Repoft To,The Chairman, Subcor |
Human Resources, Committee On Post Office
And Civil Service, House Of Representatives
OF THE UNITED STATES

Controls Over Consulting Service Contracts
At Federal Agencies Need Tightening.

Which of the following best describes con-
sulting service contracts awarded by Federal
agencies? (Check one)

() Perhaps unnecessary.
( ) Extensive sole-source awards.

( ) Lots of modifications.
( ) End products not delivered on time.

{ V4 All of the above and mors.

These problems will not be resoived until :
agencies take steps to control the need for - _
and the contracting practices related to con- o
sulting services. o
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

B-197254

~
A
~The Honorable Herbert E. Harris, II Epé}
Chairman, Subcommittee on Human Resources
Committee on Post Office and Civil Service T
House of Representatives

Dear Mr. Chairman:

In your May 29, 1979, reguest, you asked that we review
the use of consulting services in the Federal Government.
We made our review at six Federal agencies. The review
disclosed several problem areas, including questionable agency
requirements for such services, extensive sole-source awards,
and contract modifications which have increased costs and
extended performance periods. This report contains recom-
mendations to the Director, Office of Management and Budget,
to take action directed at improving agencies' controls
over the need for and use of consulting service contracts.

At your request, we have not obtained official agency
comments on this report. Also, as arranged with your office,
unless you publicly announce its contents earlier, we plan
no further distribution of this report until 5 days from
the date of the report. At that time, we will send copies
to interested parties and make copies available to others
upon regquest.

We will be happy to further discuss this report with
you at any time.

Sj ly your

Lo a .

Comptroller General
of the United States
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COMPTROLLER GENERAL'S CONTROLS OVER CONSULTING

REPORT TO THE SUBCOMMITTEE SERVICE CONTRACTS AT
ON HUMAN RESOURCES FEDERAL AGENCIES NEED
COMMITTEE ON POST OFFICE TIGHTENING

AND CIVIL SERVICE
HOUSE OF REPRESENTATIVES

Federal agencies spend between $1 billion and
$2 billion annually on consulting service con-
tracts to obtain a variety of goods and serv-
ices. Proper use of consulting services is a
normal, legitimate, and economical way to im-
prove Government services and operations, and
agencies must continue to have the option to
use consulting services where appropriate.

In spite of the considerable attention focused
on misuse of these contracts, GAO found that
serious, pervasive problems persist. Until
agencies' management takes the initiative to
control the need for and the contracting prac-
tices related to consulting service contracts,
GAO believes there will be little or no
improvement.

PAST ATTEMPTS INADEQUATE

Responding to presidential and congressional
concern, the Office of Management and Budget,
in May 1978, issued a bulletin to all executive
agencies to better control and report the use
of consulting services. However, in its review
of 111 contracts, valued at $19.9 million, in

6 agencies, GAO found the new guidance led to
little substantive improvement. The problems
GAO identified include:

--Questionable agency requirements for consult-
ing services. Little or no consideration was
given to in-house capability prior to the
award of contracts, and several contracts
resulted from unsolicited proposals. (See

P. 5.)

--Extensive sole-source awards which precluded
effective price competition. Several of
these awards were made to former agency
employees. (See p. 14.)
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--A significant number of contract modifications
resulting in increased costs and delays in
delivery of the end product. (See p. 22.)

-—-Questionable use made of end products. (See
p. 10.)

--Inaccurate reporting of consulting service
contracts caused in part by confusion over
the Office of Management and Budget defini-
tion for such contracts. (See p. 26.)

GAO also found significant spending for con-
sulting services in the final quarter of the
fiscal year, adding further doubt as to the

need for the services. GAO also found that

agencies often attributed their need for the
services to various legislative mandates.

RECOMMENDATIONS

GAO recommends that the Director of the Office
of Management and Budget should instruct
Federal agencies to establish more rigorous
procedures for approving consulting service
contracts. Such procedures are necessary

to assure the proper use of consulting serv-
ices. One approach might be to establish an
independent board within each agency or expand
the functions of sole-source boards. The pur-
pose of these boards would be to:

--Assure that in-house capability is adequately
considered and assessed prior to award of
contracts.

