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The Honorable Joseph P. Addabbo 
Chairman, Subcommittee on Defense 
Committee on Appropriations 
House of Representatives 

Dear Mr. Chairman: 

Subject: 
5 
Review of DOD ontracts Awarded Under OMB 

ircular A-76 (PLRD-81-58) 
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As you requested on September 22, 1980, we reviewed a sample 
of contracts awarded by the Department of Defense (DOD) under the 
provisions of Office of Management and Budget (OMB) Circular A-76. 
This circular prescribes the policies for acquiring commercial or 
industrial products and services needed by the Government. DOD 
implements the circular through its Commercial and Industrial-Type 
Activities (CITA) program. 

Our objectives were to (1) determine whether decisions to 
contract out might have been different if contractor price in- 
creases and performance shortfalls were known before the contract 
awgrds were made and (2) ,identify and summarize any related find- 
ings by DOD audit agencies. 

We selected 18 conversions to contract performance for review 
frdm computerized listings provided by officials in the Office of 
the Assistant Secretary of Defense, Manpower, Reserve Affairs and 
Logistics (MRA&L). The listings identified all conversions from 
April 1978 through October 1980. We stratified the listings of 
the conversions according to geographical areas covered by each of 
GAdIs regional offices. In each of 10 regional offices, we selected 
one or more of the older conversion decisions which were gen- 
erally made before October 1, 
eliminated. 

1979, involving the most positions 
The older conversions provided more of an opportunity 

for price increases and performance shortfalls to occur. The 18 
conversions accounted for about 39 percent of the civilian posi- 
tians eliminated by contracting out during the period selected. 
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We limited our evaluation only to the original contractors' 
price increases and performance shortfalls to the time of our 
fieldwork which was generally performed between November 1980 
and January 1981. Additional details on the scope and methodol- 
ogy are discussed in enclosure I. 

PRICE INCREASES OR PERPORHANCE 
PROBLEMS GENERALLY DID NOT OCCUR 

Most of the conversions that we reviewed did not result in 
price increases or performance shortfalls. However, unsatisfactory 
contractor performance was experienced on 5 of the 18 conversions 
we reviewed. Where contract price increases occurred, they gener- 
ally seemed to be justified. With the exception of one conversion 
involving performance shortfalls, contract price increases did not 
exceed the estimated savings by contracting out. We also found 
that one conversion decision was based on an incomplete statement 
of work which was used as the basis for the cost comparison. 

If the information we found after the fact had been known 
before the contract awards were made, different decisions might 
have been made on these six cases. However, it is not possible 
to know for sure, (For further discussion on these six casesI see 
pp. 11, 13, 16, 21, 25, and 29.) 

Unsatisfactory contractor performance was generally attributed 
to one or more of the following factors: 

--High personnel turnover rate. 

--Unreasonably low staffing level resulting from a buy-in. 

--Untimely, improper, and/or poor quality work. 

--Too few skilled technicians. 

--Inadequate training. 

Although most contract prices increased, they did not, except 
as noted above, exceed the estimated savings by contracting out. 
Increases generally resulted from one or more of the following: 

--Contract modifications reflecting wage increases required 
by Department of Labor (DOL) wage determinations. 

--Increased requirements or support required by'Government 
direction or changing conditions at the installation. 
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--Emergency repairs or supplies. 

--Work over and above the contract. 

--Delays or downtime caused by the Government. 

--Quantities of service ordered in excess of minimum 
expected quantities on an indefinite quantity contract. 

Enclosure II summarizes what we found on each of the 18 
conversions reviewed. 

DEFENSE INTERNAL AUDITS 

The Defense Audit Service (DAS) issued a report II/ in 1980 
on the CITA program, which dealt with the extent and reasons for 
abnormal price escalation on service contracts. DAS concluded 
that it did not appear that contractors of CITA functions were 
bidding low and then unrealistically raising their prices. 

The report covered 39 CITA functions at 30 military instal- 
lations. A DAS official told us that contracts approximately 3 
years old were reviewed to get a long enough contract modifica- 
tion history. DAS found that price increases exceeded the infla- 
tion rate on 20 of the 39 contracts. It reviewed 10 of the 20 in 
detail and found that price increases on 8 contracts were attrib- 
utable to increases in work requirements. 

For example, on a food service contract at Fort Benjamin 
Harrison, Indiana, the price increased 25 percent between fiscal 
years 1978 and 1979 because the Government added a minimum staf- 
fing requirements provision to the contract. Also, on a food 
service contract at Holloman Air Force Base, New Mexico, the con- 
tract price increased 145 percent between fiscal years 1977 and 
1978 to adjust for an erroneous under bid by the contractor who 
claimed it was misled by an Air Force manning chart in the solic- 
itation. The Air Force Contract Adjustment Board approved the 
claim and directed the base to pay the contractor $85,296. DAS 
believed this increase may have increased the contract price 
above the cost to perform the function in-house. 

An official in the Office of the Secretary of Defense (MRA&L) 
told us that DAS will review the administration of service con- 
tracts. He said DAS will be evaluating inspection and surveil- 
lance of contractor performance. 

&/Review of Commercial or Industrial Type Activities Converted to 
Contract in Fiscal Year 1977, Report No. 80-105, May 27, 1980. 
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We were unable to identify any military service audit reports 
which addressed price increases and performance shortfalls by con- 
tractors involved in conversions under the CITA program. 

Aa directed by your Office, we did not obtain agency com- 
ments on the matters discussed in thir report. 

Your Office authorized the unrestricted release of this 
report simultaneous with its issuance to you. We are sending 
copies of this report, therefore, to interested ccmunittees, sub- 
committees, Member of Congress, and agency officials. Copies 
will also be available to other interested parties who request 
them. 

