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GAO un ited states 
Genera l  Account ing Off ice 
Wash jngton, D.C. 20648 

Nat iona l Secur ity and 
Internat iona l Affa irs Div is ion 

B-242267 

February 11,199 l 

The Honorab le Dan ie l K. Inouye 
Cha irman, Subcommittee on Defense 
Committee on Appropr iat ions 
Un ited States Senate 

Dear Mr. Cha irman: 

In response to your request, we have rev iewed the way the Department 
of Defense (DOD) buys beef for its US. commissar ies. You ind icated that 
concern had been expressed to your Committee that under DOD’S current 
system sma l l  bus inesses in the meat industry may not be rece iv ing a fair 
share of contract awards. A sma l l  bus iness is def ined as an indepen- 
dent ly owned and operated concern that i s not dominant in the f ie ld of 
operat ion in wh ich it is b idd ing on government contracts and wh ich 
meets cr iter ia and s ize standards set by the Sma l l  Bus iness 
Admin istrat ion. 

As agreed with your off ice, the spec if ic ob ject ives of our rev iew were to 
obta in informat ion on (1) the va lue of beef procured under the two pr i- 
mary methods DOD uses to buy beef for its commissar i es and the per- 
centage of contracts go ing to sma l l  bus inesses, (2) the pract icab i l i ty of 
compar ing the pr ice and qua l ity of beef purchased under each method, 
(3) the v iews of mi l i tary serv ice off ic ia ls respons ib le for overa l l manage- 
ment of the commissar i es regard ing the acqu is it ion method they use, 
and (4) recent deve lopments that may affect future procurement 
methods. Th is report summar izes and updates the br ief ing prov ided to 
your staff on September 21,199O. 

The Defense Personne l Support Center (DPSC) i n Ph i lade lph ia, Penn- 
sy lvan ia, is a supp ly support act iv ity of the Defense Log ist ics Agency 
that contracts for subs istence items for the armed forces, inc lud ing beef 
for resa le in Army, Air Force, Navy, and Mar ine Corps commissar i es in 
the Un ited States. DPSC pr imar i l y awards two types of contracts for beef: 
(1) indef in ite de l ivery type contracts (IDTCS), wh ich are compet it ive ly 
awarded baaed on government spec if icat ions, and (2) brand-name 
supp ly bu l let in contracts, wh ich are noncompet it ive and intended to 
procure beef cut accord ing to supp l iers’ commerc ia l  standards. In coor- 
d inat ion with the ind iv idua l commissar ies, the ind iv idua l mi l i tary ser- 
v ices choose the type of beef to order and the acqu is it ion method. 
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Resu lts in Brief Overa l l, sma l l  bus inesses accounted for a large share of beef sa les to the 
mi l itary commissar ies-supp ly ing 44 percent of the est imated $163 mi l- 
l ion purchased in 1990 and 48 percent of the est imated $181 mi l l ion 
purchased in 1989 under the two pr imary methods of acqu ir ing beef. 
Most of the orders under IDTCS were p laced with sma l l  bus inesses, 
whereas most of the orders under supp ly bul let in contracts were 
awarded to large bus inesses. The amount of beef purchased from sma l l  
bus inesses var ied among the mi l itary serv ices, but in total the purchases 
great ly exceeded the noDwide goa ls for contract awards for al l goods 
and serv ices comb ined to sma l l  bus iness concerns. 

Try ing to determine which contract ing method prov ided the best beef 
products in terms of pr ice and qual ity is not pract icab le, pr imar i ly 
because the items bought are not genera l ly comparab le. 

Offic ia ls respons ib le for the overa l l management of commissar ies in the 
four serv ices sa id that they are satisf ied with the pr ice and qual ity of 
the beef they are purchas ing. 

Two recent deve lopments may change the way DOD procures beef in the 
future. DPSC i s current ly testing a “best va lue” method for purchas ing 
beef that is intended to enab le the government to take better advantage 
of the pr ice and qual ity benefits ava i lab le in the commerc ia l market. 
Also, DOD has estab l ished a s ing le agency to manage al l of the mi l itary 
serv ices’ commissar ies. The agency, which is expected to rep lace the 
current commissary management system in f isca l year 1992, wi l l have 
the authority to determine how beef shou ld be purchased. 

