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Memorandum 

To: Section 809 Panel 

From: E. Sanderson Hoe, Herb Fenster, and Alexis Dyschkant 

Re: Inherently Governmental Functions 

I. A Brief History of Early Federal “Outsourcing” 

A. The Federal Government’s Reliance on the Private Sector 

 Du ring the first decades of the American government, when gov ernment personnel and 
resources were scarce, private companies were hired to perform a majority of tasks on behalf of 
th e federal government.1  A majority of privately chartered corporations formed before 1800 
were primarily in the business of providing public services on behalf of the government such as 
in frastructure, transportation, utilities, and banking.2  As the federal government grew, so did 
its capacity to directly perform more public services.3  However, after witnessing the intense 
demands on the federal government during World War II,  it became apparent that certain goods 
a nd services were more efficiently produced and provided by the private sector.4   

By  the end of World War II, the United States witnessed the 
en ormous potential of outsourcing.  The war had shown what 
m obilization of the commercial sector could do for the federal 
g ov ernment.  Private industry was more agile, often had better 

                                              
1 Th omas J. Laubacher, Simplifying Inherently Governmental Functions: Creating a Principled 
Approach from its Ad Hoc Beginnings 46 PUB. CONTRACT L.J. 7 91, 7 96 (2017); Keric D. 
Clanahan, Wielding a “Very Long, People-Intensive Spear”: Inherently Governmental 
Functions and the Role of Contractors in the U.S. Department of Defense Unmanned Aircraft 
Systems Missions, 70 A.F. L. REV. 119, 1 41-142 (2013). 
2 William J. Novak, Public-Private Governance: A Historical Introduction, in GOVERNMENT BY 
CON TRACT 30-31 (2009). 
3 Laubacher, supra note 1, at 7 96. 
4 Id. 
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resources, and could assume more risks than the federal 
g ov ernment.5 

 After taking stock of the benefits of contracting with private industries, the Second 
Hoov er Commission recommended that “the Gov ernment terminate activities which could be 
better performed for it by private enterprise” in 1953.6  In 1955, Rowland Hughes, President 
Eisenhower’s Director of the Bureau of the Budget (which was the predecessor of the Office of 
Ma nagement and Budget, or “OMB”) issued the first Executive Branch Proclamation 
a nnouncing that “the Federal Government will not start or carry on any commercial activity to 
prov ide a service or product for its own use if such product or service can be procured from 
private enterprise through ordinary business channels.”7  This proclamation became known as 
th e “Eisenhower Bulletin” and was reissued in Bulletin 57-7 (April 1957) and Bulletin 60-2 
(September 1959).8  While the government had informally been relying on the private sector 
sin ce its inception, the Eisenhower Bulletin created a formal status quo in which the federal 
g ov ernment relied on the private sector to provide efficient, technically superior and relatively 
in expensive services and goods.9 

B. Legal Limitations on Federal Outsourcing 

1. U.S. Constitution 

 As it is with all legal restrictions, limits on federal outsourcing are grounded in the U.S. 
Con stitution.  Articles I , II,  and III enumerate the fundamental responsibilities of the 
leg islative, executive, and judicial branches respectively. 10  Among other things, Congress has 
th e power to raise taxes and spend public funds; regulate commerce and immigration; and 
maintain the military and declare war.11  The President is the “Commander in Chief” of the U.S. 
                                              
5 Id.  at 797. 
6 Ju ly 31, 1961 Letter from President Kennedy to David E. Bell, S. Doc. No. 87-94, at 25 (1962). 
7 Bu reau of the Budget, Exec. Office of the President, Budget Bull. No. 55-4 “Commercial-
In dustrial Activities of the Gov ernment Providing Products or Services for Gov ernmental Use” 1  
(1 955). 
8 Bu reau of the Budget, Exec. Office of the President, Budget Bull. No. 57-7  “Commercial-
In dustrial Activities of the Gov ernment Providing Products or Services for Gov ernmental Use” 1  
(1 957); Bureau of the Budget, Exec. Office of the President, Budget Bull. No. 60-2 “Commercial-
In dustrial Activities of the Gov ernment Providing Products or Services for Gov ernmental Use” 1  
(1 959); Angela B. Styles, Statement before the House Comm. on Oversight and Government 
Reform 1-2 (July 8, 2016). 
9 See S. Doc. No 87-94, at 12 (1962) (hereinafter “1962 Bell Report”); KEVIN R. KOSAR, CONG. 
RES.  SERV. RL 33777, PRIVATIZATION AND THE FEDERAL GOVERNMENT: AN INTRODUCTION 6 
(2006). 
10 U.S. CONST. art. I–III.  
11 U.S. CONST. art I, § 8. 
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m ilitary and head of U.S. foreign relations.12  The judicial branch is charged, with some 
limitations, with resolving disputes arising under the U.S. Constitution and federal laws.13   

 Th ese responsibilities are “vested” in each branch and must be executed by that branch.  
Since the U.S. Constitution is the ultimate legal authority in general, it is also the ultimate 
a uthority on what activities must be performed in-house by the federal government.  Any 
su bsequent codified or common law setting forth federal procurement policy must be 
con stitutional. 

2. Ea rly U.S. Supreme Court Decisions 

 Th e U.S. Supreme Court, tasked with interpreting the U.S. Constitution, has made clear 
that responsibilities vested in the federal gov ernment by the U.S. Constitution cannot be 
delegated.  In the 1930s, the U.S. Supreme Court held that some goods and services are so 
important to the proper functioning of the government that they simply could not be delegated 
to the private sector.14  In A.L.A. Schechter Poultry Corp., defendants found in violation of the 
“Live Poultry Code” challenged the validity of the Code as an unconstitutional delegation of the 
con gressional power of regulation.15  The Live Poultry Code was promulgated under the 
Na tional Industrial Recov ery Act and authorized the President to approve “codes of fair 
com petition”.16  In creating the Code, the government delegated the drafting of the fair 
com petition rules to private industry.  The Live Poultry Code consisted of “rules of competition 
deemed fair for each industry by representative members of that industry - by the persons most 
v itally concerned and most familiar with its problems.”17  The Court held that “[s]uch a 
delegation of legislative power is unknown to our law, and is utterly inconsistent with the 
con stitutional prerogatives and duties of Congress.”18  The next year, individuals challenged the 
con stitutionality of the Bituminous Coal Conservation Act of 1935.19  The Act delegated the 
power to set the maximum weekly labor hours and wages of coal miners to a majority of coal 
producers and coal miners.20  The Court held that this power “conferred upon the majority is, in 
effect, the power to regulate the affairs of an unwilling minority. This is legislative delegation in 
its most obnoxious form; for it is not even delegation to an official or an official body, 

                                              
12 U.S. CONST. art II, § 2. 
13 U.S. CONST. art III,  § 2. 
14 Carter v. Carter Coal Co., 298 U.S. 238 311, (1936); A.L.A. Schechter Poultry Corp. v. United 
States, 295 U.S. 495, 537 (1935). 
15 A.L.A. Schechter Poultry Corp., 295 U.S. at 520.   
16 Id.  at 521-22. 
17 Id.  at 537.   
18 Id. 
19 Carter,  298 U.S. at 278. 
20 Id.  at 310-11. 
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presumptively disinterested, but to private persons whose interests may be and often are 
a dverse to the interests of others in the same business.”21   

 In  both decisions, the Court drew a distinction between the production of a good or 
serv ice and the regulation of a good or service.  While the former can be outsourced to the 
private sector, the latter is a constitutional mandate to the federal government.22  The federal 
g ov ernment must make managerial decisions about public goods and services, but others may 
ex ecute those decisions. 

3. 1 959 OMB Circular A-4923 

 In  1959, the Bureau of the Budget released Circular No. A-49 “Use of Management and 
Operating Contracts” which attempted to prov ide agencies some guidance in navigating the 
mandate to utilize private industry expertise and the limitations on federal outsourcing 
established by the U.S. Constitution.24  This Circular provides insight into the difficultly 
ex perienced by Gov ernment agencies when deciding how to fulfill its public functions.  On one 
h and, the 1959 Circular encouraged the use of management and operating contracts when 
“[c]ontractor operations are judged to be more economical than direct operation by the agency” 
a nd the agency “has no essential need” to develop the capability of providing the service 
in ternally.25  On the other hand, the 1959 Circular stated that management and operating 
con tracts were not suitable when: 

(1 ) Functions involving the direction, supervision, and control of 
Gov ernment personnel, except for supervision incidental to 
training; 

(2 ) Functions involving the exercise of police and regulatory 
powers in the name of the Government, exclusive of guard and 
plant protection services; 

(3 ) Functions of determining basic Government policies; 

(4 ) The day-to-day staff of management functions of the agency, or 
a ny element thereof, such as internal personnel administration, 

                                              
21 Id.  at 311.  
22 Id.  at 311; A.L.A. Schechter Poultry Corp. 295 U.S. at 537. 
23 Th e Bureau of Budget did not formally change its name to the Office of Management and 
Bu dget until 1970.  Exec. Order No. 11,541, 35 Fed. Reg. 10,737 (July 2, 1970).  However, this 
research document will refer to all Circulars released by this office as “OMB Circulars” for 
con tinuity.   
24 Bu reau of the Budget, Exec. Office of the President, Circular No. A-49 “Use of Management 
a nd Operating Contracts” 1  (1959). 
25 Id.  at 2. 
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a nd budget preparation (other than specialized studies of an 
in termittent nature relating to the analysis of organization, 
personnel administration, and management systems).26 

Th is list embodies an initial attempt to sequester those governmental functions which are only 
a ppropriately attributed to agencies.  

C. The Introduction of “Inherently Governmental Functions”: The 1962 
Bell Report 

 Thus was born a tension between the status quo of relying on the private sector to 
prov ide valuable services to the federal government and the federal government’s responsibility 
to perform its constitutionally-mandated functions.   

 On  July 31, 1961, President Kennedy asked the Director of the Bureau of the Budget, 
Dav id E. Bell, to review the federal government’s contracting practices and policies.27  President 
Kennedy noted that “there is a consensus that the use of contracts is appropriate in many cases.  
At the same time, a number of important issues have been raised, including the appropriate 
ex tent of reliance on contractors . . . [and] the effect of extensive contracting on the 
Gov ernment’s own research and development capabilities . . . .”28  Thus, the President asked the 
Director to create “criteria that should be used in determining whether to perform a function 
through a contractor or through direct Federal operations”.29  In response, the Director created 
th e 1962 Bell Report and introduced the concept of an “inherently governmental” function as a 
way of determining when the Government’s use of private contractors is appropriate. 

 At the outset, Bell noted that “[i]t is not always easy to draw the line distinguishing 
essen tial management control responsibilities which should not be delegated to private 
con tractors . . . from those which can and should be so assigned.”30  In determining which public 
ta sks can be outsourced to private companies, Bell made three conclusions: 

1 . “[W]here management decisions are based substantially on technical judgments, 
qu alified executives, who can properly utilize the advice of technical consultants, from 
both inside and outside the Government, are needed to perform them.”31  Technical 
ex pertise, especially, is often times best found outside of the government, but agency 

                                              
26 Id.  at 2 
27 1 962 Bell Report at xi. 
28 Id. 
29 Id. 
30 Id.  at 8. 
31 Id.  at 9. 
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officials must have enough technical expertise to make final decisions about what 
technical approach will be undertaken.32   

2 . “[I]t is necessary for even the best qualified governmental managers to obtain 
technical advice from specialists” since the most expert specialists in a field are not 
a lways government officials.33 

3 . “A series of actions to contract out important activities, each wholly justified when 
con sidered on its own merits, may when taken together begin to erode the Government's 
a bility to manage its research and development programs.”34 

Th ese three conclusions taken together necessitate the creation of a standard by which the 
Gov ernment can determine when it can, or should, contract with private entities to both benefit 
from the private market’s expertise while maintaining the Government’s own expertise in 
technical areas.  Bell suggested that one way to maintain this balance is to identify those 
a ctivities which are “inherently gov ernmental” as activities which cannot be delegated to a 
private actor: 

Activities closely related to governmental managerial decisions 
(su ch as those in support of contractor selection), or to activities 
inherently governmental (such as regulatory functions, or 
technical activities directly bound up with military operations), are 
likely to call for a direct Federal capability and to be less 
su ccessfully handled by contract.35 

 Thus, Bell initially identified three functions - management/decision-making associated 
with government projects, regulation, and military operations - as “inherently governmental” 
fu nctions which should not be performed by a private contractor.36  This conclusion was in line 
with the U.S. Supreme Court decisions in the 1930s which held that the regulation of goods or 
serv ices cannot be delegated to private industries.37 

                                              
32 Id.  
33 Id.  at 9-10. 
34 Id.  at 10. 
35 Id.  at 12 (emphasis added). 
36 Id. 
37 Carter v. Carter Coal Co., 298 U.S. 238 311, (1936); A.L.A. Schechter Poultry Corp. v. United 
States, 295 U.S. 495, 537 (1935). 
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II. Inherently Governmental Functions in 20th Century Government 
Contracting Policy 

 Throughout the rest of the 20th century, the federal government further developed its 
policy regarding when contracting with a private contractor to prov ide a public good or service is 
a ppropriate.  The concept of an “inherently governmental function” stood at the center of this 
effort.  The federal government continued to use this concept as the primary way of separating 
a ctivities that can be outsourced from activities that must be performed internally by the federal 
g ov ernment.   

A. 1966 and 1967 OMB Circular A-76 

 In  1966 and 1967, the Bureau of the Budget issued nearly identical Circulars which laid 
ou t the “policies for acquiring commercial or industrial products and services for Government 
u se.”38  Since 1955, it had been federal policy to secure commercial products and services from 
private industries.  Thus, the presumption underlying OMB Circular A-76 at this time was that 
federal agencies were procuring goods and services by default.  While this document did not use 
th e term “inherently governmental,” it set forth a list of scenarios under which the Gov ernment 
cou ld perform its own “commercial or industrial activit[ies].”39   

(a ) Procurement of a product or service from a commercial source 
would disrupt or materially delay an agency’s program. 

(b) It is necessary for the Government to conduct a commercial or 
in dustrial activity for the purposes of combat support or for 
in dividual and unit retraining of military personnel or to maintain 
m obilization readiness. 

(c) A satisfactory commercial source is not available and cannot be 
dev eloped in time to prov ide a product or service when it is 
n eeded. 

(d) The product or service is available from another Federal 
a gency. 

                                              
38 Bu reau of the Budget, Exec. Office of the President, Circular No. A-76 “Policies for Acquiring 
Commercial or Industrial Products and Services for Government Use” 1  (1966); Bureau of the 
Bu dget, Exec. Office of the President, Circular No. A-76 “Policies for Acquiring Commercial or 
In dustrial Products and Services for Gov ernment Use” 1 (1967). 
39 Bu reau of the Budget, Exec. Office of the President, Circular No. A-76 “Policies for Acquiring 
Commercial or Industrial Products and Services for Government Use” 2 (1967). 
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(e) Procurement of the product or service from a commercial 
sou rce will result in higher cost to the Government.40 

 Con sistent with the Bell Report, the 1966 and 1967 OMB Circular A-76s included 
m ilitary efforts as functions that were appropriately performed by the federal Government.  
Otherwise, the reasons to perform an activity in-house were practical considerations such as 
cost,  potential delay and whether a good or service was readily available. 

B. 1979 OMB Circular A-76 

 In herently gov ernmental functions were first discussed in great detail in the 1979 OMB 
Circular A-76.41   An inherently gov ernmental function was defined as “being so intimately 
related to the public interest as to mandate performance by Federal employees.”42  It then listed 
three categories of governmental functions.  The first category consists of: 

(1 ) Discretionary application of Government authority, as in 
investigations, prosecutions and other judicial functions; in 
management of Government programs requiring value judgments, 
a s in directing the national defense; management and direction of 
th e Armed Services; conduct of foreign relations; selection of 
program priorities; direction of Federal employees; regulation of 
th e use of space, oceans, navigable rivers and other natural 
resources; direction of intelligence and counter-intelligence 
operations; and regulation of industry and commerce, including 
food a nd drugs.43 

Th is first category embodies the limitations on federal procurement firmly established by the 
U.S. Constitution and U.S. Supreme Court.  Activities that involve regulation, management and 
direction of federal resources, value judgments, and decision-making regarding public projects 
a nd efforts are the very essence of the function of the federal government.  The federal 
g ov ernment cannot contract away its constitutional mandates.  It is also worth noting that many 
con gressional functions identified in Article I of the U.S. Constitution are also specifically 
discussed in this category: national defense and intelligence; regulation of public spaces, lands 
a nd resources; and commerce.44  

 Th e second category consists of: 
                                              
40 Id.  at 2-3. 
41 Office of Management and Budget, “Acquiring of Commercial or Industrial Products and 
Services Needed by the Government,” 44 Fed. Reg. 20,556 (Apr. 5, 1979) (hereinafter “1979 
OMB Circular A-76”). 
42 Id.  at 20,558. 
43 Id.  (emphasis added). 
44 U.S. CONST. art I, § 8. 
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(2 ) Mon etary transactions and entitlements, as in Government 
benefit programs; tax collection and revenue disbursements by the 
Gov ernment; control of the public treasury, accounts and money 
su pply; and the administration of public trusts.45 

 Th is category directly identifies Congress’s constitutional power of the purse as an 
inherently governmental function that cannot be delegated to a private actor.46 

 Th e final category consists of: 

(3 ) In-house core capabilities in the area of research, development, 
a nd testing, needed for technical analysis and evaluation and 
technology base management and maintenance.47   

Th e third category of inherently governmental functions does not directly track any function 
en umerated in the U.S. Constitution, but finds its roots in the 1962 Bell Report.  Bell noted that 
federal agencies need to have enough technical capabilities in order to assess, evaluate, and 
manage federal activities that require technical expertise.48  For example, if the Department of 
Defen se procures technical services to develop a new military aircraft, some set of federal 
em ployees must maintain sufficient technical capabilities to decide what kind of aircraft 
dev elopment project to procure, evaluate the technical success of the procurement and manage 
a ny technical issues that may arise during the development process.  Since it is the federal 
g ov ernment’s responsibility to be the ultimate decider in public efforts, when those efforts 
requ ire technical expertise, the federal government also much be a technical expert. 

