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The Honorable Morris K. Udall

fouse oF RemssetatiTes VA

Dear Mr. Udsll: Linto0641

This is in response to your letter of August 30, 1976,
written jointly with the Honmorable Christopher J. Dodd, re-
garding actions of the Office of Management and Budget (OMR)
designed to greatly expand the amount »f contracting out of
functions now performed in-house by civil service employees.

To obtain the information you required, we have contacted
representatives of OMB, the Civil Service Commission and other
orgenizations.

Many of your questions concern the reasonsbleness of
estimates of future events. While we have endeavored to
respord in a useful manner, estimates of thisz nature are not
precise and could vary significently, depending upon the assump-
tions made. ZEach estimate, therefore, could be considered
reasonable if the assumptions are accepted. For example, the
Government cost factor for retirement benefits of 24.7 percent
af eurrent payrell -coctz, LZ.oulyoac gocd 38 the progechieis - coe -
¢f many *F'u*.re events such as (1) pay incresses of Govermment
esployees, (2) interest rater applicanle to pension fund
assets, and {3) rates of inflation. There is no single right
answer for these multiple projections.

Qutlined below are our answers to the six gquestions con-
tained in ycvur letter.

Juestion 1, Is the assumptior that retirement costs to the
' Govermment 2r higher then 7 percent reasonsble?

Response:

The annual retirement costs to the Govermment are higher
thar. 7 percent of payroll costs regardless of whether reference
is ‘ce:mb made to net Govermmen. outlays from the retirement
fund, the Govermment's contributions to the retirement fund, or
the Governmsnt's amnual shere of the value of curremtly eccruing
benzfit righis earned ty active employees during the year. In
actvarial terminology, the vaiuve of benefit rights earmed annually
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by employees covered under a retirement system is referred to
as "normal cost." Normal costs estimeted on a dynamic besis
take into consideration (1) projected rates of inflationm,

(2) interest earnings on the pension fund assets, and (3) esti-
mated wage increases. A more detailed discussion of the many
factors involved in this matter is presented in Enclosure I.

Question 2, Are the cost factors developed by the Civil
Service Commission at CMB's request for +4he
retirement system reasonable?

Response:

We believe the Civil Service Commission's estimete of
31.7 percent of current payroll costs as the dynamic normel
cost for the retirement system is reasonsble, provided ome
accepts the ecorcmic assumptions used in caleulating the cost.
The Govermment's cost factor of 2L.7 percent was derived by
subtracting employees' contributions of 7 percent rrom the 31.7
percent normal cost.

Question 3. Are the methods %o estimate future "dynamic"
costs, such as wage increases, or benefit
increases, o interest and inflation rates,
a8 recommended by the actueries board of the
Civil Service Retirement System, reasonsble,
and why, or why not? Are the empiricsl ansly-

“ses of past and future trends correct?

Response:

The economic assumptions used by the Commission's Chie’
Actuary in celculating the 31.7 percent dynamic normel cost for
<he retirement system were prescribed by OMB.

The assumptions were {1) future real amnual pEY increases
cf 1 percent, (2) real annual interest on fund investments at
a rate of 2 percent, and {3) an annual inflstion rate of zero
percent. The Commission's Chief Actuary toid us that using assump-
tions of & 5 percent genersl amnual increase in pay, 6 percent
interest rate, and 4 percemt inflation rate would produce essen-
tially the same normel cost as the assumptions prescribed by OMB.
According to <the Actuary, any combination of rates in whieh the
annusl pay and interest rates are 1 percent and 2 percent, re-
spectively, above the assumed inflation rate would produce essen-
tially the same normal cost.estimate.
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In meking its interest rate assumption of 2 percent (6 per-
cent minus inflation of 4 percent), OMB used a table (taken
from U. S. Treasury reports) showing annual interest rates on
3-5 year Govermment bonds. The table covered a period of 28
years (19U47-1974). Each year's rate wes adjusted for inflation
and expressed as an estimeted "real"” interest vute. Using
these adjusted rates, OME computed an averasge real interest rate
of 1.58 percent for the 13 year period from 1952 to 196k, omit-
tinz the last 10 years, on the pasis that they were not normal
years. This rate was then rounded to 2 percent and used in OMB's
assumptions. However, in our opirion, it is unsound to ignore
the total experience available, particulerly that pertaining to
recent years. If OMB's assumption had been based on experience
for all 28 years, the average reel interest rate would have been
1 percent.