--Assure that the service is needed in terms
of agency mission and established priorities.

~-Assure that previous similar efforts have
been adequately considered prior to award.

--Evaluate the necessity of using previous
agency employees in performance of the
contract tasks.

--Determine the reasonableness of using

cost-plus-fixed-fee contracts in view of
the nature of the proposed work.
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In addition, GAO recommends that the Director
of the Office of Management and Budget:

--Work with the Congress to achieve a better
and more uniform understanding of the current
definition of consulting services in terms
of coverage and clarity as well as congres-
sional needs. Also, a focal point should be
established within the agencies to be respon-
sible for determining which contracts meet
the definition of consulting services.

--Intensify oversight on agencies' use of
consulting services, including assuring that
all agencies are moving as rapidly as possi-
ble to report those services to the Federal
Procurement Data Center.

AGENCY COMMENTS

At the request of the Chairman, Subcommittee on
Human Resources, House Committee on Post Office
and Civil Service, GAO did not obtain official

written agency comments.

iii






CHAPTER 1

A PERSPECTIVE--CONSULTING SERVICES IN

THE FEDERAL GOVERNMENT

The use of consulting services in the Federal Government
is extensive. However, there currently is no single reliable
source for information as to how many consulting service
contracts are being used to supply goods and services to the
Federal Government or how much it is costing. Various esti-
mates place the cost of consulting services between $1 billion
and $2 billion. This cost, however, may be substantially
understated because these estimates are based on the Office
of Management and Budget's (OMB's) definition of consulting
services. We believe that the definition is subject to
much interpretation. (See ch. 5.)

Consulting services are used by Federal agencies for a
variety of reasons, such as organizational deficiencies
in technical knowledge or comprehension, a desire for an
independent opinion, need for specialized training, lack
of organizational experience, and insufficient personnel.

The Federal Government's use of consulting services
is currently a subject of congressional interest as well
as public interest. Much has been written and said con-
cerning their extensive use. The various abuses in using
consultants which are often cited are:

--The work of consultants, in many cases, has no useful
impact on agency operations.

--The rush by agencies to expend remaining funds in
the fourth quarter.

--Use of nonnegotiated and sole-source contracts
which violate the spirit of competition.

--Revolving door abuses whereby former Government
employees may be given preferential treatment in
obtaining a contract.

--Inefficient, ineffective, and improper monitoring
and evaluation of contracts and contractors by
Federal agencies.

--Use of consultants to perform work of a policymaking
or managerial nature which should be done by agency

officials.



--Repeated contract extensions which raise questions
as to whether the work might be performed under
other types of arrangements.

THE PRESIDENT'S CONCERN

The foregoing potential abuses prompted the President
to issue a memorandum on May 12, 1977, declaring that he had
become aware "* * * of a need for improved management of the
excessively large volume of consulting and expert services
used by the Federal government." The President was concerned
that consulting services were being used excessively, unneces-
sarily, and improperly.

As a result of the President’'s concerns, OMB issued
Bulletin No. 78-~11, Guidelines for the Use of Consulting
Services, dated May 5, 1978. This bulletin established
policy and guidelines to be followed by executive branch
agencies in determining and controlling the inappropriate
use of consulting services obtained from individuals and
organizations. (See app. I.)

The bulletin established the following definition for
consulting services:

#* * * those services of a purely advisory
nature relating to the governmental func-

tions of agency administration and manage-
ment and agency program management."

Management controls

The bulletin established several management controls
to be followed by each agency to assure, among other things,
the following:

--Every requirement is appropriate and fully justified
in writing.

--Work statements are specific, complete, and specify
a fixed period of performance.

--Contracts for consulting services are competitively
awarded to the maximum extent practical.

~-Appropriate disclosure is required of and warning
provisions given to the performer(s) to avoid
conflict of interest.
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--Consulting service arrangements are properly
administered and monitored to ensure satisfactory
performance.