 Finally, the 1979 OMB Circular A-76 set out a list of 98 activities deemed to be 
commercial and not inherently gov ernmental.  These activities fall into fifteen categories:  

 (1 ) Audiovisual Products and Services (photography, film, etc.); 
 (2 ) Automatic Data Processing (data entry, programming, etc.); 
 (3 ) Maintenance, Overhaul, and Repair (for vehicles, weapons, and other equipment); 
 (4 ) Systems Engineering, Installation, Operation, and Maintenance (communication 
 sy stems, satellite systems, etc.); 
 (5) Manufacturing, Fabrication, Processing, and Packaging (clothing, materials, 
 con struction, etc.); 
 (6 ) Real Property (building design and construction, road maintenance, and 
 landscaping); 
 (7 ) Industrial Shops and Services (carpentry, plumbing, janitorial services, etc.); 
 (8) Health Services; 

                                              
45 1 979 OMB Circular A-76, at 20,558 (emphasis added). 
46 U.S. CONST. art II, § 2. 
47 1 979 OMB Circular A-76, at 20,558 (emphasis added). 
48 1 962 Bell Report at 9. 
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 (9 ) Transportation; 
 (1 0) Printing and Reproduction; 
 (11) Research and Development (research, concept formulation, testing, studies, etc.); 
 (1 2) Office Services (auditing, clerical services, translation, etc.); 
 (1 3) Security (guards, security systems, and forensics); 
 (1 4) Food Services; 
 (15) Other Services (laundry, library, cataloging, utility services, etc.).49 
 

C. 1983 OMB Circular A-76 

 Th e 1983 OMB Circular A-76 contained a substantively similar definition of an 
inherently governmental function as “a function which is so intimately related to the public 
in terest as to mandate performance by Government employees.  These functions include those 
a ctivities which require either the exercise of discretion in applying Government authority or the 
u se of value judgment in making decisions for the Government.”50   

 Th e 1983 OMB Circular A-76 included the first two categories of governmental functions 
listed in the 1979 OMB Circular A-79, but omitted the third.51  There is no explanation for this 
om ission.  In addition, the 1983 OMB Circular A-76 contained a similar list of activities which 
cou ld be appropriately procured by the federal gov ernment.52 

                                              
49 1 979 OMB Circular A-76, at 20, 561-62. 
50 Office of Management and Budget, “Performance of Commercial Activities”, 48 Fed. Reg. 
37,110, 37,114 (Aug. 16, 1983) ( hereinafter “1983 OMB Circular A-76”). 
51 Id.   The 1983 OMB Circular A-76 slightly altered the description of the first category, but the 
ov erall meaning was unchanged: 

Th e act of governing; i.e., the discretionary exercise of 
Gov ernment authority.  Examples include criminal investigations, 
prosecutions and other judicial functions; management of 
Gov ernment programs requiring value judgments, as in direction 
of th e national defense; management and direction of the Armed 
Services; activities performed exclusively by military personnel 
who are subject to deployment in a combat, combat support or 
combat service support role; conduct of foreign relations; selection 
of program priorities; direction of Federal employees; regulation 
of th e use of space, oceans, navigable rivers and other natural 
resources: direction of intelligence and counter-intelligence 
operations; and regulation of industry and commerce, including 
food a nd drugs. 

52 Id.  at 37,115-16.  The list contained the same kinds of activities which certain updates to 
a ccount for changes in the market and the development of new technologies and industries.  
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D. 1992 OMB Policy Letter 

 In  1992, OMB issued a policy letter specifically on inherently governmental functions.53  
Th e goal of the letter was to  

prov id[e] guidance to Executive Departments and agencies on (1) 
what functions are inherently governmental functions that must 
on ly be performed by Government officers and employees and (2) 
what contractible functions so closely support Government 
officers and employees in their performance of inherently 
g ov ernmental functions that the terms and performance of those 
con tracts require closer scrutiny from Federal officials.54 

Previous guidance had “not been detailed” and federal agencies had been mistakenly procuring 
serv ices that “should be performed by Government personnel.”55  The Policy Letter did not 
in tend to provide new definitions or policy, but only clarify the existing policy set forth in the 
1 983 OMB Circular A-76.  The aim was to provide agencies with a mechanism, or standard, by 
which to ultimately decide whether a good or service was capable of being procured.  To that 
en d, the Policy Letter offered a definition of “inherently governmental function”, a list of 
common inherently governmental functions, and a test for determining when an activity is 
inherently governmental.56 

 Th e Policy Letter adopted the definition of inherently governmental function and the 
ca tegories of governmental functions identified in the most recent OMB Circular A-76, but went 
on  to clarify that 

An inherently governmental function involves, among other 
th ings, the interpretation and execution of the laws of the United 
States so as to: 

(a ) Bind the United States to take or not to take some action by 
con tract, policy, regulation, authorization, order, or otherwise; 

(b) Determine, protect, and advance its economic, political, 
territorial, property, or other interests by military or diplomatic 
a ction, civil or criminal judicial proceedings, contract 
management, or otherwise; 

                                              
53 Office of Management and Budget, “Policy Letter on Inherently Governmental Functions,” 57 
Fed. Reg. 45096 (Sept. 30, 1992) (hereinafter “1992 OMB Policy Letter”). 
54 Id.  at 45,096. 
55 Id. 
56 Id.  at 45,100-03. 
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(c) Significantly affect the life, liberty, or property of private 
persons; 

(d) Commission, appoint, direct, or control officers or employees 
of th e United States; or 

(e) Exert ultimate control ov er the acquisition, use, or disposition 
of th e property, real or personal, tangible or intangible, of the 
Un ited States, including the collection, control, or disbursement of 
a ppropriated and other Federal funds.57 

 Ex cluding (c), this list mirrors the language of the 1962 Bell Report and prior OMB 
Circulars which emphasized that the Government must manage, direct and make value 
ju dgments regarding public goods and services.  The Government is able to receive “advice, 
opinions, recommendations, or ideas” from private industries but the ultimate decision-making 
power must rest with the Government.58 

 While the 1983 OMB Circular A-76 contained a list of traditionally commercial activities, 
th e 1992 OMB Policy Letter offered a non-exhaustive list of inherently governmental functions:  

1 . The direct conduct of criminal investigations. 
2 . The control of prosecutions and performance of adjudicatory 
fu nctions (other than those relating to arbitration or other 
m ethods of alternative dispute resolution). 
3 . The command of military forces, especially the leadership of 
m ilitary personnel who are members of the combat, combat 
su pport or combat service support role. 
4 . The conduct of foreign relations and the determination of 
foreign policy. 
5 . The determination of agency policy, such as determining the 
con tent and application of regulations, among other things. 
6 . The determination of Federal program priorities or budget 
requ ests. 
7 . The direction and control of Federal employees. 
8 . The direction and control of intelligence and counter-
in telligence operations. 
9 . The selection or nonselection of Individuals for Federal 
Gov ernment employment. 
1 0. The approval of position descriptions and performance 
standards for Federal employees. 
1 1. The determination of what Government property is to be 
disposed of and on what terms . .  . . 

                                              
57 Id.  at 45,100 (emphasis added). 
58 Id.  at 45,100. 
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1 2. In Federal procurement activities with respect to prime 
con tracts, 
(a ) Determining what supplies or services are to be acquired by the 
Gov ernment; 
(b) Participating as a voting member on any source selection 
boa rds; 
(c) Approv al of any contractual documents, to include documents 
defining requirements, incentive plans, and evaluation criteria; 
(d) Awarding contracts; 
(e) Administering contracts; 
(f) Terminating contracts; and 
(g ) Determining whether contract costs are reasonable, allocable, 
a nd allowable. 
1 3. The approval of agency responses to Freedom of Information 
Act requests (other than routine responses . . . ), and the approval 
of a gency responses to the administrative appeals of denials of 
Freedom of Information Act requests. 
1 4. The conduct of administrative hearings to determine the 
eligibility of any person for a security clearance, or involving 
a ctions that affect matters of personal reputation or eligibility to 
participate in Gov ernment programs. 
1 5. The approval of Federal licensing actions and inspections. 
1 6. The determination of budget policy, guidance, and strategy. 
1 7. The collection, control, and disbursement of fees, royalties, 
du ties, fines, taxes and other public funds, unless authorized by 
statute, such as title 31 U.S.C. 952 (relating to private collection 
con tractors) and title 31 U.S.C. 3718 (relating to private attorney 
collection services), but not including: 
(a ) Collection of fees, fines, penalties, costs or other charges from 
v isitors to or patrons of 
m ess halls, post or base exchange concessions, national parks, and 
similar entities or activities, or from other persons, where the 
amount to be collected is easily calculated or predetermined and 
th e funds collected can be easily controlled using standard cash 
management techniques, and 
(b) Routine voucher and invoice examination. 
1 8. The control of the treasury accounts. 
1 9. The administration of public trusts.59  

 

Th is was the most extensive discussion of what activities constituted an inherently 
g ov ernmental function.  While the list moves beyond simply identifying those functions 
specifically enumerated in the U.S. Constitution, each activity on this list can be traced back to a 
con stitutionally-mandated federal responsibility or the federal government’s ultimate decision-
                                              
59 Id.  at 45, 102-03 
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making power. In addition, the Policy Letter offered a list of traditionally commercial activities 
which mirrored the list provided in the prior OMB Circular A-76s.60 

 Since this list was not exhaustive, the Policy Letter also identified a test for determining 
whether an activity is “inherently governmental”.  The OMB put forward the following six-factor 
“totality of the circumstances” test to determine “whether award of a contract might effect an 
[impermissible] transfer of official responsibility: 

(1 ) Congressional legislative restrictions or authorizations. 

(2 ) The degree to which official discretion is or would be limited, 
i.e., whether the contractor's involvement in agency functions is or 
would be so extensive or his or her work product is so far 
a dvanced toward completion that the agency's ability to develop 
a nd consider options other than those provided by the contractor 
is restricted. 

(3 ) In claims adjudication and related services, 

(i) The finality of any contractor's action affecting individual 
claimants or applicants, and whether or not review of the 
con tractor's action is de nov o (i.e., to be effected without the 
a ppellate body's being bound by- prior legal rulings or factual 
determinations) on appeal of his or her decision to an agency 
official; 

(ii) The degree to which contractor activities may involve wide-
ranging interpretations of complex, ambiguous case law and other 
legal authorities, as opposed to being circumscribed by detailed 
laws, regulations, and procedures; 

(iii) The degree to which matters for decision by the contractor 
involve recurring fact patterns or unique fact patterns; and 

(iv ) The contractor's discretion to determine an appropriate award 
or penalty. 

(4 ) The contractor's ability to take action that will significantly and 
directly affect the life, liberty, or property of individual members 
of th e public, including the likelihood of the contractor's need to 
resort to force in support of a police or judicial function: whether 
force, especially deadly force, is more likely to be initiated by the 
con tractor or by some other person; and the degree to which force 
may have to be exercised in public or relatively uncontrolled areas. 

                                              
60 Id.  at 45,103. 
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(5) The availability of special agency authorities and the 
a ppropriateness of their application to the situation at hand, such 
a s the power to deputize private persons 

(6 ) Whether the function in question is already being performed 
by  private persons, and the circumstances under which it is being 
performed by them.61 

 In terestingly, the 1992 OMB Policy Letter is the first executive document to identify the 
ca re of “life, liberty, or property” of private persons as an inherently governmental function.62  
Th is inclusion marks a recognition that the federal government is the ultimate fiduciary for its 
citizens and residents.  A private actor should not be taking action on behalf of the federal 
g ov ernment which would significantly alter or affect the quality of peoples’ lives - that is the job 
of th e peoples’ Government.  

 Finally, the 1992 OMB Policy Letter confirmed that it is an agency’s responsibility to 
determine whether an activity is capable of being procured or whether it involves an inherently 
g ov ernmental function.63  Agencies have “substantial discretion” is making these 
determinations.64 

 Th e 1992 OMB Policy Letter was the most comprehensive set of guidelines to date and 
serv ed as the primary source of direction for agencies seeking to secure public goods and 
serv ices through the private market.65 

E. Federal Acquisition Regulation (“FAR”) Subpart 7.5 

 Th e 1992 OMB Policy Letter instructed the Federal Acquisition Regulatory Council to 
in corporate the policy on inherently government functions into the FAR within 210 days.66  The 
Council did not update the FAR until 1996.  FAR Subpart 7.503 sets forth the policy of 
inherently governmental functions and states that “[c]ontracts shall not be used for the 
performance of inherently governmental functions.”67   

                                              
61 Id. 
62 Th e concept of the care of private individuals being an inherently gov ernmental function 
a ppears both in the definition of “inherently governmental” and in the six-factor test to 
determine when an activity should be performed by the government.  
63 Id.  at 45,101. 
64 Id. 
65 Laubacher, supra note 1, at 804. 
66 1 992 OMB Policy Letter, at 45,102. 
67 4 8 C.F.R. § 7 .503(a). 
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 It then provides a list of inherently governmental functions that is nearly identical to the 
list prov ided in the 1992 OMB Policy Letter,68 and a list of traditionally commercial activities 
which also mirrors the 1992 OMB Policy Letter.69  The FAR omits the “totality of the 
circumstances” test put forward in the 1992 OMB Policy Letter and any definition of an 
“inherently governmental function.”  Thus, the FAR contains a mandate to agencies to identify 
a nd internally perform inherently governmental functions and demonstrative lists of inherently 
g ov ernmental functions and commercial activities.  Agencies seeking a definition or further 
g uidance on how to make a determination regarding an inherently governmental function would 
refer back to the 1992 OMB Policy Letter and the 1983 OMB Circular A-76. 

 On e substantive change incorporated into the FAR was the establishment of OMB’s 
power to review agency determinations of whether a function is or is not an inherently 
g ov ernmental function.70  Challenges to an agency’s substantial discretion would be adjudicated 
by  OMB. 

F. Federal Activities Inventory Reform Act (“FAIR Act”) of 1998 

 Nex t came the Federal Activities Inventory Reform Act of 1998.71  The goal of the Act was 
to promote compliance with OMB Circular A-76.72  The Act required each agency to submit 
a nnual reports to OMB listing activities which the agency has identified as not inherently 
g ov ernmental functions.73  The OMB would then review each list, transfer the list to Congress 
a nd Congress would publish the list.74  An “interested party”, defined as a private or public 
en tity that could potentially perform the activity listed, could challenge the inclusion of an 
a ctivity on the list of non-inherently governmental functions.75 

                                              
68 Com pare 48 C.F.R. § 7.503(c) with 1992 OMB Policy Letter, at 45,102-03.  FAR Subpart 7.503 
in cludes an additional example: “(20) The drafting of Congressional testimony, responses to 
Congressional correspondence, or agency responses to audit reports from the Inspector General, 
th e Government Accountability Office or other Federal audit entity.”  48 C.F.R. § 7 .503(C)(20).  
Th is addition makes clear that no entity, other than the agency, should speak to another agency 
on  its behalf.  
69 Com pare 48 C.F.R. § 7.503(d) with 1992 OMB Policy Letter, at 45,103. 
70 4 8 C.F.R. § 7 .503(b). 
71 Federal Activities Inventory Reform Act, Pub. L. No. 105-270n 112 Stat. 2382 (1998) (codified 
a t 31 U.S.C. § 501 (2012)) (“FAIR Act”). 
72 S. Rep. No. 105-269, at 4 (1998). 
73 FAIR Act, 112 Stat. 2382. 
74 Id.  at § 2(a)-(c). 
75 Id.  at § 3. 
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 Th e FAIR Act included a definition of “inherently governmental function” and lists of 
“functions included” and “functions excluded” from that list which substantially mirrored the 
1 992 OMB Policy Letter. 

 (2 ) INHERENTLY GOVERNMENTAL FUNCTION.—  

(A) DEFINITION.—The term ‘‘inherently governmental function’’ 
m eans a function that is so intimately related to the public interest 
a s to require performance by Federal Government employ ees. 