Background In 1979 DOD began to use brand-name supp ly bul let ins because of the 
poor qual ity of beef de l ivered by IDTC supp l iers. In 1980 the Congress 
approved the use of both systems to prov ide max imum cho ice and flex i- 
bi l ity for the serv ices and sat isfact ion for the consumer. DPSC awards 
both the IDTCS and supp ly bul let in contracts. Under each of these 
methods, commissar ies p lace the ind iv idua l orders d irect ly with the 
vendor. 

Contract terms, spec if icat ions, and prov is ions for monitor ing contractor 
performance differ for the two types of contracts. DPSC awards IDTCS 
compet it ive ly for a spec if ic commissary (or commissar ies with in a 
region) usua l ly for a 6-month period. Pr ices are set for the contract 

Page 2 GAO/N&W-91400 Beef Procurement 



term.’ IDTC awards are based on the U.S. Department of Agr icu lture’s 
Inst itut iona l Meat Purchase Spec if icat ions, deta i l ed government tech- 
n ica l descr ipt ions of var ious cuts, types, and qua l i ty of meat. These 
descr ipt ions a lso prov ide a bas is for measur i ng whether the beef de l i v- 
ered meets contractua l requ i rements. 

In contrast, brand-name supp l y bu l l et ins are not awarded on a compet i - 
t ive bas is. (The Compet i t i on in Contract ing Act of 1984 exempts com- 
m issary resa le i tems from compet it i on.) Brand-name meat i tems are cut 
accord i ng to the supp l i er’s own commerc i a l  standards. Supp l y bu l l et ins 
conta in ce i l i ng pr ices with actua l pr ices determ ined at the t ime of 
order ing, approx imate l y every 2 weeks. 

In January 1981 DPSC re laxed the cr iter ia for qua l i fy ing vendors as sup- 
p l i ers of brand-name beef. A DPSC off ic ia l sa i d that th is change was 
intended to i ncrease the number of sma l l  bus i nesses that are awarded 
supp l y bu l l et in contracts. Prev ious ly, a supp l i er had to offer proof of 
customer demand in at least 26 separate commissary stores to qua l i fy 
for a supp l y bu l let in; now DISC requ ires on ly that supp l i ers prove they 
are in the beef industry and have sa les to 5 bus i nesses. 

Accord i ng to commissary off ic ia ls in each of the serv ices, a th ird 
method, b lanket purchase agreements, is a lso used to buy beef, but th is 
method is used less frequent ly than the other methods. A b lanket 
purchase agreement is a s imp l i f i ed method of f i l l ing ant ic i pated repet i- 
t ive needs for supp l i es or serv ices by estab l i sh ing “charge accounts” 
with qua l i f i ed sources of supp ly. These purchase agreements are 
awarded by the serv ices, usua l l y on a reg iona l bas is, not by DFW. Com- 
missar i es a lso may use loca l purchases to order beef in certa in s itua- 
t ions-for examp le, in emergenc i es. 

Sma ll Bus i nesses 
Rece i v ed Sign i f i cant 
Share of Orders 

Based on informat ion prov i ded by the mi l i tary serv ices, we est imate 
that the 241 mi l i tary commissar i es in the Un ited States ordered a tota l 
of $181 mi l l i on and $163 mi l l i on of beef in f isca l years 1989 and 1990, 
respect ive ly, under the IDE and supp l y bu l l et in acqu is it i on methods. 
Overa l l , sma l l  bus i nesses rece i ved 48 percent and 44 percent, respec- 
t ive ly, of the tota l beef ordered in those years under these two methods. 