OMB's assumption that future annual pay would increase at
& "real” rate of 1 percent was based on s study of private
sector real wage rate increases between 1955 and 1962. We be-
lieve that it would have been more appropriate to bage the
assumption on historical experience within thé Govermment. While
we did not analyze Government experience over the long run, recent
real wage rate increases within the Govermment, perticularly for
white collar employees, have been near zero percent.

It should be noted that decreasing the assumed pay rste
inereage to zerc, and the aversge interest rate to 1 percent
will increase the normal cost factor to epproximately 37 percent
and the Goverrment's share to about 30 percent.

Tstimates of the dymemic normal cost of the retirement system
can vary considerably depending upon the assumptions made ré-
garding future real wage increases and reael interest rates. By
their very nature, the validity of these econocmic assumptions
cannot be judged on the basis of their precision or accursacy, but
rather should be considered in terms of their reescnableness.

OMB believes that their economic assumptions, by ignoring recent
experience, favor an estimate of retirement costs on the low side,

Question 4, Are the actuarial models of the retirement
system, on which the "dynamic” normal costs
were calculated reasonsble?

Response:

We discussed the models used to caleulste pormsl cost with
ihe Commission's actusry and perused the input data used for the
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caleulations. We did not find any flaws in the method of calcu-
lations; different normal costs baszd upon different economic
assumptions were consistent with each other. We dld not, however,
completely evaluete the computer program because of its commplexity
and the substantial period of time that would be required.

The computer program is based upon a large amount of statis-
ticel data accumulated over a2 number of years and was written
about 10 years ago. The careers cf 100,000 hypothetical Govermment
employees in about 75 categories sre modeled over a period of 50
years. For each year, the program provides for computing how
many employees in each category shift to other categories during
the next year and the effects on retirement benefit costs. Factors
considered and processed include such things as the probebility of
death at a givea age, promotion, and retirement., For each year in
the 50 year period the program provides for computing the salaries
and benefits, and processing the data to arrive at the dynamic
normal benefit cost factor.

Compesite Retirement Cost Rate

The 2L4.7 percent Goverrment retirement cost rate for ecivil
service employees is o composite rate applicable to the overall
workforce, including engineers, secretaries, unskilled laborers,
etc. We believe OMB should give consideration to developing a
series of rates tailored to 2pply to eech type of activity that is
a vandidate for contracting out such as guard servicesz, zrounds
meintenance, and food service sinez it is improbable thet pension
cost factors are the same for all occupations. Under such a
system, more accurate cost comparisons should he achievable.

Social Security as a Part of the Cost of Contracting Out -

In making cost comparisons to determine whether activities
should be performed in-house or contracted out, it is very impor-
tant that proper consideration be given to costs under both

ternatives, Therefore, we believe that Sociel Security costs for
private sector employees should also be computed on the dynamie
normal basis as are retirement costs for civil service employees.
The current employer Social Security coniribution is 4.95 percent
of an employee's weges up o an smnual ceiling of $15,300. This
amount, together with the employee's contribution, may be insuffi-
cient to cover the full cost of employee benefits acceruing under
the system. Since there is & possibility that scme portion of any
additional costs will eventually te borne by the Federal Government,
we believe that consideration should be given by OMB to developing
e factor for cost comparison purposes thet could be applied to labor

L
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costs of private sector employees to reflect the full annual accrual
of retirement benefits of employees under the Social Security system
on a dynamic basis.

OMB has stated that socisl security costs should not be con-
gidered because benefits paid are financed by earmarked contri-
butions of employers and employees. OMB states, further, that there
are no contributions to the Social Security trust fund from the
general fund of the Treasury.

The Sociel Security Administration aclmowledges that contri-
butions to the Social Security trust fund are not adequate to
finance fiture liability for benefits. Estimates of the unfunded
liability range to the trillions of dollars. Government funding
of this liability is e distinct possibility, if not a liklihocod.