(B) FUNCTIONS INCLUDED.—The term includes activities that 
requ ire either the exercise of discretion in applying Federal 
Gov ernment authority or the making of value judgments in 
making decisions for the Federal Government, including 
ju dgments relating to monetary transactions and entitlements. An 
inherently governmental function involves, among other things, 
th e interpretation and execution of the laws of the United States so 
a s—  

(i) to bind the United States to take or not to take some action by 
con tract, policy, regulation, authorization, order, or otherwise;  

(ii) to determine, protect, and advance United States economic, 
political, territorial, property, or other interests by military or 
diplomatic action, civil or criminal judicial proceedings, contract 
management, or otherwise;  

(iii) to significantly affect the life, liberty, or property of private 
persons;  

(iv ) to commission, appoint, direct, or control officers or 
em ployees of the United States; or  

(v ) to exert ultimate control over the acquisition, use, or 
disposition of the property, real or personal, tangible or intangible, 
of th e United States, including the collection, control, or 
disbursement of appropriated and other Federal funds.  

(C) FUNCTIONS EXCLUDED.—The term does not normally 
in clude—  

(i) gathering information for or providing advice, opinions, 
recommendations, or ideas to Federal Government officials; or  

(ii) any function that is primarily ministerial and internal in 
n ature (such as building security, mail operations, operation of 
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ca feterias, housekeeping, facilities operations and maintenance, 
warehouse operations, motor vehicle fleet management 
operations, or other routine electrical or mechanical services).76 

Thus, the decades-long understanding of “inherently gov ernmental functions” as those 
responsibilities mandated by the U.S. Constitution became codified law.  In  addition, the FAIR 
Act incorporated the 1992 OMB Policy Letter’s inclusion of the care for the life, liberty and 
property of individuals as an inherently gov ernmental function. 

G. 1999 OMB Circular A-76 

 In  1999, the OMB issued an update to Circular A-76 to incorporate and reference the 
1 992 OMB Policy Letter and the FAIR Act.77  It did not add any additional clarifying language.  

 Mov ing into the 21st century, the federal government’s policy regarding inherently 
g ov ernmental functions was established in the FAR, U.S. Code, and OMB proclamations.   

III. Inherently Government Functions in 21st Century Government Contracting 
Policy 

A. 2003 OMB Circular A-76 

 In  2003, after a busy decade of expounding upon the concept of inherently governmental 
fu nctions, OMB released a revised Circular A-76 and adjusted the formatting of the Circular into 
a  more organized and digestible document.78  The Circular now consists of a three-page 
documents with four attachments.  The main document describes the policy behind 
“[p]erforming inherently governmental activities with gov ernment personnel” but does not 
in clude any definitions or substantive instructions. 79   

 Defin itions and standards for determining when an activity is inherently gov ernmental 
can be found in Attachment A.  Attachment A explained the inventory process under which 
a gencies would submit a list of all commercial activities and a list of all inherently governmental 
a ctivities in compliance with the FAIR Act.80  It defined an inherently governmental activity as 
did its 1999 predecessor and the 1992 OMB Policy Letter: 

                                              
76 Id.  at § 5  (2). 
77 Office of Management and Budget, Circular A-76, “Performance of Commercial Activities”, 64 
Fed. Reg. 33,927 (June 24, 1999) (hereinafter “1999 OMB Circular A-76”). 
78 Office of Management and Budget, Circular A-76 “Performance of Commercial Activities 
(Rev ised) 2 (May 29, 2003) (hereinafter “2003 OMB Circular A-76”). 
79 Id.   
80 Id.  at Att. A-1.  
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An inherently governmental activity is an activity that is so 
in timately related to the public interest as to mandate 
performance by government personnel. These activities require 
th e exercise of substantial discretion in applying government 
a uthority and/or in making decisions for the government. 
In herently gov ernmental activities normally fall into two 
ca tegories: the exercise of sov ereign gov ernment authority or the 
establishment of procedures and processes related to the oversight 
of m onetary transactions or entitlements. An inherently 
g ov ernmental activity involves:  

(1) Bin ding the United States to take or not to take some action by 
con tract, policy, regulation, authorization, order, or otherwise;  

(2) Determining, protecting, and advancing economic, political, 
territorial, property, or other interests by military or diplomatic 
a ction, civil or criminal judicial proceedings, contract 
management, or otherwise;  

(3) Significantly affecting the life, liberty, or property of private 
persons; or  

(4) Ex erting ultimate control ov er the acquisition, use, or 
disposition of United States property (real or personal, tangible or 
in tangible), including establishing policies or procedures for the 
collection, control, or disbursement of appropriated and other 
federal funds.81 

It is worth noting that the 2003 OMB Circular A-76 revived the first two categories of inherently 
g ov ernmental activities first established in the 1979 OMB Circular A-76 - “[1] the exercise of 
sov ereign government authority or the establishment of procedures and [2] processes related to 
th e ov ersight of monetary transactions or entitlements.”82   This further established the strong 
con nection that an inherently governmental function has to the constitutionally-mandated 
responsibilities of the federal gov ernment.   

 Th ere are some notable changes to the 2003 OMB Circular A-76 aimed at simplifying the 
con cept of an inherently governmental function.  For example, the 2003 OMB Circular A-76 
su ggested a simple test to help agencies determine whether an activity is an inherently 
g ov ernmental function:  

While inherently gov ernmental activities require the exercise of 
su bstantial discretion, not every exercise of discretion is evidence 
that an activity is inherently governmental. Rather, the use of 

                                              
81 Id.  at Att. A-2 (emphasis added). 
82 Com pare id. with 1979 OMB Circular A-76, at 20,558. 
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discretion shall be deemed inherently governmental if it commits 
th e government to a course of action when two or more alternative 
cou rses of action exist and decision making is not already limited 
or guided by existing policies, procedures, directions, orders, and 
oth er guidance that (1) identify specified ranges of acceptable 
decisions or conduct and (2) subject the discretionary authority to 
final approval or regular oversight by agency officials.83 

Th is test is much more streamlined than the totality of the circumstances test put forward in the 
1 992 OMB Policy Letter.84  Making decisions, that is actively choosing between available 
options, is an inherently governmental function.  The Circular included the six-factors described 
in  the 1992 OMB Policy Letter as guidance in applying this test.85  

 Nex t, in a further attempt to streamline the definition of an inherently governmental 
fu nction, the 2003 OMB Circular A-76 refrained from specifically discussing different kinds of 
decision-making such as value judgments or management decisions.  Prior OMB documents 
a ttempted to describe what kinds of decisions should be reserved for the federal government.86  
Th e 2003 OMB Circular A-76 instead stated that any exercise of “substantial discretion” is an 
inherently governmental function.87 

 Finally, while prior documents provided illustrative lists of commercial activities, the 
2 003 OMB Circular A-76 provided a definition: 

A  commercial activity is a recurring service that could be 
performed by the private sector and is resourced, performed, and 
con trolled by the agency through performance by government 
personnel, a contract, or a fee-for-service agreement. A 
commercial activity is not so intimately related to the public 
in terest as to mandate performance by government personnel. 
Commercial activities may be found within, or throughout, 
organizations that perform inherently governmental activities or 
classified work.88 

 In  whole, the 2003 OMB Circular A-76 brought together the various trends of the prior 
Circulars and 1992 OMB Policy Letter defining an “inherently governmental activity” as one that 

                                              
83 2 003 OMB Circular A-76, at Att. A-2. 
84 1 992 OMB Policy Letter, at 45,103. 
85 2 003 OMB Circular A-76, at Att. A-2, A-3. 
86 See 1979 OMB Circular A-76, at 20,558; 1983 OMB Circular A-76, at 37,114;  see also FAIR 
Act, at § 3. 
87 2 003 OMB Circular A-76, at Att. A-2. 
88 Id. 



 
 
January 12, 2018 
Page 21 

involves decision-making about a subject matter that is the constitutional responsibility of the 
federal gov ernment.  While this theme had been present in all prior documents on inherently 
g ov ernmental functions, the 2003 OMB Circular A-76 presented this theme in the most 
com plete and efficient manner.  

B. Duncan Hunter National Defense Authorization Act (“NDAA”) of 
2009 

 Th e Duncan Hunter National Defense Authorization Act, enacted in 2009, set forth 
g uidelines for the budget and expenditures of the U.S. Department of Defense.89  The Act 
recognized that identifying an inherently gov ernmental activity is an important step in the 
defense procurement process.  Thus, the Act directs the OMB to “to develop a single definition 
of inherently governmental function and criteria for critical functions” and “develop[] guidance 
to implement the definition”.90   

C. 2009 Presidential Memorandum 

 Six months after the enactment of the NDAA, President Obama issued a memorandum 
en titled “Government Contracting” in which he reiterated the policy of procuring commercial 
serv ices from the private industry while reserving inherently governmental activities for the 
federal gov ernment.91  President Obama then directed OMB, in collaboration with other 
a gencies, to issue “Gov ernment-wide” guidance to “clarify when gov ernmental outsourcing for 
serv ices is and is not appropriate” by September 30, 2009.92 

D. 2011 OMB Policy Letter 

 In  response to the 2009 Presidential Memorandum, OMB’s Office of Federal 
Procurement Policy (“OFPP”) issued Policy Letter 11-01 entitled “Performance of Inherently 
Gov ernmental and Critical Functions” (“2011 OMB Policy Letter”).93  This policy letter is the 
m ost recent formal guidance on inherently governmental function and largely reiterates the 
definitions in the 2003 OMB Circular A-76. 

 Th e entirety of the current definition is below: 

                                              
89 Du n can Hunter National Defense Authorization Act for Fiscal Year 2009, PL 110–417, 122 
Stat. 4534 (2008). 
90 Id.  at § 321 (c) (1). 
91 Mem orandum for the Heads of Executive Departments and Agencies, “Government 
Con tracting”, 74 Fed. Reg. 9755, 9756 (Mar. 9, 2009) (“2009 Presidential Memorandum”). 
92 Id. 
93 Office of Management and Budget, “Performance of Inherently Gov ernmental and Critical 
Functions Policy Letter 11-01”, 76 Fed. Reg. 56,227 (Sept. 12, 2011) (“2011 OMB Policy Letter”). 
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‘‘Inherently governmental function,’’ as defined in section 5 of the 
Federal Activities Inventory Reform Act, Public Law 105–270, 
m eans a function that is so intimately related to the public interest 
a s to require performance by Federal Government employ ees.  

(a ) The term includes functions that require either the exercise of 
discretion in applying Federal Government authority or the 
making of value judgments in making decisions for the Federal 
Gov ernment, including judgments relating to monetary 
transactions and entitlements. An inherently gov ernmental 
fu nction involves, among other things, the interpretation and 
ex ecution of the laws of the United States so as — 

(1 ) to bind the United States to take or not to take some action by 
con tract, policy, regulation, authorization, order, or otherwise; 

(2 ) to determine, protect, and advance United States economic, 
political, territorial, property, or other interests by military or 
diplomatic action, civil or criminal judicial proceedings, contract 
management, or otherwise; 

(4 ) to commission, appoint, direct, or control officers or 
em ployees of the United States; or 

(5) to exert ultimate control ov er the acquisition, use, or 
disposition of the property, real or personal, tangible or intangible, 
of th e United States, including the collection, control, or 
disbursement of appropriations and other Federal funds. 

(b) The term does not normally include— 

(1 ) gathering information for or providing advice, opinions, 
recommendations, or ideas to Federal Government officials; or 

(2 ) any function that is primarily ministerial and internal in nature 
(su ch as building security, mail operations, operation of cafeterias, 
h ousekeeping, facilities operations and maintenance, warehouse 
operations, motor vehicle fleet management operations, or other 
rou tine electrical or mechanical services).94 

Th e substance of the definition matches that in the 2003 OMB Circular A-76, but also includes 
in  the definition those activities that are not inherently gov ernmental.  In 2003, OMB separately 

                                              
94 Id.  at 56,236. 
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defined a commercial activity.95  In addition, the 2011 OMB Policy Letter included a list of 
inherently governmental functions substantially similar to that in the 1992 OMB Policy Letter.96 

 Th e 2011 OMB Policy Letter next established two tests for identifying an inherently 
g ov ernmental function.  The first involved identifying the “nature of the function”: 

The nature of the function. Functions which involve the exercise of 
sov ereign powers of the United States are governmental by their 
v ery nature. Examples of functions that, by their nature, are 
inherently governmental are officially representing the United 
States in an inter-governmental forum or body, arresting a person, 
a nd sentencing a person convicted of a crime to prison. A function 
may be classified as inherently gov ernmental based strictly on its 
u niquely gov ernmental nature and without regard to the type or 
lev el of discretion associated with the function.97 

Th is test is best understood in terms of identifying those responsibilities and functions of the 
federal gov ernment as mandated by the U.S. Constitution and represented in the definition of an 
inherently governmental function.  The “exercise of sovereign power” that is “governmental by 
th eir very nature” is primarily those powers identified in the U.S. Constitution.   

 Th e second test focused on the “exercise of discretion” and mirrored the “substantial 
discretion test” provided in the 2003 OMB Circular A-76, but with far greater detail: 

  The exercise of discretion. 

(A) A function requiring the exercise of discretion shall be deemed 
inherently governmental if the exercise of that discretion commits 
th e government to a course of action where two or more 
a lternative courses of action exist and decision making is not 
a lready limited or guided by existing policies, procedures, 
directions, orders, and other guidance that: 

(I) identify specified ranges of acceptable decisions or conduct 
con cerning the ov erall policy or 

direction of the action; and 

(II) su bject the discretionary decisions or conduct to meaningful 
ov ersight and, whenever necessary, final approv al by agency 
officials. 

                                              
95 Com pare id. with 2003 OMB Circular A-76, at Att. A-2. 
96 Com pare 2011 OMB Policy Letter, at 56,240-241 with 1992 OMB Policy Letter, at 45, 102-03. 
97 Id.  (emphasis added). 
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(B) A  function may be appropriately performed by a contractor 
con sistent with the restrictions in this section . . . where the 
con tractor does not have the authority to decide on the overall 
cou rse of action, but is tasked to develop options or implement a 
cou rse of action, and the agency official has the ability to ov erride 
th e contractor’s action. . . . . 

(C) A function is not appropriately performed by a contractor 
where the contractor’s involvement is or would be so extensive, or 
th e contractor’s work product so close to a final agency product, as 
to effectively preempt the Federal officials’ decision-making 
process, discretion or authority. Such circumstances may be 
av oided by: (i) carefully delineating in the statement of work the 
con tractor’s responsibilities and types of decisions expected to be 
made in carrying out these responsibilities and (ii) having Federal 
em ployees ov ersee and, as necessary, give final approval of 
con tractor conduct and decisions. . . .98 

Th e 2011 OMB Policy Letter, thus, added to the resources available to agencies by prov iding 
m ore significant guidance as to what constitutes substantial discretion that should remain with 
th e federal government.  

 Nex t , the 2011 OMB Policy Letter introduced the concept of a “critical function” which is 
a imed to “fill a void in current policy”.99  The Letter recognized that some functions may not be 
inherently governmental but still critical “closely associated with inherently governmental 
fu nctions.”  A “critical function” is “a function that is necessary to the agency being able to 
effectively perform and maintain control of its mission and operations.”100  Like inherently 
g ov ernmental functions, the determination of critical functions is left to the discretion of the 
a gency.   

 Gov ernment employees should either directly perform or manage these critical 
fu nctions.101  While agencies must internally perform inherently gov ernmental functions, 
a gencies must “ensure that a sufficient number of Federal employees are dedicated to the 
performance and/or management of critical functions so that Federal employees can provide for 
th e accomplishment of, and maintain control ov er, their mission and operations. . . .  Where a 
critical function is not inherently gov ernmental, the agency may appropriately consider filling 
positions dedicated to the function with both Federal employees and contractors.”102  In 

                                              
98 Id.  at 56,237-238. 
99 2 011 OMB Policy Letter, at 56,233 
100 Id.  at 56, 236. 
101 Id. 
102 Id.  56,237. 
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deciding how many roles must be performed by Federal employees, the 2011 OMB Policy Letter 
pu t forward the following test: 

[T]he agency must have sufficient internal capability to control its 
m ission and operations and must ensure it is cost effective to 
con tract for the services. 

(1 ) Sufficient internal capability— 

(i) generally requires that an agency have an adequate number of 
positions filled by Federal employees with appropriate training, 
ex perience, and expertise to understand the agency’s 
requ irements, formulate alternatives, take other appropriate 
a ctions to properly manage and be accountable for the work 
product, and continue critical operations with in-house resources, 
a nother contractor, or a combination of the two, in the event of 
con tractor default; and 

(ii) further requires that an agency have the ability and internal 
ex pertise to ov ersee and manage any contractors used to support 
th e Federal workforce. 

