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Dear Mr. Secretary: 

This report summarizes the results of our review of the types of contracts, source 
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award large multifunction or “umbrella” contracts for base support services. We 
decided to review these contracting practices because of the substantial value of the 
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This report contains recommendations to you in chapters 2,3, and 4. As you know, 
31 1J.S.C. 720 requires the head of a federal agency to submit a written statement on 
actions taken on our recommendations to the House Committee on Government 
Operatrons and the Senate Committee on Governmental Affairs not later than 60 
days after the date of the report and to the House and Senate Committees on 
Appropriations with the agency’s first request for appropriations made more than 
60 days after the date of the report. 

We are sending copies of this report to the Secretaries of the Army, Navy, and Air 
Force; the Chairmen, House Committee on Government Operations, Senate 
Committee on Governmental Affairs, and House and Senate Committees on 
Appropriations; and the Director, Office of Management and Budget. 

Sincerely yours, 

Frank C. Conahan 
Assistant Comptroller General 



Ekecutive Summ~ 

Purpose The Department of Defense (MOD) identified 64 “umbrella” contracts, 
valued at $3.6 billion, which the military services used to provide sup- 
port services on military bases during fiscal years 1977 through 1983. 
Under this approach, one contractor supplies a wide range of services 
rather than a single service. The use of these contracts grew from $20 
million in fiscal year 1977 to more than $1 billion in fiscal year 1983. 
The number of bases using them could nearly triple by fiscal year 1988. 

Because of the substantral and growing value of the contracts, GAO 
decided to determine whether the contracting practices the military ser- 
vices used in awarding umbrella contracts adhered to law, regulations, 
and sound procurement policies. 

Background Under umbrella contracts, contractors provide such diverse support ser- 
vices as custodial work, road and building maintenance, food services, 
and security. By using an umbrella contract, a military base can reduce 
the number of contracts rt needs to award and administer and can 
concentrate the responsibility for the work on a single contractor. 
(See p. 10.) 

GAO refers to certain practices as preferred for procuring routme or pre- 
dictable services. These include (1) using a firmly priced contract rather 
than a fixed-price incentive or cost reimbursement contract, (2) giving at 
least 60 percent of the weight to price, as opposed to nonprice, factors in 
evaluating contractors’ offers, (3) using contract statements of work 
which contain to a great or very great extent performance-oriented 
descriptions of the work to be done and standards with acceptable 
quality levels for measuring performance, and (4) exercising contract 
options that were priced as part of the initial contract award, rather 
than unpriced options. GAO refers to contracting practices other than 
these as less preferred practices. (See p. 18.) * 

GAO analyzed information on the 64 umbrella contracts DOD identified 
GAO also compared the results with information from a random sample 
of single function base support service contracts. (See pp. 13 and 14.) 

Results in Brief Most of the work done under umbrella contracts was routine or predict- 
able. However, the military services awarded most of the contracts 
using contracting practices more suited for obtaining technical, nonrou- 
tine work. This lessened the likelihood that the government obtained 
base support services at a fair and reasonable price. 
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The military services provided little or no support for many of their 
decisions to use the less preferred contracting practices. They said they 
used them mainly to have flexibility, to get the best service, and to save 
time in the contracting process. However, the preferred practices have 
been used successfully in awarding some umbrella contracts. In addition, 
single function contracts, covering many similar types of work as the 
umbrella contracts, have often been based on the preferred practices. 

Principal Findings 

Wark Mostly Routine The work performed under umbrella contracts consisted mainly of rou- 
tine, predictable activities. DOD contracting officers provided and GAO 

analyzed information on the work performed under 66 of the 64 
umbrella contracts. The analysis showed that of the 118 different types 
of work performed under the contracts, 113 (96 percent) were per- 
formed under both the umbrella contracts that were firmly priced and 
those that were not. Firmly priced contracts are best suited for predict- 
able types of work. (See pp. 33 and 34.) 

The less preferred practices often used to award umbrella contracts are 
more suited to unpredictable or nonroutine work, such as developing a 
weapons system. In such work, costs may be harder to estimate in 
advance, and a contractor’s technical expertise may need to weigh more 
heavily in making the award. When used to contract for routine work, 
however, these practices may result in higher prices. For example, GAO 
found that, because nonprice factors were given more importance in 
evaluating contractors’ offers, the 22 umbrella contract awards made to 
someone other than the lowest priced offeror totaled $81 million, or 8 
percent, more than the total of the lowest offers. In the source selection * 
evaluation process, all of the lowest offerors were judged to be qualified. 
(See pp. 20,49, and 60.) 

Su(pport Lacking for Less 
Preferred Practices 

Federal law and regulations require decisions to use cost reimbursement 
or incentive types of contracts to be justified either as (1) likely to be 
less costly or (2) the only practicable way to satisfy the need. For the 43 
umbrella contracts of such types (costing $2.3 billion), GAO found that 37 
had inadequate documentation to support the contract-type decision. 
Interviews with contracting officers did not provide GAO with additional 
information supporting 28 of these 37 decisions. Similarly, GAO 

Page 3 GAO/NSIAD&7-7 Umbrella Contracts 



Execntive Summary 

examined eight contract awards for which price was given less than 50 
percent of the weight for evaluating offers and found insufficient sup- 
port for assigning such a low weight in seven of the eight cases. (See 
pp. 36 to 39 and 49 ) 

Use of Preferred Practices 
Is Feasible 

Some umbrella contracts were awarded using the preferred practices. Of 
the 64 umbrella contracts, 21 were awarded using firmly priced con- 
tracts Also, 17 of the 64 were awarded with the dommant importance 
given to price rather than to nonprice source selection evaluation factors 
and another 14 contracts were awarded with equal importance given to 
price and nonprice factors. The kinds of work performed under these 
contracts based on the preferred practices were similar to the work per- 
formed under most of the others. (See pp. 33,47, and 51.) 

Hetter Work Statements 
Needed 

Recommendations 
- 

To increase the effective use of firmly priced contracts and the 
emphasis on price in awarding umbrella contracts, the services need to 
prepare more precise contract work statements defining both the work 
to be done and acceptable performance levels. (See ch. 5.) 

GAO recommends that the Secretary of Defense require the solicitation to 
be based on the anticipated use of all of the following contracting prac- 
tices whenever use of an umbrella contract covering a substantial 
amount of routine or predictable base support work is proposed, unless 
Justified in writing and approved. 

A firm fixed-price contract or a fixed-price contract with an economic 
price adjustment clause. 
Source selection evaluation criteria which assign at least half of the * 
weight to price related, rather than nonprice, factors. 
Work statements containing (1) clear, definitive, performance-oriented 
descriptions of the work needed and (2) standards with acceptable 
quality levels for measuring performance. (See p. 25.) 

GAO also recommends that the secretaries of Defense and the three mili- 
tary departments take other actions to ensure that sound contracting 
practices are used. (See pp. 25,43, 54, and 66.) 

I 

Agency Comments In commenting on a draft of this report, the Office of Federal Procure- 
ment Policy, Office of Management and Budget (OMB), concurred with all 
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the recommendations and called GAO’S review thorough and timely. The 
Policy Office said it plans to implement the recommendations by pro- 
posing Federal Acquisition Regulation changes and revising OMB Circular 
A-76, which relates to performance of the type of work reviewed. (See 
pp. 26,43,54, and 66.) 

DOD disagreed with GAO'S basic recommendation as it relates to using 
firmly priced contracts and assigning at least half the source selection 
weight to price factors. 

DOD highlighted both its agreement with GAO on the need for definitive 
performance work statements and four objections it had to the report 
That is, DOD said (1) GAO would require contracting officers to prejudice 
the selection process in favor of firmly priced contracts contrary to 
established policies, (2) the work performed under the contracts GAO 
reviewed may have been routine, but it was often not predictable 
enough to allow use of a firm fixed-price contract, (3) DOD must move 
away from defining requirements in terms of what is minimally accept- 
able and move toward best quality at an acceptable price, and (4) flexi- 
bility must be maintained to tailor performance work statements for 
individual procurements. (See pp. 26,43,66, and 66.) 

In response to these objections, GAO pointed out that (1) procurement 
law and regulations have established the preference for using firmly 
priced rather than cost or incentive types of contracts and GAO found 
many DOD contract type decisions to be unsupported, (2) contrary to 
DoD'spOsitiOn,DoD COnhXiCtingOfflCerS’responsestO GAO'SqUeStiOnnilire 
indicated that most of the umbrella contract work was predictable, (3) 
putting more emphasis on best quality, instead of defining needs in mini- 
mally acceptable terms, is inappropriate for routine, predictable base 
support services and is inconsistent with regulatory requirements that * 
the government use specifications and purchase descriptions reflecting 
its minimum needs, and (4) flexibility to tailor work statements for indi- 
vidual procurements, although unobjectionable in itself when applied in 
a manner consistent with procurement law and regulations, should not 
be an excuse for the lack of adequate work statement planning and 
unsupported contract type decisions. (See pp. 26 to 29,44,56,66, and 
67.) 
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Chapter 1 

Introduction 

The Department of Defense (DOD) budgeted about $27.7 billion in fiscal 
year 1986 to operate and maintain (that is, provide “support services” 
for) its many bases throughout the world. Base support services such as 
custodial work, lawnmowing, road and building maintenance, pest con- 
trol, trash collection, food preparation, and security are provided either 
by an in-house work force-military and civilian-or by contract 
personnel. 

Contractors can be hired to perform a single work function, several 
functions, or all the contracted support services on a military base. At 
some bases, large multifunction contracts, called “umbrella” contracts, 
provide a broad range of support services. These services may be pro- 
vided at one location or several locations. Some umbrella contracts also 
provide such services as running a missile test range, a developmental 
test center, or a troop training facility. The contracts have usually been 
awarded for about 1 year and have included provisions to extend or 
renew the initial contract for 2 to 4 years. The initial contract awards 
and the extension or renewal periods generally cover a total of 3 to 6 
years. Through an umbrella contract, a military base can reduce the 
number of contracts it needs to award and administer, and can concen- 
trate the responsibility for the work on a single contractor. 

I 

use of Umbrella 
bontracting Has 
ncreased and Is 

lu 

xp,ected to Rise 
rther 

In fiscal year 1983, the last year covered by the contracts we reviewed, 
DOD funded’ about 6,000 contracts totaling 32.4 billion for base support 
services. Most of these contracts were relatively small, covering one 
function. The 46 fiscal year 1983 umbrella contracts2 were funded at 
about $1 billion. For fiscal years 1977 through 1983, about S3.6 billion 
was funded for 64 umbrella base support contracts3 (See app. VII for 
the dollar amount of contracts awarded to large and small businesses 
and app. VIII for the amount of subcontracting.) * 

Figure 1.1 shows that the funded value of annual umbrella contract 
awards grew from $20 million in fiscal year 1977 to over $1 billion in 

“‘Funded” refers to money obhgated, as reported on DD Form 360, a reportmg Instrument used to 
collect data on contract placement urlthm DOD for the Federal Procurement Data System Obhgatlons 
are transactions that reqmre payment durmg the same or a future permd 

21n 1983,46 ongomg umbrella contracts covered 42 nuhtary bases One base had Its work divided up 
and performed under two umbrella contracts and another base had its work divided up and per- 
formed under three umbrella contracts 

30f the 64 umbrella contracts, the Ax Force awarded 41, the Navy 12, and the Army 11 
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- 

fiscal year 1983. The individual umbrella contracts ranged from under 
8 1 million to over $100 million in a year. 

Figure 1.1: Use of Umbrella Contracts 
for Base Support Services Has 
Increased Greatly 

1977 1978 1979 1980 1981 1982 1983 

Office of Management and Budget (OMB) Circular A-76 provides policy 
guidance to federal agencies for determining whether commercial and 
industrial type work should be done by contracting with private sources 
or by using government personnel. Although the Office of the Secretary 
of Defense directs DoD'S A-76 program, the individual military services 
determine which specific activities being performed by government per- 
sonnel should be reviewed for possible contracting to commercial 
services. 

It appears that the increased use of umbrella contracting for base sup- 
port services over the past 7 years will continue. We estimate that more 
than 80 additional umbrella contracts could be awarded through fiscal 
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year 1988. This estimate is based on the information the three military 
services provided to the Congress concerning the A-76 cost studies they 
propose to perform. If all of these studies result in decisions to contract 
out, the number of umbrella contracts could increase from 45 to more 
than 126. The dollar amounts involved could be sizable because some 
very large bases are being considered for contracting out. 

Objective, Scope, and 
Methodology 

. 

Our overall objective was to evaluate whether the contracting practices 
the military services used m awarding umbrella contracts for base sup- 
port services adhered to sound contracting policies and procurement 
regulations. These policies and regulations cover important steps in the 
process: (1) planning and defining the work required, (2) developing the 
solicitation, which includes choosing the source selection evaluation cri- 
teria to be used in awarding the contract, (3) obtaining competition for 
the contract award, (4) selecting the proper contract type, (6) evaluating 
proposals and making the contract award, and (6) ensuring that the 
selected contractor performs and delivers the work as stated in the con- 
tract These procurement functions are often interrelated-the manner 
in which earlier functions are performed and how well they are per- 
formed may have an effect on later ones. For example, defining the 
work very broadly may preclude negotiating a contract type other than 
cost reimbursement, and giving a high weight to nonprice factors in the 
source selection evaluation criteria may result m higher priced 
contracts. 

To satisfy our overall objective, we sought to determine 

whether decisions to use umbrella contracts involving less preferred 
contracting practices were justified (see ch. 2); 
what types of contracts were used and whether, considering the nature * 
of the work performed, contract type decisions were consistent with 
law, regulations, and sound contracting policies and practices (see ch 3); 
what type of competition was obtamed (price or nonprice) and whether 
the source selection evaluation criteria used were consistent with sound 
contracting pohcies, considering the nature of the work performed (see 
ch. 4); and 
whether the statements of work were adequate and complete (see ch. 5). 

The Defense Acquisition Regulation (DAR), which applied to defense con- 
tract solicitations issued before March 31, 1984, spelled out the rules 
covering procurement by DOD It provided the basic criteria we used m 
this review because it was in effect at the time all the contract awards 
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we reviewed were solicited and awarded. The regulation included 
requirements regarding matters such as obtaining competition, the pre- 
ferred types of contracts, and the need for contract specifications. 
Regarding contract type requirements, we used procurement law as well 
as the implementing regulations in conducting our work. (See ch. 3.) 

The Federal Acquisition Regulation (FAR), which became effective 
April 1, 1984, was developed to provide a uniform government-wide 
procurement regulation superceding DAR, the National Aeronautics and 
Space Administration Procurement Regulation, and the Federal Procure- 
ment Regulations, which governed procurement in other federal agen- 
cies. For DOD, FAR and the DOD FAR Supplement, which both took effect 
for new solicitations issued after March 31, 1984, have superceded DAR. 
The transition from DAR to FAR did not result in any policy changes in the 
areas we reviewed. 

As noted above, OMB Circular A-76 provides guidance to federal agencies 
regarding commercial and industrial type work. The guidance, which 
covers contract statements of work, provided additional criteria we used 
m this review. Supplement Number 2 to OMB Circular A-76, January 
1982, entitled A Guide for Writing and Administering Performance 
Statements of Work for Service Contracts, provides government guid- 
ance and criteria for writing performance-oriented work statements. 
This supplement was first issued in October 1980 as Office of Federal 
Procurement Policy Pamphlet Number 4. 

We performed our work at the Office of the Secretary of Defense, the 
headquarters of the military services, and nine United States military 
contract locations that awarded umbrella contracts The nine consisted 
of three Army, two Navy, and two Air Force bases in the United States 
and two Air Force locations overseas. Our field work was performed 
during the period of November 1983 through November 1984. In visiting 
field locations, we reviewed contract files and discussed our objective 
and related questions with contracting officers and other appropriate 
agency officials, 

* 

We Judgmentally selected 17 umbrella contracts for detailed review at 
the 9 military locations. We selected contracts that provided a mix of 
military services, contractors, contract types, and geographical loca- 
tions, as well as a variety of supplies and services. To supplement this 
work, we sent a questionnaire to the contracting officers on 64 umbrella 
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- 
contracts4 for base support services awarded between fiscal years 1971 
and 1983. We did so to obtain information on specific audit objectives 
listed above. For comparative purposes, we also sent a second, similar 
questionnaire to contracting officers for a random sample of single func- 
tion and other nonumbrella base support service contracts. The ques- 
tionnaires were pretested with contracting officers at three military 
bases. Appendix I shows our sampling plan and appendix II lists the 64 
umbrella contracts. 

We edited the responses to the two questionnaires and developed two 
computerized data bases. We reviewed the questionnaires for obvious 
errors and any incompatibility with the specific documents provided by 
contracting officers in response to our requests. We contacted con- 
tracting officers to resolve any differences. We took a random sample of 
all data elements in our data bases and verified our sample as well as 
100 percent of the key data elements back to the original questionnaires 
to assure the accuracy of the data bases. All errors were corrected 
before we analyzed the data. 

As of October 1, 1984, our final cut-off date for questionnaire responses, 
we had received responses as shown in table 1.1. 

-- 
Table 1 .l : Responses to Our 
Questionnaires Number of Number of 

Contracts 
sample questionnaire 

contracts responses Percent --- _______- -.- -- - 
Umbrella 64 64 100 --- .--- __--- .- -.- 
Single function or other nonumbrella 374a 336b 90 

aWe mailed out queshonnalres for an onglnal sample of 400 contracts However, we found that 26 of the 
contracts did not belong In our universe, which resulted In an adjusted sample of 374 (See app I ) 

bOf the 174 contracts In stratum I, we received 159 questionnaire responses (91 percent) Of the 200 
contracts in stratum Ii, we received 177 questionnaire responses (88 5 percent) The strata are * 
described In app I 

In this report, we refer to responses to various questions. On some ques- 
tions the responses do not total 64 or 336, depending on the question 
cited, because some contracting officers did not respond to all questions, 

Since we collected information on the 64 umbrella contracts by question- 
naire, we did not visit all locations of these contracts nor review all con- 
tract files. We also did not assess the accuracy or reliability of the DD 

4DOD officials provided us wth a hstmg of all umbrella contracts they could identify for fiscd years 
1977 through 1983 We obtamed questlonnan-e data on each of these 64 umbrella contracts, Including 
the 17 contra&? reviewed at the locatlon3 vlslted 
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Form 360 contract data system. The data was used for background 
information and for identifying the dollar values of various contract 
types. 

Concerning the use of specific contract types for umbrella base support 
services, we obtained questionnaire information on all 64 contracts and 
talked with contracting officers, base commanders, and higher command 
officials. For the 9 locations visited, we examined contract files; for the 
33 locations not visited, we relied on contracting officers to provide the 
requested information from contract files, including some supporting 
studies or cost analyses. We analyzed the supporting documentation for 
contract type decisions and held extensive follow-up discussions with 
contracting officers at the locations visited as well as those not visited 
about justlfmatlons for all the cost reimbursement and incentive-type 
contracts. 

To determine the types of services and supplies obtained under the 64 
umbrella contracts and to compare whether they were the same as ser- 
vices and supplies obtained under single function contracts, we made 
detailed comparisons of work performed under both kinds of contracts. 
We also asked all 64 umbrella contracting officers whether the work 
was routine6 or technical and whether the work was routine enough so 
that a firm fixed-price work statement could be prepared and a firm 
fixed-price contract could be used. 

For our analysis of price competition, we (1) reviewed federal laws, reg- 
ulations, and Comptroller General decisions, (2) reviewed DOD policies 
and procedures for determining what source selection evaluation cri- 
teria should be used and what their relative importance or weighting 
should be, and (3) obtained information on all 64 umbrella contracts and 
discussed price competition and weights with contracting officers and I 
headquarters officials. We considered the type of work being performed 
in the umbrella base support service contracts in evaluating the source 
selection criteria used. 

To determine the adequacy and completeness of umbrella contract work 
statements, we analyzed the work statements and discussed them with 
contracting officers and contractor officials at the nine bases we visited. 
In addition, we asked contracting officers for all 64 umbrella contracts 

“Work was defined as routme when It was predictable enough so that a reasonably defnutive state- 
ment of work either was avmlable or could be developed that would provide a reasonable basis for 
firm pncmg 

Page 16 GAO/NSIADW-7 Umbrella Contracta 



chapter1 
Introduction 

and for our sample of single function and other nonumbrella contracts to 
rate their work statements based on OMB Circular A-76 work statement 
criteria. 

We also reviewed the use of contract options and noncompetitive follow- 
on contracts for umbrella base support services. Our work covered a 
number of different aspects of these contracting procedures, which are 
discussed in a separate report: The Use of Unpriced Options and Other 
Practices Needs Revision (GAO/NSIAD-86-59, April 23, 1986). 

To assess whether decisions to use umbrella contracts involving less pre- 
ferred contracting practices were justified, we (1) reviewed federal laws 
and regulations, (2) reviewed DOD and service pohcy and procedures, (3) 
obtained questionnaire information, and (4) discussed contracting prac- 
tices with contracting officers and higher command officials. We also 
analyzed the contracting practices used on umbrella and single function 
base support service contracts and determined whether significant dlf- 
ferences existed between the two. 

Our review was performed in accordance with generally accepted gov- 
ernment auditing standards. 
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Chapter 2 

Decisions to Use Umbrella Contracts Based on 
Less Preferred Contracting Practices Need to 
Be Just&d 

The military services have awarded umbrella contracts for billions of 
dollars worth of routine or predictable base support services using less 
preferred contracting practices. Such practices are generally better 
suited for other kinds of purchases. The use of the less preferred prac- 
tices was often not appropriate for the contracts we reviewed. 

Contracting officers are not clearly required to, and often did not (1) 
follow most of the preferred contracting practices discussed in this 
report in awarding umbrella contracts nor (2) justify as more advanta- 
geous to the government using umbrella contracts based on the less pre- 
ferred contracting practices, rather than two or more smaller contracts. 
As a result, there was unnecessary use of the less preferred practices on 
umbrella contracts. 

Use of Less Preferred In this report, we refer to certain practices as preferred for procurmg 

Contracting Practices 
routine or predictable work. The preferred practices are (1) using firm 
fixed-price contracts or fixed-price contracts with economic price 
adjustment clauses instead of cost reimbursement or incentive types of 
contracts (as discussed in ch. 3), (2) placing heavy reliance-which we 
define as at least 50 percent of the weighting-on price as a source 
selection evaluation factor (see ch. 4), (3) using work statements which 
generally contain performance-oriented descriptions of the work that 
needs to be done and standards with acceptable quality levels for mea- 
suring performance (see ch. S), and (4) exercising contract options that 
were priced as part of the initial or underlying contract award, rather 
than unpriced options. (See our report1 on the requirement to price 
options. The report explains the problems we identified relating to this 
matter and contains recommendations to correct them.) 

