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Dear Mr. Chairman: of Leg"!: a Lccrd of Le.ich is by the
a ert bj. i1cu!-zt, ep2ort Dcpartment

The accompanying report presents the results of our survey into
the review and approval oficontractor executive an-d professional com-
pensatio£nf $25,000 or more a year by admirnstrative contracting of-
ficcraof'thefi Department of Defense and certain other Federal aencies.
This survey was made in response to your. letter of Mlay 17, 19.7,-rex_
pressina your interest in the efforts being made to control salaries of
omployees of contractor who derive a signaiicant portion oGf t CL-gusi-
ness from. Government contracts. -'- -- . w-, ;., ';.'

fWe conducted this survey to obtain information on on the agencies'
-management systems established for the review, evaluation, and ap-
proval of contractor employee compensation and.to observe these man-
agemrent systems in operaticfn. The $25,000-or-maore criterion has
been set forth in several of the agencies' procurement instructions
and/or directives as the salary level.reluiring svecial attention by ad-
ministrative contracting officers.

In general, our survey indicated that admlinistrative contracting
officers, in-dlschargLng their responsibilities lor tlne review and ap-

.rM, proval of contractor executive and professional com censation (herein-
after referred to as executive compensation), need: (1) more clearly

* defined standards or criteria for determining the reasonableness of
°1) contractor executive compensation, (2) definitive procedures for evalu-

ating contractor executive compensation, and (3) in some instances,
pertonnel knowledgeable in comp.ensation matters who can assist the
a dministrative contracting officers in performing their assigned tasks
in this area of contract administration.

We did not make an in-depth and comprehensive review of this
aspect of contract administration. However, tho survey data that we

r" obtained from the headquarters level of seven Government agencies
and from 36 of their contract administration cornmponents indicated
that, in general, the reviews performed by administrative contracting
officers were superficial .and not effective because these oficers
lacked a sound basis for determining the reasonableness of the execu-
tive compencation established by the contractors. Although there were
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various studies and statistics on executive compensation published by
private and public organizations, there wzre also numerous intangibles
in these studies which, according to adnministrative contracting officers,
allowved contractors to justify and sustain wh'atever executive compen-
sation they deemed reasonable.

Contractors who operate in the private competitive economy by
virtue of having a significant amount of commercial business or having
to compete for a substantial portion of their Government business have
financial incentives to control costs, including compensation, to main-
tain a position in the market. V,'e are concerned with what appear to
be pro forma revrievs by Government officials of executive compensa-
tion at those contractor plants or divisions where a sijrniiicant portion
of the business is obtained not from the open competitive market but
from sole-source contracts with the Government.

The Department of Defense reported that, in fiscal year 1967,
52.5 percent of the military prime contract awards were noncom!peti-
tive and 43.7 percent of the contract awards contained pricing provi-
sions other than firm fixed price.

We therefore believe that the lack of clear guidelines for admin-
istrative contracting officers is a matter twarranting policy-level atten-

i tion. We believe also that consideration might be given to determining
whether or not it would be feasible to establish central review groups
of compensation experts vithin the agencies to review and approve,
where appropriate, contractor employee compensation and thus limit
the number of personnel requiring specialized training and to ensure
uniform and fair application of such guidelines. We have not obtained
comments on our observations from the agencies included in'our sur-
vey.

We are presenting this report for your information and use with
the understanding that your Subcommittee intends to continue its
studies of this subject and to pulsue these matters rith the agencies
involved. We plan to make no further distribution of this report unless
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