(2 ) Determinations concerning what constitutes sufficient internal 
ca pability must be made on a case-by-case basis taking into 
a ccount, among other things the: 

(i) agency’s mission; 

(ii) complexity of the function and the need for specialized skill; 

(iii) current strength of the agency’s in-house expertise; 

(iv ) current size and capability of the agency’s acquisition 
workforce; and 

  (v ) effect of contractor default on mission performance.103 

Th e distinction between “inherently governmental functions” and “critical functions” has not 
been further explored or memorialized in further executive proclamations.  

IV. Conclusion  

 Th is is the history and current state of federal policy on inherently governmental 
fu nctions.  The process of determining whether an activity is “inherently gov ernmental”, and 

                                              
103 Id. 
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thus improperly procured, is ultimately an agency decision.  OMB has issued substantial 
g uidance to assist in that decision, culminating in the 2011 OMB Policy Letter, and has reserved 
th e right to review challenges.  Further, the FAIR Act ensures that agency decisions regarding 
what activities it has reserved as inherently governmental are made public.   
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APPENDIX AND TABLES

APPENDIX I
EXECUTIVE OFFICE OF THE PRESIDENT,

BUREAU OF THE BUDGET,
Washington, D. C., January 15, 1955*

BULLETIN No. 55-4

To the heads of executive departments and establishments.
Subject : Commercial-industrial activities of the Government providing products
or services for governmental use.
1. Purpose.—This bulletin initiates a review of those commercial-industrial-
type activities conducted by the Government that provide services or products
for its own use which could be procured from private enterprise through ordi
nary business channels (hereafter called "commercial activities"). It also sets
forth Government policy with respect to both the starting and carrying on of
such activities.
The fact that this bulletin does not deal with products or services provided
directly to the public in no way relieves the agencies of keeping such activities
under constant review and reevaluation as to the need for the Government to
carry on such activities. The results of such reevaluation will be reflected in
the legislative and budget programs.
2. Policy.—It is the general policy of the administration that the Federal
Government will not start or carry on any commercial activity to provide a
service or product for its own use if such product or service can be procured
from private enterprise through ordinary business channels. Exceptions to this
policy shall be made by the head of an agency only where it is clearly demon
strated in each case that it is not in the public interest to procure such product
or service from private enterprise.
3. Responsibility.—In furtherance of this policy, the head of each agency
shall give personal direction to the accomplishment of the review (inventory
and evaluation) of the activities of his agency which fall within the scope of
this bulletin. He shall assign to a member of his key staff the responsibility
for direction and coordination of this program throughout the agency.
4. Scope and coverage of review. —The review will consist of two phases:
(a) an immediate inventory of all commercial activities, and (6) an evalu
ation of these activities, to be spread over a longer period of time. The first
evaluation will cover manufacturing activities as set forth below. This will
be followed periodically by similar evaluations of other commercial activities,
such as wholesale and retail trade, repair and business services, construction,
transportation, communication, public utilities, agriculture, forestry, fisheries,
and mining. Instructions for later evaluation reports will be issued subse
quently, but agencies may proceed with a program of evaluation and action as
fast as time permits.
The following rules will prevail as to coverage of the review :
a. The review will cover activities carried on in the continental United
States and in the Territories of Alaska and Hawaii.
b. In determining whether an activity is "commercial" in nature and
"could be procured * * * through ordinary business channels," reference
may be made to the Standard Indstrial Classification Manual and to ordinary
business practice with respect to procurement of services or products. The
inclusion of an activity in the manual will be generally considered indicative
that it may be procured commercially. There will be excluded from coverage
as noncommercial, however, those functions which are a part of the normal
management responsibilities of a Government agency or a private business of
comparable size (such as accounting, personnel work, and the like).
c. Any activity at any one location which involves an equipment investment
of less than $5,000 and a product or service with an approximate annual
value of less than $25,000 shall be excluded.
d. "Activities conducted by the Government" will exclude Government-
owned, contractor-operated facilities as far as evaluation is concerned, but
will include such facilities for purposes of the inventory report.
e. "Activities * * * for its own use" will include the activities of produc
ing a service or product primarily for the use of the Government (whether
the same agency or other agencies), even though some portion of the prod
uct or service is sold or given to the public. The coverage will include activi

3
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ties which are to provide a service or product for the use of a Government
agency in its official duties, even though the agency is engaged in carrying
out a service to the public (e. g., it will include the manufacture of mail bags
or the generation of power at a Government institution). However, the
coverage will exclude the activities of producing a service or product prima
rily to be sold or given to the public (e. g., it will exclude the generation
of power for sale to the public) .
5. Inventory of cemmercial activities.—Each agency shall prepare an inventory
of all commercial activities. The inventory shall identify the activity in terms
of the Standard Industrial Classification Manual, the number of installations or
the locations where the activity is conducted, the capital assets invested in the
activity, and the average number of employees engaged in the activity. Exhibit
J55-4A indicates the format for reporting this inventory to the Bureau of the
Budget. Instructions for this report are contained in attachment A.
6. Evaluation of manufacturing activities.—Each agency shall make an evalua
tion of all its commercial activities which are classified as manufacturing in the
inventory. Government-owned, contractor-operated activities included in the in
ventory report required under paragraph 5 above are not required to be evalu
ated at this time.
The evaluation should determine whether or not each of these manufacturing
activities should be continued by the Government in the light of the objectives
stated in paragraph 2 above.
The relative costs of Government operation compared to purchase from private
sources will be a factor in the determination in those cases where the agency head
concludes that the product or service cannot be purchased on a competitive basis
and cannot be obtained at reasonable prices from private industry. In those
cases it will be necessary to develop detailed data on such costs. In doing so,
the costs of Government operation should be fairly computed and complete,
covering both direct and indirect costs, including elements not usually chargeable
to current appropriations such as depreciation, interest on the Government's in
vestment, the cost of self-insurance (even though it is unfunded) ; there shall also
be added an allowance for Federal, State, and local taxes to the extent necessary
to put the costs on a comparable basis. Care must also be exercised to see that
the costs of procuring material from private sources are fairly computed and
complete, being truly representative of the lowest price the Government would
pay for the quantity and quality needed, and taking account of any applicable in
direct costs of the Government for such procurement.
The evaluation will also review the legal authorization for each activity and
determine whether congressional action is necessary to permit discontinuance.
Except where such congressional action would be required, activities should be
discontinued as soon as the agency head determines that it is reasonably pos
sible to do so. Where congressional action would be necessary to permit dis
continuance, the agency head shall seek such action promptly, submitting drafts
of legislation or appropriation language, as may be required, to the Bureau of the
Budget in the usual manner.
The evaluation should proceed promptly so that a report of the results may
be made as provided in paragraph 9 below. The report on each manufacturing
activity conducted during any part of fiscal years 1954 and 1955 shall be sub
mitted on exhibit 55-4B, showing what the agency head decides to do about the
elimination, curtailment, or continuation of each activity. The form is divided
into three sections. Section A shall be completed on all reportable activities.
Section B shall be completed on those activities which are being curtailed, elim
inated, or procured from commercial sources. Section C shall be completed for
all activities which will continue as Government operations. Applicable ques
tions only need to be answered. The justification for continuation as a Gov
ernment operation must be complete. Instructions for this report are contained
in attachment B.
1. Applicability to Department of Defense. — Inasmuch as the Department of
Defense started its own review of these activities some months ago, special
instructions will be issued for that Department in order to take full advan
tage of the work already done.
8. Questions and interpretations.—Any questions regarding completion of the
forms or interpretation as to coverage should be presented to the respective
Bureau of the Budget examiners.
9. Reporting dates.—The name of the individual designated to direct the
program and three copies of whatever implementing instructions are issvied. Vra
the agency shall be furnished the Bureau of the Bwiget \vs "E«tot\».-rs V

4
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Three copies of the inventory reports (exhibit 55-4A) shall be submitted to the
Bureau of the Budget on or before April 15, 1955. Three copies of the reports
on evaluation of manufacturing activities (exhibit 55-4B) shall be submitted
to the Bureau of the Budget on or before July 15, 1955. Copies of the evaluation
report form may be secured in limited quantity from the Bureau of the Budget
Publications Unit, code 189, extension 616.
By direction of the President :

ROWLAND R. HUOHES, Director.

[Attachment A to Bureau of the Budget Bulletin No. &5-4]

INSTRUCTIONS FOB INVENTORY REPORT ON COMMERCIAL ACTIVITIES

Prepare the report on letter-size paper in the format appearing on the reverse.
A separate report shall be submitted for each bureau, service, or other major
administrative unit within the agency.
List on separate pages and designate appropriately (a) those activities or
services which are Government-operated, and (6) those which are Government-
owned but contractor-operated.
Include all commercial activities conducted during any part of fiscal years
1954 or 1955.
Column 1 : The type of activity or service should be classified according to
the Standard Industrial Classification Manual (obtainable from the Superintend
ent of Documents), giving the industry classification number and the industry
title as shown in the manual, and be followed by such additional words or
phrases as will help to identify the specific activity or service. Where a major
installation is itself a commercial activity and has a number of commercial
activities as components, the installation should be listed by its overall func
tions and the component activities listed under it. Number each major activity
consecutively beginning with the figure 1 on each page.
Column 2 : If the activity is confined to one or a few locations, list them
individually. If there are many locations, the number of separate facilities
will be sufficient If accompanied by some general indication of locations.
Column 3: Estimate the value of capital assets used primarily for the ac
tivity. Use only one figure for the total of laud, buildings, and equipment.
Use same figures as reported to the General Services Administration in its
Inventory of Federal Real Property Holdings, to the extent possible. For those
activities not covered in the General Services Administration report, use same
valuation basis (original cost) as used for that report.
Column 4: Show the average number of persons employed annually on the
particular activity. This figure can be computed by averaging the figures re
ported to the Civil Service Commission on Standard Form 113. If the operation
is seasonal, show the average employment for only the months during which
the activity was performed and indicate in parentheses the number of months
during which the activity was performed.
Column 5 : Use this column for any special information considered pertinent
from the standpoint of the development of an inventory. Do not try to justify
the conduct of the activity here. Wherever necessary, justifications will be
developed through subsequent surveys.

5
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EXHIBIT 55-4A

Inventory report of commercial activities under Bureau of the Budget Bulletin
No. 55-4

Page No of (total).
Check one :

CD Government-operated.

CH Government-owned, contractor-operated.

Activity

(1)

Location or num
ber of installations

Capital
assets

Number of
employees

Comment

(5)(2) (3) W

[Attachment B to Bureau of tbe Budget Bulletin No. 55-4]

INSTRUCTIONS FOE EVALUATION REPORT ON MANUFACTURING ACTIVITIES

Section A.—This section Is to be filled out on all manufacturing activities.
Answer only those questions which are applicable.
1. Use the industrial title from the Standard Industrial Classification Manual
which describes the activity at the highest organization level that can be analyzed
as a separate commercial activity, even though it may have a number of commer
cial activities as components. For example, a shipyard would be the industrial
activity and not the individual activities which make up a shipyard, such as
foundries, machine shops, etc.
2. Use the code number corresponding to the title from the Standard Industrial
Olasoesification Manual.
3. Refer to the proper page and line of the agency's inventory report previously
submitted.
4. This should be the number of similar installations. Exclude those reported
elsewhere as a part of another major activity.
5. If there are relatively few such installations, give their location. If there is
a larger number of such installations, use some descriptive term, such as "at all
dam construction sites" or "one in each seaboard State."
6. Show as subordinate activities the types listed in the Standard Industrial
Classification Manual which form a part of the major activity listed in No. 1.
7. This should be an estimate of the total expenditures attributable to the
activity for the fiscal year 1954.
8. This should be an estimate of the total expenditures attributable to the
activity for the fiscal year 1955.
9. Show the number of employees assigned to the activity who were Included
on the Standard Form 113 report to the Civil Service Commission and the number
of military personnel assigned to the activity.
10. If the number of employees shown in No. 9 is not representative of the
normal or seasonal size of the operation, explain the seasonal character and give
figures Which reflect the maximum employment during the peak season.
11. On a percentage basis, account for the disposition made during fiscal year
1954 of the products manufactured.

08715—88
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12. The value of land and buildings should be the same (initial cost) as re
ported to the General Services Administration in connection with its survey of
real property holdings. For those assets disposed of before or acquired after
December 31, 1953, which are not included in the GSA survey, use the same con
cept of initial cost, or the best estimate thereof, in setting the asset figure. This
concept should also govern the value placed on equipment which was not covered
by the GSA survey.
13. Check the block which indicates the authority and circumstances under
which the activity is conducted. If it is required by law check "Required." If
it is specifically authorized but not required by law, check "Specifically author
ized." If it is not specifically authorized or required but has been the subject
of specific congressional approval in appropriation acts or some other legislation,
check "Congressional approval" and explain the circumstances. If there is no
specific approval, but the agency considers that its basic legislation authorizes
the activity, check "General authorization." Use the "Other" block only if none
of the previously mentioned categories is applicable, and explain the circum
stances. Wherever there is legislation under which the activity is authorized,
give the United States Code citation.
14. Indicate by a check what the agency head determines is to be done about
the continuation of the activity. Check the block "Eliminate" if the Government
operation is to be closed and the facilities disposed of : Check "Curtail" if the
volume of activity is being reduced but the activity will continue as a Government
operation. "Continue" will be used to denote the decision that it is in the public
interest for the activity to be conducted as a Government operation. Check
"Other" if the activity is being converted to a contractor-operated basis or some
combination of ways of procuring the product. If the "Other" block is checked,
give a brief explanation of what is to be done.
Section B.—This section should be completed for all activities on which No. 14
is not checked "Continue."
15. State exactly what is to be done.
16. Show the date on which the activity has been or will be eliminated, curtailed,
or otherwise modified.
17. If the agency head's determination is not yet in effect, indicate the extent
to which negotiations or other actions have progressed on the date of the report.
18. If the agency head's determination cannot be carried out because of existing
law, summarize any legislative proposals being submitted tot he Bureau of the
Budget.
19. If the assets which were used in the conduct of the activity are to be sold
or otherwise disposed of, so indicate. If they are not to be disposed of, give
reasons.
20. If any of the assets have been disposed of, show the amount recovered
from their sale. If they have not been but will be later, indicate an estimated
amount to be recovered, adding "estimate."
21. Use the same basis for determining the value of the assets being retained
as was used in estimating the value of the capital assets in No. 12.
22. There will normally be an entry on line 2 and in addition there may be
one on lines 1 or 3, depending on the action being taken. The first line should
show savings. The second should show amounts formerly spent for Government
operations which hereafter will be spent for procurement of the product by
direct purchase or contractual arrangements. The third line should show any
increase in out-of-pocket costs of procuring the product, whether or not addi
tional appropriations will be requested. The last line will be used for any other
circumstances which will prevail. These need not be exact figures developed
by a cost study but may be estimated amounts.
23. The changes in the numbers of persons engaged in the activity will be
related to the answer on No. 9. The number eliminated does not necessarily
mean that employment of the particular individuals will be terminated but it
does mean that the personnel requirements of the agency will be reduced to that
extent so far as the activity is concerned.

7
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Section C.—This section is to be completed whenever the agency head decides
that the activity is to be continued as a direct-Government operation.
24. This justification must be complete, showing the reasons why the agency
head has decided that there is a clear demonstration that it is not in the public
interest to procure such product from private enterprise.
25. If unavailability of the product commercially is a reason given in No. 24,
this item will be used to indicate the circumstances under which the product is
provided by private enterprise under normal business conditions. It should also
indicate whether the geographical location of the activity is such that private
enterprise is not in a position to fill the agency's needs. This should be answered
only after specific analysis of the problem and must include a description of the
steps which the agency has taken to be sure that private industry either can or
cannot furnish the agency's needs.
26. If cost is a reason given in No. 24, this item will be used to indicate the
comparative costs. Since cost should not usually be the deciding factor in deter
mining whether to continue the operation as a direct-Government operation, this
statement should show both the results of the comparative cost analysis and the
elements which have been used in determining the Government cost, both as a
direct operation and if the product is secured from private industry.

8
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EVALUATIONREFWt UNDERBUREAUOf THEBUC6ETBULLETINMO.55-<
M SOYOMItllTOPEUTEOMANUFACTURINGACTIVITIES

EXHUII 5i-<3

(A6ENCYJ

ADDITIOIULINFORMATIONWILL IE SUPPLIED8T

»AME

(BUREAU)

SUBMITTEDBYI (SIGN)

(DATE)

SECTION A (TOBECOMPLETEDONEACHACTIVITYEVALUATED)

1. INDUSTRIALACTIVITYTITLE 2. INDUSTRYCODENO. 3. HVEHTOdYREPORTREFWEKE

PACE LIU

4. NO.OF INSTALLATIONS J. LOCATIONOF INSTALLATIONS

6. COMPONENTACTIVITIES

7. EXPENDITUREFISCALYEAR1SM4 I >. EXPENDITUREFISCALYEA*19551

9. HO.EMPLOYEESJUNE30, ItHl 10. EXPLAINANYSPECIALSEASONALACTIVITY

PEAKEMPLOYMENT!CIVILIAN

CIVILIAN

HILITARY MILITARY

11. DISPOSITIONOF PRODUCT DISTRIBUTEDTOPUBLIC SOLDTO
FISCALYEARISMl GOVERNMENTUSE f. FREE f PUBLIC f

12. VALUEOF CAPITAL
ASSETSl LANDt BUILDINGSS EQUIPMENT1

U. S. CODEREFERENCEOREXPLANATION

SPECIFICALLY CONGRESSIONAL GENERAL
REQUIRED/~f AUTHORIZED/~7 APPROVAL /~7 AUTHORIZATION// OTHER/""/

(EXPLAIN) (EXPLAIN^

14. AGENCYDETERMINATION! ELIMINATE£7 CURTAIL£7 CONTINUE/~7 OTHERf~7
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& t c r i o « I (TOIE COMPUTEDn ALL ACTIVITIESonWHICHno. M it HOTCHECKED"COHTINUE")

«. SPECIFICACTION 11. EFFECTIVEOATEOFACTICH

,17. ilATUS OFACTI« 11. EXFUIN MT LE6I5UIIW NEEDEDTOEFFECTACTION

'! .'
.