We recognize that it will be difficult to develop & reasonsbly
accurate rate to reflect the potential social security costs that
are likely to be borme by the Govermment. However, similar diffi-
culties are inherent in the calculations of civil service retirement
costs, 1.e., numerous assumptions have to be made, I+ is our
position that cost comparisons are meaningless if similar costs are
not included in both computations.

Question 5. Should the completion of an adequate cost
corparison analysis be required before every
.- contracting out actiun, .rather thaa in - - 3
" selected cases now? Are the criteria used
to determine whether such studies should be
made now sufficiently detailed to protect
the Govermment?

Response:

As you know, A-76 does not require that a cost comparison be
made before & contracting out action below certain dollar thresholds.
The Commission on Govermment Procurement sddressed this issue and
made certein recommendations to revise A-76 in this regard {see
Enclosure II) which our Office fully supportz. We believe that
implementation of the five recommendations advocated by the Com-
mission on Government Procurement should be pursued. OMB feels it
hes not yet developed enough information cn agency implementation
of A-76 to =stablish target dates for taking a position on these
recommendations.

Question 6. Is the five-function increase in contracting
out mendated in OMB's July 27, 1976, memoran-
dum reasonable or even achievable within the
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near future, and is the private sector capable
of providing the services as identified in the
agency reports due August 23, 19762 Are these
services proper ones to be obtained by Govern-
ment through contracting out?

Response:

The OMB staff would not make the agencies' responses to the
July 27, 1976, OMB memorandum available to us for evaluation. As
of October 15, 1976, we formally requested the Director of OMB to
instruct his perscnnel to provide the required information. A
copy of my request is enclosed (see Enclosure IIT).

In his response dated October 26 (Enclosure IV), the Director
advised that the data will not be made available until after it
has been presented to the President and he has made his decisions
on the proposed actions. We are in disagreement with this view
and will pursue the matter further.

We plan to closely monitor any mejor developments concérning
Government contracting out of functions previously performed in-
house and expect to be reporting to the Congress on this matter
from time to time.

A number of other Congressmen and Senators have requested a
similayr evaluation of the recent actions of the 0ffise of Manage-
ment and 3udget concerning contracting out vs in-house production.
We will, therefore, te in touch with yowr oifice to arrange for
copies of this letter to Le provided to those individuels.

If vou have any further questions, please let us know,

L4 , //
Comptroller General
of the United States

Enclosures



Enclosure I

Comments on The Government's
Retirement Costs

Question (1): Is the assumption that retirement costs to the
Government are higher than 7 percent reasonable?

1

Responsge:

In discussing the Government's annusl costs (expressed as a percentage
of total annual payroll) of the civil service retirement system, annual costs
may be expressed as:

(1) total annual benefit peyments by the Government to former employees
and survivors cf former employees minus contributions by current employees
to the Civil Service Retirement and Disability Fund; or

(2) totel annual Goverument contributions (deposits) tec the retirement
fund; or

(3) the Govermnment's share of the velue of currently accring pension
benefits earned by active employees during the year.

When discussing the Governmment's retirement costs as an element of current
annual employment costs, we believe the approvriaste reference is to the Govern-
ment's shere of the value of cuvrently accruing pension benefite ({3) zbove),
Reference to anauel benefit payments ({1} above) would te ineppropriate because
such payments are related to prior service by employees and thus reflect past,
not current, emplcyment costs. The following table shows net Govermment out-
lays for fiscal years 1970 through 1975. The table also shows that retirerent
costs computed on this basis amounted fo 13.1 percent of the payrcll in 1972,

Civil Service Retirement Fund Benefit and Expense Paymenis

Fund expenses an Qutlays as

benefit outlaysi & percent

(millions of $) of payroll
1970 $1,012 3.9
1971 1,310 4.8
1972 1,867 8.k
1973 2,4k9 8.0
197k 3,453 10.%
1975 4,673 13.1

;f Net of contributions by current employees.