‘Beef pr i ce is ma d e  u p  of two components: (1) b a s e  pr i ce, wh i c h is set week l y  a n d  fo l l ows the b e e f  
trade market, a n d  (2) spec i a l  pr i ce factor, wh i c h is the supp l i e r’s cost of do i n g  bus i ness. IDTCs are 
awar d e d  b a s e d  on the l owest speda l  pr i ce factor, wh i c h rema i ns in effect for the l ife of the contract. 
Und e r  supp l y  bu l l et i ns, the spec i a l  pr i ce factor ref lects the current v e n d o r ’s pr i ce, wh i c h c a n  c h a n g e  
e a c h  month. 
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These percentages exceeded the non-w ide goa l s for contract awards for 
a l l goods and serv ices to sma l l  bus i nesses, wh i ch were set at approx i- 
mate l y 18 percent for those years. 

Tab l e 1 summar i zes commissary beef purchases, by mi l i tary serv ice, and 
the percentage of those purchases awarded to sma l l  bus i nesses2 

Tab l o 1: Eat lmated Va lue of Beef Purcheeed by Ml l ltary Serv lce Commlssar l es Under IDTCs and Supp l y Bu l let ins 
Do l l ars i n m i l l i ons 

1969 1990 

I% SX 

Percentage of Percentage of 

P 
awards to su PlY 

P 
award8 t0 

Serv ice IDTC Tota l ama l l  bus i ness bu l et in IDTC Tota l sma l l  bus i ness 
Army 871.6 '  $ 0 . 2  $ 7 1 . 6  29.8 $ 7 1 . 6 a  $ 0 . 7  $ 7 2 . 3  29.6 
Air Force 0 6 3 . 8  6 3 . 8  6 8 . 2  0 4 0 . 3  4 8 . 3  5 6 . 5  
Navy 0 3 7 . 3  3 7 . 3  5 7 . 6  0 32.9 32.9 69.6 
Mar i ne Corps 7.5 0.3 3.8 9.3 0.3 9.6 3.1 
Totr l $79.1 $101.6 $1807.78 4 8 . 0 b  $ 8 0 . 9  $ 8 2 . 2  $163.1 44. lb 

aArmy supp l y bu l l et in data for both years was annua l i zed based on informat ion prov i ded by the U.S. 
Army Troop Support Agency for the per iod December 1988 through May 1990. 
bTh i s f igure represents the percentage for a l l serv i ces comb i ned. 

Except for sma l l  amounts purchased under b lanket purchase agree- 
ments, the Air Force and Navy re ly so le ly on IDT~S to order beef, wh i l e 
the Army and Mar i ne Corps re ly pr imar i l y on supp l y bu l l et ins. 

Data obta i ned from the mi l i tary serv ices show that the Army is the 
largest purchaser of beef and ordered about 30 percent of its beef in 
both years from sma l l  bus i nesses. Army commissar i es make very l im ited 
use of b lanket purchase agreements to purchase beef. The Army is the 
on ly mi l i tary serv ice that has estab l i shed sma l l  bus i ness goa l s for its 
commissary purchases. The goa l s were about 18 percent for each year, 
wh i ch were cons istent with non-w ide goa ls. 

The Air Force and Navy, wh i ch are the next largest purchasers, pro- 
cured more than ha lf of the ir beef in 1989 and 1990 from sma l l  bus i- 
nesses. A lthough informat ion on the va l ue or sources of beef ordered 

2 T h e  Defe n s e  Subs i stence Reg i o n  Pac if ic, a  f ie ld off i ce of DPSC, award s  b e e f  contracts to sma l l  bus i - 
n ess o n  a  “set as i d e” bas i s a s spec i f i ed by the Federa l  Acqu i s i t i on Regu l a t i o ns. T h e  f ie ld off i ce 
award s  contracts for commissar i es in the western Un i ted States. 
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under b lanket purchase agreements was not ava i l ab le for these two ser- 
v ices, A ir Force and Navy off ic ia ls ind icated that (1) about 10 to 16 per- 
cent of the va lue of the ir comm issary resa le beef is purchased under 
b lanket purchase agreements and (2) these purchase agreements are 
l i ke ly to be made with sma l l  bus i nesses. 