1
t

JJ9. DfSFOSITIWOFASSETS It. AHUNTREODVEUD1

21. VALUEOFASSETSRETAINED1

',::. EFFECTOFAHNIIAIEXPENDITURES

i less win K SP«T

21. SEDUCTIONIN HUM8EBOF PEBSWHEl

CIVILIAN

WILLK SPENTIN 1 DIFFERENT
FEWERErriOTEESWILL BE

MIllTARy KEDEO
IttMEl (AS FAYMUTSTOVENDORS
ORCONTRACTORSBATHESTHANFOR
PtrsOWEl AH) FACILITIES)

OTHER(EXFUIH)

HOKWIU BESFOT

OTHERlEXPUIN)

SECTIOB C (TOK COmiTCD FORAll ACTIVITIESOKWHICHNO. 14 IS CHECKED•CONTINUE*)

24. REA1WFORDECIIJONTOCOTINIIE AS avEMICNT OTERATIW(IF KME SPACEIS NEEDEDATTACHA SEPARATESHEET).

It. IF UNAVAILABILITYOF PRODUCTORSERVICEC9KDCIAILV IS REASON<IVENIN NO. 24, EXPLAIN.

2C. IF COSTIS REASWCIVEHIN NO. 24, IDENTIFYITEM CONSIDEREDl« COSTOOHFVTATION1ANDSOURCEOF COttCKIAl
COSTSUSEDin COWARISCM.
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TABLE I.—Commercial activities of civilian agencies summarized by agency—
Reported under Budget Bulletin No. 55-4

A. GOVERNMENT OPERATED

Number of
installa
tions

Capital assets

Number of em
ployees

Civilian Other

Department of Agriculture 5,044
800
317
162
1,550
396
2

8,292
9
79
1

1,089
241
4
11
1
2

$228,494,348
14, 167,862
118,186,000
5, 238,856
100,245,002
35,029, 178
57,488

47,940,325
651,180

22, 155,132
6,786

75, 140,122
(')
2. 662,000
169.107
10,286
32, 377
21, 212
47.220
53,395
137,051
42.254

8, 439,000
61,000
20.200
50.191
64,582
14,375
8,000

32,457.483
16,139,249
52,914,314

8,113
3,338
9,611
2,153
7,531
1,294
77

24,191
135
3,606

Department of Defense (civil functions)

Department of the Interior . . _ .
Department of Justice 3,509
Department of Labor - - -

Department of State - -
1,015

Executive Office of the President e

Housing and Home Finance Agency
8,848
1,130
198
92
6
32
7
20
6
14
47
1,175
1
13
17
13
4
35

12,910
204
7,494

U. S. Civil Service Commission
Federal Civil Defense Administration
Federal Communications Commission -

Federal Power Commission - ... .
General Accounting Office _ . _

National Advisory Committee for Aeronautics. _ a
National Labor Relations Board _ _

Securities and Exchange Commission .. „ _ .
Small Business Administration
Smithsonian Institution . _ . _
Tennessee Valley Authority 67
U. S. Information Agency 20

809

18,964 760,655, 575 92,320 4,524

B. GOVERNMENT OWNED, CONTRACTOR OPERATED

11 $2 385 000 350
Treasury Department: Federal Facilities Corporation 1 13, 184,000 600

8 1 378,754 68
1 148 904
280 4,Oil, 449,000 68,649

Total, Government owned, contractor operated 301 4,028 545,658 69,667

Grand total _ . . 19,265 4, 789,201,233 161,987 4,52*

1 Information not available.
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TABLE II.—Commercial activities of civilian agencies summarized by industrial
group—Reported under Budget Bulletin No. 55-4

A. GOVERNMENT OPERATED

Number of
installa
tions

Capital assets

Number of em
ployees

A. Agriculture, forestry, and fisheries:

Civilian Other

Agricultural services and hunting and trapping.
82
9
26

$8, 950,077
295,587
2, 058,367

489
80
215

Subtotal 117 11,304,031 784

B. Mining:
8

3

2, 353, 561

16,000

24

10
Mining and quarrying of nonmetallic minerals,
except fuels

Subtotal 11 2, 369,561 34

C. Contract construction:
Building construction, general contractors _ _- 412 10, 457,631 3,876
Construction, other than building construction,

444
125

146,354,783
3, 437, 141

18,013
999Construction, special trade contractors..

Subtotal -. 981 160,249,555 22,888

D. Manufacturing:
Ordnance and accessories 1

111
C)
3, 247,037
4, 490,967

550
308
53

144
762Textile mill products 2

Apparel and other finished products made from
15
7
8
1
68
25
1
2
4
5

1,285,063
1,921,988
2, 186,143

710
2, 875,678
19, 713,263
6,474

1,Old, 385
235,568
2, 474, 129

290
537
86
1
687
358

524
125.
764
IS
64

Lumber and wood products (except furniture) ..

Paper and allied products

Chemicals and allied products
Rubber products
Leather and leather products 20

16
209

441

Primary metal industries 20
Fabricated metal products (except ordnance,
machinery, and transportation equipment) __. 4 1,052,431

2, 847,440
17, 754

16,662, 245

160
214
146
1,422

Electrical machinery, equipment, and supplies.
Transportation equipment

8
3
9

50

Professional, scientific, and controlling instru
ments; photographic and optical goods,

28
3

2, 178,688
619,273

421
16

171

Miscellaneous manufacturing industries. 311

Subtotal 305 62, 731,236 5,483 3,398

E. Transportation, comtnonication, and other public
utilities:
Railroads

—

3 869,568
330,616

308,043,018

6
12

6,511
Local and Interurban railways and bus lines— 4

4,753
Highway transportation, not elsewhere classi
fied 17

49
154
1
714
366

525,294
9, 470,424
3, 354,592
15,018

20, 661,748
24, 824,360

60
273
137
6
713
602

Subtotal . 6,061 368,094, 638 7,320

1 Information not available.
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TABLE II.—Commercial activities of civilian agencies summarized by industrial
group—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED—Continued

Number of
installa
tions

Capital assets

Number of em
ployees

F. Wholesale trade:
Wholesale trade, merchant wholesalers

Civilian Other

Wholesale trade, other than merchant whole
salers

7

6

$9,230, 393

2,000,000

497

6

Subtotal 13 11,230,393 503

G. Retail trade:
Retail trade:

1
1
44

500,000
132,753
287,969
7, 877, 917

4
2
30

Food — 26
Automotive dealers and gasoline service stations.
Retail trade, eating and drinking places 252 867

Subtotal 298 8, 798,639 903 26

H. Finance, insurance, and real estate:
8
1
319

('>
225,739

10,297,430

46
1

1,183

Subtotal 328 10,523, 169 1,230

I. Services:
Hotels, rooming houses, camps, and other lodg-

12
399
8,932
498
216

682,615
34, 322,437
21,544,668
13,643,356
18, 165,934

22
4,567
32,336
4,154
3,395

130
8

Radio broadcasting (including facsimile broad
casting) and television,. . . 14

9
16,527,899
641,039

143
67

944

Amusement and recreation services, except
1 5,313

4,007,062
2,250

2,231,729
13,580,051

2
Medical and other health services a 388

6
172
7,923

15
i
48
668

3

Subtotal 10,850 125,354,353 53,175 1,100

4,52418,964 760,655,575 92,320

B. GOVERNMENT OWNED, CONTRACTOR OPERATED

B. Mining: Mining and quarrying of nonmetallic
3 $28,910 21

C. Contract construction: Construction other than
building construction —general contractors. 1 1, 020,000 is

D. Manufacturing:
9 594.709 000 17 378

Printing, publishing, and allied industries 16 1.064,000 291
Chemicals and allied products 13 2, 746,023,000 26,882
Stone, clay, and glass products - 8 2, 037,000 352

1 13 184,000 600

Subtotal 47 3 357 017 000 45,503

E. Transportation, communication, and other public
utilities:

69 14,080,844 1,216
TVanspnrtatJiT) by qfr .-.. . . ... 3 188,000 5

3 5 350 000 93
Utilities and sanitary services 38 148,317,000 770

Subtotal 113 167,935,844 2,084
O. Retail trade: Retail trade— eating and drinking
places 6 1, 192,904 71

H. Finance, insurance, and real estate: Real estate.. 2 165,000

1 Information not available.
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TABLE II.—Commercial activities of civilian agencies summarizes, "by industrial
group—Reported under Budget Bulletin No. 55-4—Continued

B. GOVERNMENT OWNED, CONTRACTOR OPERATED— Continued

i \

t J '

Number of em
ployeesNumber of

installa
tions

Capital assets

Civilian Other

I. Services:
Personal services _ IS

66
23
27
1

$2,061,000
459, 406,000
11,082,000
26,286,000
2,351,000

243
17,636
913
2,918
260

Subtotal - 129 601.186,000 21,970

Total, Government owned, contractor oper
ated 301 4, 028, 545,668 69,667

19,265 4, 789,201,233 161,987 4,524

i Information not available.

TABLE III.—Manufacturing activities of the Department of Defense summarized
by organization unit—Reported under Budget Bulletin No. 55-4

A. GOVERNMENT OPERATED

; . .
;; Number of

installa
tions

Capital assets

Number of em
ployees

Civilian Other

Department of the Army _ __ 168
166
43

$460,186,068
1, 766,832, 189
2, 436,913

31,422
133,697
986

218
3,317
37Department of the Air Force

Total, Government operated 367 2, 229,464,160 166,105 3,672

B. GOVERNMENT OWNED, CONTRACTOR OPERATED

35 $2, 331,884,694
41 1 051 810 884
30 808,002,768

Total, Government owned, contractor operated 106 4, 191,698, 246

C. GOVERNMENT PARTLY OWNED, CONTRACTOR OPERATED

Department of the Army 3 $28, 490,542
Department of the Navy . 27 202,611,148

Total, Government partly owned, contractor op
erated -

13 422,535 240

43 663,636,930

Grand total 606 7,074,789,336 166,10S 3,673

14
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TABLE IV.—Manufacturing activities of the Department of Defense summarized
by industrial group—Reported under Budget Bulletin No. 55-4

A. GOVERNMENT OPERATED

Number of
installa
tions

Capital assets

Number of em
ployees

Civilian Other

35
84
1

$657,795,846
1, 601,220
(')

45,687
69

(')

210
71Food and kindred products.

Apparel and other finished products made from fabrics,
8
78
28
17
4
1
16

1, 188,132
7, 838,871
1,209,577
4, 678,386
233,437
150,000

10,726,069

546
3,183
94

Lumber and wood products (except furniture).. . . .. 21

Chemicals and allied products 187
16
185
298

2

leather ami Ipiifhpr prnrinnts

Fabricated metal products (except ordnance, ma-
20
10

18,368,106
7, 3%. 377

1, 512,109,184

980
450

113,762

1
Machinery (except electrical) __! 1

3,18815
Professional, scientific and controlling instruments;
photographic and optical goods; watches and clocks..
Miscellaneous manufacturing industries _ .

18
22

C)
6, 159,955

(')
648 78

3,572357 2, 229,454, 160 166,105

B. GOVERNMENT OWNED, CONTRACTOR OPERATED

48 $1,687,852,978
12 1 140 067 886
2 40, 354,680

Machinery (except electrical) _ ... 2 45, 928,056
1 2, 367,497

Transportation equipment . . 39 1, 246, 128,052
Professional, scientific, and controlling instruments;
photographic and optical goods; watches and clocks 2 28, 999,097

Total, Government owned, contractor operated- . 106 4. 191,698,246

C. GOVERNMENT PARTLY OWNED. CONTRACTOR OPERATED

3 $28,490,542
4 44. 689,741
1 4 137 387
35 576,319,260

Total, Government partly owned, contractor
43 653 636,930

506 7, 074,789,336 166,105 3,572

1 Information not available.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES

SICM*
Code

Number
of instal
lations

Number of
employees

01
0116

Farms:
Livestock farms (commercial): Department of
the Interior: Bureau of Indian Affairs

Industry Capital assets

Civilian Other

0116

0121

General farms:
Department of Health. Education, and
Welfare: Public Health Service, Bureau

20 $1,017,637 60

Department of the Interior: Bureau of
2

15

120,774

987,685

132

64

Noncommercial farms:
Department of Health, Education, and
Welfare: St. Elizabeths Hospital

Subtotal 17 1, 108,459 196

Department of Justice: Bureau of Prisons. .
Veterans' Administration: Department of

1
23

64,234
4, 674,352

10
116

21 2, 085,395 107

Subtotal 45 6, 823,981 233

07 Agricultural services and hunting and trapping:
Animal husbandry services, not elsewhere clas
sified:
Department of Agriculture: Agricultural
Research Service _

Total, farms 82 8, 950,077 489

0729

Department of Health, Education, and
Welfare: Public Health Service, Bureau
of State Services

2

1

156,000

14, 117

18

3

0731 Horticultural services:
Department of Agriculture: Agricultural

Subtotal 3 170,117 21

Department of Commerce: National Bu-
2 11,109

36, 021

9

11
Department of Health. Education, and
Welfare: Public Health Service, National
Institutes of Health

2

Department of the Interior: Bureau of
Reclamation _.

1 66,340

12,000

36

41

Subtotal 6 125,470 59

08
0811

Forestry:
Timber tracts: Department of the Interior:
Bureau of Land Management...

Total, agricultural services andhunt-
ing and trapping 9 295,587 80

0821 Forest nurseries:
Department of Agrlculture:Forest Service..
Tpnppssfifi Valley Authority ^

11 42

13
1

1, 950,223
104,644

140
21

0831 Reforestation: Department of the Interior:
Bureau of Reclamation

Subtotal 14

1

26

2, 054,867

3,500

161

12

Total, forestry _ . _ . 2, 058,367

2, 353,561

215

24

10
1081
Metal mining:
Metal mining contract services: Department

8

•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged try industrial group and organization
unit—Reported under Budget Bulletin No. 65-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AOENCIES—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

14

1423

1441

Mining and quarrying of nonmetalllo minerals,
except fuels:
Crushed and broken granite: Department of
the Interior: Bureau of Reclamation
Sand and gravel: Department of the Interior:

2

1

$6,000

10,000

3

Total, Tntning and Quarrying of nonmetalllo

7

15
1511
Building construction, general contractors:
General building contractors:
Department of Agriculture: Agricultural

3 16,000 10

Department of Commerce:
Civil Aeronautics Administration

1 103,483 150

17
2

219,417
979,997

950
187

Subtotal 19 1,199,414 1,137

Department of the Interior:
5
3
21
10

796,866
100,000
1,610,535

64

Bureau of Reclamation^ lie
Office of Territories 184,000 42

Subtotal . --.-.. 39 2,691,401 252

Treasury Department:
Office of the Secretary, Office of Admin-

I 24,808
86,063

64
441

Subtotal 2 110,871

79,477

1, 138,000

108

91

412

General Services Administration: Public
82

5
National Advisory Committee for Aeronau
tics ~
Veterans' Administration:
Office of Assistant Administrator for

176
88

144
1,582Department of Medicine and Surgery. ..

Subtotal

5,134,985

Total, building construction, general

264 5, 134,985 1,726

3,876

====

16

1611

Construction, other than building construction,
general contractors:
Highway and street construction (except ele
vated highways) :
Department of Agriculture:
Agricultural Research Service

412 10,457,631

1 19,072
10,600,000

7
2,900149

Subtotal 150 10,619,072 2,907

Department of the Interior:
105
8

4,000,000
175,090

593
Bureau of Reclamation 54

Subtotal - . 113

3

4,175,090

136,700

647

15
General Services Administration: Public

Subtotal 266 14,930,862 3,569

•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonnwnufacturing activities of the
Department of Defense), arranged, ly industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SIOM*
Code

Number
of instal
lations

Number of
employees

Industry Capital asset!