Referencze to the Govermment's total annual contributions to the retire-
ment fund ((2) above) is also inappropriate because such contributions repre-
sent costs related to both past and current employment. Under civil service
retirement laws the Govermment is required, annually, to make the following
payments to the retirement fund:

--contrioutions in amounts which match employees'
contributions,

~--gome of the interest on the system's wafunded ﬁability,

--an amount equal to the current benefits payments
attributable to credit for military service, and

--installments to finance increases in the system's
untundsa Lian:iiity resulting from (1) new or liberal-
ized benefits, (2) extension of coverage to new groups
of employees, or (3) employee pay increases.

The following table summarizes the Government's payments to the f:mnd for
fiscel year 1970 through 1975 and shows thet retirement costs computed on this
basis were 15.8 percent of the payroll in 1975.

Civil Service Retirement Fund Annual Government Payments
(In Millions)

1970 1971 1972 1973 1974 1975
Agency:/ contributions $1,738& 81,91k 42,060  $2,1h1 42,201 - $2,495

Interest on the-

unfunded liability - 264 585 952 1,37+ 2,261
Military service
payments - 13 29 71 129 205
Installment payments 215 496 547 737 1,024 1,746
TOTAL $1,953 $2,687 $3,220  $3,901 $4,%18  $6,707

Total as a percent
of aggregate pay 7.6 9.8 - 11.0 13.0 k.7 18.8

y Government agencies are required to metch employees® contributions of
7 percent of annual salary.

The ultimate cost of any retirement system can be determined only ss actual
expenditures emerge throughout the life of the system. By the very nature of
a retirement system's obligations, there is a timelag between the accrusl of
bepefit rights and the payment of venefits. Under the civil service system, an
employee's benefit rights accrue during his years of service. That is, each

2
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year of service by an employee has an associsted retirement velue. Therefore,
it is sourd acccunting practice, as well as an encouragement to fiscal and
budgetary discipline, for an employer to recognize the annual accruai of re-
tirement benefit liabilities as an annual cost of employment.

In actuarisl terminology the value of benefit rights earned (accruing)
annually by employees covered under a retirement system is referred to as the
"normal cost" of the system and is frequently expressed as a percentage of the
total payroll. Normal cost can be calculated on either a "static” or "dynamic”
bagis. Under the static basis, no consideration is given to future ieneral
pay increases or cosi-of-living annuity adjustments while under the dynemic
basis consideration is given to such increases.

The law requires that the pay of Federal employees be adjusted periodically
to maintain comperabilily with their counterparts in the private sector. 3ene-
f£its payable at retirement depend, in large part, on an employee's average
salary during his 3 highest paid years. Furthermore, the annuities of civil
service retirees must be edjusted to reflect increases in the Consumer Price
Index. Pay and annuity adjustments have occurred frequently end in large
amounts. Since 1969, Federal white-collar pay rates have increased 58 percent
and ennuity sdjustments have totaled 72 percent. When such future increases
are ignored in computing normal cost (as is the case when the static basis is
used) retirement costs currently being accrued are significantly wuaderstated.

On November 11, 1975, in testifying before the Subcommittee on Retirement
and Employee Benefits, House Committee on Post Office and Civil Service, we
stated that the preferable approach to reti.ement funding would require cost
recognition and funding on a "dynemic" besis with full comsideration of the
effect of pay increases and cost-of-living edjustments on ultimate spnuity
paynents. )



Enclosure IT

Recommendations from Commission on Govermment Procurement

Recommendation 22:

Provide through legislation that it is national policy to rely on
private enterprise for needed goods end services, to the maximm extent
feasible, within the framework of procurement at reasonadle prices.

Recommendation 23:

Revise 303 Jircular A-76 fo provide that Federal egencies should
rely on commercial sources for goods and services expected to cost less
+han 3100.000 per vesr, without msking cost comparisons, provided that
adeguate competition and reasonable prices can be obtained.

Recommendation 24:

Zese cost comparison on:

‘a’ Pully-allocated costs if the work concerned represents s sig-
nificant element in the total workload of the activity in questicn, or
if discontinusnce of an ongoing operation will result in a significant
decrease in indirect costs. . -

.- .
aa

ra v

.®° An incremental basig if the work is uct a significan% portion of
totel workload of an organization, cor if it is s significant portion
n which the Sovernment has alrealy provided a substantial amount,

reccrmendetion 29

for either new capital investment or sunual cperating cost.