The Mar i ne Corps ordered most of its beef under supp l y bu l l et ins from 
large bus i nesses and obta ined about 4 percent of its beef each year from 
sma l l  bus i nesses under IDTCS. However, the Mar i ne Corps purchased a 
substant ia l port ion of its beef from sma l l  bus i nesses. Mar i ne Corps data 
showed that i ts commissar i es procured about 29 and 22 percent of the ir 
beef in 1989 and 1990, respect ive ly, us i ng b lanket purchase agreements, 
a l l from sma l l  bus i nesses. 

Not Pract i cab l e to The i tems contracted for under each acqu is i t i on method are not gener- 

Make Pr ice a n d  a l l y comparab l e, and an ana lys i s of the d ifferences in pr ice and qua l i ty 
was, therefore, not pract icab le. Beef purchased under IDTCS must adhere 

Qua l i ty Compar i s ons to spec if i cat ions based on the Inst itut ion Meat Purchas i ng Spec if i ca- 
t ions, wh ich descr ibe part icu lar cuts of beef in deta i l. The serv i ces 
mod i fy the spec if i cat ions to ref lect the ir preferences, Converse l y, brand- 
name supp l y bu l l et in beef is based on commerc i a l  standards, wh ich may 
be un ique to ind iv idua l vendors. 

DISC procurement off ic ia ls, a vendor representat ive, a Department of 
Agr icu lture off ic ia l, and the Execut i ve Director of the Western States 
Meat Assoc iat i on concurred that pr ice and qua l i ty compar i sons of com- 
m issary beef purchases wou l d be d iff icu lt to make. Some of these ind i- 
v idua ls sa id that the ass i stance of a meat expert wou l d be requ ired to 
exam ine samp l es of beef de l i vered under current contracts. Neverthe- 
less, we be l i eve that such an approach wou l d not necessar i l y resu lt in a 
reso lut ion of the i ssue or be econom ica l  because of 

. the l ack of a centra l i zed data base cover ing supp l y bu l l et in orders, 
l the var iety of cuts of beef purchased, and 
. the large number of comm issary v is its and the amount of resources that 

wou l d have to be expended to obta in a representat ive samp le. 

Performance* of IDTC 
Supp l i ers Reported l y 
Improved 

Differences ex ist in report ing of non-conform ing or poor qua l i ty beef 
de l i vered under each method. Based on IDTC contract prov is i ons, com- 
m issary off ic ia ls are requ ired to report to DPSC any unauthor ized dev ia- 
t ions from Inst itut iona l Meat Purchase Spec if i cat ions. Under supp l y 
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bu l l et ins, because commerc i a l  standards are used, commissar i es are 
requ ired to document and report to DPSC on ly gross nonconformances, 
such as spo i l age. Because of these d ifferent report ing requ irements, we 
were unab l e to compare the performance of vendors under the two 
acqu is it i on methods. 

Accord i ng to off ic ia ls at DPSC'S Qua l i ty Assurance Div is ion, the qua l i ty 
of beef supp l i ed to commissar i es in the last 2 to 3 years by IDTC contrac- 
tors has improved as a resu lt of var ious efforts to enforce comp l i ance. 
However, DPSC records do not prov ide a base l i ne to measure or compare 
the current and past performances of IDTC vendors. 

Recogn i z i ng prob l ems in the last 6 years, DPK Qua l i ty Assurance man- 
agement teams have v is ited commissar i es to educate commissary beef 
inspectors and commissary managers on standards and act ions to take 
on nonconform ing products. DPSc a lso has used var ious admin istrat ive 
and contractua l remed i es to enforce comp l i ance. These have inc l uded 
(1) in s ome cases, conduct i ng an inspect ion pr ior to sh i pment for comp l i - 
ance with spec if icat ions (at the cost of the contractor), in add it i on to the 
requ ired inspect ion upon de l i very; (2) issu ing not ices that g ive a con- 
tractor 10 days to correct the prob l ems or be sub ject to terminat ion for 
defau lt; and (3) terminat ing contracts for defau lt because of the ven- 
dors’ inab i l i ty to de l i ver. 