Civilian Other

16 Construction, etc.— Continued
Heavy construction, except highway and street
construction:
Department of Defense: Civil functions,
Corpe of Engineers

1621

Department of the Interior:

78 $96,837,000 3,173

Puf>a» nf Indian A flairs 47 3, 746, 108 108
464 430,650

Subtotal 51 4, 176,758 154
Department of State: International Boun
dary and Water Commission . . 1

48
63,163

30,347,000
15

11,102

Subtotal 178 131,423,921 14,444

Total, construction, other than building
construction-general contractors 444 146,354,783 18,013

17 Construction, special trade contractors:
Maintenance: Department of the Interior:1700

86 1,159,984 356

1711 Plumbing, heating, and air conditioning:
Department of Agriculture: Agricultural

2 36,207

26,040

11

45
Department of Health, Education, and
Welfare: St. Elizabeths Hospital 1
Department of the Interior:
Bureau of Mines -. 3 18,471

(')
14

Treasury Department: Bureau of Engrav-
(1) (')

Qeneral Services Administration: Public
Buildings Service -- . .

1

1

(')

7,272

63

18

Subtotal 8 87,990 151

1721 Painting, paperhanglng, and decorating:
Department of Agriculture: Agricultural

1

1

19,595

19,872

3
Department of Health, Education, and
Welfare* St. Elizabeths Hospital 20
Department of the Interior: Bonnevllle

(1)
f 9
\ (7)

(')
4,264
(20,200)

(')
75
(6)

General Services Administration: Public
Buildings Service --

Subtotal 11 43,731 98

1731 Electrical work:
Department of Health, Education and
Welfare- St Elizabeths Hospital
Department of the Interior:

1 27,135 28

Bonneville Power Administration
Treasury Department: Bureau of Engrav-

2
(1)

185,625
(')

27
(')

1 1, 251,956 73

Subtotal 4 1, 464,716 128
1741 Masonry, stonesetting, and other stonework:

General Services Administration: Public
Buildings Service

1742 Plastering and lathing: General Services Ad-
1

I C)
8,783
(')
(')

29

|\ (1)

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged 6y industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM* Number
of instal
lations

Number of
employees

Code Industry Capital assets

Civilian Other

17
1751
Construction, etc.—Continued
Carpentering:
Department of Agriculture: Forest Service-
Department of the Interior:

1 12

2 $27,033
C)

6
(')

General Services Administration: Public
(1)

1 53,500 3

Subtotal 4 80,533 21
1761 Roofing and sheet-metal work:

Department of the Interior: Bonneville
Power Administration (1)

1

1

8

(')

10,572

10,000

335,512

0
General Services Administration: Public

16
1781

1791

1799

Water-well drilling: Department of the Interior:

Structural-steel erection: Department of Com-
111

89

Special trade contractors, not elsewhere classi
fied: Treasury Department: Bureau of En
graving and Printing. 1 235,320

Total, construction, special trade contractors. 125 3, 437,141 999

550

3

19 Ordnance and accessories:
Ammunition, not elsewhere classified: Tennes-1929

1

1

20 Food and kindred products:
Meatpacking, wholesale: Department of Health,
Education, and Welfare: Public Health Serv

2011

26,157

2024 ice cream and ices:
Department of Health, Education, and
Welfare- St Elizabeths Hospital 1

15

17,484

160,574

3

11
Veterans' Administration: Department of

Subtotal 16

2

1

178,058

506,749

186,397

14

4

2033

2042

Canned fruits, vegetables, and soups; preserves,
jams, and jellies: Department of Justice:

144
Prepared feeds for animals and fowls: Depart
ment of Agriculture: Agricultural Research
Service - 5

2051 Bread and other bakery products (except biscuit,
crackers, and pretzels) :
Department of Defense: Civil Functions,
United States Soldiers' Home 1 (') 7

Department of Health, Education, and
Welfare:
Public Health Service: Bureau of

St. Elizabeths Hospital
2
1

22,642
74,699

15
10

Subtotal 3 97,341 25

Department of the Interior: Bureau of

Veterans' Administration: Department of
Medicine and Surgery

28

51

437,477

1, 749, 155

38

209

Subtotal 83 2, 283.973 279

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (eofcluding nonmanufacturinff activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

20
2097

Food, etc-—Continued
Manufactured ice:
Department of Health, Education, and
Welfare: Public Health, Service, Bureau
of Medical Services 5

3

$38,603

27,100

2

1
Veterans' Administration: Department of
Medicine and -Surgery .

8 65,703 3

Total, food and kindred products 111 3, 247,037 308 144

22
2231

Textile mill products:
Broad-woven fabric mills:
Cotton, silk and synthetic fiber: Depart
ment of Justice: Federal Prison Indus
tries, Inc _ 1

1

2, 614,447

1,876, 520

40

13

SIS

164
2232 Woolen and worsted: Department of Justice:

Federal Prison Industries, Inc _

Total, textile mill products 2 4, 490,987 53 762

23

2300

Apparel and other finished products made from
fabrics and similar materials:
Garment factory: Department of the Interior:
Human nf Indian Affairs 1 28,200 28

2321 Men's, youths', and boys' shirts (except work
shirts), collars, and nightwear:
Department of Justice: Federal Prison
Industries, Inc 1

1

346,916

6,009

3 58
Veterans' Administration: Department of
Medicine and Surgery i
Subtotal 2 352, 925 4 58

2327 Men's, youths', and boys' separate trousers:
Department of Justice: Federal Prison Indus
tries, Inc 1

1

21,246

102,657

3 62

86
2328

2329

Work shirts: Department of Justice: Federal
Prison Industries, Inc. 8
Men's, youths', and boys' work, sport, and
other clothinc-, not elsewhere classified: De
partment of Justice: Federal Prison Indus-

3

1

125,572

91,606

7

10

172
2330

2334

Women's and misses' outerwear: Department
of Health. Education, and Welfare: St.
Elizabeths Hospital
Household apparel: Department of Health,
Education, and Welfare:
Public Health Service— Bureau of Medical
Services 2 46,553

(')
142
(')St Elizabeths Hospital (')

2341 Women's, misses', children's, and Infants' under
wear and nightwear: Department of Health,
Education, and Welfare: St. Elizabeths
Hospital 0) (')

84, 086

(')

6

2382

2392

Work gloves and mittens (fabric, fabric and
leather combined): Department of Justice:
Federal Prison Industries, Inc __ _ 2 83
Housefurnlshings (except curtains and dra
peries): Department of Health, Education,
and Welfare: St. Elizabeths Hospital (')

1

1

0)

367, 131

65,087

(')

79

3

2393

2394

Textile bass: Post Office Department: Bureau
of Facilities
Canvas products: Department of Justice: Fed
eral Prison Industries, Inc. 63

£24
Total, apparel and other finished products
made 'rom fabrics and similar materials 15 1, 285,063 290

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmaniifacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued _ ,_-

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

t Civilian Other

24
2411
Lumber and wood products (except furniture):
Logging camps and logging contractors: De
partment of the Interior: Bureau of Indian
Affairs 2 $311,507 216

2421

2499

Sawmills and planing mills, general:
Department of the Interior: Bureau of

3 1,449,871

114,489

317

1

Department of Justice: Federal Prison In-
1 90

Subtotal 4

1

1,564,360

46, 121

321

1

90

35

Wooden products, not elsewhere classified:
Department of Justice: Federal Prison In-

Total, lumber and wood products (except
7 1,921,988 537 126

25
2515
Furniture and fixtures:
Mattresses and bedsprings: Department of

1

3

1

63,892

902,825

8,275

2

36

3

41

368
2521

2532

Wood office furniture: Department of Justice:

Professional furniture: Department of Oorn-

2541 Partitions, shelving, lockers, and office and
store fixtures:
Department of Commerce: Bureau of the

1

2

8,795

1, 202,366

2

42
Department of Justice: Federal Prison In-

355

Subtotal 3 1,211,151 44 355

26
2699
Paper and allied products:
Converted paper products, not elsewhere classi
fied:
Department of Justice: Federal Prison In-

8 2, 186,143 85 764

13
27
2732
Printing, publishing, and allied industries:
Book printing:
Department of Agriculture: Office of Plant

1 710 1

(')

3

(')

309,000

(')
National Advisory Committee for Aero-
nautics.- 54

2741

2751

Miscellaneous publishing:
Department of Agriculture: Forest Service. _
Department of Commerce: Coast and Oeo-

1

1

10,000

85,283

30

18

~

Subtotal -•- 2 95,283 48
Commercial printing:
Department of Agriculture: Office of Plant

(1)

23

(')

292,000

(')

70
Department of Defense: Civil Functions:

Department of Health Education, and
Welfare: Public Health Service, Bureau
of Medical Services 1 34,959 17

Department of the Interior:
5 310,200

7,090
14

1 1

Subtotal 6

3

«
''

317,290

343, 101

29,000

15
Department of Justice: Federal Prison In-

9

16

64
Post Office Department: Bureau of Post
Office Operations :

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturiny activities of the
Department of Defense), arranged 'by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM*
Code

Number
of Instal
lations

Number of
employees

Industry Capital assets

Civilian Other

27

2761

Printing, etc.— Continued
Commercial printing —Continued
General Services Administration: Office of
the Administrator, Office of Management.
Atomic Energy Commission .. -

1 $41,327
154,000
10,286
21, 212
53,395

27
59
6
7
6

Federal Civil Defense Administration
1
1
1Federal Deposit Insurance Corporation

Federal Trade Commission 1

Subtotal 46 1,296, 570 232 64
Lithographing:
Department of Agriculture:
Soil Conservation Service. - 7

(1)
179,000 31

(')Office of Plant and Operations 0)

Department of Commerce:
Office of Publications . 2

3
1

193,026
561,065
119,027

68
113
27

Subtotal 6 873, 118

47,671

1,099,789

208

21
Department of the Interior: Bureau of Heo-

2

Subtotal 15 260
=

2791

2793

Typesetting: Department of Commerce: Coast
1

1

61,947

13,089

17

76
Photoengraving: Department of Commerce:

Total, printing, publishing, and allied in-
68 2,875,678

241,000

687

4

64
28
2819

Chemlcals and allied products:
Industrial inorganic chemicals, not elsewhere
classified: Department of Defense, civil func-

1

2831 Biological products:
Department of Agriculture: Agricultural

2 82,507 9
Department of Health Education, and
Welfare: Public Health Service— Na
tional Institutes of Health 1

3

20,970

194,959

9

13
Veterans' Administration: Department of

Subtotal 6 298,436 31

2834 Pharmaceutical products:
Department of Health, Education, and
Welfare: Public Health Service— Office
of Surgeon General 1

3

17,772

34,720

4
Veterans' Administration: Department of
Medicine and Surgery. 8

Subtotal 4

1

1

52,492

223,806

('
)

12

54

3

2891

2894

Printing ink: Treasury Department: Bureau of
Engraving and Printing
Glue and gelatin: Treasury Department: Bu-

2896 Compressed and liquified gases:
Department of Commerce: National Bu-

2
7

3

2
,

457,717

14,672,812

1
,

767,000

19

231

4

Department ol the Interior: Bureau of
Mines
National Advisory Committee for Aero-

Subtotal 12 18,897,529 254

Total, chemicals and allied products— 25 19, 713,263 388

»Inf intml Ion not available.
ndard Industrial Classification Manual.•Sta

98715—58 19
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

30 Rubber products:
Rubber industries, not elsewhere classified:
Department of Justice: Federal Prison In-

3099

1 $6,474

120,704

31 Leather and leather products:
Footwear: Department of Health, Education,
and Welfare: St. Elizabeths Hospital

3140
1 2

3141 Footwear (except house slippers and rubber
footwear) :
Department of Health, Education, and
Welfare' St Elizabeths Hospital C)

1

(') (')

18
Department of Justice: Federal Prison In-

895,681 441

Total, leather and leather products 2 1,016, 385 20 441

32 Stone, clay, and glass products:
Pressed and blown glassware, not elsewhere
classified:
Department of Agriculture: Agricultural

3229

Department of Commerce: National Bu-
2

2

16,364

219,204

2

14

Total, stone, clay, and glass products..- 4 235,568 16

33
3313
Primary metal industries:
Electrometallurgical products: Department of

2

1

2

2, 312.022

72,107

200

3

6

3321

3361

Gray-iron foundries: Department of Justice:
Fpdpral Prison Industries, Tnn 29
Nonferrous foundries: National Advisory Com-

90,000

Tntal, primary metal industrial 5 2, 474, 129 209 29

34

3429

3443

Fabricated metal products (except ordnance, ma
chinery, and transportation equipment) :
Hardware, not elsewhere classified: Post Office
Department: Bureau of Facilities 1 212,179 78
Boiler shop products:
Department of the Interior: Bureau of

1 521,327
C)

33

3463

346S

Treasury Department: U. S. Coast Guard..
Stamped and pressed metal products (except
automobile stampings): Post Office Depart-

(') (')

Electroplating, plating and polishing: Depart
ment of Commerce: National Bureau of

1 279,093

39,832

36

3

Total, fabricated metal products (except
ordnance, machinery, and transportation
equipment)

1

35
3543
Machinery (except electrical) :
Machine-tool accessories, other metalworklng-
machinery accessories, and machinists' pre
cision tools:
Department of Justice: Federal Prison

4 1,052,431 150

Post Office Department: Bureau of Facili
ties

1 285,754

216,421

10

15

32

1

Subtotal - 2 502,175 25 32

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

SICM*
Code

Number
of instal
lations

Number of
employees

35 Machinery— Continued
Machine shops (jobbing and repair) :
Department of Commerce: National Bu-

Industry Capital assets

Civilian Other

3590

Department of the Interior: Bonnevllle
2

.2

$1,603,836

670,388

130

56
Department of Justice: Federal Prison In-

1 4,861
66,180

2
1

18
1

Subtotal 6 2,345,265 189 18

36 Electrical machinery, equipment, and supplies:
' Swltchgear, switchboard apparatus, and in
dustrial control: Department of the Interior:
Bonneville Power Administration

8 2, 847,440 214 50

3616

1

2

17,754 67

'
79

3661 Communications equipment and related prod
ucts: Department of Commerce: Civil Aero
nautics Administration

Total, electrical machinery, equipment,
3 17,754 146

37 Transportation equipment:
Ship building and repairing:
Department of the Interior:
Fish and Wildlife Service

~
3731

Office of Territories
1
6

50,000
73,136

9

Treasury Department: United States Coast
Guard

Subtotal 7 123,136

11,762,000

9

1,4121 124

3732

3742

Boat building and repairing:
Department of Justice: Federal Prison
Industries, Tnc

Subtotal 8 11,885, 136 1,421 124

Treasury Department: United States Coast
Guard - .

1 59,065

(')

4, 718,044

1 47

('
)

Railroad and streetcars: Department of the
Interior: Bureau of Mines

(')

('
)

(')

Total, transportation equipment ._ 9 16,662,245 1,422 171

38

3811

Professional, scientific, and controlling instruments;
photographic and optical goods; watches and
clocks:
Laboratory, scientific, and engineering instru
ments (except surgical, medical, and dental) :

Department of Commerce: Coast and Geo
detic Survey
National Advisory Committee for Aero
nautics

1
4

44,019

1
,

498,000

10

183

3831

3841

3842

Optical instruments and lenses:
Department of Commerce: National
Bureau of Standards

Subtotal 5
1

1

1
,

542,019 193

6

Surgical and medical instruments: Department
of Health, Education, and Welfare: Public
Health Service, Bureau of Medical Services..
Surgical and orthopedic appliances and supplies;
and personal safety devices, not elsewhere
classified: Veterans' Administration: Depart-

84,054

9,779 1

Total, professional, scientific, and control
ling instruments; photographic and opti
cal goods, watches and clocks -

21 542,836 221 .._._

28 2. 178.688 421

> Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged l>y industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPBEATED. CIVILIAN AGENCIES—Continued

SICM'
Code

Number
of Instal
lations

Number of
employees

Industry Capital assets

Civilian Other

39
3981
Miscellaneous manufacturing Industries:
Brooms and brushes: Department of Justice:

3 $519,273 16 311

40
4013
Railroads:
Switching and terminal companies:
Department of Health, Education, and
Welfare: St. Elizabeths Hospital 1

1

41,363

754,000

2

3
Department of the Interior: Bureau of
Reclamation
General Services Administration:
Federal Supply Service.. . 1

(1)
74,200
(894, 000)

1
Public Buildings Service (8)

Total, railroads 3 869,568 6

41
4151

Local and Interurban railways and buslines:
Local buslines, not operating railways:
Department of Health, Education, and
Welfare: Social Security Administration,
Bureau of Old-Age and Survivors Insur-

1

2

1

6,911

313, 705

10,000

7

2

3

General Services Administration: Federal

National Advisory Committee for Aeronau
tics

Total, local and Interurban railways
and buslines 4 330,616 12

32

42
4200
Trucking and warehousing:
Trucking and warehousing: Department of the
Interior: Office of Territories 15 510,000

4212 Local trucking and draylng:
Department of the Interior: Bureau of In
dian Affairs - (') 1, 707,277 178
Post Office Department: Bureau of Facili
ties (') 39, 362,000

35,788
(')
17Department of State -

Treasury Department:
1
3

58,283
11, 565

21
2Bureau of the Public Debt

Subtotal 4 69,848 23

General Services Administration:
Federal Supply Service..
Public Buildings Service

5
1

499,329
75,000
(')

62
300
(')(')

Subtotal 6

3

574,329

111,000

362

32
National Advisory Committee for Aeronau
tics

Veterans' Administration:
Assistant Administrator for Admlnis-

1
56
1

19, 110
1, 210,995
5,599

10
275Department of Medicine and Surgery..