In addition to the foregoing, each agency was required to
establish specific levels of delegation of authority to ap-
prove the need for use of consulting services. Specifically,
approval is required at a level above the organization spon-
soring the activity.

Reporting of consulting services

The bulletin required that agencies submit a one-time
report to the Office of Federal Procurement Policy, OMB, on
June 30, 1978, for each type of consulting arrangement in
effect. On May 22, 1979, OMB published the results which
showed a net decline in the use of consultants and experts by
agencies during the period June 30, 1977, through June 1,
1978. As of June 1, 1978, agencies reported only $500 million
for consulting service arrangements as compared to the $1.8
billion reported June 30, 1977. This large elimination, how-
ever, was not due to an actual reduction, but by other fac-
tors, including the change in the definition. The actual
reduction was only 11 percent, or about $200 million.

The bulletin also required agencies to provide informa-
tion on procurement contracts for consulting services to the
Federal Procurement Data System (FPDS). This data was to be
provided by October 1, 1978. As of September 1979 several
agencies still have not fully reported this data.

SCOPE AND METHODOLOGY

The purpose of our review was to assess the effective-
ness of the management controls within each agency over the
use of consulting service contracts. Specifically, we were
guided by the concerns expressed in a letter to us from
Congressman Herbert E. Harris, II, Chairman of the Subcom-
mittee on Human Resources, House Committee on Post Office and
Civil Service and the management controls outlined in the OMB
Bulletin No. 78-11.

The review was conducted from July 1979 to February 1980
and was performed at the Washington headquarters offices of
the Department of Energy (DOE), Department of Commerce (DOC),
Department of Transportation (DOT), Department of Labor (DOL),
Office of Education (OE), and the Department of Housing and
Urban Development (HUD). The review included an examination
of the procurement files, management studies, and other



documents, as well as discussions with procurement and pro-
gram officials.

A total of 111 contracts, valued at $19.9 million, were
reviewed. 1In the selection of contracts for review, emphasis
was given to what the agency classified as meeting the crite-
ria of the OMB definition. We could not, however, determine
the universe of all such contracts because several agencies
had not yet classified all of them. We selected 36 contracts,
valued at $5.9 million, for review which were classified by
the agencies as meeting the OMB definition. 1In addition, we
selected 75 contracts, valued at $13.9 million, which were
not classified as consulting services by the agencies. Of
the 111 contracts selected, 73, valued at $11.4 million, were
awarded subsequent to the date of the OMB bulletin of May 5,
1978. The examples shown in this report illustrate various
contractual problems. Some examples are from contracts
classified as consulting services, and others are from study-
type contracts not classified as a consulting service.

As will be discussed in chapter 5, we could not determine
the universe of consulting service contracts. Therefore, we
were unable to assess the significance of our sample in terms
of the overall universe. We do believe, however, that the
results of our review are indicative of problems at most
Federal agencies because (1) at all six agencies reviewed the
same problems were found and (2) these problems were found,
to varying degrees, in almost every contract reviewed. (See
app. II.)

OVERVIEW

We have found weaknesses in agencies' controls over and
use of consulting service contracts. Among the issues this
report addresses are:

--Questionable agency requirements for consulting
service contracts, including the impact of congres-
sional legislation on the use of these contracts by
the agencies.

--Extensive use of sole-source contracting and the
involvement of former Government employees in such
awards.

--Significant numbers and amounts of contract modifi-
cations as well as untimely delivery of end products.



--Inaccurate reporting of consulting service contracts
and the need for a better understanding of the OMB
definition of consulting services.

This report contains several recommendations addressed
to OMB. We believe the issues are significant enough to
warrant immediate action.