These preferred practices are generally cited in legislation or procure- I 
ment regulations. Federal law and procurement regulations express a 
preference for the use of firm fixed-price and other firmly priced con- 
tracts rather than cost reimbursement or incentive types of contracts 
whenever appropriate.2 The Congress and procurement regulations have 
historically required competition and preferred price competition as the 

‘The LJse of Unpriced Options and Other Practices Needs Revlslon (GAO/NSlAD-86-69, Apnl23, 
1986) 

“See 10 II S C 2306 (c) and 2310 (b) and DAR 3-401 Also, DAR 3-404 2 states that a firm fixed-pnce 
contract 15 smtable for use m procurements when reasonably definite specifications are aVZilkdbk and 
fair and reasonable prices can be established at the outset Essentially the same requirements are set 
forth m FAR part 16 fixed pnce with economic pnce adjustment contra& are similar to firm fixed- 
pnce contracts, except for the economic pnce ac\lustment provisions 
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basis for contract award whenever practicable. In addition, FAR and DAR 
indicate that definitive work statements and specifications (1) are 
needed as a basis for firm fixed-price contracting and (2) should be 
based on the government’s minimum requirements. Work statement 
guidance applicable to base support service contracts is further outlined 
in OMB Circular A-76. Options exercised are required to have been priced 
as part of the initial or underlying contract award because, based on 
procurement regulations, Comptroller General decisions state that an 
unpriced option is not a valid option, 

Overall, we found that for the 64 umbrella base support service con- 
tracts which DOD identified as having been awarded between fiscal years 
1977 and 1983, the less preferred practices were often used. That is 

l 43 (67 percent) were either cost reimbursement contracts or fixed-price 
incentive contracts; 

. 33 (52 percent) were either evaluated predominantly on the basis of 
nonprice source selection criteria or were awarded noncompetitively; 

l 30 (47 percent) were awarded based on work statements not meeting the 
OMB guidance to a great or very great extent, according to the con- 
tracting officers responding to our questionnaire; and 

l 11 (17 percent) had unpriced options that had been exercised. 

Table 2.1 summarizes the frequency that the less preferred contracting 
practices were used in the 64 umbrella contracts. 

ii& 2.1: Freqwncy of Using Less 
Preferred Contrecting Practices Number of less preferred practices used Cumulative 

in the contract Contracts Percent percent _--- ._--_----_ ---- 
4 3 47 47 -- 
3 17 266 31 3 -~~ 

- 
___- -__---_-- 

* 2 20 31 2 625 .- -- -- ~- 
___----- 1 14 219 844 -._-_--.--~--. 

0 10 156 1000 

Total 64 100.0 

Ten umbrella contracts used only the preferred practices. The other 54 
used from 1 to 4 of the less preferred contracting practices. 
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Use of Less Preferred Using the less preferred contracting practices in awarding umbrella con- 

Practices Was Often 
Inappropriate 

tracts was often not appropriate because (1) the work was generally 
routine or predictable and (2) the reasons for using the practices were 
frequently not reasonably supported or otherwise not consistent with 
good management. Contract costs can be higher than necessary when 
using the less preferred practices inappropriately. 

Routine or Predictable 
work 

Work performed under umbrella contracts can be divided into two 
types-( 1) work that is predictable enough so that a statement of work 
can be developed for a fum fixed-price contract and (2) work that is not. 
Predictable work tends to be routine, standard, or simple, or to require 
no unique or novel approaches Work not predictable enough to be 
clearly defined is often highly technical, such as designing weapon 
systems 

The types of work performed under umbrella contracts for base support 
services were often routme or predictable. They consisted primarily of 
such work functions as food service, laundry, refuse collection, vehicle 
maintenance, building maintenance, security and fire protection, and 
groundskeeping. 

To determine how much of the work performed under umbrella con- 
tracts was routine or predictable and how much was not, we asked DOD 

contracting officers to identify each work function included in the 64 
umbrella contracts awarded in fiscal years 1977 through 1983 and to 
categorize each function as routine or nonroutine. According to the con- 
tracting officers for 66 umbrella contracts that responded to our ques- 
tionnaire on this matter 

76 percent of the 1,245 individual contract work functions, covering 118 
functional areas, performed on their contracts were either classified as 
routine or already performed under firmly priced contracts3 and 
96 percent (or 113) of the 118 functional areas that were performed 
under the 66 umbrella contracts were performed under both (1) the 20 
umbrella contracts that were firmly priced and (2) the 36 umbrella con- 
tracts that were not. 

The information provided by the contracting officers is discussed in 
more detail on pp. 33 and 34. 

3As noted m ch 3, the term firmly priced contracts refers to firm fixed-pnce contracts, fixed-pnce 
contracts with economic pnce a@stment clauses, and fum futed priced ~th award fee contracts 
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Unsupported or 
Unacceptable Reasons for 
Using Less Preferred 
Practices 

Use of the less preferred contracting practices was often not reasonably 
supported or was inconsistent with good management. To determine 
whether there was a reasonable basis for decisions to (1) use cost reim- 
bursement or fixed-price incentive contracts and (2) give dominant 
importance to nonprice criteria in selecting the winning contractor, we 
analyzed documentation and the results of our interviews with con- 
tracting officers on these matters. We found that 28 (67 percent) of the 
43 cost reimbursement or fixed-price incentive contract type decisions 
were unsupported. (See pp. 38 and 39.) At the bases visited, we also 
found insufficient support for 7 (88 percent) of the 8 decisions to give 
nonprice criteria dominant importance, that is, more than 50 percent of 
the weight. (See p. 49.) 

In addition, we found the lack of adequate planning to be a possible 
cause of the use of the less preferred contract type for all 28 of the 
unsupported cost reimbursement and fixed-price incentive contract type 
decisions. (See ch. 6.) We considered planning to be inadequate when 

. we found no other reason, aside from the lack of work statements ade- 
quate for a firmly priced contract, which justified the contract type 
decision and 

l no attempt had been made to develop contract work statements that 
would provide a sufficient basis for a firmly priced contract. 

Contracting officers for all 28 of the contracts said no attempt had been 
made to write work statements for a firm fixed-price contract. 

We also found that higher-level reviews of the umbrella contract type 
decisions need to be strengthened. (See ch. 3.) 

--- 

Co$tract Costs Can Be 
Hidher Than Necessary 
When Routine Work Is 
Treated as Nonroutine 

b 
Contracting practices for nonroutine work emphasize flexibility in 
adjusting to new conditions and unexpected circumstances. For 
example, they make it easier to adjust the amount of work to be per- 
formed-and the price to be paid to the contractor-if the conditions 
change. This flexibility may be important in certain situations, such as 
making necessary design changes on a new weapon. However, if used 
inappropriately, this flexibility may lead to unnecessary costs. If routine 
work is not clearly defined m contracts, the government may pay addi- 
tional amounts for work that is needed but was not reflected in the con- 
tractors’ cost proposals or for work that meets higher performance 
standards than the government needs. This latter situation is referred to 
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as “goldplating.” Similarly, the government may pay more than neces- 
sary when price should be the primary basis for the award but is not 
considered as much as nonprice criteria. 

Comparison of In addition to the differences in the contracting practices used on dif- 

Umbrella and Single 
ferent umbrella contracts covering largely the same types of work, as 
discussed throughout this report, we found substantial differences 

Function Contracting between the contracting practices used to award umbrella contracts and 

Practices single function contracts covering many similar types of work. Table 2.2 
illustrates these differences, based mostly on contracting officers’ 
responses to our questionnaires. The information in the table also shows 
that when base support service work was consolidated and awarded 
using umbrella contracts, instead of single function contracts, less pre- 
ferred contracting practices were often used instead of the preferred 
practices. 

Table 2.2: Comparison of Umbrella and 
6lngle Function Contracting Practices Umbrella contracts Sinpk function contracts 

Type of practice Number Percent Number Percent -- 
Use of flrmlv Drlced contract 21 33 5.631a 98a 
Work statements meeting 

OMB guIdelInes to a very 
areat or areat extentb 21 33 1.074” 19 

Weighting of price was 50 
percent or more 31 48 5,479Cmd 95” 

Optlons priced at the time of 
lnitlal contract awarde 39 70 746c 94 

aAs dlscussed In app I, our onglnal universe of single function contracts was 5,925 About 98 percent 
(5,779) of these contracts were firmly priced, based on DOD officials’ DD Form 360 reports (See foot- 
note 1, ch 1 ) Therefore, the 98 percent IS an actual rather than an estimated amount We derived the 
5,631 by applying this percent to the adjusted universe (5,773) (See table I 1, app I ) 

bUnllke the other three contracting practices for which the tnformatlon reported can be more easily 
verified, this information IS based on contracting officers’ self-assessments of how well they are com- ii 

plying with the OMB criteria Contracting officers’ assessments were based on a five potnt scale, as 
shown in table 5 1, ch 5 Even though a higher percentage of contracting officers on umbrella contracts 
than single function contracts reported they were following the OMB guidance to a very great or great 
extent, two-thirds of the umbrella contracts were not meeting the cntena 

‘In estlmatlng this number, we assumed that the 10 percent who dud not respond to our single function 
contract questionnaire would have answered the same way as the respondents (See table 1 1, ch 1 ) 

dOf the estimated 5,479 single function contracts for which price was weighted 60 percent or more, 
price was weighted 100 percent for almost all, an estimated 5,461 contracts representing 94 6 percent 
of the adjusted universe, and price was weighted 90 percent for most of the remaining 18 contracts 

eBased on contracttng officers’ questionnaire responses, an estimated 14 percent (797 of 5,773) of the 
single function contracts had options compared to 88 percent (56 of 64) for the umbrella contracts Of 
the contracts with options, we found that (1) an estimated 94 percent of the single function contracts 
had options that were priced at the time of the lnitlal contract award and (2) 70 percent of the umbrella 
contracts had priced options 
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Cost Effectiveness of 
Cmbrella Contract 
Decisions Xot 
Demonstrated 

In our umbrella contract questionnaire we asked each contracting 
officer whether any study had been performed that demonstrated the 
use of an umbrella contract at that location to be more cost effective 
than several smaller or single function contracts, Fifty-three (88 per- 
cent) of the 60 umbrella contracting officers who responded to the ques- 
tion sard a study had not been done. 

We contacted each of the seven others and asked about the study that 
had been done. Five told us that they did not have any formal studies 
comparing costs of the umbrella contract versus single function con- 
tracts and the other two told us they had A-76 studies. 

l The five contracting officers said that they had informal studies but 
could not provide copies. However, most of these contracting officers 
said that they believed the umbrella contracts were more cost effective 
than smaller contracts because of administrative and overhead savings. 

. Although the A-76 studies are important in deciding whether to perform 
work in-house through government employees or to “contract out” to 
private businesses, they were not intended to show, and contracting 
officers told us they did not show, whether a decision to use an umbrella 
contract was more cost effective than using several smaller contracts. 

Contracting officers are required, as noted in chapter 3, to justify any 
use of a contract type other than firm fixed price. However, there is no 
requirement to justify decisions to use umbrella base support contracts 
based on less preferred contracting practices rather than two or more 
smaller contracts based on the preferred practices. 

DOD Guidance on DOD issued a policy statement on consolidations and small business con- 

Contracting for 
tracts on June 29, 1983. The term “consolidated contract” includes Y 
umbrella contracts. This policy requires a cost analysis to justify using 

Commercial Activities consolidated contracts. In response to an earlier report,4 this policy was 
revised on October 19, 1984, to ensure that base commanders obtain ser- 
vices needed at the lowest cost to the government. The revised policy 
requires base commanders to 

. determine which functions should be m a single solicitation; 

. analyze the advantages and disadvantages to the government that might 
result from making more than one award; 

4How Selected DOD Consolidation Efforts Affected Small Busmess Op portumtles (GAO/NSIAD-83-30, 
Aug 12,1983) 
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l consider stating requirements in a manner that provides for maximum 
competition to determine the lowest aggregate cost to the government; 

. allow bidders to submit bids on one, all, or any combination of the func- 
tions being solicited; and 

. perform a cost analysis if agency officials believe that all of the func- 
tions are to be solicited together, showing whether the “all or none”” 
solicitation is less costly to the government or is otherwise in the best 
interest of the government. 

DOD’S June 1983 policy expressed the view that competition is enhanced 
in consolidated contracts. However, we found indications that umbrella 
contract solicitations resulted in less competition than single function 
contracts. Specifically, umbrella contracts were awarded based on a 
range of 1 to 16 offers with a mean of 4.3, whereas single function con- 
tracts had a range of 1 to 45 offers with a mean of 6.8. About 63 percent 
of the 64 umbrella contracts were awarded based on more than 2 offers 
compared with 89 percent of the single function contracts. 

Nevertheless, we believe the revised policy 1s a step m the right direc- 
tion because it requires analysis before deciding to consolidate. How- 
ever, we believe the DOD pohcy should go further to include justification 
when less preferred practices are to be used. Base commanders should 
be required to include m any cost analysis consideration of whether the 
preferred contracting practices discussed in this report are expected to 
be used and, if not, what the effects would likely be, especially on cost 
to the government and competition. We believe that umbrella base sup- 
port contracts based on the less preferred contracting practices should 
not be permitted unless their use is justified as more advantageous to 
the government. 

Conclusions li The military services have procured billions of dollars worth of base 
support services and supplies through umbrella contract awards based 
on less preferred contracting practices. Although most of the work-was 
of predictable nature, contractmg officers often decided to use umbrella 
contracts based on such practices without justifying that they were the 
most advantageous method of meeting the government’s needs. Neither 
procurement regulations nor agencies’ procedures require the decisions 
to use umbrella contracts based on less preferred contracting practices, 

%e “all or none” concept means an offeror cannot bid on each of the functions but must either bid 
on the entu-e package of functions or not bid at all 
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rather than two or more smaller contracts based on the preferred prac- 
tices, to be justified. Revised DOD policy requires a cost analysis if all or 
many of the functions for a base are solicited together. However, the 
policy does not address consideration of, or justification for, not usmg 
preferred contracting practices. 

Decisions to use umbrella contracts based on less preferred contracting 
practices for routine base support services need more careful justifica- 
tion and review. 

Recommendations We recommend that the Secretary of Defense require both initial sohci- 
tations and resolicitations to be based on the anticipated use of the three 
contracting practices listed below whenever use of an umbrella contract 
covering a substantial amount of routine or predictable base support 
work is proposed, except when (1) the contracting officer certifies, justl- 
fies, and reasonably supports the use of any other contracting prac- 
tice(s) in writing as more advantageous to the government and (2) the 
justification is approved at a level higher than the contracting officer.6 
The three contracting practices are. 

l A firm fixed-price contract or a fixed-prrce contract with an economrc 
price adjustment clause. 

. Source selection evaluation criteria which assign at least half of the 
weight to price related, rather than nonpnce, factors. 

. A solicitation containing work statements with (1) clear, definitive, per- 
formance-oriented descriptions of the work that needs to be done and 
(2) standards with acceptable quality levels for measuring performance. 

Further, we recommend that the Secretary of Defense require the devel- 
opment of umbrella contract work statements to be (1) planned and ini- 
tiated early enough and (2) effectively carried out, so as to encourage 
firmly priced contracts to be proposed m response to the solicitation and 
considered during negotiations, unless the use of another contract type 
has been properly justified and approved. 

Y 

‘That IS, this requirement should apply (1) at the tune the “packagmg declslon” IS made determmmng 
whether and to what extent work fun&Ions are to be consolidated mto an umbrella contract and (2) 
before the .sohatatmn IS prepared, so that proper plannmg can be done to allow use of the preferred 
prartlces whenever use of the less preferred practice(s) has not been Justified and approved 
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Agency Comments and The Office of Federal Procurement Policy concurred with all the recom- 

Our Evaluation 
mendations in our draft report. It added that (1) the recommendations 
will be adopted when OMB Circular A-76 is revised and (2) it plans to 
submit proposed FAR changes for using performance work statements’ in 
service contracts and clarifying that price is the paramount criteria for 
deciding between a contractor and a government activity in an A-76 
acquisition. The Policy Office also stated that the standard set by the 
government in the performance work statement will be required if a 
government activity wins the competition; therefore, more service at a 
higher price will not be expected from a contractor. (See app. XI.) 

WD did not concur with either of our recommendations. DOD stated that 
our first recommendation, as it relates to both firmly priced contracts 
and the weighting of source selection criteria, would have an adverse 
impact on the responsibility of the contracting officer to select the most 
appropriate contracting method. DOD also stated that (1) requiring certi- 
fication of the contracting officer’s contract type Justification would be 
redundant since this is already required by FAR and (2) requiring a 
higher level approval of the contract type justification would not ensure 
the selection of an appropriate contract type. 

DOD stated that our recommendation for clear, definitive, performance- 
oriented work statements and standards with acceptable quality levels 
for measuring performance is in the best interest of the government 
However, DOD did not agree that any further requirements are necessary 
in this regard. 

Regarding our second recommendation, DOD agreed that the development 
of umbrella contract work statements needs to be well planned, initiated 
early, and effectively carried out. However, DOD stated that it did “not 
agree that the purpose of this planning is to encourage fixed price con- 
tracting.” (DOD'S comments are in app. X.) 

Although we do not agree with DOD'S statement that requiring certlflca- 
tion of the contracting officer’s contract type justification would be 
redundant, we have revised our first recommendation to distinguish it 
more clearly from existing requirements, which are discussed in chapter 
3. (See p. 36.) That is, we have added (1) wording that the solicitation be 
based on the anticipated use of the preferred practices and (2) footnote 

7See ch 6 for more mformatlon on work statements and footnote 1, ch 6, for a defmltlon of perform- 
ance work statements 
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6 on page 26. These revisions clarify that we are calling for written jus- 
tification at a point in time that would still permit proper planning for 
and use of the preferred practices, if use of the less preferred practice(s) 
is not justified. 

WD’S objections appear to be based primarily on its beliefs that (1) the 
work performed under umbrella contracts “may be routine but is often 
not predictable to the degree necessary to allow for use of a firm Bxed- 
price contract,” (2) requiring the use of a firmly priced contract, except 
where justified and approved in accordance with our recommendation, 
would prejudice the selection process in favor of a firmly priced con- 
tract “contrary to established contracting policies and procedures,” and 
(3) it must move away from defining contractual requirements in mini- 
mally acceptable terms and move toward a system whereby the best 
quality at an acceptable price is its recognized objective 

Predictable Work Contracting officers responsible for umbrella contracts believe that most 
of the work performed under these contracts was predictable enough to 
provide a reasonable basis for firmly priced contracts As discussed on 
page 20, DOD contracting officers classified the work functions per- 
formed under umbrella contracts as routine or nonroutine in response to 
our questionnaire. In requesting the contracting officers to classify each 
work function, our questionnaire defined work as routine 

“when it 1s predictable enough so that a reasonably defuutrve statement of work 
erther IS avarlable or could be developed that would provide a reasonable basis for 
firm pricing “s 

Contracting officers’ responses contrasted sharply with DOD’S position 
concerning the predictability of work performed under umbrella con- 
tracts. (See p. 20 and the additional information on pp. 33 and 34 
showing that most of the work was predictable.) DOD’S position does not 
appear to recognize these findings. Furthermore, DOD’S position does not 
recognize that all of the contracting officers we interviewed who were 
responsible for 19 of the 21 firmly priced umbrella contracts were satis- 
fied with the services received and the contract type used. (See p. 34.) 

‘We used thus defuntmn because DOD procurement regulations provide that the firm fixed-pnce con- 
tract, IY surtable for use in procurements when reasonably defnute speafrcatlons are avtulable and 
fan and reasonable prices can be estabhshed at the outset, such as where “the uncertamtres mvolved 
in contract performance can be identified and reasonable e&mates of their possible Impact on costs 
made, and the contractor rs willing to accept a fii fixed price at a level which represents assumption 
of the risks mvolved ” (Also see FAR 16 202-2 ) As noted on pages 34 and 66, thus regulatory require 
ment relatmg to specifrcatlons also apphes to statements of work 

Page 27 GAO/NSIAD437-7 Umbrella Contract8 



Chapter 2 
De&dons to Use Umbrella Contracts Based 
on Less Preferred Contracting Practices Need 
to Be Justified 

Preferred Contract Type We disagree that requiring a firmly priced contract, except where justi- 
fied and approved, would prejudice the selection process in favor of a 
firmly priced contract, contrary to established contracting policies and 
procedures9 Written justification for any decision to use a cost reim- 
bursement or incentive rather than a firmly priced contract is required 
by 10 U.S.C 231O(b).‘O 

DOD’S position is that all methods of contracting should be considered 
before selecting the best overall method to achieve continuous quality 
improvement at a reasonable price for the product or service required. 

We believe that both the law and regulations are clear that firmly priced 
contracts are preferred when their use is appropriate.” Cost reimburse- 
ment and incentive types of contracts may be used only when there is an 
affirmative written determination, reasonably supported, that (1) theu- 
use is likely to be less costly or (2) it is impracticable to obtain supplies 
or services of the kind or quality required except under such contract 
types. In those cases where the use of a firmly priced contract is appro- 
priate but DOD officials believe use of another contract type would be 
better for reasons other than those recognized in law and regulations, 
such as achieving quality improvement beyond the minimum require- 
ments, we believe DOD’S position is not consistent with legal require- 
ments. (See the discussion on pp 36 through 41 concerning the 
frequently unsupported decisions to use other than firmly priced 
contracts.) 

Quality Reyond the 
Gowknment’s Minimum 
Requirement 

We believe that DOD’S stated position of moving away from defining 
requirements in minimally acceptable terms and moving toward a 
system of acquiring the best quality at an acceptable price is (1) inap- 
propriate for routine, predictable base support services, (2) questionable 
in view of the fact that higher quality, beyond what is needed, costs 

‘Also, see the dlscusslon on p 76 regardmg contract type decisions that were made before the soha- 
tatlons were wntten 

“‘Also see DAR 3-404 4(c) and 3-405 l(c) and FAR part 16 

“In addmon, the U S Army Corps of Engineers’ Guide for the Preparation of the Du+ectorate,@@- 
s and Housing, Acqme Includmg Performance Work Statements, as revised July 
1986, addresses choosing the contract type The guide states that (1) for umbrella contra&s, the type 
of contract could range from firm fixed pnce wth certam reimbursable items to cost plus with award 
or mcentlve fees, (2) if the mstallation has sufficient hLstoncal information or accurate proJected 
work load the bidder can use to make a reasonable offer, the fum fixed-pnce contracts should be 
used, and (3) cost-plus-type contracts should be used only when requirements cannot be defmed 
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more, and (3) inconsistent with FAR. FAR requires agencies to use specifi- 
cations and purchase descriptions which reflect the minimum needs of 
the agency and the market available to satisfy such needs. 