Department of Veterans' Benefits

Subtotal 58 1, 235, 704 285

United States Information Agency:
Office of Administration 2 27, 225
Media Services:

1
1

7,375
16,250

Subtotal 4 50,850

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturinff activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

SICM*
Code

Number
of Instal
lations

Number of
employees

42
4212

Trucking and warehousing— Continued
Local trucking and draying—Continued
Department of Health, Education, and
Welfare:
Public Health Service:

Industry Capital assets

Civilian Other

1 $63,889
93,600

7
18

Social Security Administration, Bureau
of Old-Age and Survivors Insurance..
St. Elizabeths Hospital

National Institutes of Health 1

1
1

16,811 7
2650,666

Subtotal 8 213,966 67

964

4213 Trucking, except local:
Department of Health, Education, and
Welfare: Public Health Service, Bureau
of Medical Services

Total, local trucking and draying 84 43, 360, 761
=

Post Office Department:
"Rnrp.au of Trftnspnrtatlnn . _ .

1 8,716 1

Bureau of Facilities
23

(0
1,001,700
2, 687,000

63
(')

General Services Administration: Federal
Supply Service

Subtotal 23

1

3,688,700

13,000

36,000

63

2

2

68

National Advisory Committee for Aero-
nant-ins 2

Subtotal 27 3, 746,415

4221 Farm product warehousing and storage:
Department of Agriculture: Commodity
Stabilization Service 4,631

4

10

197,975,000

(')

4,, 940,097

3,120

22

119

Department of Commerce: Maritime Ad
ministration .
General Services Administration: Emer-
gpnp.y "PrnmirfinlfiTlt. SprvifiP

Subtotal - _ 4,645 240,915,097

73,528

3,261

3

4233

4251

Food lockers, with or without food-preparation
facilities: Veterans' Administration: Depart
ment of Me<11oipeft«d Surgery
Special warehousing and storage, not elsewhere
classified:
Department of Commerce: Bureau of Pub
lic Roads

1

General Services Administration:

(5) (450, 052) (19)

4

/ 2
1,208,045
403, 749
(61, 388)

40

Emergency Procurement Service I (6)
20
(20)
70Public Buildings Service

Subtotal 10

1

1, 611,794

59,430

139
4291 General warehousing and storage:

Department of Agriculture: Agricultural
Research Service 1

Department of Commerce:
Civil Aeronautics Administration 12

2
634.656
242,146
16, 121

149
36
11

1.

National Bureau of Standards
Weather Bureau 6

Department of Health, Education, and
Welfare: Public Health Service, Office of
Surgeon General

Subtotal- 20

1

892,923

62, 146

196

16

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

SIOM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

42
4291
Trucking and warehousing— Continued
General warehousing and storage—Continued
Department of the Interior:
Bureau of Land Management 1

13
4

$36,650
566.961
79, 737

National Park Service - - 42
Office of Territories.-.

Subtotal 18 683,348 42

General Services Administration:
26
4
(8)

14, 747,801
1, 211,775
(1, 091, 134)

727
Public Buildings Service 79

(55)

Subtotal 30
1

15,959,576
178,000

806
3Atomic Energy Commission -

Subtotal 71 17,825,423 1,064

Total, trucking and warehousing _ 4,753 308, 043,018 5,511

43
4311
Highway transportation, not elsewhere classified:
Buslines, except local: Department of Justice:
Bureau of Prisons _ 6

7
120,000
349,510

16
22Immigration and Naturalization Service

Subtotal 13

2

469,510

21,500

38

2
4321

4331

School buses: Veterans'Administration: Depart
ment of Medicine and Surgery

Taxicabs:
Department of State 1 20,762

13,522

9

11
General Services Administration: Federal
Supply Service 1

Subtotal . 2 34,284 20

Total, highway transportation, not else
where classified 17 525,294 60

^=

44
4412
Water transportation:
Overseas foreign transportation: Department of
Commerce: Maritime Administration ... ('> C) O

4421 Transportation to noncontiguous territories:
Department of the Interior:
Bureau of Indian Affairs 1

23
1, 500,000
4,000,000

44
164Fish and Wildlife Service

Subtotal 24 5,500,000

350,000

208

2
4431

4441

Great Lakes transportation : Department of the
Interior: National Park Service 1

Transportation on rivers and canals:
Department of Commerce: Civil Aero
nautics Administration 1

14
Department of the Interior: Office of
Territories- 2, 216,025

Subtotal 15 2, 216,025

4452

4453

Ferries:
Department of the Interior: Bureau of
Indian Affairs . 1

2
43, 974
533,603

8
14Department of Justice: Bureau of Prisons

National Advisory Committee for Aero
nautics 1 232,000 5

Subtotal 4 809,577

594,822

27

36

Lighterage: Department of Health, Education,
and Welfare: Public Health Service, Bu
reau of Medical Services 5

Total, water transportation 49 9, 470, 424 273 ^^
i Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged 6j/ industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM-
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

45
4513
Transportation by air:
Uncertified carriers:
Department of Defense: Civil functions,

1

4

$233,000

505,000

3

14
National Advisory Committee for Aero
nautics . . ...
Subtotal 5

3

738,000

613,000

17

4

4521 Air carriage, except common carriers:
Department of Commerce: Civil Aero-

Department of the Interior:
Bureau of Reclamation.
Fish and Wildlife Service

4 78, 592
760,000

5
5022

Subtotal . 26

2

838,592

1,165,000

55

21
Department of Justice: Immigration and

Subtotal 31 2, 616,592 80

4582 Airports and flying fields: Department of
Commerce: Civil Aeronautics Administra
tion 118 40

47
4789

Services incidental to transportation:
Services incidental to transportation, not else
where classified: Department of Agriculture:
Office of Plant and Operations

154

1

3, 354,592

15,018

137

6

350

^
48 Telecommunications:

Telephone communications (wire or radio) :
Department of Agriculture: Forest Service-
Department of Defense: Civil Functions:

4811

Department of Health, Education, and
Welfare:
Public Health Service —Bureau of
Medical Services .

149

3

13, 757,000

81,000

1 38, 795
204,826

4
St Elizabeths Hospital 1

Subtotal 2 243,621 4

Department of the Interior:
Bureau of Indian Affairs
Bureau of Reclamation

41 2, 529,765
685,700
100,000
2, 863,483

51
17

Fish and Wildlife Service
9
22
20

2
39National Park Service

Subtotal 92

3

4

6, 178,948

319,000

82, 179

109

11

11

National Advisory Committee for Aero-

Veterans' Administration: Department of

Subtotal 253 20, 661,748 485

4821

4899

Telegraph communication (wire and radio) :
Department of Agriculture: Agricultural

1

8

25

103
Department of Commerce: Civil Aero-

Subtotal 9 128

Communication services, not elsewhere classi
fied:
Department of Commerce: Civil Aero-

452 100

714 20, 661,748 713

•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

49
4900
Utilities and sanitary services:
Operations and maintenance of utilities:
Department of Commerce: Civil Aero-

4 $54,665 49
4911 Electric light and power:

Department of Agriculture: Agricultural
Research Service . 1

2

59,382

2,168,000
Department of Defense: Civil Functions-
Corps of Engineers ._ _ -. -- 13
Department of Health, Education, and
Welfare: Public Health Service— Bureau

1 S

Department of the Interior:
176
1
90
1

8,665,777
27,000
(')
2, 615. 173

300

Office of Territories -
1

Subtotal 268
4

11,307.950
635,000

301
(')Department of Justice, Bureau of Prisons. .

National Advisory Committee for Aero-
1

1

1

279

2

1,063,000

389,000

71,500

8

110
Tennessee Vallev Authority (maintenance

Veterans' Administration: Department of
15

Subtotal 15,693,832

52,000

452
4924

4925

Natural gas distribution: Department of the In-

Manufactured gas production and distribution:
Department of the Interior: Bureau of Indian
Affairs 3 89,505

4941

4952

Water supply:
Department of Agriculture: Agricultural

1 157,200 1
Department of Health, Education, and
Welfa.-e: Public Health Service— Bureau

1 2
Department of Justice: Bureau of Prisons.
Veterans' Administration: Department of
MMicino and Rnrgpry. . . ....

10 1,108,222

1, 677,833

5

14 11

Subtotal 26 2, 943,255 19

Sewerage systems:
Department of Agriculture: Agricultural
Research Service _
Department of Health, Education, and
Welfare: Public Health Service— Bureau

1 200,000 2

2
15

14
Department of Justice: Bureau of Prisons..
General Services Administration: Public
Buildings Service

565,450

2,500,000

2, 175,024

2

Veterans' Administration: Department of
1 10

65

Subtotal 24 5, 440,474 34
4953 Refuse systems:

General Services Administration: Public
Buildings Service ... « C)

550,629

'
(')

48
Veterans' Administration: Department of
Mpdininn ftnri Surgery . . _. 28

Total, utilities and sanitary services 366

4

24, 824,360 602

50 Wholesale trade, merchant wholesalers:
Stores activity— receiving, storing, and issue:
General Services Administration: Federal
Supply Service __ - ——

5000

680,329 87

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufactwring activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continned

8ICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

10
5022
(5042)

Wholesale trade, merchant wholesalers— Continued
Drags, general line:
(Groceries, general line)
Veterans' Administration: Department of

3 $8, 550,064 410

Total, wholesale trade—merchant
wholesalers 7

6

1

1

9,230,393

2,000,000

500,000

132,763

407

6

4

51
5121

Wholesale trade, other than merchant wholesalers:
Petroleum bulk stations: Department of the
Interior: Office of Territories

53
5393
Retail trade, general merchandise:
General stores: Department of the Interior:
Fish and Wildlife Service

H Retail trade, food:
Milk dealers: Department of Justice: Federal
Prison Industries, Tnc

5452

55

5541

Automobile dealers and gasoline service stations:
2 28

Gasoline service stations:
Department of Commerce: Bureau of Pub
lic Roads (') (') (')
Department of the Interior:
Bureau of Indian Affairs . 37

6
(')

94,856
118,113
(')
75,000

17
12

(')
Office of Territories

Total, automobile dealers and gasoline
44 287,969 30

68
5812
Retail trade, eating and drinking places:
Eating places:
Department of Commerce: Civil Aeronau
tics A ^ministration 2 147,000 22

•'

Department of Health, Education, and
Welfare: Public Health Service, National
Institutes of Health . .
Department of the Interior: Bureau of In
dian Affairs

1

220

53,350

2, 757,475

34

Department of Justice:

674

Immigration and Naturalization Service.

Subtotal

26
3

4, 790,874
129,218

123
14

Total retail trade, eating and drink
ing places

29 4, 920,092 137

61 Credit agencies other than banks:
Bond and mortgage companies:
Housing and Home Finance Agency:
Federal National Mortgage Association,
Federal Housing Administration

252 7, 877,917 867

6152

6
1
1 I 5

34
Public Housing Administration 7

Total, credit agencies other than
hanks

63
6399
Insurance carriers:
Insurance carriers, not elsewhere classified:
Treasury Department: Fiscal Service, Bureau
of Accounts

8

1

(')

225,739

61,000

46

1

65
6512

Real estate:
Operators of nonresldentlal buildings: National

5 1

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

65
6531
Real estate— Continued
Agents, brokers, and managers:
Department of Defense: Civil functions,

27 $196,000 235

Department of the Interior:
8
6
11
1

15,300
10,020,000

25
Fish and Wildlife Service 80

Bonneville Power Administration 750
4
5

Subtotal 26

114

10,036,050 114

(')
General Services Administration: Public

(')

Housing and Home Finance Agency:
Federal Housing Administration - 122

7
(')
(')

774
31

Subtotal 129 C) 805

Total, agents, brokers, and managers .. 296 10,232,050 1,154

IV.11 Title abstract (companies) :
Department of Agriculture: General Coun
sel 17

1
4,380 12

16TVflnpsspfl Vftlloy Authority

Subtotal 18 4,380 28

Total, real estate 319 10,297,430 1,183

70

7021

Hotels, roominghouses, camps, and other lodging
places:
Rooming and boardinghouses:
Department of Health, Education, and
Welfare: St. Elizabeths Hospital 1

11

348,497

334, 118

17
Department of the Interior: Bureau of
Reclamation . _ . 5

Subtotal 12 682,615 22

73 Personal services:
Power laundries:
Department of Defense: Civil Functions,
Soldiers Home

7211

Department of Health, Education, and
Welfare:
Public Health Service:
Bureau of Medical Services

1 234,000 38

National Institutes of Health
15
1
1

566,080
210,420

297
39
55St. Elizabeths Hsopltal 865,072

Subtotal .... . 17 1, 641,572

2, 740,728

391

180
Department of the Interior: Bureau of
Indian Affairs 38

Department of Justice:
26
4

1, 666,316
461,156

34
12Fedei*al Prison TfidnStrlps, Tno . 130

Subtotal 30

142

2, 127,472

24,370,422

46

3,323

130
Veterans' Administration: Department of

Subtotal 228 31, 114,194 3,978 130

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged By industrial group and organisation
unit—Reported, under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM'
Code

Number
of instal
lations

Number of
employees

TO
7221

Personal services— Continued
Cleaning and dyeing plants, except rug cleaning:
Department of Defense: Civil functions,

Industry Capital assets

Civilian Other

Department of Health, Education, and
Welfare: Public Health Service, Bureau

1 $121,000 3

Department of the Interior: Bureau of In-
1

3

8,630

36,678

4

8

7231

7232

Photographic studies, except commercial pho
tography:
Department of Health, Education, and
Welfare: Public Health Service, Bureau

Subtotal 1 166,308 16

1
1

35,000
40,763

9
4

Subtotal - 2

2

75,763

317,337

13

203

Commercial photography:
Department of Agriculture: Commodity
Stabilization Service

Department of Commerce:

Coast and Geodetic Survey -

1
2
2
1
1
1

27,306
35,280
141,678
17,000
41, 535
79, 319

3
6
8
3
10
10

Patent Office
Bureau of Public Roads

Department of Defense: Civil functions,

Subtotal 8 342, 118 40

Department of Health, Education, and
Welfare:
Public Health Service:

22 281,000 49

National Institutes of Health
1
1

6,491
73,660
16,254

22
16
2St. Elizabeths Hospital 1

Department of the Interior:

Subtotal 3 96,405 40

1
5

20,000
89,023

2
11 - -- -

Department of Justice: Federal Bureau of
Investigation

Subtotal 6 109,023

114,409

70,000

1, 283, 901

13

United States information Agency: Press
Service

11 40

17

128
Veterans' Administration: Department of
Medicine and Surgery

1

58

7241

7251

Barbershops: Department of Justice: Bureau of
Prisons _

Subtotal 111 2, 614,193

211, 186

530

6
Shoe-repair shops, shoeshlne parlors, and hat-
cleaning shops:
Department of Health, Education, and
Welfare- St. Elizabeths Hospital (0

(26)

26

(')
(46,004) 8

7262
Department of Justice: Bureau of Prisons. .

Funeral service: Veterans' Administration:
Department of Medicine and Surgery. - 1 5,573 5

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital asset!

Civilian Other

72 Personal services —Continued
Pressing, alteration, and garment repair: De
partment of Justice: Bureau of Prisons

7271
26 $135,220 20

73
7312
Miscellaneous business services:
Outdoor advertising services:
Department of Labor : 0 fflce of the Secretary .
General Services Administration: Public
Buildings Service .

399 34, 322,437 4,567 130

1

1

884 6

88.209

Subtotal 2 9,093 14

7321

7331

Consumer credit reporting agencies, mercantile
reporting agencies, and adjustment and col
lection agencies:
Department of Agriculture: Office of the
Solicitor
Housing and Home Finance Agency: Fed
eral Housing Administration

19

57

26,350

(')

69

144

Subtotal . — 76 26,350 213

Duplicating, addressing, mailing, mailing list,
and stenographic services:
Department of Agriculture:

1
3
2
1

13,225
75,700
11,536
147,618

6
11
7
101

Forest Service

Office of Plant and Operations

7 248,079 125

Department of Commerce:
Office of the Secretary, Office of Publi
cations. 1

1
17
2
1

48.909
29,737
26.292
51,596
18,300

14
15
18
10
8

Civil Aeronautics Administration .

Subtotal 22 174,834

831,000

65

213
Department of Defense: Civil functions,
Corps of Engineers 41

Department of Health, Education, and
Welfare:
Office of the Secretary, Office of Admin-

1 145,294 62
Public Health Service:
Bureau of State Services 1

1
51,209
15,000

8
9National Institutes of Health

Social Security Administration, Bureau
of Old-Age and Survivors Insurance.. 1 40,634 28

Subtotal 4 252,137 107

Department of the Interior:
Office of the Secretary 1 122,622

41,490
45,249
(')
104,568

63
22
17

i

Bureau of Reclamation
1
5
(5)

W26Bonneville Power Administration

Subtotal 8 318,929 128

Department of Justice:
Office of Alien Property 1

1
6

11,939
15,565
196,225

5
17
62Federal Bureau of Investigation . ..