Sincerely yours, 

/o *A~ g+i-l 
Donald J. HOran 
Director 

Enclosures - 2 

4 



ENCLOSURE I ENCLOSURE I 

SCOPE AND MHTHODOLOGY 

We obtained information and documentation on the CITA pro- 
gram, including policies, organization, and management from CITA 
program officials at the following levels: Assistant Secretary 
of Defense, Manpower, Reserve Affairs and Logistics (MRA&L); Army 
Chief of Staff; Deputy Chief of Naval Operations (Logistics); and 
Air Force Deputy Chief of Staff, Manpower and Personnel. 

We selected nine Air Force, seven Navy, and two Army conver- 
sions for review from the computerized listings provided by DOD 
officials. This seems a reasonably representative selection con- 
sidering that the Air Force and Navy accounted for about 57 per- 
cent and 28 percent, respectively, of the positions eliminated by 
contracting out prior to October 1, 1979. We did not determine 
the reliability of the listings because of the time and effort 
involved. We could not realistically use scientific sampling 
techniques because (1) there was an uneven distribution of conver- 
sions among the services (Army 20, Navy 58, Marines 4, and Air 
Force 45), (2) several of the Air Force's conversions were large, 
and (3) the Navy's conversions were relatively small. 

We visited the installations where selected in-house activi- 
ties had been converted to contractor performance. At these in- 
stallations we reviewed contract files, inspection reports, qual- 
ity assurance reports, audit reports, and related studies. We 
obtained oral information and clarification on related matters 
from responsible officials at each installation. Although we ob- 
tained summary statistical data from the cost comparisons used 
to justify the conversions, we did not evaluate them or their 
underlying support. 

The contracts were being monitored by quality assurance 
evaluators, inspectors, and contracting officer representatives. 
Some were evaluated daily while others were evaluated on a weekly 
or monthly basis. The performance problems discussed in our 
report were detected and reported by the various contract adminis- 
trators. We did not evaluate how the inspections were performed. 

We also reviewed appropriate audit reports prepared by DAS 
and the military services' auditing agencies which we identified 
from a service contract reports listing obtained from the Defense 
Logistics Studies Information Exchange. 

5 



ENCLOSURE II 
CONVERSIONS REVIEWED 

ENCLOSURE II 

Installation 

Army 

Fort Belvoir, Alexandria, 
Virginia 

Fort Leonard Wood, Waynes- 
ville, Missouri 

Navy 

Naval Air Station, 
Patuxent River, Maryland 

Navy Fleet Accounting and 
Disbursement Center, San 
Diego, California 

Navy Radio Transmitting Operation and maintenance 
Facility, Dixon, California radio transmitting 

Navy Radio Transmitting 
Facility, Driver, Virginia 

Defense Fuel Support Points, 
San Pedro and Ester0 Bay, 
California 

Pacific Missile Test Center, 
Point Mugu, California 

Index 

Function 

Laundry 

Laundry and drycleaning 

Grounds maintenance 

Keypunch service 

Operation and maintenance 
radio transmitting 

Bulk liquid storage operations 

Keypunch service 

Navy Ships Parts Control Center Janitorial service 
Mechanicsburg, Pennsylvania . 

Air Force 

Eglin Air Force Base, Val- 
pariso, Florida 

Hill Air Force Base, 
Ogden, Utah 

Keesler Air Force Base, 
Biloxi, Mississippi 

Lowry Air Force Base, 
Denver, Colorado 

Bomarc missile maintenance 

Precision measurement equip- 
ment laboratory 

Food service 

Audiovisual activity 

McClellan Air Force Base, Precision measurement equip- 
Sacramento, California ment laboratory 
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ENCLOSURE II ENCLOSURE II 
CONVERSIONS REVIEWED 

Index 

Patrick Air Force Base, 
Cocoa Beach, Florida 

Base supply 27 

Richards-Gebaur Air Force 
Base, Grandview, 
Missouri 

Base operating support 28 

Wright-Patterson Air Force 
Base, Dayton, Ohio 

Audiovisual activity 29 

Wright-Patterson Air Force 
Base, Dayton, Ohio 

Bulk liquid storage operations 30 
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ENCLOSURE II ENCLOSURE II 

J?Ort Belvoir, Alexandria, Vir_ginia --__I__I____ 
Laundry -- 

Cost compariron eotimatee (3-year period) 

Coat of in-houre performance $1,790,157 
Coat of contracting-out performance (note a) 1,763,328 

Saving6 by contracting out $ 26,829 -- 

a/The contracting-out costs include not only the amount to be 
paid to the contractor (contract price) but also all other 
related comtm (transportation, contract administration, Govern- 
ment-furnirhed property, etc.) that the Government would incur. 

Contract price and increaee 

Performance Contract Price increase 
period Eric0 Amount Percent -e 

Basic contract 5-l-80 to 4-30-81 $595,893 $6,000 1.0 

This is an indefinite quantity contract with fixed unit 
prices. It provides for a maximum of 2,092,079 and a minimum of 
135,000 pieces. The contract price is an estimate for the maximum 
quantity. The contract provides for a 34-percent discount for 
all payments made in 20 days. 

The $6,000 contract amendment was for reimbursement for 
equipment repair parts. The contract price may be substantially 
less than the above estimate since the contractor, in 7 months of 
operation, had received substantially less pieces to process than 
predicted. In 3 of the 7 months, the number of pieces was under 
the 135,000 minimum. 

Contractor performance --- 

Contracting officials said the contractor's performance was 
satisfactory. 

Other general data 

Number of Government positions eliminated: 23 
Type of contract: Firm fixed price requirements 
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