We recognize that DOD has been emphasizing the need to improve the 
quality of the products it receives, such as major weapon systems and 
other defense material. Such emphasis appears to be justified, especially 
where DOD has been receiving defective material. However, the solution 
is to insist on contractors’ meeting performance standards and not on 
paying more to obtain routine, predictable base support services at 
levels above the government’s minimum requirements. 

Other Matters DOD noted that (1) its policy statement on consolidation and small busi- 
ness contracts was directed specifically toward the areas of small and 
small disadvantaged businesses, (2) the policy’s mtent was to give a 
high degree of consideration to adverse impacts that consolidations may 
have on such busmesses, and (3) actions must be taken to ensure that 
such contractors are not displaced merely to accomplish consolidations 
In contrast to the assertion in its June 1983 policy statement that com- 
petition is enhanced in consolidated contracts, DOD agreed with our 
finding concerning fewer contractors competing in response to umbrella 
than single function contract solicitations. (See p, 24.) DOD stated that (1) 
this “is to be expected since the requirements are not segmented” and 
(2) the lesser degree of competition received does not in itself mean that 
the prices received are not fair and reasonable. 

We believe that adopting our recommendations in this chapter would 
help DOD ensure that (1) the inappropriate use of umbrella contracts is 
limited and (2) small and small disadvantaged businesses’ opportunities 
to compete for federal contract awards are restricted only when this has 
been demonstrated to be in the government’s best interests. 
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Because of the routine or predictable work involved in many umbrella 
base support service contracts, opportunities exist to use more firm 
fixed-price contracts and other increasingly firmer types of umbrella 
contracts than those used. DOD contracting officers have the alternative 
of splitting into separate contracts those functions that can be effec- 
tively performed on a firmly priced basis and those that would be better 
performed under another type of contract. 

Law and regulations permit use of a cost reimbursement or incentive 
type of contract only when (1) the proposed contract is likely to be less 
costly or (2) it is impracticable to obtain property or services of the kind 
or quality required without using such a contract. However, agency offi- 
cials frequently used these less firm contract types when such use was 
not supported and did not appropriately consider the nature of the work 
involved. Two-thirds of the 43 cost reimbursement and fixed-price 
incentive contract type decisions we reviewed were unsupported. 
Replacing less firm contract types with firmer contract types could 
often increase the government’s assurance that prices are fair and rea- 
sonable and that costs are controlled. 

Most Umbrella 
Contracts Are Kot 
Firmly Priced 
Contracts 

There are two main contract types- fixed-price and cost reimburse- 
ment-and many variations of each. Considering the requirements of 
specific procurements, these variations provide the flexibility needed in 
purchasing the large variety and volume of supplies and services DOD 

needs. 

The contract types vary as to (1) the responsibility assumed by the con- 
tractor for the costs of performance and (2) the profit incentive offered 
the contractor to achieve or exceed specified standards or goals1 At one 
end of the spectrum is the firm fixed-price contract, under which the * 
parties agree that the contractor assumes full responsibility for per- 
formance m exchange for the agreed upon dollar amount. At the other 
end is the cost-plus-fixed-fee contract where profit, rather than price, is 
fixed and the contractor’s cost responsibility is, therefore, minimal. In 
between are the various incentive contracts that may provide for 
varying degrees of contractor cost responsibility, depending on the 
degree of uncertainty involved in contract performance. 

‘DAR 3-803(a) states that the procurement ObJeCtlW IS to negotiate a contract type and pnce that 
includes reasonable contractor nsk and provides the contractor with the greatest incentive for effi- 
clent and economical performance (Also see FAR 16 103(a) which IS essentially the same ) 
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The specific type of contract used should be determined by the degree of 
risk in contract performance. When a contractor’s risk is minimal or the 
work to be performed can be predicted with an acceptable degree of cer- 
tainty, a firm fixed-p& contract is preferred. However, as the uncer- 
tainties become more significant, other types of fixed-price contracts or 
cost-type contracts should be employed to avoid placing too great a cost 
risk on the contractor. 

Contract types vary in the degree to which they help control costs. Firm 
fixed-price contracts provide the most control because the contract price 
is already set. A fixed-price contract with economic price adjustment is 
a contract with a fixed price that can be changed, for example, when 
economic fluctuations in labor or material costs occur. Fixed-price incen- 
tive contracts provide some incentive for contractors to control costs 
because responsibility for cost overruns is shared between the govern- 
ment and the contractor. However, under such a shared responsibility, 
the contractor has less incentive to control costs than if the responsi- 
bility rested solely with the contractor, as under a firm fixed-price 
contract. 

At the opposite end of the spectrum are cost reimbursement contracts. 
These contracts have three significant drawbacks with regard to cost: 
(1) they place maximum risk on the government and minimum risk on 
the contractor, (2) they give the contractor little incentive to control 
costs, and (3) they place a large administrative burden on both the gov- 
ernment and the contractor to oversee, control, and identify reasonable 
and necessary contract costs.2 

In this report, we refer to firm fixed-price, fixed-price with economic 
price adjustment, and firm fixed-price with award fee contracts as 
“firmly priced’ contracts. We also refer to contract types as increasingly 
“firmer” the closer they are to firm fixed-price contracts and the farther 
they are from cost reimbursement contracts. 

Figure 3.1 shows the use of various types of contracts for umbrella con- 
tracts from fiscal years 1977 to 1983. As the figure shows, 43, or about 
two-thirds of the umbrella contracts, were cost reimbursement or fixed- 

2DAR 3-406 1 states that cost reimbursement contracts are smtable only when the uncertamties 
mvolved m contract performance are of such magmtude that the cost of performance cannot be esti- 
mated with sufficient reasonableness to pernut use of any type of fixed-pnce contracts The regula- 
trons also state that appropnate surveillance by government personnel durmg performance under 
such contracts is essentml to give reasonable assurance that meffnnent or wasteful methods are not 
being used (FAR 16 301 contams essentially the same provrsions ) 
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price incentive contracts. These contracts had a total dollar value of 
about $2.3 billion. 

- 
Figure 3.1: Most Umbrella Contracts 
Were Not Firm Fixed-Price or Other 
Firmly Priced Contracts 

- 

Number of Umbrella Contracts, Fiscal Years 1977 to 1983 

Cost Reimbursement Contracts 

with award fee 

Flxed-Pnce lncentlve Contracts 

Flxed-pnce mcenhve 15 
Flxed-pnce mcentlve with 

award fee 1 

Firmly Priced Contracts 

Firm fixed-price 11 
Fixed-price with economic 

pnce adjustment 7 
Firm flxed-pnce with 

award fee 3 

Total 21 
= 

Dollar Value of Umbrella Contracts, Fiscal Years 1977 to IQ83 

$1 4 billon 
Cost Reimbursement Contracts 

$900 million 
Flxed-Price Incentive Contracts 

- $1 2 billion 
Firmly Priced Contracts 

The 21 firmly priced contracts had a total dollar value of about $1.2 
billion.3 

3Doll~ values were obtained from the Federal Procurement Data System 
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Use of Firmly Priced The increased use of firmly priced umbrella contracts is feasible for base 

Umbrella Contracts Is 
support service work because (1) such contracts have been used success- 
fully and (2) the type of work performed under umbrella contracts was 

Often Feasible often the same, regardless of the contract type that was used. When 
base support services and supplies were procured based on single func- 
tion contracts, firmly priced contracts were used in 98 percent of the 
cases. (See table 2.2.) As shown in figure 3.1,21 (33 percent) of the 64 
umbrella contracts awarded in fiscal years 1977 to 1983 were awarded 
on a firmly priced basis. These contracts were valued at about 81.2 bil- 
lion, or 33 percent of the total for all the umbrella contracts. The types 
of work performed under these firmly priced umbrella contracts was 
almost identical to the types of work performed under other types of 
umbrella contracts. All of the contracting officers we interviewed who 
were responsible for 19 of these 21 umbrella contracts stated that they 
were satisfied with the services and the contract type. 

--__r_-_“-_- -_ 

Routine Nature of Work To gain an understanding of whether the type of work varied with the 
Indicates That Greater Use type of contract and whether a reasonable basis generally existed for 

of Firmly Priced Contracts establishing firm contract prices, we asked contracting officers for the 

Is Feasible 64 umbrella contracts to identify and categorize4 the types of work 
included in each contract. We received answers to this question for 66 of 
the 64 contracts. These 66 represented a cross section of the basic con- 
tract types; 20 were firmly priced, 15 were fixed-price incentive, and 21 
were cost reimbursement contracts. 

The results showed that the types of work performed under firmly 
priced contracts were usually the same as the types of work performed 
under either cost reimbursement or fixed-price incentive contracts. The 
contracting officers identified a total of 118 functional areas, such as 
food service, custodial, guard, and fire protection. Of these 118 func- 
tions, 113 (96 percent) were performed in both contract type categories: 
(1) firmly priced and (2) cost reimbursement or fixed-price incentive 
umbrella contracts Of the 6 remaining work functions, contracting 
officers cited 3 as routine enough to be in a firm fixed-price contract and 
the other 2 were not performed in any of the 28 umbrella contracts for 
which we questioned the contract type decision. (See app. III for a list of 
the five functions.) 

We also asked contracting officers the following questions. 

4The work w& categonzcd accordmg to DOD’s commercml/ mdustnal-type actlvltles described m 
DOI) Im%ruction 4100 33 (enc 4) dated February 26,198O 
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Are the work functions performed considered routine or nonroutine? 
(Routine functions were defined as work that is predictable enough so 
that a reasonably definitive statement of work either is available or 
could be developed that would provide a reasonable basis for firm 
pricing.)6 
Could a firm fixed-price contract be used for the function? 
Could a statement of work for a firm fixed-price contract be written for 
the function? 

Contracting officers identified 1,246 individual contract work functions 
m 118 functional areas as being performed under the 56 umbrella con- 
tracts. For example, 31 contracts listed the functional area of custodial 
services. According to contracting officers, for the 1,246 functions 
listed: 

Nine hundred and forty eight (76 percent) were performed in firmly 
priced contracts or were classified as routine. This percentage is under- 
stated because some contracting officers classified such routine work as 
janitorial, security, and vehicle maintenance as nonroutine if it was per- 
formed at a technical location. 
Nine hundred and seventy (78 percent) could have been contracted on a 
firm fixed-price basis. 
Nine hundred and eighty nine (79 percent) could have had a written 
statement of work for a firm fixed-price contract. 

All of the contracting officers we interviewed who were responsible for 
firmly priced umbrella contracts stated that they were satisfied with the 
services received and the contract type used. These contracting officers 
were responsible for 19 of the 21 firmly priced umbrella contracts. 

Officials of the Office of Federal Procurement Policy, which has devel- 
oped and issued government-wide guidance on service contracts used in 
connection with OMB Circular A-76, told us that most umbrella contracts 
should be firm fixed price. They said firm fixed-price contracts should 
be used because the types of work most often performed in umbrella 
contracts are routine. Many of these work activities are cited in OMB Cir- 
cular A-76. 

“DAR 3-404 2(b) states that the firm fixed-pnce contract is smtable for use m procurements when 
reasonably definite specifications are avadable and four and reasonable prices can be established at 
the outset (Also see FAR 16.202-2 ) As explamed m footnote 1, ch 6, this regulatory requirement 
relating to speclficatlons also apphes to statements of work 
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Alternative Approaches 
Using Firmer Contract 
Types Need to Be 
Considered 

Contracting officials have the discretion to split contracts into (1) those 
functions that can be effectively performed using a firmly priced con- 
tract and (2) those that should be performed using a less preferred con- 
tract type. Several umbrella contracting officers have split or told us 
they were considering splitting their base support work functions into 
different contracts using different contract types. For example, Sunny- 
vale Air Force Station has split its base support work into three con- 
tracts, one of which is a combination firm fixed-price/fixed-price 
incentive. During fiscal years 1982-85, this combination contract 
accounted for $272 million (41 percent) of the $656 million obligated 
under all three contracts, with the firm fixed-price portion of the combi- 
nation contract accounting for the majority of the $272 million. The 
other two contracts were a cost-plus-incentive fee/award fee and a 
fixed-price incentive fee/award fee. 

Contracting officers at the nine locations visited generally told us that 
they oppose splitting their umbrella contracts into more than one con- 
tract. Some contracting officers said that having more than one con- 
tractor can result in disputes about which contractor is responsible for 
various work segments. In addition, they said administrative costs were 
higher with more than one contractor. 

We asked contracting officers at the nine bases for evidence that use of 
two contractors at a location has caused significant increases in costs or 
disputes, but none was provided. In fact, two of the contracting officers 
told us that they had split some functions such as guard service, photo- 
graphy, and tug operations into smaller firm fixed-price contracts to 
obtain lower costs. If, instead of using an umbrella contract, all or most 
functions at a location were awarded separately, the concerns expressed 
might be more likely to occur and be significant problems. In our 
opinion, splitting an umbrella contract into two or more separate con- 
tracts, one of which is firmly priced, is an alternative to awarding a 
single cost reimbursement or fixed-price incentive contract that should 
be considered when the majority of the work is predictable. 

Contracts Are Usually DAR 3-803(b) states that the circumstances which lead to the selection of 

Kot Being Switched to 
a given type of contract will frequently change so as to make a different 
type more appropriate later. The regulation states that the repetitive or 

Firmer Contract Types unduly protracted use of a cost reimbursement contract is to be avoided 
where experience has provided a basis for firmer pricing which will 
promote efficient performance and will place a more reasonable degree 
of risk on a contractor. Thus, according to the regulation, continuing 
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consideration should be given to converting to a firmer type of contract 
as early as practicable. (Also see FAR 16.103(c),) For routine work, we 
believe it is generally reasonable to expect movement over a number of 
years toward increasingly firmer contract types. 

Cost reimbursement and fixed-price incentive contracts have been used 
repeatedly at some military bases and the military services have usually 
not changed to firm fixed-price or other fixed-price contract types. We 
examined the procurement history relating to contract type for the 46 
most recent umbrella contracts at the 42 locations covered in this 
review. Twenty-one contracts were in their first term of award. Another 
eight contracts were initially awarded and remained on a firmly priced 
basis. For the remaining 16, we found that 6 (3 cost-plus-award fee and 
3 fixed-price incentive fee) had remained in the same contract type as 
initially awarded, 4 had been changed to a less firm contract type, and 6 
had been changed to a firmer contract type.6 Five of the six that stayed 
the same had used the same cost reimbursement or fixed-price incentive 
contract types for over 20 years. 

Under cost reimbursement and fixed-price incentive contracts, contrac- 
tors are required to keep administrative and performance data. Our 
review of reports generated under umbrella contracts showed that this 
information can be used to develop the greater specificity needed for 
firmly priced solicitations and contracts. However, this information was 
generally not being used to switch to firmly priced contracts. 

Coptract Type Federal law and DOD regulations require that any decision to use a cost 

Decisions Need Better 
reimbursement or incentive contract rather than a firmly priced con- 
tract be documented to show the contract conditions and the reasons the 

Documentation and contract type was selected. They permit use of other than a firmly * 

support priced contract only when the proposed contract is likely to be less 
costly or it is impractical to obtain property or services of the kind or 
quality required without using such a contract. Law and regulations also 
require that enough facts and circumstances be set forth to support the 
contract type decision. 

sThe four contracts that were smtched to a less fu-m contract type were all changed from fured pnce 
with econonuc pnce austment contracts to cost-plus-award fee Of the SK contracts that were 
svvltched to a firmer contract type, two were changed from cost-plus-fixed fee to cost-plus-award fee, 
three were changed from cost reunbursement to fixed-pnce incentive, and one was changed from cost 
reimbursement to firm fuced pnce 
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We found that the documentation for most of the decisions to use other 
than firmly priced umbrella contracts was inadequate and that the deci- 
sions themselves were often unsupported. However, under certain spe- 
cial conditions the use of firmly priced contracts for base support 
services was not appropriate. Even where firmly priced contracts were 
feasible, they often could not be used for umbrella contract work 
because contract solicitations did not contain statements of work that 
provided a sufficient basis for contractors to propose and government 
officials to consider firmly priced contracts during negotiations. (The 
need for better contract statements of work is discussed further in ch. 
6.) Although we are not questioning the legality of these decisions about 
contract type, we are questioning DOD’S contracting practices that fre- 
quently led to the need to forego the use of firmly priced contracts. 

Documentation Was Often DOD regulation@ require determinations and findings (D&F) for cost reim- 
Inadequate for Decisions on bursement and incentive contracts in accordance with federal law (10 

Contract Type U.S.C. 2310(b)). To permit use of such a contract, a D&F is required to 
conclude that the proposed contract is likely to be less costly or it is 
impracticable to obtain property or services of the kind or quality 
required without using such a contract. The legislation pertaining to 
D&FS and the implementing regulations indicate clearly that documented 
findings must support this determination. 

We examined the D&FS for all 43 cost reimbursement and fixed-price 
incentive contracts. The most frequently used reasons for selecting 
other than firmly priced contracts given on the 43 D&FS were 

. less costly (mentioned in 29 D&FS) and 

. the only practicable way to obtain the services and supplies needed (34 
D&I%). L 

We analyzed the adequacy of documentation for the decisions on all 43 
cost reimbursement and incentive contracts by visiting 9 contract loca- 
tions with 12 of these umbrella contracts and obtaining documentation 
for the remaining 31 contracts. We considered the documentation inade- 
quate when we could not find a written explanation, such as in a D&F or 
other documentation provided to us, showing why the contract type was 

7DAH 3-301 states that a D&F must provide a conclusion (or “determmatlon”) and fmdmgs, which are 
statements of fact or reasonmg essential to support the conclusion D&Fs are reqmred with respect to 
the use of a cost reimbursement or mcentlve type contract DAR 3-308 requires supporting documen- 
t&on for a D&F The D&F format IS provided m DAR J-601 FAR contams similar provlslons 
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needed. On this basis, we found that 37 (86 percent) of the 43 contract 
decisions were inadequately documented. 

Contracting officers for 28 contracts were not able to provide us with 
documentation beyond their D&F certification. Eight contracting officers 
for 12 contracts told us that the “boiler plate” determinations cited in 
DAR J-601, stating one or both of the conclusions required by law, were 
enough documentation. We disagree because title 10 of the United States 
Code, section 2310(b), requires a clear demonstration of the facts and 
circumstances. 

Additional Review Showed 
Contract Type Decisions 
Were Often Not Supported 

. 

. 

. 

. 

Federal law (10 U.S.C. 2310(b)) and DOD regulations8 require that sup- 
port for the type of contract include facts and circumstances about why 
the type of contract was selected. In addition to reviewing the contract 
type documentation, we interviewed contracting officers for all 43 cost 
reimbursement and incentive contracts to obtain their reasons for 
selecting those contract types. Through these interviews and our ques- 
tionnaire results, we identified the following reasons for contracting 
officials’ limited use of firmly priced contracts: 

The perceived need to have flexibility in meeting the base mission. 
The belief that cost reimbursement and incentive contracts are less 
costly. 
The fact that contract types were usually not a matter for negotiation 
because the statements of work included in solicitations often did not 
permit firmly priced proposals to be offered and firmly priced contract 
types to be considered during negotiations. 
The influence of contract type philosophy expressed by some higher ser- 
vice commands That is, officials of commands which expressed philo- 

* sophical preferences other than for firmly priced contracts tended not to 
use them 

Appendix IV provides the detailed results of our evaluation of each of 
these reasons Appendix V provides additional information on contract 
type philosophies by command. 

We considered the contract type decision not to be supported when 
either (1) the reasons given did not clearly demonstrate that the con- 
tract was less costly or the only practicable way to obtain the services or 

sDAR 3-306 requires each D&F to set out enough facts and cuwmstances to Justify clearly the spe- 
cific determmatlon made (Also see FAR 1 704.) 
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(2) the only reason the decision was appropriate (that is, m these cases 
“the only practicable way to obtain the services”) was the lack of a suf- 
ficient statement of work which could have been provided through 
better agency planning or management. 

Our interviews with contracting officers did not produce information to 
support 28 of the 43 contract type decisions. These included cases in 
which contracting officers determined the contract type to be (1) less 
costly, but did not have any supporting analysis or factual data or (2) 
the only practical way to obtain the property or services of the kind or 
quality required, In these latter cases we found that no attempt had 
been made to develop a statement of work that would have provided a 
sufficient basis for a firm fixed-price contract and, aside from the lack 
of adequate work statements, the determination was not otherwise 
supported. 

Twelve of the 43 contracts covered locations we visited. We found that 
10 (83 percent) of the 12 contract decisions did not have support. For 
example, m 6 of the 10 cases, D&FS stating that the contracts were less 
costly were not supported by any analysis or factual data Contracting 
officers said that 208 (78 percent) of the 266 individual work functions 
performed in the 10 contracts were for routine supplies and services. All 
of the remaining 68 work functions, which fell into 30 functional areas, 
were performed under other umbrella contracts that were firmly priced. 

For 18 (68 percent) of the remaining 3 1 cost reimbursement and mcen- 
tive type contracts at bases we did not visit, we did not find support for 
the contract type decisions in the explanations and documentation pro- 
vided to us. For example, in 11 of the 18 cases, D&FS stating that the 
contracts were less costly were not supported by any analysis or factual 
data. 

Contracting officers, in response to our questionnaire, classified the 
work for 12 of the 18 contracts 9 They classified 79 (45 percent) of the 
176 work functions performed in these umbrella contracts as routine 
work for which firmly priced contracts could have been written. Two of 
the contracting officers stated that 100 percent of the work performed 
was routine, while five categorized the work as being mostly technical. 
However, we question the type of work listed as technical. For example, 
providing office equipment and furniture, bus service, vehicle mainte- 
nance, and storage and warehousing and disposing of excess property 

0Sl~ of the 18 contractmg officers did not complete the questionnaire for the type of work 
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were listed as technical work for one contract. Moreover, for the other 
66 percent of the work functions not classified as “routine work for 
which firmly priced contracts could have been written,” we determined 
that 94 of the 96 functions, which fell into 46 functional areas, were also 
performed in firmly priced umbrella contracts at other locations. 

The followmg are two examples of decisions which, in our opinion, were 
not supported. With better planning and management, we believe firm 
fixed-price contracts could have been used in both cases. 

l The Bangs Submarine Base. The support service contract for this base 
was awarded in 1982 for 6 years at a cost of $42 million annually. The 
D&F stated that the fixed-price incentive contract type was selected 
because it was likely to be less costly than other contract types. The D&F 

justifying negotiation of the contract further stated that the scope of 
work could not be defined in detail However, the contracting officer 
stated m response to our questionnaire that 42 of the 43 work functions 
m the contract, representing 86 percent of the contract’s value, were of 
a routine nature 

The contract type decision was not supported. The contracting officer 
could not provide any analysis to show why the incentive contract was 
less costly The contracting officials made the contract type decision 
without clearly documenting the basis for the decision, as required by 
regulations. The contractor provided the Navy with about 260 detailed 
reports, some monthly, others quarterly or annually, on operations from 
1977 to 1982. We examined the reports and concluded that the informa- 
tion needed to write firm fixed-price work statements was available, 
although the Navy did not use it. The contractmg officer further stated 
that the statements of work for 42 of the 43 work functions could have 
been written into a firm fixed-price contract. 