Secommendation 26:

Increase the minimm cost differentisl for new staris to justify
verforming work in-house from the 10 percent presently prescribed to a
meximm of 25 percent. (0Of this figure, 10 percent would be & fixed mer-
gin in support of the general plicy of reliance on private enterprise.

& flexzble margin of up to 15 percent would be added to cover a judgment

as to the possibilities of obsolescence of new or additional capital
invesiment: unceriainties regarding maintenance and production cost, prices,
and Tuture Government requirements: and the amount of State and loeal taxes
foregone.! New starts which reguire little or no capital investment would
possinly justify only a 5 percent Iflexible mergin, while new starts which
reguire a substanti capizal investment would justify a 15 percent flex-
izle mergin, especially 1f the new starts were high-risk veatures.

4 :



Tnelosme II1

GOMPTROLLER GENERAL OF THE UMNITEL $TATES
WASHINGTON. D.C. 0848 M

- |
= 00T 15 176

The Liogorabls Jamss T. lymn
Directoz, Office of Management

and dudget
Dear My. Lyan:

AZ the request of Congressman Udall and Cougressman Dodd, ws
axe studying aspects of the Government's policies for contracting
ocut of in-house functious. AC tae Yresideat's request, on July 27,
1976, you asked Federal departmants and ageacies to identify five
adiitionzl io-house functions Co bo coatracted out, sad to revise
procedurss to incresse tha acepe of contracting out by eacn cepart-
ment or agencys You askoed for tne respooses by August 23, 1976.

In order to carry r it the rijuested study, we rsguire coples
of all zeplies by eagencies and deparicauts to your July 27 letter,
Hexbers of my staff have soughc informally to obtain thess replies,
but your. st&ff hea beez unwilling to accode &2 oul raquists. AS
rou know, 31 U.S.C. §54 rcquires all depurtments acd establishaenis
to furpish GAO with &1l required iuformatica, and to pernit access
to &ny books, docuxents, papers, aud Trecords.

- I would sppreciate your diracting your staff o providie us
the requested information imzsdliately. In addition, we would like
to be apprised of any events rslatiag to the issus of canarac:i.nz-
out occurting subseguuat to the replies in quescion,

Bincersly yours,

(S13MZD) FOTIAT I IELED

L5a8% Comptrolier Gemeral
of tha United Staces

I H Congressman Morris X. Udall
Congressnan Caristopher S. Dodd . s

EMG:cbe



Enclosure IV

':".:é:: “ EXECUTIVE OFFICE OF THE PRESIDENT
:};-_";;, z OFFICE OF MANAGEMENT AND BUDGET
N WASHINGTON, D.C. 20503
N ™
DCT 26 Wb

Your Ref: B~-158685

Honorable Elmer B. Staats
Comptroller General

of the United States
Washington, D.C. 20548

Dear Mr. Staats:

This s=sponds to Mr. Reller's letter of October 15 con-
cerning the Government's policies for contracting out of
in~-house functions.

As you know, Mr. Lynn's memo of July 27 was written pursu-
ant to a Presidential directive and the agencies' responses
thereto constitute their recommendations to the President
on the subject of his management initiatives. Although the
Office of Management and Budget has substantially completed
its review of the agency submissions, those submissions
have not yet been presented to the President. We expect to
forward this material to the President;garly in November.

Until tihe President completes his review, tha dissemination
of the zgency proposals outside of the Executive branch
would clearly be inappropriate. To my knowledge, 31 U.S.C.
54 has never been construed to authorize the Comptroller
General access to agency recommendations and advice prior
to Presidential action thereon.

I wish to assure you of OMB's cooperation in your study
and of our willingness to make relevant material available
to you as socn as the President has completed his action.

Paul H. O'Neill
Acting Director
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resl weze roie Incresses within tihe Gevernment, pexrticuiarly for

waite collar explewess, have been NeEr zerd percent.

T4 shoulld be noted thet decressing the assuzel tay rate
inecresse %o zere, ani the everzce izmierest rate <o 1 percexs
sil) Inorease the norzzl oost festor To atTroxizeielr 3T percent

2 4 - oy § % £y - - TN -
enl trhe Cgvernzment’s share U0 elCut v perienc.