Serv ices Sat isf i ed Army, Navy, Air Force, and Mar i ne Corps off ic ia ls respons ib l e for the 

W ith Method They overa l l  management of the commissar i es sa id that they are sat isf ied 
with the pr ice and qua l i ty of the beef ordered under the contract ing 

Are Current l y Us i ng method they are current ly us ing. Off ic ia ls from the Navy and the Air 
Force, wh i ch predom inant l y use IDTCS, sa id that th is method offers 
better pr i ces-because IDTCS are compet it i ve-and better qua l i ty con- 
tro l, inc lud ing the ab i l i ty to use spec if icat ions to order the cuts and 
qua l i ty of beef des ired. 

In contrast, Army off ic ia ls be l i eve that pr ices and qua l i ty are better 
under supp l y bu l l et ins. The Army and Mar i ne Corps off ic ia ls prefer 
supp l y bu l l et ins because order ing off ic ia ls can change supp l i ers every 
3 or 4 weeks if customers are not sat isf ied with the product or serv ice 
prov ided, whereas IDTCS, i n effect, lock customers into a 6-month con- 
tract. A Mar i ne Corps off ic ia l added that supp l y bu l l et ins a l l ow the ser- 
v ice to order new products or change requ i rements more eas i l y. 
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Some  A rmy Com m issar ies Although A rmy off ic ia ls be l i eve that pr ices and qua l ity are genera l ly 
Have Switched F rom  better under supp ly bu l let ins, three A rmy com m issar ies that prev ious ly 

Supp l y Bu l l et i ns to IDTCs used supp ly bu l let ins have switched to IDTCS at the d irect ion of the 
A rmy’s T roop Support Agency, wh ich has respons ib i l i ty for oversee ing 
A rmy com m issary operat ions. In exp la in ing the change, a T roop Support 
Agency off ic ia l to ld us that the agency’s po l i cy i s to use brand-nam e 
supp ly bu l let ins; however, the agency constant ly assesses the m arket to 
determ ine if it i s gett ing the best qua l ity and pr ice under th is m ethod. 
Accord ing to th is off ic ia l, the agency be l i eved that IDTCS wou ld prov ide 
better pr ice and qua l ity to these com m issar ies. 

Off ic ia ls at two of these three com m issar ies ind icated a preference for 
supp ly bu l let in beef. In term s  of pr ice an off ic ia l at one com m issary 
reported pay ing 6 cents per pound m ore under an IDTC than under a 
supp ly bu l let in for s im i lar item s . The other off ic ia l stated that the 
qua l ity of beef under supp ly bu l let ins was better. An off ic ia l at the third 
com m issary expressed a preference for IDTCS because they are com peti- 
t ive. Although he had not m ade spec if ic cost com par isons, he sa id he 
be l i eves that IDTCS have resu lted in s l i ght ly lower pr ices. 

Recent Deve l opments Two recent deve lopm ents are l i ke ly to change the beef procurem ent pro- 

May  Change the cess. DPSC off ic ia ls sa id that they are test ing a “best va lue” acqu is it ion 
approach, us ing IDTCS, for certa in com m issar ies in the Un ited S tates. 

Procurement P rocess Th i s  m ethod, wh ich DPSC has used to buy beef for its European com m is- 
sar ies, i s intended to stream l ine the governm ent’s acqu is it ion process 
and to take better advantage of the pr ice and qua l ity benef its ava i l ab le 
in the com m erc ia l m arket. If successfu l, th is m ethod m ay rep lace, at 
least part ia l ly, the current IDTC acqu is it ion m ethod. Best va lue offers are 
based on each offeror’s com m erc ia l standards and are eva luated based 
on the offeror’s past perform ance, product qua l ity, and de l i very capab i l- 
it ies, as we l l  as on pr ice. These contracts wi l l  be com pet it ive ly awarded. 