. The St. Louis Army Support Center. The contracting officer awarded 
about a $6 mllhon cost-plus-award fee contract for base support services 
in July 1982. The D&F said that (1) the scope of work could not be quan- 
tified, (2) it was impractical to secure services without the use of a cost 
reimbursable contract, and (3) this contract type should be less costly. 
The contracting officer, in response to our questionnane, stated that 90 
percent of the work and 24 of the 26 work functions were routine and 
that statements of work for the 26 work functions could have been 
written into a firm fixed-price contract. The contract was the second 
umbrella contract, both cost-plus-award fee, awarded for base support 
services at that location. Although the contractor had been providing 

Page 40 GAO/NSIAD87-7 Umbrella Contracts 



chapter 3 
- 

Opportnnltles Jtxlat to Use More Firm Fixed- 
price and Other Firmly Priced 
Umbrella Contracts 

services for 2 years, the contracting officer did not use contractor data 
to prepare firm fixed-price work statements. 

The contract type decision was not supported because no indication was 
provided as to why the work could not be described, how a cost reim- 
bursement contract would result in reduced costs, and why it was 
impractical to secure the desired quality of services without using a cost 
reimbursement contract. The D&F statement that the work could not be 
described is in conflict with the questionnaire response that all functions 
could have been written into a firm fixed-price contract. The contracting 
officer said there was no analysis or data to support the statement that 
the contract was less costly. The contracting officer also said that (1) 
the D&F “stands alone” and was the only support for the decision 
because the D&F is all that is required and (2) the commanding officer 
wanted the flexibility of a cost reimbursement contract to perform the 
base mission 

Contract Type Decisions 
Were Sometimes 
Appropriate 

Special conditions sometimes exist where the use of firmly priced con- 
tracts for base support services may not be appropriate. For example, 
this may be the case when (1) new bases are started, (2) bases are 
expanding rapidly, or (3) most of the work at a base is so technical that 
it is not predictable enough to develop a definitive statement of work 
that would provide a reasonable basis for firm pricing. 

Of the 15 (out of 43) cost reimbursement or fixed-price incentive 
umbrella contracts that we found to be sufficiently supported, 2 were 
for new bases; 2 were for expanding bases, 1 of which was for a base 
that expanded from about $12 million to $40 million in annual services; 
and 11 were for work that was mostly technical. All of the contracts 
either (1) did not have data available to write work statements for a 
firm fixed-price contract or (2) did not consist primarily of work that 
was sufficiently predictable. Appendix VI describes the rationale for not 
using a firmly priced contract under these circumstances at three 
locations. 
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Need to Strengthen Because of the dollar amount and/or the contracting out decision on 

Reviews by Higher 
umbrella base support service contracts, some service regulations 
require higher command officials to review these contract type deci- 

Command Officials of sions. The inadequate documentation and the questionable basis for 

Contract Type many contract type decisions suggest, however, that high-level reviews 

Decisions 
need to be strengthened. Based on our analysis of D&F justifications and 
interviews with command officials, the reviews often appeared perfunc- 
tory. In fact, some reviews were explicitly intended to be limited. For 
example, Army Forces Command letter, dated January 23, 1984, on 
selection of procurement method and contract type states that “an 
installation’s judgment on contract type will be challenged by us only if 
it is patently incompatible with procurement regulations.” 

Although contracting officers are required to justify and support the 
contract type decision, for many of these decisions the reviewing offi- 
cials accepted justifications that we found to be unsupported. For 
example, as previously noted, contracting officers said that use of cost 
reimbursement or fixed-price incentive contracts was less costly for 17 
of the 28 contracts we questioned, but none had any analysis or data for 
support. In one higher level review, command officials stated that more 
definitive work statements should have been prepared to allow a firm 
fixed-price contract to be solicited. The contract, however, was awarded 
as a cost reimbursement contract. 

Many of the reviews may have been inadequate at least partly because 
contracting officers did not specifically describe (1) how the work was 
so unpredictable that a reasonably definitive statement of work could 
not be developed, (2) why the use of the contract type was the only 
practicable way to do the work, and (3) how they knew that the use of 
the contract type was less costly. Without such information, reviewing 
officials often may not have enough information to determine if the jus- 
tification has a reasonable basis. 

I 

Conclusions Significant portions of the routine base support work being performed 
under umbrella cost reimbursement and fixed-price incentive contracts 
appear to be suitable for either firm fixed-price contracts or increasingly 
firmer types of contracts than those used. Firmly priced umbrella con- 
tracts have been used successfully at many bases. Contracting officers 
have the alternative of splitting umbrella contracts into (1) those func- 
tions that can be effectively performed on a firmly priced basis and (2) 
those that should be performed using less preferred contract types. 
Better assurance is needed that the contract type decisions are properly 
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documented and justified and that the repeated use of less preferred 
contract types is avoided, whenever possible. 

Recommendations In addition to our recommendations in chapter 2 addressing problems 
discussed in this chapter, we recommend that the Secretary of Defense 
require, for base support service umbrella contracts, that: 

l Contract type decisions be documented and justified (1) in accordance 
with current requirements, giving proper consideration to the nature of 
the work involved and (2) in a manner that describes how the work is so 
unpredictable that a reasonably definitive statement of work could not 
be developed, why it is impracticable to satisfy the agency’s need 
without using a cost reimbursement or incentive contract, and/or how 
contracting officers know that the use of the contract type is less costly. 

l Alternatives to using cost reimbursement and incentive contracts are 
fully considered, such as switching to firmly priced contracts and spht- 
tmg contracts into those functions that can be effectively performed on 
a firmly priced basis and those that should be performed using a less 
preferred contract type. 

Agency Comments and The Office of Federal Procurement Policy concurred with this and all 

OUT Evaluation 
the other recommendations in our draft report and described the actions 
it plans to take to implement them. 

DOD said it partially concurred with our draft report recommendation. 
More specifically, DOD said it agreed with the thrust of the recommenda- 
tion and added that (1) using a combination of contract types (hybrid) 
provides the flexibility to perform various services under one umbrella 
contract while maintaining a quality performance standard at a reason- 
able cost and (2) during contract performance all contract types should 
be analyzed and changing to a more appropriate contracting method 
should be considered when circumstances dictate-l0 However, DOD said 
the decision to consolidate functions is based on an evaluation of “the 
overall impact” on the acquisition, not merely contract type; and, there- 
fore, contract type in itself is not sufficient rationale for splitting up an 
umbrella contract and “thereby invalidating the original management 
decision.” 

* 

‘“In response to our findings, DOD stated that after several periods of performance it may be appre 
pnate, a.s predictable elements are identified, to redefine the statement of work, which would allow 
for a firmer type of contracting 
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We have not taken the position, as DOD implies, that contract type m 
itself is an overriding consideration for splitting up an umbrella con- 
tract. In fact, our findings in this chapter (see p. 41) and our first recom- 
mendation m chapter 2 clearly recognize that in some cases it may be 
more advantageous to the government to base the use of an umbrella 
contract on the less preferred practices than on the preferred practices. 
However, when most of the work is predictable, we believe that splitting 
an umbrella contract into two or more separate contracts, one of which 
is firmly priced, is an alternative to awarding a single cost reimburse- 
ment or fixed-price incentive contract that should be fully considered 

Regarding our findings that contract type decisions need better docu- 
mentation and support, DOD said it agreed with the importance of proper 
documentation of these decisions. DOD added that it (I) has contmually 
stressed the importance of proper supporting documentation m direc- 
tives, instructions, and specific guidance and (2) will emphasize proper 
documentation and justification in an interdepartmental staff meeting 
with the procurement principals. 

We believe the actions DOD says it has taken and will take have not been 
effective and are unlikely to be effective in the future in correcting 
these problems. 

DOD also commented that determinations of contract type should not be 
based on “the idea of preferred/less preferred rather than the individual 
procurement situation.” However, our review shows that in awarding 
umbrella contracts, DOD contracting officials often did not adequately 
consider either (1) the work involved in the individual procurement situ- 
ation or (2) requirements concerning the preferred types of contracts 

DOD concurred with our findings relating to review of contract type deci- 
sions by higher command officials. DOD believes that in cases where con- 
tracting officers state that the selection of a particular type of contract 
is likely to be less costly, impractical, or unpredictable, an analysis sup- 
porting that determination should be included. WD also stated that con- 
tracting personnel should make the procurement situation clear and 
definitive enough for higher command officials to fairly evaluate 

DOD did not indicate how it plans to implement these improvements and 
we have revised our recommendation to make it more specific regarding 
the documentation of contract type decisions for umbrella contracts. 
That is, the documentation should be required to describe how the work 
is so unpredictable that a reasonably definitive statement of work could 
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not be developed, why it is impracticable to satisfy the agency’s need 
without usmg a cost reimbursement or incentive contract, and/or how 
contracting officers know that the use of the contract type is less costly. 
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More Reliance Should Be Placed on Price in 
Awarding Umbrella Contracts 

The Congress and procurement regulations have historically required 
competition and preferred price competition as the basis for contract 
awards whenever practicable. For the majority of base support service 
umbrella contracts awarded between fiscal years 1977 and 1983, the 
services did not give dominant consideration to price in making the 
awards. Instead, the services usually selected umbrella contractors 
based on technical competition, which gives substantial weight to non- 
price factors, such as the quality of the technical proposal, management 
capabilities, or past experience. 

Procurement regulations do not require contracting officers to justify 
either the source selection evaluation criteria to be used or the relative 
importance to be assigned to the various criteria, Because the degree of 
reliance on price and nonprice factors is inherently judgmental, we do 
not question agency officials’ decisions unless their actions in estab- 
lishing the criteria and the importance given to them are not reasonably 
supported by the facts. For the umbrella contracts we reviewed, the low 
weighting assigned to price often did not appear to be justified for the 
routine or predictable work involved. The effect often was the award of 
contracts to offerors other than those offering the lowest price. 

Price Is Xot the One of the main aspects of the contracting process is determining the 

Dominant Criterion for 
successful offeror. For 59 of the 64 umbrella contracts, competitive 
offers-that is, offers from more than one offeror-were solicited. For 

Awarding Many the remaining five contracts, noncompetitive sohcitations were issued. 

Umbrella Contracts One of the five was an S(a) award.’ 

Competitive offers can be evaluated on the basis of a number of criteria 
such as price, quality of the technical proposals, the offerors’ demon- 
strated management capabilities, and the offerors’ past performances. * 
Under contracting regulations, DOD officials have wide discretion in 
choosing the criteria to be used and determining the relative importance 
to be given to each The regulations do not require these decisions to be 
justified. IIowever, the regulations do require contract solicitations to 
indicate the relative importance of the various criteria used. The precise 
weight assigned to each criterion does not have to be disclosed. 

‘The Admmistrator of the Small Business Adnumstration 14 authorized under section S(a) of the 
Small Business Act (I 6 U S C 631), as amended, to help small businesses that are owned and con- 
trolled by socmlly and econonucally disadvantaged persons The agency enters into procurement con- 
tracts with other federal agencies and subcontracts the work to disadvantaged small busmesses 
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For the 59 umbrella contracts on which competitive offers were solic- 
ited, nonprice criteria were given more weight than price criteria on 28, 
price and nonprice criteria were given equal weight on 14, and price was 
given more weight than nonprice criteria on 17. Table 4.1 shows the 
breakdown. 

Table 4.1: Weighting Assigned to Price 
and Nonprice Criteria Percentage of evaluation criteria Number of Cumulative 

Nonprice Price contracts Percent percent -- 
Nonrxice dominant 

100 0 11* 186 186 
__ 75-99 l-25 9 153 339 __________- 

51-74 ------z-49 8 136 47 5 

Eaual welqht 
50 50 14 23 7 71 2 

Pnce dominant 
25-49 51-75 0 00 712 

l-24 76-99 0 00 71 2 --__ 
0 100 17 28 8 1000 -- -- __-- 

Total 59 100.0 

% each of the 11 contracts, cost was llsted as a source selectlon evaluation factor However, con- 
tractlng officers told us that the cost factor received no weight Since Apnl 1964, FAR 15 605(b) has 
required pnce or cost to the government to be included as an evaluation factor In every source selec- 
tlon 

* 
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Because Other Criteria 
Weigh Heavily in 
Evaluations, Awards 
Often Do Not Go to the 
Lowest Priced Offerors 

. 

. 

. 

. 

. 

Another way to describe the lack of price dominance m umbrella con- 
tracts is to use the definition of price competition in DOD regulations,2 
which considers the number of offers received and the type of contract 
used. We obtained data on all 64 umbrella contracts to determine how 
many were awarded (1) to a contractor other than the lowest priced 
offeror and (2) price competitively. For the 64 contracts, 

8 (13 percent) were awarded based on the evaluation of only one offer 
and did not qualify as price competitive;3 
4 (6 percent) were categorized as price competitive even though they 
were awarded based on the evaluation of only one offer, that is, more 
than one firm was solicited and the contracting officer concluded that 
the criteria for price competition were met; 
18 (28 percent) went to the low responsible4 offeror based on price 
competition; 
12 (19 percent) went to the low responsible offeror but were not based 
on price competition;6 and 
22 (34 percent) went to other than the low offeror even though the low 
offeror was judged to be qualified. 

Overall, 42 of the 64 umbrella contracts (66 percent) were not awarded 
on the basis of price competition. 

In contrast to umbrella contracts, single function contracts for support 
services placed a much greater emphasis on price. Our questionnaire 
results for the single function base support service contracts show that 
of the 6,773 contracts in our adjusted universe, an estimated 5,461 (95 

“Accordmg to DAK 21-126, pnce competltlon exists (1) when offers are sohclted and received from at 
least two responsible offerors capable of satlsfymg the government’s needs and the award 15 made to 
the offeror subnuttmg the lowest evaluated price or (2) when offers are sohclted from at least two 
responsible offerors who normally contend for contracts for the same or similar items even though 1 
only one offer 1s received However, cost reunbursement type contracts cannot be classified as priccl 
competition In addition, when two or more qualified sources are mvlted to submit technical prtr 
posals and the contract award is baaed prunanly on tks factor, rather than on a pnce basis, the 
award shall be considered techmcal (nonpnce) competltlon The DOD FAR Supplement contains 
essentially the same provisions 

“Only one hrm was sohc@d for five of the eight awards, two others were cost reunbursement type 
contracts, and the contractmg officer concluded that the remammg contract, which was fixed-price 
incentive, was not pnce competitive 

4A responsible source is one that IS capable of satisfymg the government’s requirement This mcludcs 
such elements as having adequate financial resources, bemg able to comply with the required per - 
formancr schedules, and havmg a satisfactory record of performance 

“Although the source sele&on process was not designed to award the contracts prunanly on the basis 
of price or cost offers, the process did not preclude awardmg to offerors who happened to submit the 
lowest cost offers, if their proposals were determmed to be the best 
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percent) were awarded based on a loo-percent weighting to price cri- 
teria. (See table 2.2, including footnote d, on page 22 ) 

Extensive Reliance on Contracting officers are not required to make price the dominant source 

Konprice Criteria Does 
selection evaluation criteria for any negotiated contract award.6 Non- 
price criteria are normally important for evaluating contract offers in 

Kot Appear Justifiable which the work is technical and unpredictable. For example, in con- 

for ‘Most of the tracting for the design of wealjon systems, it may be difficult to estab- 

Contracts Reviewed 
lish the costs up front and a contractor’s technical expertise may need to 
count more heavily in making the award. However, much of the work 
performed under umbrella contracts was routine or predictable. 

As to whether price should be given a high or low weighting, we have 
always held that the choice of evaluation criteria to be used and the 
relative weight assigned to them are primarily for consideration by the 
contracting agency, and we will not substitute our judgment for that of 
the agency unless the agency’s actions in establishing such criteria and 
weights are not reasonably supported by the facts. 

In determining whether the predominant reliance on nonprice criteria 
was justifiable from a policy standpoint in awarding umbrella contracts, 
we defined “not justifiable” as occurring when 

l the majority of the work performed under the contract was routine and 
. available documentation and discussions with contracting officials did 

not show that the weighting used was reasonably supported. 

We applied these criteria at the nine locations we visited. Of the 17 
umbrella contracts at these locations, 8 had nonprice source selection 
evaluation criteria that were weighted more than 60 percent Of these 
eight, seven were not sufficiently supported. We do not question the 
legality of the weights used. However, we do question from a policy 
standpoint whether DOD should permit nonprice criteria to be assigned 
dominant weight (more than 60 percent) when the work is mostly rou- 
tme or predictable. Following is an example of a source selection 
weighting for price which, we believe, was not sufficiently supported by 
facts of the procurement. 

‘FAR 16 606, effeL%we Apnl 1, 1984, states that pnce or cost must be included as a factor m every 
source selection and the solicltatlon must reflect thew relative importance 
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l Fort Gordon, Georgia. The Army awarded a $21.6 million cost-plus- 
award fee contract at Fort Gordon in 1980. Neither cost nor price was 
given any weight as a source selection evaluation factor. The con- 
tracting officer stated, in response to our questionnaire, that 23 of the 
27 functions in the contract were routine. The 23 functions represented 
67 percent of the value of work done under the contract. The con- 
tracting officer stated that it was not feasible to use a weight for cost 
because contractors cannot be required to complete all the work for that 
cost under a cost-type contract We not only question the type of con- 
tract used but also believe price should have been given a substantial 
weight because most of the work done under the contract was routine. 

Considerable Dollar Because of the large dollar amount of the awards, accepting an offer 

Impact of Kot 
other than the low offer can have considerable dollar impact. As previ- 
ously noted, for 22 of the umbrella contracts, awards went to offerors 

Awarding Contracts to other than the low offerors, even though in the source selection evalua- 

Low Offerors tion process the low offerors were judged to be qualified. The 22 con- 
tract awards totaled $1,120 million. If the low offers had been accepted 
instead, the awards would have totaled $1,039 million, a difference of 
more than 581 million7 The actual amount was 8 percent more than the 
total of the low offers.B 

Konprice Criteria Can For the seven contracts that had predominant weights for nonprice fac- 

Be Considered Without 
tors and were insufficiently supported at the nine locations we visited, 
we reviewed source selection documents and interviewed contracting 

Assigning Dominant officers to determine their reasons for placing more than 50 percent of 

Weight to Them the weight on nonprice criteria. The main reasons they cited were: 

l Service regulations do not require price competition. 
. Use of cost reimbursement contracts makes it impractical to put high 

weight on cost factors. 

70f the $81 mllhon, $3.1 nulhon was on 3 firm fixed-pnce contracts, $7 1 nulhon was on a firm futed- 
pnce award fee contract, $19 3 m&on was on 7 futed-pnce mcentive contracts, and $61 4 mllhon was 
on 1 I cost-plus-award fee contracts 

sit should be recognized that If the relative importance given to pnce and tecbxuca.l factors had been 
different (for example, more weight assigned to pnce), contractors’ offers, which mclude proposed 
costs (for cost reimbursement contracts) or prices (for fixed-pnce contracts), also probably would 
have been different and could have been sigmficantly lower However, we have no basis to predict 
the extent to which proposed prices would differ under such condltlons 
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l Assurance is needed that the award is not based on an unrealistically 
low price (or a “buy-in”).” 

9 Umbrella base support service contracts require the technical expertise 
and capability of contractors because of the large variety of work 
covered. 

(App. IX provides, based on our questionnaire, information on the bene- 
fits expected from not awarding based on lowest price for the 22 
umbrella contracts awarded to other than the low offerors.) 

The experience of other bases suggests, however, that such emphasis on 
nonprice criteria for base support work is not necessary. As noted in 
table 4.1, price criteria were weighted 100 percent for 17 of the 64 
umbrella contracts and 60 percent for another 14 contracts. In addition, 
we found that 111(94 percent) of the 118 types of work being done 
under umbrella contracts were performed under contracts for which 
price had been weighted 60 percent or more in making the awards. 
Moreover, 79 (92 percent) of the 86 types of work being done under 
umbrella contracts for which price had been weighted less than 50 per- 
cent were also being done on other umbrella contracts for which price 
had been weighted 60 percent or more. 

A high number of different types of work being performed under a 
single umbrella contract does not appear to be a justification for 
weighting nonprice factors heavily. More types of work were being done 
under the contracts for which price had been weighted over 50 percent 
than under contracts for which price had been weighted less than 50 
percent. For example, more types of health services, repair, mainte- 
nance, modification, alteration, and/or rebuilding of equipment, and 
manufacturing/fabncatmg of products were done under contracts 
where price had been a major consideration than where price had not 
been important. Hence, the type of work or the variety of work did not 
prevent the use of price as a major or dommant factor m source 
selection. 

There are also ways to protect against a “buy-in” besides predominant 
reliance on nonprice criteria. For example, as discussed in our earlier 

@‘Buy m” refers to the practice of attemptmg to obtain a contract award by knowmgly offermg a 
pnce or cost es&mate less than anticipated costs with the expectation of either (1) mcreasmg the 
contract pnce or estunated cost durmg the penod of performance or (2) recelvmg future follow-on 
contracts at prices kgh enough to recover from any losses on the ongmal “buy-m” contract 
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report, I0 evaluating an offeror’s priced options can help protect the gov- 
ernment from unrealistically low initial offers. 

Another method is to conduct a technical evaluation but weight price 60 
percent (or more). We found that procedures were often used that did 
not make technical or other nonprice criteria dominant. For example, 
some umbrella contracts are awarded in a two-step evaluation method 
that eliminates firms with inadequate technical proposals on the first 
step and awards the contract to the low responsible offeror on the 
second. The Air Force Space Command, which has many technically ori- 
ented base support service contracts, uses this method. 