Tetimenes of the drmexio norzel oost of the retirement srsten
pgn w2re soncideratly depending uptn the accuimpiiszs zels re-
geriing fusure renl wege Inmeresses znd rezl interest rales. Iy
their very nesure, the wa2lidiiyr ol These eccnozic essumotiions
deimot Te Juizsd on the nasis of Tisiv gresisian o act ey, ud
retzer smauld he oconsiderel in ter—s of itheir resscnadlenecse,
o= Telileves +hat tieir eccmoxic eczuTpiions, T imnoring resent

eyxperience, favor aln. estizate of retirezent ecegis on the low side.

. -2 1. A Y P 3 2o & -t -
Question &, Are {he aotueriel moleis of the retirexent
e er——— ey r—

srsTex, on wrien the iimz=ie" norzel costs
were celsuizted rea:z ze=tle?

PecoInse:
PARREi

.- 3z . 2 -t —_—a .o S - - ™
a2 3fssussei the z=odels uged T2 czlculizte norzel coost Witk
- - - 2 1 - - = . - - < e -~ e - & -
the Tr==ission's sisuase ani perised <he inpus dete used fir ke
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2csts of privete sector extloyses o reflect the Sl apmusl ﬂ'-—--;.—.."
of retirerent vamefits ol amyleovees unier the Soelel Secsurity oyt

cz & gynamic basis,

02 hes stated 4hat sooizl sesurivcy costs shonid not te zon-
sidered secpuse benelits zzid sra financed Ty esrmerked cooztyi-
coizas of exticyers ani exglceyees, (i3 states, f'::‘:‘ue., tzat thers
ere no contributions o T2 Sozial Security trust fund Sroz the
genersl fund cf the Tressy.

The Sociel Securi=y idmizistration acknowledges that eoneri-

dutions Lo the Socisl Serwrity trust fuzd ere not adequeie L2

Sivance fulure 1iabilisy for tenelits., Zstizates of the unfumded

1ie2iilty range To the Toillisons of dollars. Govermment fundiss
22 <zis liability is & Zisiines possibility, i not a liklikocd,

‘i

We recognize thet It will be difficull to develcd & reasszetly
acourese rate o rellert the pouential socisl security costs ties
gre lizelr to De borze TT tne Sovernmers. Zcwever, si:ile.:' L2285
gulsias are inierent Inm tza salauleticns of civil cerrice retize=ent
noss s. -.e., nuzersme secrrptistg have <o pe =2ie, TL ig our
position that 205t ocroeriscns are meexningless I simdler costs are

not ir.:l:“d iz Dotz yo=smations.

Questizn 5, Shoulld tThe :":'_:le.i:: ol ex sdeguste cost
soparissr zzalisics be regcuired ‘cef:*e every
comTrectizg cuT s2tisn, retier fhesn in
- selrctel czres nowl Are ithe criteriz used
€5 Zetermins whetier su"‘* ezudies snpdd de
zede now sofliziently deteiled <o Trotect
The Foversmentt
Tecdonse:
i ———
A wou kmoir, 4.%F Zzes zit Yeguire thet e coot semperisse te
z2de bef:ve & 2onTrestisg s a22icn below certein 3:iler towecn:lds.
The JemmIssisn ez Goverzzazt Proocurezent addressed llis Issie end

zzde certain ressmenietizzg o revise A-TD in this regerd see
Inslesuire II) whish o 1f2ize S0 supporis., ve teuieve <has
Izplementatien of the Tiv2 "e":.e::..ati:ns eivocesed t:r the Coz=-

- - -~ Tema - = . Lt - .~ “ L
=igsion o2 Terrment STI “E:E:Z should de Tarcsiec E feels 1
o - - ' & -, - -.. -3
Zgrs o0 et Zerel LIP2% £ % infsr=etizo oan SenY : iementat
p3

s :-.-."é td estatlish terset Zztes for tz2zing e :.:osi:i::.. ca ‘.::ese
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neer Jutiure, azi is the privele sector caped
of Troviding the servizes as identified in the
azgencr Teporss due August 23, 19767 Are ihese
serrises praver cnes to be cttained by Gevern-
nert Tihrough contraciipg ouv?