CHAPTER 2

QUESTIONABLE NEED FOR MANY

CONSULTING SERVICE CONTRACTS

We believe there may be a questionable need for many
consulting service contracts because (1) there is little or
no consideration given to in-house capability prior to award
of the contracts, (2) proposals are frequently unsolicited,
thereby casting doubt upon the needs of the agencies in terms
of their self-determined direction, (3) a number of contracts
are awarded during the last quarter of the fiscal year which
might cast doubt on agency priorities and mission, and
(4) frequently little use is made of the results of the study
products.

In addition to the foregoing, we found many contracts
could be related to congressional legislation requiring
the performance of various studies, agency testimony, and/or
reports. The issue raised here is whether the Congress is
fully aware of how agencies are implementing and conforming
to various legislative mandates placed upon them.

FAILURE TO CONSIDER IN-HOUSE CAPABILITY

At several agencies reviewed we found little considera-
tion given by program officials to adequately assess whether
in-house personnel could provide the needed service. Program
officials made little effort to rank the priorities of
various contracts for projects with the importance of the
in-house work that agency employees were doing.

In B0 (72 percent) of the 111 contracts we reviewed,
agency justifications for contracting out cited either a lack
of agency resources and/or lack of agency expertise to perform
the contract. 1In other cases, the urgency of the need was
cited as a factor in the decision to contract out. 1In several
others, the question of in-house capability was not even
addressed. 1In many of these cases, the function contracted
out should have been, in our opinion, within the capability
and mission of the agency.

The following are some examples of contracts which, in
our opinion, illustrate questionable contracting out.

—--An OE contract for $71,425 to develop a system to
determine crucial issues in postsecondary education.
Contract tasks were to (1) analyze current literature,
speeches, and so forth to identify important issues
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and (2) analyze inquiries for educational information
received at the agency and classify by source and
issue. Prior to award of this contract, an agency
task force identified issues relating to postsecondary
education, but the officials thought that a "system"
needed to be developed to identify these issues.
However, the contractor's end product was considered
to be of poor quality by the project officer, and key
issue areas are now being identified by in-house
personnel.

--An OE contract for §17,416 to provide "management" for
a conference sponsored by the agency. The management
consisted of (1) making travel arrangements for consul-
tants to attend conferences, (2) providing audiovisual
equipment, (3) scheduling meeting rooms, and (4) ar-
ranging for reproduction of various publications.
Agency officials said that these functions could not
be handled by in-house personnel.

-=-A HUD task order award for $24,500 for a research
design for evaluation of a specified program's activi-
ties in nonmetropolitan areas. The procurement request
justifies contracting on the basis that "* * * in-house
manpower and technical expertise (is) not available.”
The work described in the task order was subsequently
performed by in-house staff, while the contractor
did other work. According to the Contracting Officer's
Technical Representative (COTR), three in-house staff
members were capable of doing such work. Program
officials said that the decision to shift to in-house
staff resulted from discussions between the contractor
and in-house staff.

--A DOE contract for $29,947 for technical analysis and
support for assessing the technology base. The tasks
specified in the statement of work were (1) provide
support for meetings such as agenda preparation, ar-
range the meeting, and take minutes, (2) prepare and
maintain various reports by abstracting from technical
and programatic documents and reports, and (3) provide
assistance in maintaining project planning documenta-
tion. A program official said that the primary thrust
of the contractor's effort under this contract was
typing support because the agency did not have suffi-
cient secretarial help.

--A DOC contract for $25,000 for analysis, advice,

and recommendations on the development of a
Floating Department Store. After the contractor was
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interviewed by the Deputy Director of the responsible
Bureau, it was determined his experience was crucial
to the project's success. The additional justification
for the contract stated "* * * this type of expertise
is also not available from in-house sources." The
program officials agreed to an early termination of
the contract and recommended the contract be reduced
by $18,109. The officials stated the contractor's
work was inferior to that of the in-house staff and
the remaining effort would be completed by in-house
staff and volunteers from industry.

--A DOL contract for $78,330 to provide an agency with
personnel classification survey. The work done by
the contractor consisted of routine "desk audits" of
the agency staff positions. According to an agency
official, a contractor was needed to do the work
because the in-house staff was not trained and/or
capable of doing the work. However, the official said
this work was of a regular and recurring nature which
should have been done by in-house staff. The contract
was subsequently terminated because agency officials
felt the in-house staff had the capability to perform
the work.