More Specific Guidance In the early stages of our review we briefed DOD officials on some of our 

Is Needed for 
Evaluation Criteria 

initial findings, including the practice of giving dominant weight to non- 
price factors in awarding umbrella contracts. After the briefing, the 
Assistant Secretary of Defense, Manpower, Reserve Affairs, and Logis- 
tics, wrote to us concerning this practice and stated: 

“There may be some merit in getting a lot better service for Just a little extra money, 
but I’m inchned to agree that the practice is incompatible with (OMB Circular) A-76, 
at least for the initial conversions (from government to contract performance) or 
unless it is limited to establishing some minimum standard to qualify responsible 
offerors ” 

In addition, the Assistant Secretary’s Office requested the military ser- 
vices to say if there were compelling reasons to continue using technical 
proposals for contracts awarded under OMB Circular A-76. All three ser- 
vices responded that technical evaluations are necessary for multifunc- 
tion contracts. The Air Force stated that: 

“Once contractors’ proposals have been determined to be technically capable of 
meeting contract requirements, then cost becomes the primary consideration in 
determining if the activity is or is not to be converted (from government to con- 
tractor performance) ” 

The Navy responded: 

“Because no Performance Work Statement can totally address all requirements for 
large solicitations, the best interest of the Government may not always be served by 
award at the lowest price. In such cases, an award to the contractor determined to 
provide the optimum in capability, understanding of requirements, and economy is 
in the best interest of the Government The fact that the Government may arrive at 

“‘See footnote 1, ch 2 
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a potential contractor awardee other than the lowest offeror is not contrary to the 
spirit and intent of A-76 in light of the fact the result of the process is that the most 
efficient and effective contractor’s price is compared to the Government’s price for 
its most efficient and effective operation ” 

The Army response was provided by separate commands with an 
overall statement that technical proposals are very necessary, especially 
for umbrella contracts, because they include many different work func- 
tions. One command stated that it requires a techmcal proposal in nego- 
tiated cost-type contracts and “once all offerors have been determined 
to be technically acceptable, the award decision is based solely on the 
lowest price offered.” Another command said it was planning to develop 
more standardized evaluation factors and procedures. A third command 
said a technical proposal is needed because of the 5-year contract term. 

We do not take issue with the use of technical evaluations for umbrella 
contract awards. However, we believe that reliance on nonprice source 
selection criteria should not normally be greater than on price-related 
criteria unless necessary to reasonably ensure that the offerors under- 
stand what is required and are capable of performing it. Moreover, over- 
reliance on nonprice criteria and technical evaluations should not 
substitute for careful definition of the work and reasonable considera- 
tion of the price offered the government. 

DOD does not have guidance on the weights to be given price and non- 
price source selection factors. The services’ own guidances and regula- 
tions on source selection deal with the organization of source selection 
boards and the processes to be followed, but not with the weighting of 
the factors. In a May 27, 1982, report on the Commercial Activity Pro- 
gram, the Army Inspector General recommended that definitive source 
selection criteria be developed. An Army management review team 
agreed with the Inspector General and concluded: 

“ Source selection criteria for maJor weapons systems is adequately addressed by 
Army regulation, however, we are not aware of any Army regulatory guidance 
which adequately addresses the source selection crlterla to be used when awarding 
a maJor CA [commercial activity or service] contract ” 

We did not find Navy or Air Force guidance to be any more adequate. 
For example, Air Force pamphlet AFP-400-29, which states that non- 
price factors may be appropriate for some service contracts, is too gen- 
eral. It gives insufficient direction for knowing when such appropriate 
situations exist 
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Conclusions Most base support service umbrella contracts have not been awarded on 
the basis of price competition and predominant reliance on price in 
making the award usually was not intended. DOD and military service 
regulations do not require the source selection criteria used or their rela- 
tive importance to be justified. The wide latitude given to agency offi- 
cials on these matters for the routine or predictable types of work in 
umbrella contracts results in heavy and questionable reliance on non- 
price criteria and in awards to other than low offerors. For base support 
contracts with work that is largely routine or predictable, (1) the impor- 
tance given to nonprice criteria should not normally be greater than to 
price-related criteria unless necessary to reasonably ensure that the 
potential contractor understands and is capable of meeting the contract 
requirements and (2) greater reliance should often be placed on price. 
Additional DOD guidance is needed on the appropriate weights for price 
and nonprice factors in the selection of umbrella base support service 
contractors. 

Recommendation We recommend that the Secretary of Defense provide guidance to con- 
tracting officers concerning the relative importance to be given to price 
and nonprice source selection evaluation criteria in awarding umbrella 
base support service contracts. In addition to recognizing the interre- 
lated need for proper planning for firmly priced contracts, the guidance 
should emphasize the need to normally give at least equal or greater 
importance to price as opposed to nonprice criteria in solicitations for 
work that is mostly routine or predictable. Consistent with this concept, 
the guidance should also describe acceptable ways to structure source 
selection evaluations for umbrella contracts under various circum- 
stances, considering the nature of the work involved. This should 
include describing the two-step evaluation method that (1) eliminates 
offerors with inadequate technical proposals on the first step and (2) L 
awards the contract to the low responsible offeror on the second. 

Agency Comments and The Office of Federal Procurement Policy concurred with this and all 

Our Evaluation 
the other recommendations in our draft report. It described the actions 
it plans to take to implement them, including adopting them in the revi- 
sion to OMB Circular A-76 and submitting a proposed FAR change to 
clarify that price is the paramount criterion for deciding between a con- 
tractor and a government activity in an A-76 competition. 
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DOD said it partially concurred with our recommendation and described 
why greater emphasis should not be given to price when cost-type con- 
tracts are necessary. In addition, in response to our findings, DOD said it 
did not agree (1) that normally at least half of the weight should be 
given to price factors nor (2) that additional guidance is needed on this 
subject. 

We are not recommending greater emphasis on price when cost-type 
contracts are necessary and we have revised the wording of our recom- 
mendation to reflect the interrelationship between the source selection 
criteria used in the solicitation and the type of contract anticipated. Our 
basic disagreement with DOD regarding this issue appears to be based on 
the appropriateness of using more firmly priced umbrella contracts (See 
chs. 2 and 3.) We believe that overreliance on nonprice source selection 
factors may contribute to inappropriate use of cost-and incentive-type 
umbrella contracts (See pp. 20 to 22 and 49 to 52.) 

DOD also stated that guidance it has recently issued should improve the 
source selection process and it referred to DOD Directive 4105.62 
Selection of Contractual Sources for Major Weapon Systems, dated 
September 9, 1985. The recommended source selection policy in the 
Directive, according to DOD, is to consider the specific requirements to be 
performed and the relative importance to the government of essential 
contractor capabilities, and to base evaluations on an “integrated assess- 
ment (combined evaluation of all factors) as to the most advantageous 
position for the government.” 

We believe that this DOD guidance will not improve the source selection 
process for umbrella contracts. Considering the nature of the work per- 
formed under umbrella contracts, we also question DOD’S reference to 
source selection guidance written primarily for major weapon systems 
for which the work is often highly technical. We do not believe that the 
same guidance is appropriate regarding “essential contractor capabih- 
ties” for both major weapon systems and base support services Based 
on the value of umbrella contracts and the expected increase in their 
use, as discussed on pages 10 through 12, we believe the subject of 
umbrella contractmg deserves and can benefit from source selection 
guidance tailored specifically to it. 
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Statements of work are important and are closely interrelated to other 
issues discussed in this report: the selection of the contract type, the 
type and amount of competition, and the cost of the work. Work state- 
ments explain the nature and extent of work to be performed and, thus, 
are the essence of the agreement between the government and a 
contractor. 

Although most of the work performed under umbrella contracts 1s rou- 
tme and predictable enough so that work statements could have been 
developed which meet work statement concepts cited in OMB guidance, 
we found that adequate time and effort had often not been given to 
developing work statements. Vague and incomplete work statements 
have resulted in the questionable use of cost reimbursement and frxed- 
price incentive contracts, reduced amount of competition, and cost over- 
runs. OMB officials stated that “increased emphasis must be placed on 
developing performance work statements.” 

Work Statements in 
Umbrella Contracts 
Are Often Too Broad 
for Awarding Firmly 
Priced Contracts 

DAR 3-404.2(b) states that reasonably definite design or performance 
specifications are needed as a basis for firm fixed-price contracts. (Also 
see FAR 16.202-2.) This requirement also applies to statements of work,’ 
which are the center of the agreement between the government and a 
contractor. Precise work statements define (1) the work to be done and 
(2) performance standards, including the acceptable quality levels2 
Clear and precise statements of work make it easier for potential con- 
tractors to bid for contracts. After the contract is awarded, they also 
make it easier for the contracting officer to manage the contract and to 
see whether the contractor is performmg at the appropriate level. 

DAR 3-402(a) states that the selection of contract type should generally 
be a matter for negotiation because the type of contract and price are 
interrelated. (Also see FAR 16.103 (a).) However, contractors were often 
precluded from making firmly priced proposals for umbrella contracts 
because solicitations did not contain statements of work that provided a 
reasonable basis for preparing such proposals. This was the case even 
though most of the work involved was predictable enough to allow clear 
and precise work statements to be prepared. 

* 

‘We regard contract work statements as encompassed m this regulatory requirement relating to spea- 
fications (See Comptroller General decisions 5198679, August 11, 1981, and R-198679 2, October 7, 
1981) In 1982, OMB’s Circular A-76 defined work statements as performance work statements when 
performance standards and qua&y levels are used 

‘Acceptable quality levels express the error rate allowed before deductlons are made for unsatisfac- 
tory work 
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At the seven locations we visited that had awarded other than firmly 
priced umbrella contracts, we asked contracting officers whether their 
work statements were adequate for firm fixed-price contracting. Six of 
the seven said that their contract solicitations did not include work 
statements adequate enough in terms of results oriented performance 
standards to permit firm fixed-price proposals to be offered. However, 
six of the seven said they could have prepared firm fixed-price contract 
work statements. Also, as stated on pp. 33 and 34, contracting officers 
for 66 umbrella contracts responded to our questionnaire that 79 per- 
cent of their individual contract work functions could have had a 
written statement of work for a firm fixed-price contract. 

Extent of Compliance OMR Circular A-76 establishes policy guidance for federal agencies in 

With OMB Guidance 
deciding whether to perform commercial activities (1) with government 
personnel or (2) under contracts with commercial sources. According to 
part II of the supplement3 to Circular A-76, which provides govern- 
mentwide guidance and criteria for writing work statements, work 
statements should clearly state what is to be done without prescribing 
how it is to be done. Part II of the supplement also (1) gives detailed 
instructions on how to describe minimum work requirements and per- 
formance levels in work statements and (2) discusses surveillance or 
quality control plans for assessing actual contractor performance 
against performance standards and acceptable quality levels.4 

To determine the extent to which contracting officers for the 64 
umbrella contracts followed the OMB governmentwide guidance on work 
statements, m our questionnaire we asked contracting officers: 

l To what extent does this umbrella contract contain measurable work 
statements, surveillance or quality control plans, and acceptable quality * 
levels, such as those cited in the Office of Federal Procurement Policy 
Pamphlet number 4 A Guide for Writing and Administering Perform- 
ance Statements of Work for Service Contracts (Supplement #2 to 0~13 

Circular A-76)? 

The contracting officers’ responses are presented in table 5.1. 

3Part II of the supplement was formerly the Office of Federal Procurement Pohcy’s Pamphlet number 
4, dated October 1980, A Guide for Wntmg and Admlrustermg Performance Statements of Work for 
Service Contracts. It was mcorporated as a supplement to the A-76 Circular m January 1982 

4Usmg a service contract for vehicle mamtenance and operations as an example, it also describes how 
to develop a reliable inspection system based on random samplmg to ensure that a contractor actually 
provides the quality and quantity of services required 
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Table 5.1: Extent to Which OMB Work 
Statement Guidance Was Followed Number of 

responses Percent -- -- 
To a very great extent (fully) 13 20 -- --- 
To a great extent 6 13 .~ 
To a moderate extent 9 14 

To some extent 6 9 _--_-- -.--- 
To httle or no extent 15 24 -______. 
No responsea 13 20 - 
Total 64 100 

aOf these 13 contracts, 3 were firmly priced, 2 were fixed-pnce uncentlve, and 8 were cost reimburse 
ment Twelve were Air Force and one was an Army contract 

As the listing shows, the respondents rated 21 of the contracts (41 per- 
cent of the 61 responses) as meeting the concepts cited to a very great or 
great extent.6 Thirty contracts (59 percent of the 51 responses) were 
rated as meeting the concepts to a moderate extent, to some extent, or to 
little or no extent6 

Questionnaire responses also indicated that only 19 percent of the con- 
tracts in our sample of single function base support contracts had work 
statements that followed the A-76 guidance to either a very great or 
great extent. Therefore, the majority of both umbrella and single func- 
tion base support contracts had statements of work that did not closely 
follow the OMB guidance. 

Effects of Inadequate During our visits to the nine bases, we examined some work statements 

Work Statements 
that did not follow the OMB guidance to determine what problems they 
caused. Following are some examples of the work statement problems 
we found. 1 

Naval Submarine Base, Bangor, Washing@. The Bangor fixed-price 
incentive contract, which was valued at $42 million in fiscal year 1983, 
had a $1,061,687 overrun. Navy officials were unable to tell us why the 
overrun had occurred and told us to ask the contractor. The contractor 
told us that the reasons for the overrun included: 

“Of these 21 contracts, 11 were firmly pnced, 6 were fixed-pnce mcentlve, and 4 were cost reim- 
bursement F’lfteen were AW Force, three were Navy, and three were Army contract9 

sOf these 30 contracts, 7 were firmly priced, 8 were fixed-pnce mcentlve, and 15 were cost relm- 
bursement Fourteen were Ir Force, nme were Navy, and seven were Army contracts 

Page 58 GAO/NSIAD-87-7 Umbrella Contracts 



Chapter 6 
Contract Work Statementi Need to Be 
Improved to Encourage Effective Use of 
Firmly Priced Contracte and More 
Price Competition 

. The contractor’s proposal was consistent with the solicitation but the 
solicitation’s work statement inadequately described some of the work. 
This resulted in about 8248,000 of the overrun. One example was that 
no mention was made of any requirement to keep contractor-furnished 
material, both physically and in records and controls, separate from 
government-supplied material. The Navy also refused to provide data on 
the probable amounts of contractor-furnished material required. In 
addition, there was no mention of laundry service in the custodial ser- 
vices section of the work statement. The Navy clarified its requirement 
for both laundry services and separation of materials after the contract 
was awarded. 

. There were no acceptable quality levels m the contract and the Navy’s 
standard of acceptable quality was unexpectedly stringent. This caused 
about $300,000 of the overrun. 

Government contract administrators told us that because required 
quality levels could have been reduced, if they have a lower level of 
funding in the future, they know where they could reduce their per- 
formance to achieve the lower funding level. Therefore, a better state- 
ment of work could be expected to provide acceptable quality at a lower 
cost. 

Greenland. The Air Force’s Greenland base support services contract, a 
fixed price with economic price adjustment contract valued at $31 mil- 
lion in fiscal year 1983, had work statements that were too vague, 
according to the incumbent contractor. The incumbent contractor stated 
that the vagueness of some portions of the contract’s work statements 
made it difficult for companies other than the incumbent to compete for 
the contract. For example, statements of work relating to transporta- 
tion, communications, and base services like food preparation and custo- 
dial services were vague. They included statements such as “on an as 
required basis,” “ support other agencies,” and “support other Air Force 
contracts and agreements.” Both Air Force and contractor officials 
stated that the work in Greenland was fairly predictable. However, the 
Air Force has been able to obtain no more than two bidders, the incum- 
bent and a former incumbent, for the contract. 

The Air Force Audit Agency also found that the work statement for the 
Greenland base services contract did not contain definitive standards of 
performance or acceptable levels of quality. Although most sections of 
the work statement clearly identified the jobs to be performed, the sec- 
tions did not indicate at what level (how many, how often, and how 
well) the contractor was required to perform. For example: 
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. In the transportation section of the contract work statement, general 
purpose vehicle maintenance personnel were responsible for “overall 
repair of general purpose vehicles . . . (which) consists of repair or 
replacement of major assemblies, subassemblies, and minor components 
of all vehicles identified as general purpose in AFM (Air Force Manual) 
77-310. . . .” These statements indicate the basic job the contractor was 
required to perform. However, the work statement did not indicate how 
quickly vehicles had to be repaired, what quality level the contractor 
was required to maintain, or what percentage of vehicles could be down 
at any one time. 

. In the civil engineering section, the refrigeration shop was directed to 
“ . * * furnish the services to maintain and repair all refrigeration, air- 
conditioning, mechanical ventilation, and air compressor systems and 
appurtenances . reliable and continuous operation of all equipment is 
required.” Again, no precise level of performance was indicated, such as 
the degree of reliability, point of unsatisfactory work, acceptable 
quality levels or quality standards. 

We interviewed officials of four companies we were able to contact that 
were awarded umbrella contracts at other locations and these officials 
stated a number of concerns about inadequate work statements, 
including the following: 

l Officials of one contractor performing at three base support service 
locations said that problems due to inadequate work statements were 
widespread. They also said that (1) too often government employees 
writing work statements lack experience in developing work statements 
and (2) it takes years of effort for a good work statement to evolve. 

. Officials of three other contractors said that new offerors would find it 
very difficult to prepare an offer because the work statements did not 
disclose enough about the daily operations. 

. One contractor official stated that the extremely limited knowledge of 
umbrella contract operations by potential sources other than the incum- 
bent limits competition. 

As the examples illustrate, vague or incomplete work statements can 
occur in different contract types. The result can be questionable use of 
cost reimbursement and fixed-price incentive contracts as well as cost 
overruns. They can also result in limited competition for contract 
awards and may discourage heavier reliance on price as a source selec- 
tion criterion. The lack of an adequate description of the work or accept- 
able quality levels m umbrella contracts of any contract type makes it 
more difficult for a contractor to prepare an accurate offer and to 

L 
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manage and control contract costs if it wins the competition. Improved 
contract work statements are consistent with and could lead to more 
effective use of firmly priced contracts, more price competition, and 
better cost control 

Problems in Writing 
Specific Work 
Statements Can Be 
Overcome 

As shown in table 6.1, contracting officers for 30 (69 percent) of 6 1 con- 
tracts who responded to our question indicated that their contracts did 
not meet OMB work statement guidance to a very great or great extent. 
We asked these 30 contracting officers to explain their reasons for not 
following the guidance. The 25 contracting officers that responded to 
this question cited the reasons (some cited more than one reason) shown 
in table 6.2. 

labld 5.2: Reasons for Not Following 
OMB Guidance Percent of 

Reason Number responses ~~_.--- --- 
No requwement to use OMB’s guidance 8 28 6 -_ _-_--__-_ .--- - - - ----- ~~ 
OMB’s auldance not available at the time of contracting 5 179 
OMB’s guidance not suited for cost-type contracts -.- -----_-- ------ 3 107 
Other reasons, such as lnsufflclent time to develop a quality 

assessment plan, Navy regulations prohibit putting quality 
assessment plan or acceptable quality levels in the 
contract, and historical data not available ---_----- .-~ 

Total 
12 428 

-----is- 100.0 

In addition, we identified the lack of adequate planning as a possible 
cause on all 28 of the cost reimbursement and fixed-price incentive con- 
tract type decisions that were not supported, as discussed in chapter 3. 
We classified the planning as not adequate when (1) no attempt was 
made to develop a statement of work that would provide a sufficient 
basis for a firm fixed-price contract (for example, available data relating 1 
to cost, work load and quality levels of performance were not used) and 
(2) we found no other reason, aside from the lack of adequate work 
statements, which justified the contract type decision. Contracting 
officers for all 28 of the contracts said no attempt was made to write 
work statements for a firm fixed-price contract. 

In addition to DAK l-2100 which provides procurement planning princi- 
ples and states that these prmciples may be adapted to the procurement 
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of all supplies and equipment,’ the military services have regulations 
that require extensive planning for base support procurements. This 
planning includes performing manning studies, assuring equipment 
availability, and writing specifications. 

Effective planning ensures that contracting officers take the proper 
steps to permit firmly priced contracts to be used whenever appro- 
priate. Such steps could include ensuring that (1) any available “model” 
work statements are considered,8 (2) specialists rather than generalists 
write specifications, (3) cost and other data is obtained from contractors 
and analyzed when contracts have been used for years, and (4) data and 
other information relating to civil service workers is used when the base 
support services operations have been performed in-house 

Statements by contracting officers indicate that such work statement 
planning problems can be overcome. As pointed out earlier in this 
chapter, contracting officers reported that 21 umbrella contracts had 
work statements that followed the OMB guidance to a very great or great 
extent. The work performed in these 21 contracts did not differ in any 
great degree from the work performed in the contracts that did not 
follow the OMB guidance to a very great or great extent. 

Writing performance oriented work statements with acceptable quality 
levels takes considerable time. However, the experience of those con- 
tracting officers whose bases had work statements meeting the OMB 

guidance indicates that it can be done. The intended benefits of good 
work statements, such as the increased and more effective use of firmly 
priced contracts and competition and improved cost control, can make 
the effort worthwhile. 

7FAR, which took effect on Aprrl 1, 1984, reqmres federal agencies to perform acqusltmn plannmg to 
ensure that the government meets 1t.s needs m the most effective, econonncal, and timely manner 1 

Acquisttion plannmg IS reqmred to begm as soon as the agency need rs identified, preferably well m 
advance of the fiscal year m which contract award 1s necessary Acqtusttion plannmg prmclples 
apply to acqmsttions that do not requtre a wntten acquisition plan as well as those that do When a 
wntten plan IS rcqmred, FAR speclfmally states that It should address the statement of work as well 
as other key steps m the acqursition cycle 

sMode1 work statements for mdividual base support work functtons are avadable through the 
Defense Loglstms Studies Information Exchange, Fort Lee, Virgtma 
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Requirements for As previously noted, DAR states that the selection of contract type 

Umbrella Contract 
should generally be a matter for negotiation. However, neither DAR, 
which was in effect at the time the umbrella contracts we reviewed were 

Work Statements Need awarded, nor FAR and the DOD FAR Supplement, which superceded DAR, 

to E3e Strengtl: lened specifically require or encourage solicitations, including those for mostly 
routine or predictable base support services, to include statements of 
work or specifications that permit firmly priced contracts to be pro- 
posed and considered during negotiations.g 

Chapter 5 
Contract Work Statements Need to Be 
Improved to Encourage Effective Use of 
Firmly Priced Contracta and More 
Price Competition 

On January 26, 1982, OMB published a memorandum revising Circular A- 
76 and requiring work statements for existing service contracts subject 
to the Circular’s provisions to be rewritten using the OMB work state- 
ment guidance before reprocurement, unless the agency determined that 
using the guidance would not be in the best interests of mission accom- 
plishment. (See footnote 3 in this chapter.) On March 30, 1982, WD 
informed the military services that OMB guidance on work statements 
was effective immediately.10 The Assistant Secretary of Defense for 
Acquisition and Logistics issued a revised DOD Instruction 4100.33 
relating to its commercial activities program in September 1986. Neither 
this nor, according to an official in the Office of the Secretary of 
Defense, the earlier version of the instruction contained any reference to 
the OMB requirement to rewrite existing contract work statements. 