Resvonse:

The OMS stef? wezld =ot =ake the egencies' responses to the
July 27, 1976, C3 memcraniuxz availeble to us for evaluxiion, As
of October 15, 1574, we for=ally reguested the Direztor of OB 4o
instruct his perscmmel 1o Trovide the reguired information, A
copy of =y reguest is emclcsed (ses Inclosure III).

In his respcmse fa3d e Jetober 25 (Inzlosure IV), 4he Director
advised 4hat the Izza w1l zot be made available ugtil afler it
has been presentel o the P:-es:d-n’: ani re tes made his decisizas
on the preposes aztisne, we awe in disseeement with tzis view
end will pursue tte master furh

¥e clexm to =Cosely monmitor any c—ejor Zevelcpments conesrain
Governzment contrasiizg out of fumstioas rreviously perforzed in-
nouse end expect s be redoriizag <o the Congress cn this rcatter
freo tize Lo tize,

A number 22 ctrzer Cofigreszsmen end Sensziors have resiested e
sizmilar evaluaticz of the recent astlions of the Cllice o Manege-

diret cozoerming contrasting ot vs in-house »roduction.

mezt and =uis
We will, therefcre. te i:m touzh with youwr office Lo arrexge for
gcepies ¢f this leTter to te proviied 1o those individuels.
I you rave znr Soeiier 2uesticrs, piesge let ug kmaw,
. . - Yy, -'A W}
- : 3 Z:b!
"? /
£
’
Cozptrzller Generel
- of tke United Stetes
Znclosures



TOTHE READER:
SEVERAL PAGES OF THE FOLLOWING MATERIAL
MAY BE ILLEGIBLE BECAUSE OF THE POOR
QU ILITY OF THE COPY SUBMITTED FOR
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Agogmmendatione from Zamizsion oo 3overnzent Trosirese

Sensmmondaticon 22:

Provide iarcugh lesisiaticz that it is neticnal -'::l° e o rely 2o
Drisete enterprise fir needfel s:izis and services, o = ...8.7"-":: ectant
Zepsitle, witiin <he fwezmewcry of procwrexent &t ressczatle srizes,

Rescxrendation 23

Revise 302 firoulsx A-75 42 provide 4hat Federsl agemsies showdd
rely on commercial sorces for Zoclds and se*'.r‘ es expected t: 2057 less
then 3100,000 ver veer, wizhoot ..a...i“ cos. sozperisszs. tToovided et
edecuate cozpezizic e...- resscmazle prices can te criained.

Sangemardation 2k

Sase ccst somperissn on:

{a' Tully-ellosezei casts 2 <he work conce ents 2 siz-
nificent element In <he <otel woirzliced cf the aciive 2estizz. <¥
if discontinuance of 2z sngoling cperation will resull in e siznifi-asms

secresse in indirest 2csus.
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(D/ An ingrezentzl taszis 17 the work ig ot e SLETIILLoNT ToIILIn =2
- g Y . U An A A e mpmeacndgz=d an " $ e X 2 el St Aget emeamwd oy
a2 COVEBL WOTALTEZO T2 SITEENSLIELLICN. 02 LI LV A8 & suIToLLsmnt P pS
el . w " ooy e - e oo Ane -~ Sas I rmp s g1 -
In which the 3:overnTent tas ST TYIVIASeT & SUUSTRITIRL amsuant.
DS .
4 . - -
e%a T=~Z Tave I ™S etmanhald fav vpre pepama ma DT AAA
wanw e o —me e - Whem w el iew o - e e o wme S w— - Ve
gl ms® & R e X sviwrmeen T A 2 -
CELICEL LTUesSTIeNT O ANIULeL Iferallis Zosv. .
R I T -
< o~ ~ Al R .
-~ - - -
-