In addition to the foregoing examples, we noted three
contracts at DOE, with an aggregate value of $478,070, for
performance of clerical functions such as maintenance
of a contract forms room, typing, stamping contract folders,
and duplicating contract files.

At DOL an internal management memorandum dated in
January 1979 on the use of consulting services identified a
major area of concern related to outside consulting arrange-
ments awarded for jobs that could have been performed in-
house. The study identified 17 arrangements in effect on
June 1, 1978, valued at $1,256,537, which could have been
performed in-house. Between January 1979 and the start
of our review at the agency in December 1979, we found that
management had taken little action to address the problem.
Our review at this agency has confirmed that the situation
still exists.

Little or no formal effort is made to assess in-house
priorities in relationship to the urgency of need for a
particular service which is contracted out. 1In our review of
the contract files, we found little evidence that in-house
capability was adequately considered. In fact, in several
files reviewed, we found no evidence that in-house capaoilits
was even considered.



In our opinion, the foregaing practices preclude an
informed decision on how best to use existing resources and
whether the consulting service was even necessary.

UNSOLICITED PROPOSALS

Of 111 contracts reviewed, 20, valued at $2.7 million,
were unsolicited. The contract files for most of these show
that the award appeared to result from the contractor's unigue
experience with and/or knowledge of the particular agency.
While unsolicited proposals for improving governmental
functions should be encouraged, we believe that they should
be carefully reviewed in the context of agency needs and
their overall contribution to agencies' missions.

The following are examples of unsolicited proposals:

--An OE proposal to study minority language groups in
the United States and the relation between the economic
advantages of speaking English and the extent which
these groups have shifted to speaking English because
of the economic advantage to doing so. This contract
was awarded on September 28, 1978, and its total cur-
rent value is $78,494. An agency official could not
cite any immediate practical applications of the study,
but did say that it has relevant long-range policy
implications.

--A DOC contract awarded for $36,000 resulting from an
unsolicited proposal to prepare a series of technology
transfer bulletins, assess this method of technology
transfer, and recommend alternatives. Program offi-
cials said, but could provide no documentation, that
technology information was requested by the industry
at meetings with the Division Director. Additionally,
the COTR said that the information contained in the
bulletins was obtainable prior to the issuance of the
bulletins, though the process could be cumbersome.
Before the assessment was completed, the contract was
modified to continue with the bulletins. The modifi-
cation doubled the cost and period of performance.

--A DOC contractor who had a previous affiliation with
the agency proposed to demonstrate the technique he
had helped develop under a previous contract. The
agency's interest was renewed and a contract totaling
$69,150 to perform a demonstration project for private
industry was awarded. The participants disagreed
strongly about the need for the system demonstrated
and the project came to an end.

9
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$19.9 million for review. Of those, 57, valued at $10.7 mil-
lion (54 percent), were awarded in the last 90 days of the
fiscal year. The procurement request, in 20 or 35 percent

of these 57 contracts originated in the last quarter. We
believe that such awards can cast doubt on the legitimacy of
the agencies requirements for the contract service. Examples
of last quarter spending where procurement request and award
were made in the last quarter follow.

--A DOC contract for $129,419 was awarded on the last
day of the fiscal year. Though the work under this
contract was initially designed by agency personnel,
the decision was made to contract out. The COTR said
the work could and should have been performed in-house.

-~-A OE contract for $123,006 was awarded on September 30,
1978, to analyze the effects of postsecondary schooling
on one's attitudes to the self. Responsible program
officials said that the project initially was consi-
dered a marginal award, but was made when another proj-
ect fell through and funds became available.

--A DOC contract for $146,320 to organize data collected
during a project several years previously was awarded
on the last day of the fiscal year. This contract
was the result of an unsolicited proposal by a firm
whose officers participated in the previous project.
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