The military services have generally not required existing contract work 
statements to be rewritten in accordance with the OMB guidance. For 
example, the Air Force regulations contain clauses allowing contracting 
officers to exempt umbrella contracts from following the OMB guidance. 
In addition, Army regulations and Navy instructions on the commercial 
activities program require new A-76 cost studies to use OMB work state- 
ment guidance but do not require existing contract work statements to 
be rewritten. 

Furthermore, one Navy command, which is responsible for about half of 
the Navy umbrella contracts that have been awarded, has a policy in 
conflict with the OMB guidelines. OMB guidance states that acceptable 

‘However, DAR 1-1201(a) states that plans, drawmgs, speclflcatlons, standards, or purchase descnp- 
tions for acqulsltlons shall state only the actual mimmum needs of the government and descnbe the 
supplies and/or semces m a manner whzh w111 encourage maxunum competltlon 

loIn August 1983 OMB rewed the Qrcular agam and provided that exlstmg contract work state- 
ments must be renewed and rewntten, If necessary, usmg the OMB work statement guidance before 
begmnmg a subsequent procurement a&on, unless wruved by an ass&ant secretary A waiver is 
per-nutted when It IS determined that applymg the OMB gmdance to exBtmg contracts would not be m 
the best mterests of nusslon accomphshment 
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quality levels should be included m work statements. Navy Facilities 
Engineering Command Regulation MO-327 follows OMB guidance, except 
it states that acceptable quality levels “should never be made known to 
contractor personnel.” Navy officials told us they will only receive the 
minimum required levels of service if contractors know the acceptable 
quality levels. The Navy’s policy could lead to buying more than the 
government’s minimum requirement, especially in procuring routine or 
predictable services. 

Another command has issued what we believe are more appropriate reg- 
ulations. The Air Force Space Command has issued a regulation, 
SPACECOM Regulation 400-5, which provides criteria for work state- 
ment preparation compatible with the OMB guidance. Space Command 
(1) has 7 fixed-price contracts with economic price aaustment clauses 
out of its 10 umbrella contracts and (2) reported, in response to our 
questionnaire, a high proportion of its umbrella contracts in compliance 
with OMR work statement guidance. 

DOD and the military services have developed some standard or model 
performance work statements that can be used by all of the military 
services. These actions are commendable. However, it seems likely that 
many umbrella contracts will continue to have work statements con- 
trary to the concepts in the OMB guidance as long as DOD and military 
service instructions and regulations either permit broad, across the 
board exemptions from or otherwise do not require following those 
concepts. 

OMR established a Productivity Clearinghouse m October 1984. The 
Clearinghouse is charged with studying work statements prepared by 
federal agencies, including the military services, to make them more 
complete and accurate. Office of Federal Procurement Pohcy officials 
told us they plan to revise OMB guidance on work statements. 

Conclusions Statements of work m most umbrella contracts, regardless of contract 
type, need to be improved. Vague and incomplete umbrella contract 
work statements have contributed to the questionable use of cost reim- 
bursement and fixed-price incentive contracts, reduced amount of com- 
petition, and cost overruns. Furthermore, statements of work in single 
function as well as umbrella base support service contracts often did not 
closely follow the OMB guidance on work statements. 
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Although DOD regulations state that the selection of contract type should 
generally be a matter for negotiation, they do not specifically require or 
encourage solicitations for mostly routine or predictable work, such as 
base support services, to include statements of work that permit firmly 
priced contracts to be proposed and considered during negotiations. In 
addition, DOD and military service instructions and regulations either (1) 
do not require existing umbrella base support contract work statements 
to follow the concepts in the OMB work statement guidance, (2) specifi- 
cally exempt such work statements from following the concepts, or (3) 
conflict with the concepts. Such lack of coverage, exemption, and con- 
flict, together with inadequate planning, contribute to vague and incom- 
plete work statements. Planning needs to be done far enough in advance 
to permit the development of good work statements and their inclusion 
in solicitations. 

Recommendations We recommend that the secretaries of the Army, Navy, and Air Force: 

. Revise their regulations and instructions to remove provisions which 
either exempt existing umbrella contracts from following OMB work 
statement concepts or confhct with those concepts relating to (1) clear, 
definitive, performance oriented descriptions of the work that needs to 
be done and (2) standards with acceptable quality levels for measuring 
performance. 

l Promote better planning for base support service contract work state- 
ments by such actions as (1) identifying and disseminating examples of 
well developed work statements from existing contracts, model work 
statements, or future OMB guidance and (2) using personnel highly 
skilled at work statement preparation to provide technical assistance to 
contracting officers. 

Agency Comments and The Office of Federal Procurement Pohcy concurred with all of our draft 

Our Evaluation 
report recommendations and stated that they will be adopted when OMH 
Circular A-76 is revised. The Policy Office added that it plans to submit 
proposed FAR changes for using performance work statements in service 
contracts. In addition, it said that (1) the standard set by the govern- 
ment in the performance work statement will be required if a govern- 
ment activity wins the competition and (2) therefore, more service at a 
higher price will not be expected from a contractor. 
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Furthermore, the Policy Office stated that adequate performance work 
statements are required for good management whether tasks are per- 
formed by government personnel or contractors and that sufficient man- 
agement resources must be devoted to defining the government’s 
requirements. In this regard, the Policy Office suggested that centralized 
offices of dedicated functional and contracting specialists, highly skilled 
at performance work statement development, be established. Such dedi- 
cated resources would bring about dramatic improvements in the 
quality of performance work statements in a reasonable period of time, 
according to the Policy Office. 

DOD did not agree with our first recommendation. It (1) stated that the 
Office of Federal Procurement Policy’s Pamphlet number 411 is a guide 
and flexibility must be maintained to tailor performance work state- 
ments to the individual procurements and (2) referred to its positions on 
the two recommendations m chapter 2.12 

We have no problem with the idea of tailoring performance work state- 
ments to the individual procurements, as long as this is done in a 
manner consistent with procurement law and regulations. However, tai- 
loring does not obviate the need for adequate planning related to work 
statement development, as discussed on page 61, and for adequately 
supporting contract type decisions. (See pp 36 to 38 and 75.) We believe 
that rather than exempting umbrella contracts from the work statement 
concepts in question or retaining provisions that conflict with those con- 
cepts, adopting our recommendation, along with our recommendations 
in chapter 2, would better encourage tailoring of work statements for 
umbrella contracts so that they are in the best interests of the 
government 

DOD said it partially concurred with the second recommendation. DOD L 
explained this position by stating that it agreed with and was imple- 
menting both of the recommendation’s suggested actions, but it was not 
doing so “in support of” our recommendations in chapter 2 since it did 
not concur with those recommendations. 

’ ‘See footnote 3 on page 67 

lzAs noted on page 26, DOD stated that our chapter 2 recommendation for clear, defmitlve, perform- 
ance onented work statements and standards with acceptable quality levels for measurmg perform- 
ance IS in the best mtercsts of the government, but that additional requirements to achieve them are 
not necessary Also, DOD agreed that the development of umbrella contract work statements needs to 
be well planned, mltlated early, and effectively carned out, but did not agree that the purpose of such 
planmng is to encourage fixed-pnce contractmg 
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In response to our findings concerning statements of work that permit 
firmly priced contracts to be considered, DOD agreed that quality work 
statements are essential. However, DOD took the position that these 
statements should not be written toward a particular contract type; 
instead, they should be written to accurately describe the work to be 
performed and then the appropriate contract type should be selected. 
DOD'S position conflicts with our findings about the practices actually 
followed. That is (1) the contract type decision was made before the 
solicitation, which includes the work statements, was written for most 
of the 64 umbrella contracts reviewed and (2) this was the situation for 
27 of the 28 contract type decisions that we found to be unsupported. 
(See p. 75.) 

In response to our other findings, DOD said that although it agreed that 
increasing the quality of performance work statements is very impor- 
tant, the difficulties in writing a good work statement affect all aspects 
of the procurement, including quality, contract type, and price. DOD 
added that its revised Instruction 4100.33, dated September 9, 1985, 
which sets forth commercial activities (A-76) program procedures, 
emphasizes the importance of performance work statements. 

DOD also agreed that personnel skilled in work statement preparation 
should assist functional personnel writing the work statements. DOD 
stated that improved work statements should result from (1) training its 
sponsors, (2) training and assistance the military services offer to their 
activities, and (3) Instruction 4100.33. 

However, as we note in this report, DOD'S Instruction 4100.33, revised in 
September 1985, did not include any reference to the OMB requirement to 
rewrite existing contract work statements. This, together with the provi- 
sions in the military services’ regulations and mstructions that exempt 
existing umbrella contracts from, or conflict with, the OMB work state- 
ment concepts, has significantly limited the application of the OMB 
guidance. 
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We focused our sampling on umbrella and single function base support 
service contracts. 

Sampling Methodology Our universe of umbrella contracts mvolved $3.6 billion worth of con- 

for umbrella ContraCtS 
tract actions relating to 64 contracts for fiscal years 1977-1983. To iden- 
tify these contracts, we asked Army, Navy, and Air Force officials to 
provide a list of umbrella contracts. We obtained information on all 64 
contracts identified by sending questionnaires to their contracting 
officers. We also judgmentally selected 17 of the 64 umbrella contracts 
for more detailed review. 

Single finction 
Contract Sampling 

DOD’S Directorate for Information Operations and Reports maintains the 
Defense Acquisition Management Data System, which is developed from 
data submitted by DOD components on DD Form 350 for all contract 
actions over $25,000. We obtained from the directorate a computer tape 
which contained all DOD contract actions in fiscal year 1983, and identi- 
fied the contracts relating to the types of work done in typical umbrella 
base support service contracts. To do this, we first examined several 
umbrella contracts to identify work functions and corresponding service 
codes. We then reviewed this tentative list of service codes with DOD, 
Army, and Navy officials and reached agreement on a final list which 
represented the type of work done in umbrella base support contracts. 
We created a new computer file containing only fiscal year 1983 con- 
tract actions that used the selected service codes. This resulted m an 
original universe of 6,925 contracts, 

We found that 4 out of every 5 of the 6,925 contracts were for the 
“Maintenance, Repair, Alteration, and Minor Construction of Real Prop- 
erty” codes. To help ensure that our sample had an adequate represen- * 
tation of all the work in umbrella contracts, our total original sample of 
400 was divided mto 2 strata of 200 each. One strata contained only 
maintenance, repair, alteration and minor construction of real property 
contracts, and the other contained all the other codes sampled. The dis- 
tribution is shown in table I. 1. 
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Code group 
Original 

universe 
Wri;$ Adjustmen! Adjusted 

to sample sample 
straturi I 

._ 

Base services 972 165 22 143 _ -- --- 
Research and d&kopment 146 26 4 22 _ _ -- _---~.- 
Mainknance and/or-repair of equipment 56 7 0 7 _---~ 
Other nonmanufackkng operations such as graphic and 

--_-- -- 

photographlc services 10 2 0 2 . ._-..- - ___---- - --~-_______--- 
Total 1,184 200 26---- 174 

Stratum II 
Maintenance, repair, alteration, and minor construction of 
real property contracts 4,741 200 0 200 - ..-- --_-___- -- ---- 

Total 5.925 400 26 374 

Adjusted 
universe 

842 
124 

56 

10 

1,032 

4,741 

5.773 

aThese cases were excluded from our sample because they were found not to belong in our orIgInal 
universe (See table I 2 ) 

For the 400 questionnaires we sent out, 336 were returned to us and 
analyzed; 38 were not returned; and 26 were returned but not used 
because they did not belong in our sample for the reasons shown in table 
1.2. We adjusted the original universe based on the 26 contracts that did 
not belong in our sample. 

Table 1.2: Reasons for Return of 
Questionnaires Reasons Number 

Mlscoded by procurement officials 5 -~- ._-~__ - I_____ ---- -_ 
Federal supply schedule contracts awarded by DOD 4 -__. -____ 
U S Armv Coros of Enaineers civil orolects 17 
-__ . _--’ -_ -1-- --z---- ’ ’ ____--_ 
Total 26 
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Appendix II 

‘-- List of 64 Umbrella Contracts Reviewed 

Contract number Militaw base/location 
Army contracts .___-- -- --_ --____ 

DAAE07-81 C-5002 Selfndge Air National Guard Base, Mlchlgan -_--------_-_--_--.~- --.-- -- 
DACA31-80-C-0154 Vent Hill Farms Station, Virginia _----. 
DAAG60-81 C-0057 U S Military Academy, West Point, New York -_-- -- -- _--_- 
DAAB07-82-C-CO57 -----Fort Monmouth, New Jersey -.. - -.-- .--- ____--- 
DABT57-83-C-0009 Fort Eustls, Vlrglnla ___--- 
DAAGOB-81 C-0001 Sacramento Armv Deoot. California 
*DAAJ09-80-C-5227 St LOUIS Area Support Center, llllnols __-- .- ---_-_ __ .- ~_____-- 
l DAAJ09-82.C-B907 St LOUIS Area Support Center, Illinois _--_____--- - -.-- ___-. 
*DABTI 1-80-C-0100 Fort Gordon, Georgia ____-- .- - - -~---_~~ ______~.- 
*DAKF04-81 C-0006 Fort Irwin, California _“-__- . - ---- -.-- ---- -- 
DAAA09-80-C-3011 Hawthorne Army AmmunItion Plant, Nevada 

tiivyiontracts 
-----___- - - -_--- - -. ----_-- 

_- ..-- -- -~ ______- 
*N62474-81 C-8529 Naval Weapons Center, China Lake, Callfornla 
*N62474-82-C-0051 Naval Weapons Center, China Lake, California __-----__-.--.-----_----.. -- ~- 
*N62474-77-C-2410 Naval Submanne Base, Bangor, Washington -.-- .~- -. __-----_- .- 
“N62474-81 C-8831 Naval Submarine Base, Bangor, Washington -__-_--..---.-______- -- 
N62467-78-C-0694 Naval Submarine Base, Kings Bay, Georgia --- 
N62467-80-C-0277 Naval Submarine Base, Kings Bay, Georgia 
N62467-82-C-0053 
N62467-82-C-0010 

Naval Air Station, Memphis,-Tennessee -- -- -- 
Naval Air Station. Whitina Field. Flonda 

NO01 40-83-C-l 780 Naval lnactlve Ship Maintenance Facility, Bremerton, 
Washington - Nooi 40-82-c-5954~~~. _~_ .-_-- ~~-- 

Naval Inactive Ship Maintenance Facility, Pearl Harbor, 
Hawaii 

N00140-83-C-i779 
--___---- ---- 

Naval Inactive Ship Maintenance Facility, Philadelphia, 
Pennsylvania --___ 

NO01 40-82-C-6888 Naval Inactive Ship Maintenance Facility, Portsmouth, 
Virginia _ _ . - .- 

Air Force contracts- ~- 

F65604-82-C-0052 
* 

Concrete MIsslIe Early Warning Station, North Dakota -----. 
F64605-83-C-0050 Wake Island Air Force Base 

Fi3608-83-C-0002 
l F61101-80-c-0018 

Richards-Gebaur Air Force Base, Missouri -~ 
Thule and Sondrestrom Air Force Bases. Greenland ~--. - --- 

