,264,723 3,944,589 1,320,134 g/ 

Foal service 
attendants 

2,477,360 1,551,200 926,160 a/ - 

Contract 
'Savings 

by contract 

$40,110,756_ 
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APPENDIX V 

SUW%RY OF ACTIONS TAKEN AT INSTALLATIONS To MAKE ORGANIZATIONAL REVIEWS 

Function Action Taken Installation 

Aberdeen Proving Ground, 
Maryland 

Fort Dix, New Jersey 

Fort Gordon, Georgia 

Fort Hood, Texas 

Fort Sam Houston, Texas 
Brooke Army Medical 
Center 

Fort Knox, Kentucky 

Fort lee, Virginia 

Hawthorne Army Amnunition 
Plant, Nevada 

St. louis Area Support 
Center, Granite City, 
Illinois 

Vint Hill Farm Station, 
Virginia 

Air Force 

Air Force Academy 
Colorado Spriqs, 
Colorado 

Seyn-our Johnson Air Force 
Base, Goldsboro, North 
Carolina 

Motor vehicle 
maintenance 

Lxlndry and 
drycleaning 

&se operations and 
housing services 

Aircraft 
maintenance 

Custodial service 

Food services 

Full food service 

Total installation 
support 

Total installation 
support 

Facilities 
maintenance 

Custodial service 

Food service . 
attendants 

No study. Certification based on a 
1978 staffing/management survey. 
Workload and work force factors 
considered constant. 

Study made. 

Study made. No documentation. 

No study. Certification based on 1978 
staffing survey and consultation 
with managers, employees, and union 
representatives. 

No study. Costccmparisonbased on 
historical data and staffing 
patterns. 

Study made. Preceded CITA review 
and preparation of statement of 
work. 

Study made. In-house positions 
increased from 204 to 268. 

Study made. 

No study. Tables of distribution 
allowances for authorized personnel 
used for cost canparison. Also 
relied on past audits, surveys, 
and inspections. 

Study made. 

Study made. No docmentation. Cost 
comparison based on in-house organ- 
ization, not statement of work. 

No study since its need was not 
emphasized. Staffing standards 
were considered effective but 
increased staff-years from 26 to 
38.5. 
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ANLYSIS OF 4-I'ERCEWI CCMPACT ALMINISl?WTIcN cam: FMXUR INCIIWIARA-76 By INSl'ALLATI~ 

Contract 
a&iniatration co&a 

(note a) 
AC3231 Actual expected 

4 Dercentussd expected a.8 a percent of 

-te by 
officials on 

4-pment 
Installaticm 

Fort Dix, New Jersey 

Ftxt c;ordon, Georgia 

Ebrt Hood, Texas 

Etct Sam l4alstnn. Texas 
Brcde Amy Medical 
center 

Wrt Knox, Kentucky 

Fort Lea, Virginia 

lladmme Army k-munition 
Plant, Nevada 

St. Iauis Area support 
center, Granite City, 
Illinois 

Vint Hill FamStatiCn, 
Virginia 

Fuwtim in*anparism 

tbtor vehicle 
mint-e 

Laundry and ClrycleaniW 

Base operations and 
hcusiny services 

Aircraft mintenmce 

Custcdialservice 

Fcod services 

Full fo3d service 

Total installation 
SW4=t 

Total installation 
=Pl=t 

Facilities 
maintenance 

Ckatmhal service 

kW service attendants 

$ 159,327 $ 270,285 b.7 

88,164 

3,462,lW 

190,393 a/ 8.2 

5,592,166 6.5 

113,020 166.04u 5.9 

142,640 231,222 6.5 

2.297.055 3,423,067 6.0 

(d 

Unraalistic. 

Prokably unrealistic. 

Unrealistic. 

Doas mt u3.w all costs. 

Realistic. 

Arbitrary. JKleqwta for 
fcodtnrtmtfor 
amplicated services. 

Unrealistic. 

Preferred astimtes. 

Waaliatic. 

Maquate. 

Mealistic. 

@~cludes yeneral and ahinistrative expenses. 

wirtual expcted asts were either estimated by installation officials or by GW lmed on actual, 
authorized, or p-opsed staffing as detenined by installation officials. 

qIhe Amy 'Iraining ard Loctrine CaMnd refused to fully fund the ca-kract adn~istraticm positions 
appoved by IUzt Dix, but instead limited its funding to the 4 percent amount used in the ampariscn. 
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