B

Zocreese the Zinmixwom 2cst Zillerenziel for new starts o fusIily
pers c'-""b wery in-house fyoz 4ne 1T percent presentl: :*cs::-i.. i<z 8
mpxivae 25 pertent. (I Thiz Sfigire, 12 perzent waild te a Sined mer.
gir in support of She general poellier of reliance cn private entersrice,
L flexinle :r.a:-:;n cf 2p to 15 percent woull e elded i: cover a Fudient
as to the possi Tilizier of ctsclescence of mew or edlisismel capital
Lrrestment: ureertzinties regariing eintenance eni oraduction 2oez, prices
end future Gevernzent irex t and the exount of Zipte and lso21 taxes

Toregone. ' New stars

2ire 1I2%tle or no cagzizel Investmest would

- hA — - -e ® v O vt gy
Possitly Jussilys ornly e S percent flexitle zevgin, wihile new ssariz snich
reguire & substanmszial zs=T Imrestment wolld Justif- 2 1S gercent Slex-
itle zargis, especially I the mew starts were nizherise venzures,



WASHINGTON, D.C. I8

- a P 44
fT 10 Ko
The Konoradle Jasas T. lymn
Divector, 0ffice of Maaageusat . ..

and dudget
Dear Mr, ly=a: '

AZ the reguest of Cozgresssan Udall aad Congress=an fodd, we
ara studyiny aspecss of the Goverc=ant's policies for contzacting
out of in-house fusctious., AC zac Fresideat's Tequesg, o3 July 27,
1976, you asied Fuoderul departzantis and sgeccics £o identify Sive
additiraal io~house fuucliions to bu goatricted out, and to revise
procedures £o lncrosse Ing scopa of comiracting out by casy cepart-
weat or szency. You aswsd for tae respocses by August 23, 1376.

In order £o catTy cut the Tejuestud study, va requize ccplas
of all replies by ezrucies aad deparcs=zurs to your July 27 leg:ter.
Hesbors of oy staff have souiht izforzal'r to obiain thesec replies,
but your staff hes becea unwilling €O accede Lo ouf Tegu2s2s. AS
you kaow, 31 U.S.C. §54 rejuires 2ll depurtmxats oad esiSslisaonuts
to furnish CAD with all required iuforx=itioa, and o permii access
to agy boozs, documeals, pagern:, aud records.

I would eppreciase your directins your s2aff to proviie ns
the reguested Izlormatica Lmssclately. In addition;.we widld like
- - 2¢ bs upprised of day évézls Telating to the Lssus of coatrasginge
ou? occurTing s.osequuct to the reylies 1o questlios, -

—

Sinccrely youss,

nARTIP T 10T
(S1ZMZ2) RODIAT 5L e

L5QBG  Cozprreller Gesesal
of the ialted Scates

cs: Conzress=aa Morris X. Udall
Longressaan Carislicyuer S. Jodd . .

BMG:ico2



el EXECUTIVE CFFICE OF THE PRESIDENT
L1t OFFICE OF MANAGEMINT AND BUDGET
S WASHINGTON. D.C. 20863
N 7
0CT 25 B7%

Your Ref: B--158683

Honorable Elmer B. Staats
Comptroller Seneral

of the United States
Washington, D.C. 20548 i

Dear Mr. Staats:

This responds to Mr. Kellexr's letter of QOctcber 15 con-
cerning the Government's policies for contracting out of
in-house functions.

As you know, Mr. Lynn's memo of July 27 was wristen pursu-
ant to a Presidential directive and the agencies' ressonses
therato constitute their recormendations to tne President
on the subject of his managemeat initiatives. 2Althouch the
Office of Management and Budget has substantially complete
its review of the agency submissions, those sukmissiozns
have not yet been presented to the Presidént. We expect to
forward this material to the President 'early in Novermber.
Until the President comcletes his review, the cissemination
of the agency prcposals outside of the Zxecvriive bBranch
woulé clearly be *naspro riate. To my knowledze, 31 U.S.C.
54. has_ neyar besn. construed. to.authorize the Coostroller -
General access to agensy recormendations and advice priox
to Presidential action thereon.

I wish to assure vou of CMB's cocperaticn in vour study
and of our willingness ¢o mazke relevant mater.al availakle
to yot as soon as the Presicent has completed his action.

Paul H. 0'¥eill
Acting Director