*F61101-83-C-0015 Thule and Sondrestrom Air Force Bases, Greenland 

- -FO5604-78-C-0328 
.-______-~ 

Ballistic Missile Early Warning System, Greenland and 
Alaska 

FO56Oi-82-C-0060 Balllstlc Missile Early Warning System, Greenland and 
Alaska 

FO5604-78-C-0327 
_. ~~~ ______--- _.-~ -____ 

Distant Early Warning Line, Alaska, Canada, and Greenland 

?05604-82-C-0055 
~~~- -. --____~__-__--~- --_--_~ 

Distant Early Warning Line, Alaska, Canada, and Greenland 
F&546-76C-6469 

---____ ___-- ----. 
Kaiserslautern, Germany _-~.-- 
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Appendix II 
List of 64 Umbrella Contracts Reviewed 

- - -  -_- - - - -_  - -_ - - - “ - - -~  

Contract number Military base/location . -~. . - .---- _-- _..- -_ ______ 
F65517-77-C-0001 Aircraft Control and Warning Stations, Alaska - _ ~__ ___. ~--___ ~- ___ -._~- 
F65517-82-C-0001 Aircraft Control and Warning StatIons, Alaska . Fo9607177-DIoo1 7---~--~ 

Moody Air Force Base, Georgia 
-__~---_-- 

F09607-80-D-000~-----Moody Air Force Base, Georgia -- 
----- - 

i41689-81-O-0007 
---..---------. 

Hondo Air Force Base, Texas -_-_.- ---- 
“F6135577-g-0013 Various sites, Turkey -----.- ---- --. ____---- - 
FO4690-82-C-0005 Sunnyvale Air Force Station, California -~-. -. ---- -- --__-______~.-_ - 
FO4690-82-C-0003 Sunnvvale Air Force Station. Callfornla 

---- - 

FO5604-78-i&262 
-‘-- ------- -- 

Cobra Dane, Alaska -_~ ______ --.- 
FO5604-77-C-0235 Cobra Dane, Alaska _. _- _ .- 
FO5604-81 C10050 Cobra Dane, Alaska __--- ~--- 
*F41689-78-C-0082 Vance Air Force Base, Oklahoma ~____ 
*F41689-83-C-0045 Vance Air Force Base, Oklahoma 
-F41689-822-0$$ -------- 

____-___ _______~_ - ------ -- 
Sheppard Air Force Base, Texas -~_- -_- 

FO8606-84-C-0001 Eastern Test Range (various sites) 
*i=40600-77-c-0003 Arnold Engineering Development Center, Tennessee 

‘F40600-81 C-0004 
F29601-80-C-0046 

---- --_ -_ 
Arnold Engineering Development Center, Tennessee ----__ --.- 
Holloman Air Force Base. New Mexico 

~5jfjoo~81~13024 - -- --------- 
----- ._ 

Nellls Air Force Base, New Mexico ------.---~---. 
F26600-81 C-00060 Nellis Air Force Base, New Mexico 

*F61355-81 C-0008 --~_____ 
-__~-- 

Various sites, Turkey - --- _-.- 
*F61355-83-C-0067 -- 

--__-_______-----.~ - - 
Various sites, Turkey .___-___ _- 

F61817-80-C-0002 Various sites, Spain 

F6i 546-83-C-0024 
_____---- 

Various sites, Spain 

?6i<46-82-C-0042 
- _- ---.--- -- -_____.-. -- 

Various sites. Greece 

i=61546-79-C-0021 

-ti61 ii46-80-C-0029 

-____----- --_ -- 
Various sites, Greece 

Kalserslautern, Germany 

i=O4703-81-C-0101 
--L------ .-.-. ~_--- ___ - 

Western Test Range (various sites) 

FO863i-8%I%84 - ------>iiT&r?orce Base, Florida _ _ 
- FO8606-78-C-0004 

.-- ._.-- -__- _____~__.--_ -~- 
Eastern Test Range (various sites) -~- ____- ____-- _______-- 

FO4690-81 -C-O004 Sunnyvale Air Force Station, California 
Y 

*Contracts of bases vwted 
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Appendix III 

Work Functions Not Performed in Firmly 
Priced Umbrella Contracts 

. - ._-_ -_--__-- ----- -~ 
The following is a list of work functions that were performed in either 
cost reimbursement or fixed-price incentive contracts but not in other 
(firmer) fixed-price contracts: 

(1) Clothing sales store operation.’ 

(2) Maintenance and/or repair of armament.’ 

(3) Maintenance and/or repair of combat vehicles.1 

(4) Physical therapy.2 

(5) Test and evaluation of instrumentation and meteorology.2 

‘The contracting officer sad the work fun&on was routme enough that a firm fixed-pnce contract 
could have been used 

‘The function was performed only at one umbrella contract location and we did not question the 
contract type decision 
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Fkasons for Cost Reimbursement md Fixed- 
Price Incentive Contracts Eking Used 

Through questionnaires and interviews, we identified the following rea- 
sons for contracting officials’ limited use of firmly priced contracts for 
umbrella base support service work: 

l The perceived need to have flexibility in meeting the base mission. 
l The belief that cost reimbursement and incentive contracts are less 

costly. 
. The fact that contract types were usually not a matter for negotiation 

because the work statements included in solicitations often did not 
permit firmly priced proposals to be offered and firmly priced contract 
types to be considered during negotiations. 

l The influence of contract type philosophy expressed by higher service 
commands. 

Flexibility to Perform Contracting officials for 21 of the 28 cost reimbursement and fixed-price 

the Base Mission 
incentive umbrella contracts which were not supported cited the need 
for flexibility to accomplish the base missions as being an important 
consideration in selecting the type of contract. Base commanders and 
other officials stated that because of the size and complexity of an 
umbrella contract they need the flexibility that a cost reimburse.ment or 
fixed-price incentive contract provides to obtain services quickly. We 
also believe that accomplishing base missions is important. However, we 
question whether assuring their successful accomplishment requires the 
use of a less preferred contract type for support services. 

For the 16 bases using 21 firmly priced umbrella contracts, we did not 
find evidence that the contract type used would normally interfere with 
the successful performance of the base mission. These bases have a wide 
range of functions and some operate in isolated locations, such as Green- 
land. Several of these contracts were over $30 milhon. Although base 
missions are classified, we noted that the 15 bases used firmly priced 
contracts to perform base support services for a variety of missions. For 
example, the Greenland contract for Thule and Sondrestrom Bases, 
Elmendorf Air Force Base, Selfridge Air National Guard Base, and China 
Lake Naval Weapons Center, all were able to perform their different 
base missions with firmly priced umbrella contracts. All 10 of the con- 
tracting officers we spoke with that were responsible for 19 firmly 
priced contracts stated they were satisfied with this contract, type. 

The Greenland base support fixed-price with economic price adjustment 
contract had a flexible contingency clause, which permitted the base 
commander to order work done immediately. The contract clause had 
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Appendix IV 
Reasons for Cost Reim@waement and Fixed- 
Price Incentive Contracts Being Used 

2,600 hours for contingency work, which provided the base commander 
with flexibility to perform the base mission. The price of the hours was 
included in the competitive contract. We believe that contract provisions 
such as these, if used judiciously, might permit increased use of firmly 
priced contracts, while also meeting many extraordinary base mission 
needs 

In spite of contracting officials’ statements to us about base missions, 38 
of the 43 cost reimbursement or fixed-price incentive D&FS did not cite 
such reasons as a justification for not using a firm fixed-price contract 
Moreover, m view of current budgetary constraints, we question 
whether the widespread use of cost reimbursement and fixed-price 
incentive contracts achieves the proper balance between the need to 
ensure that (1) contract costs are controlled and (2) base mission 
requirements are met. 

Belief That Cost 
Reimbursement and 
Fixed-Price Incentive 
Contracts Are Less 
C!ostly 

Contracting officers for 17 of the 28 cost reimbursement and fixed-price 
incentive contracts that were not supported said that the contracts 
would be less costly than firm fixed-price contracts. They said contin- 
gency costs would be added if firmly priced contracts were used. A par- 
titularly important advantage of cost reimbursement contracts is that 
they reduce the time and effort required by the contracting officer to 
initially award the contract and make contract changes. To use or con- 
sider using firmly priced contracts, the contracting officer should 
develop clearly defined contract specifications or statements of the 
work to be done and the performance standards to be met. This is a 
time-consuming, labor-intensive process. With cost reimbursement con- 
tracts, the contracting officer is only required to develop a general state- 
ment of the nature of the work to be performed. Contracting officers 
then can direct contract changes. Contract specifications for fixed-price * 
incentive contracts also are not required to be as definitive as for firmly 
priced contracts. 

IIowever, the ease of contract administration and making quick contract 
changes are not reasons cited in DoD regulations for using a cost reim- 
bursement or fixed-price incentive contract. DOD contractmg officials 
provided no clear demonstration or cost analyses supporting use of 
these 17 umbrella cost reimbursement and fixed-price incentive con- 
tracts as less costly than firmly priced contracts. DOD regulations state 
that firm fixed-price contracts are the preferred contract type. They are 
preferred because, when used properly, the government has less risk 
and contractors have maximum incentive to keep costs under control 
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Appendix TV 
Reasons f’or Cost Reimbursement and Fixed- 
price Incentive Contracts Being Used 

Therefore, we believe that when firm fixed-price contracts are used 
appropriately, they are less costly. Cost reimbursement contracts have 
three significant drawbacks: (1) they place maximum risk on the gov- 
ernment and minimum risk on the contractor, (2) they provide the con- 
tractor with little incentive to control costs, and (3) they place a large 
administrative burden on both the government and the contractor to 
oversee, control, and identify contract costs. To a lesser extent these 
drawbacks also apply to fixed-price incentive contracts. These consider- 
ations suggest the need for better support as a basis for using these 
types of contracts. 

Contract Type Usually DAR 3-402(a) states that generally the selection of contract type should 

Not a Matter for 
Segotiation 

be a matter for negotiation because the type of contract and price are 
interrelated. (Also see FAR 16.103 (a).) However, contracting officers 
said that the contract type decision was made for 57 (or 89 percent) of 
the 64 umbrella contracts before the solicitation was written. We found 
that 27 of the 28 contracts that were not supported were among these 
57 contracts. In spite of the routine and predictable nature of the work, 
we believe contractors were in effect precluded from making firm fixed- 
price or other firmly priced proposals because solicitations did not con- 
tain work statements that provided a reasonable basis for preparing 
them. 

Cqntract Type Air Force, Army, and Navy officials have expressed differing philoso- 

P;lililosophy Expressed 
phies about the contract types that should be used for umbrella con- 
tracts. These philosophical preferences appear to have a bearing on the 

by Higher Service 
C+mands 

type of contract selected because commands with a preference generally 
use their preferred contract type. For example, the U.S. An Forces in 
Europe Command prefers cost-plus-award fee contracts and all four of 
its current umbrella contracts are cost-plus-award fee. The Navy Facili- 
ties Engineering Command prefers a fixed-price environment. Of its 
eight umbrella contracts awarded in fiscal years 1977 to 1983, six were 
fixed-price incentive contracts and the other two were firm fixed-price 
contracts. 

Appendix V shows, by military command, the number and type of base 
support service umbrella contracts used. As appendix V shows, the Air 
Force Space Command has the most extensrve use of firmly priced con- 
tracts. Of the 10 contracts, accounting for $241 million (or 93 percent of 
the total of $258 million) worth of its annual umbrella base support ser- 
vices, 7 were fixed price with economic price adjustment contracts. 
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Reasona for Cost Reimbursement and Fixed- 
Price Incentive Contracts Being Uwxl 

According to the Director of Contracting at the Space Command, this 
contract type is used because firmly priced contracts are the preferred 
method. Space Command contracting officers stated that they usually 
try to specifically determine if there is a good reason why they should 
deviate from using firmly priced contracts; without a compelling reason 
for deviating, such contracts are used. They said they are satisfied with 
their firmly priced contracts and the services received under this type of 
contracting. 

Although the command officials may express preferences concerning 
contract types, we believe the circumstances of each procurement, 
including (1) the type of property or services being procured, such as 
routine base support services and (2) regulatory requirements, should 
determine the type of contract. 
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Appendix V 

Schedule of Command Contract Type 
Philosophy and Contracts Used 

Command ---- ---__ 
Air Forts: 
Arr Force Systems Command 

Space Command 
---.~---. 
U S Air Forces In Europe 

-_-------.----- 
Tactical Air Command 

Type of 
contracts Total Has contract philosophy 

contracts and type used ---- 

No speclfrc phrlosophy 4 CPAF 
1 CPIF 
3 FPI 

9 1 FP LOE/ FPI --.-- 
Yes, FFP 

IO 
; ;f’(EPA 

--- -.- .- 
Yes, CPAF 8 CPAF 

9 1 FPAF ----- ..-. 
No specrfrc philosophy 3 CPAF 

5 Guidance In regulations 2 FFP ---- 
Arr Training Command 

____I_-__-- -- - 
No formal wntten policy, 3 FPI 

4 follow FAR 1 FFP 
Alaska Air Command 

Pacrfrc Air Forces 

- ~_-- _-. 
2 Yes, FFP 2 FFP/AF __--______ -- 

No specrfrc philosophy 1 FFP 
1 Guidance in AF Rea 400-29 

Arr Force Reserves 

Total 

No specific philosophy, use 1 FFP 
1 FFP whenever we can _________-.--- -. 

41 

Army: -.-- __. .------ -~-_ 
Forces Command 

_ ---___ 
intelligence & Security 
Command --_-_ - --- -- --- _-- 
Tr:;rnin; Doctnne 

-_- ---- .-- ------ 
Army Materiel Command 
(formerly Materiel 
Development and Readiness 
Command) _ _ ---. _- ~. 
U S Mrlrtary Academy -~.- .~_ _-. 
Total 

No specific philosophy, 
adequate guidance In 

1 regulation 

Yes, FFP 

1 ‘CPFF 

___-. --. 
1 FFP 

1 .__- ___--- - 
Comply w/FAR 2 CPAF 

2 

Yes, FFP 
f EK 
1 FFP 

6 1 FPI 
---_____ 1 Yes, FFP 1 FFP L ---__------- 

11 

Navy: -_- -.- 
;y$;;;;tres Engineering Yes-basically a fixed-price 

a environment _ _.- -- 
Pacific Fleet 2 2 FPI -__- 
Atlantic Fleet 2 2 FPI --.~__---.- - -. ~. 
Chief of Naval Education and 2 FPI 
Trarnrng 2 ---_ - . ~ . - -. 
Laboratory 2 2 FFP _-. ----- ~. -_ --- ________ ---~ __-_~---__ - .~ 
Total 8 
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Appendix V 
Schedule of Command Contract Type 
Philosophy and Contracts Used 

Type of 
Total Has contract philosophy contracts 

Command contracts and type used __- --- . - _ __ 
Naval Supply Systems No speclflc philosophy, 4 CPFF 
Commandb 4 depends on the work ___-- - 
Total 64 

Legend 
FFP - firm fixed pnce 
FFP/AF - firm flxed price/award fee 
FP/EPA . fixed price/economic price adjustment 
FP/LOE - fixed price/level of effort 
FPI - flxed-price incentive 
CPAF - cost-plus-award fee 
CPIF - cost-plus-incentive fee 
CPFF -cost-plus-fixed fee 
aThe Naval Facilltres Engineering Command IS the contracting office for eight umbrella contracts on 
behalf of the four Naval commands or units shown above 

bThe Naval Supply Systems Command IS the contracting office for four umbrella contracts on behalf of 
the Naval Sea Systems Command 
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VI Appen(rix 

Ek~ples Where Cost Reimbursement or 
l?ixed-Price Incentive Contracts 
Were Appropriate 

Fort Irwin The Fort Irwin Army National Training Center was started as a reacti- 
vated base in California. A cost-plus-fixed-fee contract was awarded m 
1981. Available data indicated that $22 million was obligated on this 
contract in 1983. This contract type was used because the extent of 
work could not be defined. For example, the structures and facilities had 
to be brought up to an acceptable standard. Also, the base had to be 
supplied with such things as vehicles and the contracting officer could 
not determine the maintenance needs for the vehicles. We believe the 
contracting officer had selected the appropriate contract type because 
the work could not be defined. 

Bgngor Submarine 
Base 

The Bangor Naval Submarine Base started with a cost-plus-award fee 
contract in 1976 and was changed to a fixed-price incentive contract m 
197’7. In 1977 the contract was estimated to cost $12 milhon which 
expanded rapidly to $42 million by 1982. Since nearly $1 billion was 
spent to construct the base, significant contract changes were expected 
and were in fact made, so that a firmly priced contract would not have 
been feasible Therefore, we believe the 1977 contract decision type was 
appropriate. 

Vandenburg The Air Force Western Test Range at Vandenburg awarded a cost-plus- 
award fee type contract in fiscal year 1982, covering test, launch, and 
range support for space, missile, and aeronautical programs. The fiscal 
year 1983 cost was $51.1 milhon. We believe award of a firm fixed-price 
contract was not appropriate because nearly 100 percent of the work 
was technical. 
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Appendix VII - 

Umbrella Prime Contract DollarsaAwarded by 
Type of Business 

Dollars In Mllhons --.__ 
barge 

bussa;; 

made 
outside 

busi%% 
United Small 

Fiscal year States business Total 
1977 

_--- -.-. ~-- 
$17,455 $2,658 

1978 - - 
___._ -_-E T!!!o,l!" --- 

213,306 31,184 0 244,490 ~ _--- ----.- __---.---...-~--- .- -- 
1979 281,048 136,994 6,617 424,659 

1980 316,135 175,244 7,356 496,735 

19ii- 
~~ - .-~- ________ 

321,899 206,651 16,599 545,149 __ _ - .- - _ -- ---- - __- .~ _-- -- _______ -~- 
1982 546,571 214,652 14,577 775,600 

1983 
-..~- - 

840,884 166,893 10,738 1,016,515 -.____ .---- -__----__---_ 
Total $2.5379296 $934.276 $55.667 $3.527.461 

Dollars In mhons - ---. _--_ --- .-____ --.-.-_- --- .- _ - 
Single Function Contract Dollars Awarded by Type of Business 

Fiscal year ----.. _ --- 
1983 

~-. _----- 
Large 

busJsa;;; 

made 
outside 

Large United 
businessb States ._--~_ 

$96,537 $316,962 

Other 
Small nonprofit 

business institutionsC Total -._ ..__ 
$1,003,795 $11,928 $1,429,222 

aData was obtained from the Federal Procurement Data System 

‘This excludes awards to large businesses made outslde the Unlted States, shown In the next column 

‘EducatIonal, hospitals, and other entItles 
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ppendix VIII 

kount of Subconhcted Work at Umbrella 
Contract Bases Visited 

Dollars In mllllons 

Total prime 
contract Total 

amount FY subcontract 
Base 83 amount 
Bangor $36 1 $104 

Arnold -643 22 5 

St Louis 51 --- 07 -_______ 
Vance 28 8 59 

%;a Lake 77 39 
Chtna Lake 2 7a 11 

------ ---TO Fort Irwin 17 -I_-- 
Fort Gordon 25 8 147 
Greenland b b ~-_---- 
Turkey b b 

Total - $193.5 $73.4 

Small 
business Percent of 

subcontract total prime 
Percent amount amount 

28 7 $8 7 -iTi 

35 0 109 -- 169 _--- 
127 05 ----- 103 _.----- 
20 5 55 19 1 

50 3 --.-- 33 43 -.. 1 

41 9 11 41 9 -~-__.--. - --. 
75 17 75 -__---.---_ .-...-.. 

57 0 99 38 2 -----__-___- 
b b b -__I--______ 
b b b -. - _ 

37.9 __----_----._ $41.6 21.5 

aLess than a fiscal year March 13, 1983 through September 26, 1983 

bData was not avallable 
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ConWzting Officers’ lkpectations of Benefits 
From Not Awarding Umbrella Contracts Based 
on Lowest Price 

In our questionnaire we asked the contracting officers that awarded the 
22 umbrella contracts to other than low offerors what benefit or bene- 
fits they expected from making such awards. Based on their responses: 

l Seven wanted better quality services from a new contract, although past 
services were at or above the minimum requirements. 

l Five wanted greater responsiveness to requests for additional work. 
l Four wanted faster emergency response time. 
l Three wanted a better relationship with their contractor. 
. Two wanted better quality work because past services did not meet the 

government’s minimum requirements, 
l Eleven indicated other reasons, such as the belief that quality was more 

important than price, the desire for the best possible contractor, and the 
desire for more technical competence and a more stable work force 
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Appendix X 

(bmments From the Assistant Secretary 
of Defense 

ASSISTANT SECRETARY OF DEFENSE 

13 AUG 1966 
I-CA 

Mr. Frank C. Conahan 
Director, National Security 

and International Affairs Division 
U. S. General Accounting Office 
I7ashinyton, D. C. 20548 

Dear llr. Conahan: 

This is the Department of Defense (DOD) response to the 
General Accounting Office (GAO) Draft Report entitled 
“PFOCUREIlEEIT: Opportunities To Use Xore Preferred Practices For 
Uase Support Contracts”, dated Hay 2G, 1936 (GAO Code 942197) 
OSD Case No. 6891-A. 

While the DOD agrees with some of the findings of the 
report, the DOD disagrees with the basic GAO recomnenoation that 
firmly fixed price contracts be required for umurella conracts, 
and that price rather than non-price factors be given at least 
nalf the weight in source selection. In effect, the GAO would 
require the contracting officer to preluciice the selection 
process in favor of a firmly priced contract which 15 contrary to 
established contracting policies and procedures. In conformance 
with FAR policy, the Department maintains that due consideration 
be given to al.& methods of contracting prior to selecting the 
b_est_ method overall to achieve continuous quality improvement at 
a reasonable price for the product or service required. 

It is the DOD’S goal that quality should be at the top oE our 
agenda for the future. The DOD view is that competition is too 
frequently based on price alone and an “award to the low bidder” 
mentality is too pervasive. The DOD must move away from 
deflnlng requirements in minimally acceptaale terms, and move 
toward a system whereby the best quality at an acceptable price 
is our recognized oblective. 

The elements that also divide our thinking are the 
definitions of “routine” and “predictaole”, and the suitability 
of Office of Federal Procurement Policy (OFPP) Pamphlet Number 4 
for umbrella contracts. The work performed under the contracts 
reviewed oy the GAO may be routine , but is often not predictable to 
the degree necessary to allow for use of a firm fixed price 
contract. The OFPP Pamphlet 4 is a guide and flexil~lllty nust be 
maintained to tailor performance work statements for individual 
procurements. 

I 
* 
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Appendix X 
Comments From the Assistant Secretary 
of Defense 

.-.--- 

The Department ayrees on the need for definitive 
performance work statements and has incorporated expanded 
guidance in DOD Instruction 4100.33 “Commercial Activities 
Program Procedures”, September 9, 1985. 

The findings and recoml,lendations are addressed in greater 
detail in the enclosed comments. The DOD appreciates the 
ol),~ortunity to comment on tne draft report. 

Sincerely, 

Snclosure 
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Appendix X 
Comments From the Addant Secretary 
of Defense 

Noyonpp lOand18to23 

DnPART:IENT OF DEFI:XSC COIlfIENTS 
ON GAO DRAFT REPORT 

(GAO CODE UO. 942197) (OSD CASE NO. G891-A) 

:lAY 26, 1986 

“PROCIIRK:lI:NT: Op,)ortunities To Use More 
Preferred Pratt ices For Uase Support Contracts” 

FINDINGS ------ -- 

FINDING A: yse of Less Preferred Practices For Umbrella -- 
$ontracts Often Not Amropriate. The GAO reported that the DOD 
uses umbrella contracts at some military bases to provide a 
broad range of support services such as*custodial Lark, 
maintenance, food preparation, etc. The GAO reviewed 64 
umbrella contracts awarded in FY 1977 through FY 1983, and founJ 
that less preferred contracting practices, rather than the I.lore 

I preferred firm fixed price contract ty$e, are often used for 
these umbrella contracts. According to the GAO, the less 
preferred contracting practices are mainly suited to 
unpredictable or nonroutine work, such as the design and 

I development of weapons systems. In the case of umbrella 
contracts, however, the GAO found (1) the work involved was 
generally routine or predictable, and (2) the reasons for using 
the less preferred practices were frequently not reasonably 

The GAO also 

I 

supported or consistent with good management. 
found differences between the contracting practices used to 
award umbrella contracts and single function contracts covering 
similar work. The GAO noted that the less preferred practices 
were often used when the support work was consolidated using 
umbrella contracts. Further, the GAO found the cost-effectiveness 
of using the umbrella contracts had generally not been I 

demonstrated. While recognizing the flexibility offered by the 
less preferred contracting methods, the GAO concluded that tnese 
methods were often inappropriate for the umbrella contracts, 
notiny that this flexibility may leacl to unnecessary cost and 
the Government paying more than necessary when price should be 
the primary basis for contract award. (pp. 1 and 11-20, GAO 
Draft Report) 

I 

DOD POSITION: Partially Concur. The DOD agrees that after 
several periods of performance it may be appropriate, as 
predictable elenents are identified, to tnen redefine the 
state.nent of work towards tighter specifications wllictl will 
allow for a fir,,lcr type of contracting. The DOD tioes not agree, 
however, that the use of umbrella contracts was frequently 
rnapprorpiatc in those contracts reviewed by the GAO. 

b 
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The GAO uses the words “routine” and “predictable” almost 
synonymously. Although umbrella services may be considered 
routine, the predictability is dependent upon the proper 
description of quantity, frequency, and accuracy of workload data 
for past performance of the task to be accomplished. In many 
umbrella contracting situations, Including those reviewed by the 
GAO, these elements are unknown OK at best estimated at the time 
of solicitation. Therefore, the predictability of the needed 
services can not adequately be determined at the time of award. 

Further, Federal Acqursition Regulations (FAR) 16.201 and 
FAR 16.202 do not make mention of “preferred” contract type, 
although the inference 1s present. The FAR does state that 
“selecting the contract type is generally a matter for 
negotlatlon and requires the exercise of sound -judgement.” 

IJhile the GAO found that the cost-effectiveness of using 
various contracting methods in the umbrella contracts had 
generally not been demonstrated, they conversely did not find 
that umbrella contracts rn fact were more costly. The GAO 
states the flexibility offered in using various contract types 
m_an lead to unnecessary cost, but the DOD does not agree this is 
necessarily so for the contracts reviewed. 

FINDING B: DOD Guidance On Contractinq For Commercial 
!k~~~L~L~s,. The GAO reported that in June 1983, the DOD issued 
a polrcy statement requiring a cost analysis to justify using 
consolidated (lncludlng umbrella) contracts. According to the 
GAO, this policy was revised in October 1984, to ensure that 
base commanders obtain needed services at the lowest cost to the 
Government. Although the June 1983 policy stated that 
competition is enhanced in consolidated contracts, the GAO found 
umbrella contract solicitations resulted in less competltlon 
than single function contracts. Nevertheless, the GAO observed 
that the revised DOD policy is a step in the right direction 
since analysis is required, but that ]ustlficatlon should also 
be required when less preferred contract practices are to be 
used. The GAO concluded that umbrella base support contracts, 
uased on the less preferred contracting practices, should not be 
permitted unless their use 1s Justified as more advantageous to 
the Government. (pp. 20-21, GAO Draft Report) 

DOD POSITLON: Partially Concur: The DOD agrees that proper 
documentation is required for the use of other than firm fixed 
price type contracts, however, the DOD does not agree that 
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I additional documentation is required. Since FAR 16.103(d) 
currently requires the file documentation to show why the 
particular contract type was selected and the limitations of FAR 
16.301-3 apply, the need for additional justification of tne use 

I 

of other than firm fixed price and/or fixed price with economic 
price adjustment IS not necessary. 

The DOD agrees that fewer contractors may elect to 
participate in umbrella contracting solicitations than on single 

I 

Eunction solicitations, however, in accordance with the Competition 
in Contracting Act (CICA), the requirements to synopsize and to 
compete for full and open competition, provides each procurement 
with the maximum exposure possible. The lesser degree of 
competition received does not in itself mean that the prices 
received are not fair and reasonable. The GAO report states 
that 53 percent of the 64 umbrella contracts were awarded based 
on more than two offers compared with 89 percent of the single 
function contracts, but this is to be expected since the 
requirements are not segmented. Notwithstanding the need to 
know the total number of single function contracts, the primary 

I 

concerns of the contracting officer are the price 
reasonableness, quality and performance of the total award. The 