In Apr i l  1990, DOD estab l i shed the Defense Com m issary Agency as the 
s ing le agency respons ib le for m anag ing a l l com m issar ies. Th i s  agency, 
wh ich i s schedu led to be fu l ly operat iona l in ear ly f isca l year 1992, wi l l  
have fu l l author ity over the beef procurem ent process. Agency off ic ia ls 
sa id that they d id not know yet how future acqu is it ion m ethods wou ld 
be changed. They added that any changes in the procurem ent process 
wi l l  be eva luated based on the resu lts of the best va lue test. 
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Scope and 
Methodo l o gy 

In performing our rev iew, we exam ined the po l i c i es and procedures that 
DPSC fo l l ows for award ing contracts under wh ich commissar i es order 
beef. We  obta ined data on the amount of beef ordered by the ind iv idua l 
serv i ces in 1989 and 1990 and determ ined what percentage of th is tota l 
was purchased from sma l l  bus i nesses. We  d i scussed the two pr imary 
acqu is i t i on methods and the advantages and d i sadvantages of each with 
off ic ia ls from the Army Troop Support Agency, Navy Resa l e Serv i ces 
and Support Off ice, A ir Force Comm issary Serv ice, and Mar i ne Corps. 
We  a lso v is ited and d i scussed pr ice and qua l i ty with comm issary off i- 
c ia l s at the Army’s Southeast Comm issary Reg i on and Forts Be lvo i r and 
Lee in Virg in ia. In add it ion, we interv iewed comm issary off ic ia ls in the 
Army’s Western Comm issary Reg i on and spoke with off ic ia ls at three 
Army commissar i es in the reg ion that changed procurement methods to 
obta in informat ion on pr ice and qua l i ty of beef ordered under each 
method. These commissar i es were Fort Lewis, Wash i ngton; Fort Ord, 
Ca l iforn ia; and Schof ie l d Barracks, Hawa i i . 

We  he ld d i scuss i ons concern i ng d ifferences in the cuts of beef under 
both acqu is i t i on methods with representat ives from three vendors who 
supp l y beef under both methods and from the U.S. Department of Agr i- 
cu lture. As requested by your committee staff, we a lso contacted the 
Execut i ve Director of the Western States Meat Assoc iat i on, wh ich repre- 
sents sma l l  bus i nesses, to obta in informat ion on the beef procurement 
issues. In add it ion, we rev i ewed f i les at DPSC to eva luate IDTC contractor 
performance and d i scussed the performance of IDTC supp l i ers with 
DPSC's Qua l i ty Assurance representat ives. 

We  v is ited the Defense Comm issary Agency in V ienna, Virg in ia, to d is- 
cuss any p lanned changes in beef acqu is i t i on methods. 

We  performed our rev i ew from June through November 1990 in accor- 
dance with genera l l y accepted government aud it ing standards. The 
v i ews of respons ib l e program off ic ia ls were sought dur ing the course of 
our work and are incorporated where appropr iate. However, as you 
requested, we d id not obta in wr itten agency comments on a draft of th is 
report. 

We  are send i ng cop i es of th is report to the Secretar ies of Defense, the 
Army, the Navy, and the Air Force and to the Director of the Defense 
Log ist ics Agency. We  wi l l  make cop i es ava i l ab le to others upon request. 
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Please contact me  at (202) 2’76-8400 if you or your staff have any ques- 
t ions concern i ng th is report. Ma j or contr ibutors to th is report were 
M ichae l  E. Mot ley, Assoc i ate Director, and Kev i n M. Tansey, Ass istant 
Director, of our Nat iona l Secur ity and Internat iona l Affa irs Div is i on, 
Wash i ngton, DC.; and James A. Pnedz ia l , Eva luator- in-Charge, 
Audrey M. Pet it, and Grace M. Bennett, Eva luators, of our Ph i l ade lph i a 
Reg iona l  Off ice. 

S incere l y yours, 

Pau l  F. Math 
Director, Research, Deve l opment, 

Acqu is i t i on, and Procurement Issues 
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