degree of competition received is not the absolute goal in 
contracting, but rather, whether a fair and reasonable price has 

I been received in order to fill the requirements. 

Additionally, it should be noted that the policy statement 
referred to in Finding E was directed specifically toward the 
areas of small and small disadvanatage business concerns. The 
policy for consolidation is for contracting activities to give a 
high degree of consideration to adverse impacts that 
consolidations may have on small and small disadvantaged 
business concerns. Particularly, actions must be taken to 
ensure that such contractors are not displaced merely to 
accomplish consolidation. 

FINDING I;; OpPortunities Exist To Use More Fixed-Price And 
Qrhnr-P4rm~_EhLcep_CpnrLacta. The GAO found that most umbrella 
contracts awarded by the DOD were not flKi0 fixed-price 
cant racts. The GAO also found that the types of work performed 
under firmly priced contracts were usually the same as the work 
performed under either cost reimbursement or fixed-price 
incentive contracts. The GAO reported that all the contracting 
officers it interviewed who were responsible for firmly priced 
umbrella contracts were satisfied with the contract type and 
services received, and that Office of Federal Procurement Policy 
officials stated most umbrella contracts should be firmed fixed- 
price. Although contracting officials have the discretion to 
split umbrella contracts into different contracts, and a few 
have done so, the GAO reported that most contracting officers 

, 

1 

* 
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Now on pp 36 to 43 

were opposed to splitting their umbrella contracts because doing 
so could result in disputes over contractor work responsibility 
and increase administrative costs. The GAO concluded that 
splitting umbrella contracts is an alternative to awarding a 
single cost reimbursement or fixed-price incentive contract, 
which should be considered when the malority of the work is 
routine. The GAO also found that umbrella contracts are usually 
not being switched to firmer contract types even though the work 
appeared to be of a repetitive, routine nature and information 
is generally available to develop the greater speclflcity needed 
for firmly priced solicitations and contracts. The GAO 
concluded that for routine work, it is reasonable to expect 
movement over a number of years toward 1nCreaSlngly firm 
cant ract types. (pp. 24-34, GAO Draft Report) 

DOD POSITION: Partiallv Concur. The DOD agrees that as a 
procurement situation becomes more predictable then the contract 
type being used should be reevaluated and a new determination of 
the most appropriate contracting method should be made. 

The DOD does not support the conceptthatafter a number of 
years a contract should necessarily evolve into a firm fixed 
price contract, but agrees with the FAR guidance that recommends 
selecting the best cant ratting method. Converting to a firm 
fixed price does not guarantee receiving the best service for a 
reasonable price (See the DOD response to Finding A). 

FINDING D: Contract Type Decisions Need Better Docum_entation 
and $&EEort. ---- --- The GAO found that although regulations required 
documentation for any decision to use other than a firm fixed- 
price contract, documentation for most decisions was inadequate, 
and the decisions themselves were often unsupported. The GAO 
reviewed documentation and interviewed contracting officers for 
43 cost reimbursement and incentive contracts and found that 37 
of the contract decisions were inadequately documented, while 
interview results snowed that contract decisions were not 
adequately supported in 28 cases. The GAO concluded that better 
assurance is needed that the contract type decisions are 
properly documented and Justified , and repeated use of less 
preferred contract types is avoided, whenever possible. 
(pp. 34-41 and 43, GAO Draft Report) 

DOD POSITION: Partiallv Concur. The DOD agrees with the 
importance of proper documentation in deciding which contract 
type is necessary. The DOD cautions, however, that determinations 
of contract type should not be based on the idea of 
preferreJ/less preferred rather than the individual procurement 
situation (See DOD response to Finding A). The DOD 
continually stresses the importance of proper supporting 
documentation in Directives, Instructions, as well as specific 
guidance. The DOD will emphasize the issues of proper 
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documentation and ]ustification in an interdepartmental 
staff meeting with the procurement principals. 

FINDING Er Review of Contract Tvpe Decisions By Hiqher 
!.2Qw!!sn_LQffLEFa,Ls. The GAO found that in cases where higher 
level review of contract type decisions was required, the 
reviews often appeared to be perfunctory, and in some cases were 
intended to be limited. The GAO reported that many of the 
reviews may have been inadequate, at least partly, because 
contracting officers did not specifically describe; (I) how the 
work was so unpredictable that a reasonably definite statement 
of work could not be developed, (2) how they knew that the use 
of the contract type was less costly, and (3) why the use of the 
contract type was the only practical way to do the work. The 
GAO concluded that without such information, reviewing officials 
often may not have enough information to determine if the 
]ustification has a reasonable basis. (pp. 42-43, GAO Draft 
Report) 

QQQPQSITLQ!!: GQ!lSUE. In cases where contracting officers are 
stating the selection of a particular type of contract is like& ---- 
to be less costly, impractical or unpredictable, then an analysis 
supporting that determination should oe included. Contracting 
personnel should make the procurement situation clear and 
definitive enough for higher command officials to fairly 
evaluate. (See DOD’S position on Finding D.) 

FINDING P: Price Not Given Doginant Consideration of M_& 
Umbfella ContEacts. The GAO found that in spite of the routine s-s --e-m--- ---- 
or predictable nature of the work involved, for 59 umbrella 
contracts on which competltlve offers were solicited, nonprice 
criteria weregiven more weightthanprice in 28 cases. As a 
result, theGA0 found that 42 of the 64 umbrella contracts were 
not awarded on the basis of price competition; in contrast, 95 
percent of single function contracts for support services were 
awarded on a 100 percent weighting to price criteria. The GAO 
concluded that the extensive reliance on nonprice criteria for 
umbrella contracts does not appear 3ustifiable since much of the 
work performed was of a routine or predictable nature. The GAO 
also reported that the dollar impact of not awarding contracts 
to low offerors can be considerable, pointing out that for 22 
cant racts awarded to other than the low offerors, there would 
have been a difference of more than $Slmillion hadthelow 
offers been accepted. Based on its analysis of umbrella 
cant racts where price was an equal or greater evaluation 
criterion, the GAO concluded that the emphasis on nonprice 
criteria in the other contracts was not necessary, and that 
overall, more reliance should be placed on price in awarding 
base support contracts. (PP. 45-54 and 5.8, GAO Draft Report) 

I . 
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DOD POSITION: Partiallv Concur. The DOD agrees that In 
srtuatlons where a firm fixed price type contract 1s 
antlclpated, price should be the determining factor for award 
unless the evaluation crlterla values performance capability 
greater than the lowest price. However, if more weight 1s given 
to price-related factors in a cost type contract, it would 
encourage cost factors to be unrealistically low in order to be 
initially successful, then result in cost overruns during the 
life of the contract because actual, not estimated costs are 
paid. This rationale 1s supported by FAR 15.605(d). 

The DoDdoes not agree with the findlngsthatnormally at 
least half of the weight should be given to price-related 
factors. Neither the FAR nor DOD Directive 4105.62 “Selection 
of Contractural Sources for Mayor Weapon Systems”, September 9, 
1905, supports that policy. The recommended source selection 
policy In DOD Directive 4105.62 is to take Into consideration 
the specific requirements to be performed and the relative 
importance to the Government of essential contractor 
capabllitles. Evaluations are then based on an integrated 
assessment (combined evaluation of all factors) as to the most 
advantageous position for the Government. 

FINDING Gr Evaluation Criteria Guidance. The GAO reported that 
in response to a request by the Assistant Secretary of Defense 
(Manpower, Reserve Affairs, and Loglstlcs), all three Services 
responded that technlcal evaluations, In addition to price, are 
necessary for multifunction contracts. Although not taking 
issue with the use of technical evaluations for umbrella 
contract awards, the GAO concluded that reliance on nonprice 
selection criteria should not normally be greater than price 
crlterla, and nonprlce crlterla should not substitute for 
careful work deflnltlon and reasonable price consideration. The 
GAO also polnted out that neither the DOD nor the Services have 
adequate yuiclance on weights to be given price and nonprice 
source selectlon factors. The GAO concluded that additional DOD 
guidance 1s needed on the appropriate weights for umbrella base 
support service cant racts. (pp. 55-58, GAO Draft Report) 

QQLEQSLTIQH: W!=!X!XLX* The DOD does not agree that 
addItIona guidance 1s needed on the appropriate weights to be 
assigned for umbrella type contracts for base support services. 
(See DOD’S response to Finding F.) The malority of umbrella 
procurements were not firm fixed price type contracts, therefore 
an increase weight on price could reduce the quality of 
performance and increase the potential for cost overruns. The 
FAR 15.605(c) clearly discusses the possiblllty of quality and 
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performance having more importance than price. The criteria for 
using var:1ous weights and how they are assigned is dependent 
upon the individual procurement requirements and their relative ---v----e- 
importance to the Government. 

DNDING gx Problems W$th Contract W_ork Statements. The GAO 
reported that the Offlce of Management and Budget (ODD) Circular 
A-76 establishes Federal policy guidance for contract work 
statements. The GAO found, however, that the malority of both 
umbrella and single function base support contracts reviewed had 
work statements that did not closely follow OEllB guidance. For 
example, the GAO found work statements in umbrella contracts 
were often too broad to award firm priced contracts. The GAO 
identified a number of problems resulting from Inadequate work 
statements: such as, questionable use of specific contract 
types, cost overruns, limited competition, and increased 
difficulty for the contractor to prepare an accurate offer and 
manage and control contract costs. While recognizing the time 
and effort required to develop quality work statements, the GAO 
pointed out that a lack of adequate planning was a possible 
cause why contract type decisions were not adequately supported, 
as discussed in Finding D. The GAO concluded that contract work 
statements need to be improved, and that the problems in writiny 
specific work statements can be overcome. (pp. 59-69 and 72, 
GAO Draft Report) 

DOD Position: Partially Concur. The DOD agrees that increasing 
the quality of the performance work statement is very Important. 
It should be noted, however, that the Office of Federal Procument 
Policy Pamphlet Number 4 is a guide, and flexibility must be 
malntalned to tallor performance work statements for individual 
procurements. The dlfflcultles experienced in wrltiny a good, 
clear, all encompassing work statement directly affects all 
aspects of the procurement--quality, contract type, price and 
services received. The DOD has established a communication 
system (Defense Logistics Studies Information Exchange) which 
will fill requests for sample performance work statements. This 
service does not, however, relieve the DOD components of their 
responsibilities in formulating definitive performance work 
statements. The DOD published a revised DOD Instruction 4100.33 
“Commercial Activities Program Procedures,” September 9, 1905, 
which emphasizes the importance of the performance work statement. 

FINDING I: Requirements for Um_brella Contract W_ork Statem,ents. 
The GAO found that neither the Defense Acquisition Regulation 
(DAR), which was ln effect at the time the umbrella contracts 
reviewed by the GAO were awarded, nor the Federal Acquisition 
Regulation (FAR) and the DOD FAR Supplement which replaced the 
DAR, specifically require or encourage solicitations to 1YIClUde 

statements of work that permit firmly priced contracts to be 
proposed or considered. Further, the GAO found that although 
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the ON3 revised Circular A-76 in 1982 to require existing 
service contract work statements to be rewritten using OMB 
guidance before reprocurement, the Services have generally not 
required their work statements to be rewritten. Although noting 
that the DOD has developed some standard or model work 
statements, the GAO concluded that the work statement problems 
found (Finding II) indicate that DOD requirements need to be 
strengthened. The GAO further concluded that it seems likely 
many umbrella contracts will continue to have work statements 
contrary to OIlI guidance as long as OSD and Service regulations 
either permit broad, across the board exemptions from, or 
otherwise do not require, those concepts to be followed. 
(pp. 69-72, GAO Draft Report) 

DOD POSITION: Partially Concur. The DOD agrees that a quality 
work statement is essential to the entire procurement process 
(see DOD’S response to Finding H). HOweVeK, the DOD cautions 
that these statements should not be written toward a particular 
contract type, but rather written to accurately describe the work 
to be performed and then the appropriate contract type selected. 

The GAO report indicates that the contracting officer made 
no attempt to write a performance work statement that would 
allow for the useof a firm fixedpricecontract. This presumes 
that the contracting officer is responsible for preparing the 
performance work statements or that if a contracting officer 
receives a work statement not suited for contracting on a firm 
fixed price basis, it will be rejected. Actually, the 
contracting officers are individually responsible for the entire 
procurement and are to make every effort possible to ensure a 
definative work statement is presented. The responsibility of 
the contracting officer is generally to procure, ensuring that 
the requirement does not unnecessarily limit competition, and to 
attain a fair and reasonable (not necessarily the lowest) price 
by using the best contracting method available. 

The DOD agrees that personnel skilled in work statement 
preparation should pKOVlde assistance to the functional 
personnel writing the work statements. The DOD sponsors 
training on developing performance work statements that 1s offered 
through the Army Loglstlcs Management School, Fort Lee, 
Virginia. The Services also offer training and assistance to 
their activities. These initiatives together with the recently 
issued DOD Instruction 4100.33 (See DOD response to Finding H), 
should result in improved work statements. 
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!iEGQ8nENQArLo_N,-~: The GAO recommended that the Secretary of 
Defense require all of the following contracting practices be 
used whenever the use of an umbrella contract covering a 
substantial amount of routine or predictable base support work 
1s proposed, unless (1) the contracting officer certifies, 
3ustlfies, and reasonably supports the use of any other 
practice(s) in writing as more advantageous to the Government, 
and (2) the 3ustification is approved at a level higher than the 
contracting officer: 

-- a firm fixed-price contract or a fixed price contract with 
an economic price adlustment clause: 

-- source selection evaluation criteria which give at least 
half of the welghtlng to price-related, rather than 
nonprice, factors; 

-- a solicitation containing work statements with (1) clear, 
definitive, performance-oriented descrlptlons of the work 
that needs to be done, and (2) standards with acceptable 
quality levels for measuring performance. 

The GAO further recommended that this requirement apply to 
proposals to resollclt previous umbrella contract awards, as 
well as to sollclt first time awards of unbrella contracts. 
(pp. 22-23, GAO Draft Report) 

DQD POSITION: Non-Concur. The DOD does not agree 
that the Secretary of Defense require the use of firm fixed 
price OK firm fixed price with economic price ad-justment 
cant racts or glvlng at least half of the weighting in source 
selection evaluation criteria to price-related, rather than 
nonpr ice factors. These requirements would have an adverse 
impact on the responsibility of the contracting officer to 
select the most appropriate contracting method. Requi ring 
certlficatlon supporting the contracting officer’s 
determination, lustlfylnq the use of other than firm fixed 
price, 1s redundant since this 1s already required by the FAR. 
Also, requlrlng a higher level of apljroval of a contract type 
lustlfication ib not a recjuirerient of FAR and creates an 
additIona level of approval that does not ensure the selection 
of an a:~,>rol~riatc contract type. 

* 

In reference to tlro source selcctlon crrterla it should be 
note, that while FAr’ 15.605(b) does require that the “... price I 

or cost to tllc Sovcrnacnt shall be 1ncluJccl as an evaluation 
factor in ever,, ;ourcf selection,” EAR 15.605(c) states that 
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II 
. . . . while lowest cost or lowest price to the Government is 

properly the deciding factor in many source selections, in 
certain acquisitions the Government may select the source whose 
proposal offers the greatest value to the Government in terms of 
performance and other factors.” Therefore, it is possible that 
price may notbethedetermining factor ina fixed price 
acquisition. 

The GAO’s recommendation for clear, definitive, performance 
oriented work statements and standards with acceptable quality 
levels for measuring performance is in the best interest of the 
Government. However, the DOD does not agree that further 
requirements, over and above those already contained in the DOD 
regulations and in the FAR, are necessary. (see DOD’S position 
on Findings I ant1 H). 

BKQMMENDATIQN~2: The GAO recommended that the Secretary of 
Defense require the development of umbrella contract work 
statements to be (1) planned and initiated early enough and (2) 
effectively carried out, so as to encourage either firm 
fixed-price contracts or fixed-price contracts with economic 
price adlustments clauses to be proposed in response to the 
solicitation and considered during negotiations, unless the use 
of another contract type has been 3ustified and approved as 
recommended in Recommendation 1. (p. 23, GAO Draft Report). 

DOD POSITION: Non-Concur. While DOD agrees that development of 
umbrella contract work statements need to be well planned, 
initiated early, and effectively carried out, we do not agree 
that the purpose of the planning is to encourage fixed price 
cant ratting. (see DOD’S position on Recommendation 11. 

!E~Q!!BKX!TLQI-2: The GAO recommended that the Secretary of 
Defense require that for base support service umbrella 
contracts: 

-- contract type decrsions are documented and Justified in 
accordance with current requirements, giving proper 
consideration to the nature of the work involved; and 

-- alternatives to using cost reimbursement and incentive 
contracts are fully considered, such as switching to firmly 
priced contracts or splitting contracts into (1) those 
functions that can be effectively performed on a firmly 
priced basis, and (2) those that should be performed using a 
[less preferred] contract type. (pp. 43-44, GAO Draft 
Report). 
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DOD POSITION: Partially Concur. The DOD agrees with the thrust 
of the recommendation (see DOD response to Findings D and El. 
The DOD would like to point out, however, that currently the 
Federal Acquisition Regulations (FAR) do not directly provide 
specific direction for umbrella type contracting. However, FAR 
16.102 does suggest that contracts negotiated under part 15 may 
be of any type or combination of types (hybrid) which will 
promote the Government’s interest. Using a combination of 
contract types provides the flexibility to perform various 
services under one “umbrella” contract and still maintain a 
quality performance standard at a reasonable cost to the 
Government. The management decision to consolidate functions of 
base support operations is predicated on an evaluation of the 
overall impact on the acquisition, not merely contract type. 
The appropriate contract type necessary to meet the requirements 
may not be of a firm fixed price nature. Therefore, contract 
type in itself 1.5 not sufficient rationale for splitting-up an 
“umbrella,” thereby invalidating the original management 
decision. During the contract performance and prior to a 
follow-on award, all contract types should oe analyzed for 
effectiveness and applicability and changed to a more 
appropriate type of contracting method when circumstances dictate. 

EE!GQ!i!!!!M2AEZQfLL: In support of Recommendations 1 and 2, the 
GAO recommended that the Secretary of Defense provide guidance 
to contracting officers concerning the relative importance to be 
given to price and nonprice source selection evaluation criteria 
in awarding umbrella base support service contracts. The 
guidance should emphasize the need to normally give at least 
equal or greater Importance to price as opposed to nonprice 
criteria for work that is mostly routine or predictable. 
Consistent with this concept, the guidance should also describe 
acceptable ways to structure source selection evaluations for 
umbrella contracts under various circumstances, consiuering the 
nature of the work involved. This should include describing the 
two-step evaluation method that (1) eliminates offerors with 
inadequate technical proposals on the first step and (2) awards 
the contract to the low responsible offeror on the second. 
(p. 58, GAO Draft Report). 

DOD POSITION: Partially Concur. :Jhile price may or may not be 
a determining factor in fixed price contracting, when cost type 
contracts are necessary, emphasizing greater importance on price 
elements rather than quality (nonpriced criteria) may, as I 

indicated in FAR 15.605 (d), encourage submissions of 
unrealistically low estimates and increase cost overruns. In 
umbrella contracting the determining factor should be which 
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contractor can perform in a manner most advantageous to the 
Government, price and other factors considered. Recent guidance 
issued by the DOD should improve the source selection process. 
(See DOD response to Finding F). 

!WZ!BEWA_TZQ8_5: In support of Recommendations 1 and 2, the 
GAO recommended that the Secretaries of the Army, Navy and Air 
Force revise their regulations and instructions to remove 
provisions which either exempt umbrella contracts from following 
OMB work statement concepts or conflict with those concepts 
relating to (1) clear, definitive, performance-oriented 
descriptions of the work that needs to be done and (2) standards 
with acceptable quality levels for measuring performance. 
(P. 73, GAO Draft Report). 

I 
m2!u!aiLTLQ~: N_o_n_r~on_EuL* The DOD does not agree that DOD 
Component instructions need revision to remove provisions which 
exempt umbrella contracts from following OMB work statement 
concepts or conflict with those concepts. The Office of Federal 1 

Procurement Policy Pamphlet 4 is a guide and flexibility must be 

1 maintained to tailor the peformance work statement for the 
individual procurement. (See DOD’S position on Recommendations 1 
and 2). 

, 
REGQM_ !iEN_DA_TLQN_-6 : In support of Recommendations 1 and 2, the 
GAO recommended that the Secretaries of the Army, Navy and Air 

1 Force promote better planning for base support service contract 
work statements, by such actions as (1) identifying and 
disseminating examples of well developed work statements from 
existing contracts, model work statements, or future OHB 

I 

guidance, and (2) using personnel highly skilled at work 
statement preparation to provide technical assistance to 
cant ract iny officers. (p. 73, GAO Draft Report) 

DOD POSITION: Pastiallv Concur. The DOD agrees with and is 
implementing the suggested actions (1) and (2). However, the 
DOD has already non-concurred in Recommendations 1 and 2, and is 
not taking these suggested actions in support of those 
Recommendat ions. 

1 

L - - -----I 
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Our Comments 1. Cur draft report recommended the use of these contracting practices, 
as well as work statements conforming to the concepts in the OMH guid- 
ance, except where the use of other practices has been justified in 
writing, certified, and approved. We recognize that use of the less pre- 
ferred practices may be appropriate in some cases. (For example, see 
p. 41.) 

2. Contrary to DOD'S statement, we did not take the positron m our draft 
report (nor in this final version) that the use of umbrella contracts was 
frequently inappropriate. However, we did conclude that (1) the use of 
the less preferred practices in awarding umbrella contracts was often 
inappropriate for the contracts we reviewed and (2) decisions often 
were made to use umbrella contracts based on such practices without 
justifying that they were the most advantageous method of meeting the 
government’s needs. 

3. Considering the expected increase in the use of umbrella contracts 
and their substantial value, as discussed on pages 10 through 12, we 
believe that decisions to award them based on the less preferred con- 
tracting practices need more careful analysis and justification. That is, 
more visibihty needs to be given to the anticipated use of these con- 
tracting practices. However, we do not take the position, as DOD implies, 
that not using a firmly priced type of contract will result m unnecessary 
costs every time an umbrella contract is used. 

4. As FAR 1.6 provides, contracting officers are responsible for 
requesting and considering the advice of specialists and ensuring per- 
formance of all necessary actions for effective contracting, including the 
requirements of law, regulations, and all other applicable procedures. 
We did not intend to give the impression m our draft report that con- 
tracting officers should personally write the performance work state- 
ments. However, in one place (in chapter 3) our wording could have 
been interpreted this way. To clarify, we have revised that sentence (m 
the first full paragraph on p. 39) and conformed it more closely to our 
draft report wording m chapter 5. (See p. 61.) That is, we considered 
contract type decisions not to be supported when (1) no attempt had 
been made to develop a statement of work that would have provided a 
sufficient basis for a firm fixed-price contract and (2) aside from the 
lack of adequate work statements, the determination was not otherwise 
supported. 
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Appendix XI 

Comments From the Office of Management 
and Budget 

I 
EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 
WASHl NGTON 0 c 20503 

JUL 8 1986 
Mr. Frank C. Conahan, Dlrector 
Natlonal Security and InternatIonal 

Affairs Dlvlslon 
Umted States General Accountmg Offrce 
Washmgton, DC 20548 

Dear Mr. Conahan: 

Thank you for your May 26, 1986 letter and the opportunity to comment on the 
draft report entItled “Procurement: Opportunltles to Use More Preferred 
Practices for Base Support Contracts.” 

The review of the contractmg practices of the rnllltary services m awardmg 
umbrella contracts for base support services 1s thorough and timely. We concur 
with the recommendations In Chapters 2, 3, 4 and 5 of the draft report. The 
recommendations wrll be adopted when OMB Circular A-76 IS revised. OFPP plans 
to subrnlt proposed FAR changes for usmg Performance Work Statements m service 
contracts and to clarify that price IS the paramount crlterlon for decldmg between 
a contractor and a Government actrvlty m an A-76 competltlon. The standard set 
by the Government In the Performance Work Statement will be required If a 
Government actlvlty wins the competltlon. Therefore, more servlce, at a higher 
prlcr, ~111 not be expected from a contractor. 

The need for adequate Performance Work Statements 1s required for good 
managernent whether tasks are performed by Government personnel or contractors. 
Sufflclent management resources must be devoted to deflnmg the Government’s 
requirements. In that regard, you may want to consider whether centrahzed 
offlces of dedicated manpower, functional and contractmg speclahsts, highly 
skllled at Performance \Vork Staternent development, are required. In our view, 
such dedicated resources would bring about dramatlc Improvements m the qualtty 
of Performance Work Statements, In a reasonable period of tlrne. 

If you have dny questtons, please call Martm Connolly on 395-3254. 

Smcerely, 

Davld/; Baker 
Actmg Adrnmlstrator 
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