Subtotal 8 223,729 84

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

BW¥* Number
of instal
lations

Number of
employees

Code Industry Capital assets

Civilian Other

73
7331
Miscellaneous business services— Continued
Duplicating, addressing, mailing, mailing
list, and stenographic services—Con.
Department of Labor: Office of the Secre
tary — 1 $56,604 71

•'

Post Office Department:
Deputy Postmaster General

•

Bureau of Post Office Operations
1
61

72,600
594,300

27
181

Department of State
Subtotal 62 666,900

343,772
208
53

' . Treasury Department:
Office of the Secretary, Office of Admin
istrative Services

1

Bureau of Customs
1
2
11

29,549
27,409
313,500

17
7
138Internal Revenue Service

Fiscal Service, Bureau of the Public
Debt
United States Savings Bonds Division.
U. 8. Coast Guard

2
1
2
1

24,422
16,021
119,947
26,000

8
4
15
12Federal Facilities Corporation.

8

General Services Administration:
Office of the Administrator, Office of

Subtotal 20 556,848 201 8

Staff offices
1 45,288

59,277
43

7 37

Bureau of the Budget
Subtotal 8

1
1
11
1
1
1
1
1
1
1
3

104,565
6,786
137,051
169,107
32,377
47,220
42,254
20,200
50,191
64,582
14,375
151,073

80
5
14
92
25
20
47
13
17
13
4
48

General Accounting Office
Civil Service Commission
Federal Communications Commission
Federal Power Commission
Interstate Commerce Commission
National Labor Relations Board
Railroad Retirement Board
Securities and Exchange Commission
Small Business Administration
Tennessee Valley Authority
United States Information Agency, Press
Service.. 1 20,000 24

Veterans' Administration:
Assistant Administrator for Adminis
tration . -
Department of Medicine and Surgery. .

Subtotal

2 322,497
39, 810

147
664

Total, duplicating, addressing, mail
ing, mailing list and stenographic
services..

6 362,307 213

7332 Blueprinting and photostating services:
Department of Agriculture:
Library -

212 4, 889,920 1,870

Office of Plant and Operations.
1
(1)

19,319
(')

8
(')

Department of Commerce:
Office of the Secretary, Office of Publi-

Bureau of the Census .., _ (2
>

(8)

(22,000)
29,342
(19, 020)

(4)

6

Civil Aeronautics Administration (9)

Department of Defense: Civil Functions-
Corps of Engineers

Subtotal 2

(41)

29,342

(344,000)

6

Department of Health, Education, and
Welfare: Social Security Administration,
Bureau of Old-Age and Survivors Insur
ance

(79)

f 3

I (1)
73, 773
(13, 175)

50
(6)

>•Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of five
Department of Defense), arranged 6j/ industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

73
7332

Miscellaneous business services— Continued
Blueprinting and photostating services —Con.
Department of the Interior:
Office of the Secretary (1) «

$8, 105
44,275
164,890

03
11
29

3
12

Bmin.pvilla Pnwpr Administration
(3)
(1) (') |

Subtotal 16 217,270

(i)(7,700)

43
Department of Justice:

(1)
(6) o

(4)

Post Office Department: Deputy Post-

8
C25,800)
(74,848) i

Treasury Department:
Office of tbe Secretary, Office of Admin-

8
^(6,858) >Bureau of Customs

o
Fiscal Service, Bureau of the Public
Debt i

(D
7,889
(6,000)Federal Facilities Corporation _ «

Subtotal i 7,889 1

General Services Administration:
Office Of the Administrator, Office Of

i
u)

45,012
(11,301)
(3,530)
10,800 1

Staff offices (3)

10

National Archives and Records Service.

Subtotal 2
(1)

55,812
(80, 125)
(30, 758)
(5,871)

11

Civil Service Commission __ (11)
(1)

(6)
(7)
(3)

National Advisory Committee lor Aero-
5
(1)

216,000
(5, 715)
(6, 702)
128,000

35
Railroad Retirement Board (1)

(1)
32

* fipmrit.ies and Rvphangp Commission

<
2
>

Tennessee Valley Authority

Veterans' Administration:
Assistant Administrator for Admin-

(1) (18,745) (7)
Assistant Administrator for Construc-

1
1

60,780
33,838

11

9Tippftrt.mpnt nf Tnsnranro

Subtotal 2 94,618 20

Total, blueprinting and photostating
34 842,023 206

7341

7342

Window cleaning:
General Services Administration: Public
Buildings Service 28

(')

15

(')

Disinfecting and exterminating services:
General Services Administration: Public
Buildings Service (')

11,955

^>
7349 Miscellaneous services to dwellings and other

buildings:
Department of Agriculture:
Agricultural Research Service 4

1

64
10Forest Service

Subtotal 5 11,955 74

1 Information not available.
•Standard Industrial Classification Manual.
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FEDERAL EXPENDITURE POLICY 291

TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

8ICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

73
7349

Miscellaneous business services—Continued
Miscellaneous services to dwellings and
other buildings—Continued
Department of Commerce:
Civil Aeronautics Administration 2

2
2

$7,719
(')
17,971

43

-

6
National Bureau of Standards . _ 48

Subtotal 6 25,690

44,000

63,809

97
Department of Defense: Civil functions,
Corps of Engineers. _ 5

15

45

500
Department of Health, Education, and
Welfare: Bureau of Medical Services

Department of the Interior:
Bonneville Power Administration. (')

2
6

(')
1,932
20,900

W26Bureau of Mines
Bureau of RwilwatioTT 78

Subtotal 8 22,832 104

Post Office Department , 8,000 1,500,000 20,700

Treasury Department:
Office of the Secretary, Office of Ad
ministrative Services .... 1

1
8,371
24,746

74
446Bureau of Engraving and Printing

Subtotal 2

308

1

33,117

8, 658,810

8,000

10,368,213

520

6,325

35

General Services Administration: Public
Buildings Service
Smithsonian Institution: National Gallery
of Art ..

Subtotal 8,350

1

28,400

13

=
7351

7371

News syndicates: United States Information
Agency: Press Service -

Accounting, auditing and bookkeeping services:
Department of Agriculture:
Commodity Stabilization Service 4 10

22

==^^

Agricultural Marketing Service 5 13,345

Subtotal 9

6

13,345 32

15
Department of Commerce: Civil Aeronau
tics Administration.--

Department of Health, Education, and
Welfare:
Office of the Secretary, Office of Ad-

54

1

108

12
Publie Health Service, National Insti
tutes of Health 4,790

Subtotal - 55 4,790 120

Housing and Home Finance Agency:
Office of the Administrator 7

6
11
1
22

(')
C)
(')
(')
(')

27
10

(')
10
88

Federal National Mortgage Association
Home Loan Bank Board - - __
Federal Housing Administration
Public Housing Administration - -

Subtotal 47 (') 135

Total, accounting, auditing, and
bookkeeping services 117 18, 135 302

7399 Business services not elsewhere classified:
Department of Agriculture:
Agricultural Research Service - - 3

1
1
1

17,682 17
7
2
21

=
Soil Conservation Service
Agricultural Marketing Service 9,534

29,302Office of Information

Subtotal 6 56,518 47

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged bv industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED. CIVILIAN AGENCIES— Continued

SICM*
Code

Number
of instal
lations
lations

Number of
employees

Industry Capital assets

Civilian Other

73 Miscellaneous business services— Continued
Business services not elsewhere classified —Con.
Department of Commerce:
Office of the Secretary, Office of Publl-

7399

Clvil Aeronautics Administration
2
1
1
1
7
2

$13,000
35,000
1,072
4.683
839,690
(')

25
9
14
7
96

(')

Coast and Geodetic Survey - , -

National Bureau of Standards

Subtotal 14

2

894,075

20,776

151

22

Department of Health, Education, and
Welfare: Public Health Service, National
Institutes of Health

Department of the Interior:
6
36
1

669,287
409,400
180,962

160
94
32

Bureau of Reclamation
Bonneville Power Administration

Subtotal 43 1, 259,649 286

Department of Justice: Immigration and
7

(1)

5

49,650 14

(4)

55

Post Office Department: Deputy Post-

Treasury Department: Fiscal Service, Bu
reau of the Public Debt 44,230

General Services Administration:
19 335,845

1,527
104,157
7,300

169
9
10
73
15

Public Buildings Service

0)
1
6
2

--
National Archives and Records Service- 84,000

Federal Communications Commission... .

28
2
1
1

532,829
2,330,000

276
136
7
269

Veterans' Administration:

13,450

Assistant Administrator for Construc
tion 1

2
13,700
176,057

12
28Department of Medicine and Surgery. .

Subtotal 3 189,757 40

Total, business services not elsewhere
classified

'

112 5, 390,934 1,303

Total, miscellaneous business services. 8.932 21,544, 668 32,336

75 Automobile repair services and garages:
Storage garages:
Department of Commerce: Bureau of Pub
lic Roads

7522

(1) (13, 560)
(') 8

Department of Defense: Civil functions,
(')

Department of the Interior: Bureau of Rec-
15

14

305.000

284,426

307.000

15,100

20

General Services Administration: Federal
1

1

1
Veterans' Administration: Department of

Subtotal 31 911,526 21

» Information not available.
•Standard Industrial Classification Manual.
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FEDERAL EXPENDITUBE POLICY 293

TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

75
7538

Automobile repair, etc.—Continued
General automobile repair shops:
Department of Agriculture:
Agricultural Research Service 1

24
5

$37,448
1, 165,425
174,343

9
186
46Soil Conservation Service . _ .

Subtotal 30 1,377,216 241

Department of Commerce:
Civil Aeronautics Administration __ 5

8
2

184,425
943,830
87, 075

40
111
15

^=

National Bureau of Standards

Subtotal 15

16

1,215,330

561,000

166

124
Department of Defense: Civil Functions-
Corps of Engineers..

Department of Health, Education, and
Welfare:
Public Health Service, National Insti
tutes of Health . 1

1
13,500
21, 371

7
7St. Elizabeths Hospital

Subtotal . 2 34,871 14

Department of the Interior:
75
3
12
7
13

1, 109,273
55,714
637,329
0)
1,675,000

161
20
39
O
112

Bureau of Mines .

Bonneville Power Administration
Office of Territories

Subtotal . . 110 3, 477,316 332

Department of Justice:

Immigration and Naturalization Serv
ice

26

16

1, 162,782

211,964

34

44

Subtotal . 42 1, 374,746 78

7538

7641

General automobile repair shops (cont'd.):
Post Office Department: Bureau of Facili
ties 166

2

1, 551,000 2,736

23

78

15

Department of State: International Bound-
44,900

190,996

153,000

General Services Administration: Federal
1

5
National Advisory Committee for Aero-

Veterans' Administration: Department of

TfinnpRspp Vftllpy A iifhority
48
6

1, 255,308
1,039,309

130
134 ......

Total, general automobile repair shops 443 12,274,992 4,071

Automobile services except repair:
Department of Defense: Civil functions,
Corps of Engineers . .._... 7 69,000

(')

128,861

258,977

11
Department of the Interior: Bureau of Re-

(1)

2

15

(')

15

36

General Services Administration: Federal
Supply Service
Veterans' Administration: Department of
MflHfpine ^nH Sijrgery

Subtotal 24 456,838 62

Total, automobile repair services and
garages 498 13,643,356 4,154

i Information not available.
•Standard Industrial Classification Manual.
98715—58 20
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES— Continued

BICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

76
7611

Miscellaneous repair services:
Blacksmith shops: Department of the Interior:

(D (') (')

7621

7641

Electrical repair shops:
Department of Commerce:

=

Weather Bureau
7
1

$228,667
32,631

58
12

Subtotal 8 261,298 70

Department of Justice:
Federal Bureau of Investigation.. . _ 6

26
300 •5

398,476 36

Subtotal 32 398,776
187,160

41
Treasury Department: U. S. Coast Guard.

Subtotal

1 7 5

Upholstery and furniture repair:
Department of Health, Education, and
Welfare: Bureau of Medical Services
Department of Justice: Federal Prison In
dustries, Inc

41 847,234 118 6

1

3

34, 450

29,026

39

General Services Administration:
Federal Supply Service ..

4 61

2 51,715
15,600

90
31

Subtotal 3

1

67,315

4,144

93
Veterans' Administration: Assistant Ad
ministrator for Administration 7

Subtotal . 8 134,935 143 61

7695

7699

Locksmith and gunsmith shops:
Post Office Department: Bureau of Facili
ties 1

1

11,301 8
Treasury Department: United States Coast
Guard _ _ _ _ . 11,982 6

Subtotal 2 23,283 8 6

Repair shops, not elsewhere classified:
Department of Agriculture:
Agricultural Research Service 3

2
2

134,882
15,500
36, 743

25
12
5

Forest Service
Soil Conservation Service

Subtotal 7 187,125 42

Department of Commerce:
Office of Administrative Operations 1

14
4
3

9

Coast and Geodetic Survey

586,309
16,814
44,614

190
16
6

Subtotal 22

29

647,737

7,311,000

221

992
Department of Defense: Civil Functions-
Corps of Engineers

Department of Health, Education, and
Welfare:
Public Health Service, National Insti
tutes of Health 1 322,250

97, 147
103

St Elizabeths Hospital 3 35

Subtotal 4 419,397 138

1 Information not available.
'Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED. CIVILIAN AGENCIES—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

76
7699
Miscellaneous repair services— Continued
Repair shops, not elsewhere classified —Con.
Department of the Interior:

(')
18
2

C) C)

Fish and Wildlife Service
$546,910
315,000

104
12

Subtotal 20

2

861,910

5,076

116

6
Department of Justice: Federal Bureau of

Post Office Department:
6
22

50,000
6,600

240
22

=
Bureau of Facilities

Subtotal 28 56,600 262

Treasury Department:
Fiscal Service— Bureau of the Public
Debt
tJ. 8. Coast Guard

1
34

10,000
6,846,000

6
973 "872

Subtotal 35 6,856,000 979 872

General Services Administration:
3
3

24,238 68
12Public Buildings Service 6,715

Subtotal. 6

4

30,953

459,000

80

192
National Advisory Committee for Aero
nautics

Veterans' Administration:
Assistant Administrator for Adminis
tration 1

7
2,157
323,527

8

~
Department of Medicine and Surgery. .

Subtotal

90

Total, repair shops, not elsewhere
classified

8 325,684 98

3,126165 17,160,482 872

Total, miscellaneous repair services... 216 18, 165,934 3,395 944

77

7712

Radio broadcasting (including facsimile broad
casting) and television:
Radio broadcasting (including facsimile broad
casting):
Department of Commerce: National Bu
reau of Standards 2

12

529,500

15,998,399

7

136
United States Information Agency: Broad
casting Service

Total, radio broadcasting (including
facsimile broadcasting) and television 14 16,527,899 143

78
7811
Motion pictures:
Motion picture production:
Department of Agriculture:
Forest Service
Office of Information

1
1

5,000
353,712

1
25

Subtotal 2

1

358,712

24,327

26

5
Department of Commerce: Bureau of Pub
lic Roads ...
Department of Health. Education, and
Welfare: Public Health Service— Bureau
of State Services 1 120,000 25

Subtotal 4 503,039 56

1 Information not available.
'Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM
Code

Number
of instal
lotions

Number of
employees

78
7821
Motion pictures— Continued
Motion picture service industries:
Department of Agriculture: Office of In-

Industry Capital assets

Civilian Other

General Services Administration: National
Archives and Records Service

(1

l
(') (23

National Advisory Committee for Aero-
4 $138,000

1

10

Subtotal 5 138,000 11

79

7942

Amusement and recreation services, except motion
pictures:
Qolf courses: Department of Health, Educa
tion, and Welfare: Public Health Service-
Bureau of Medical Services

Total, motion pictures -- 9

1

641,039 67

2

80
8061
Medical and other health services:
Hospitals: Department of Justice: Bureau of
Prisons 26

5,313

3,622,700 187

8072 Dental laboratories:
Department of Health, Education, and
Welfare: Public Health Service— Bureau
of Medical Services .. _.
Department of Justice: Federal Prison In-

1

1

24

4,098

17,635

362,629

6

4

191
Veterans' Administration: Department of
Medicine and Surgery . _

15

Subtotal 26

52~

384,362

4, 007,062

201 15

81
8111

Total, medical and other health services.
Legal services:
Legal services: Department of Agriculture:
Office of the Solicitor 1 2,250

388

6

15

82 Educational services:
Elementary and secondary schools, except
denominational and sectarian schools: De
partment of Justice: Bureau of Prisons

8211

8242 Vocational schools: Department of Justice:
Federal Prison Industries, Inc

26

22

1,970,232

261,497

102

70

89 Miscellaneous services:
Engineering and architectural services:
Department of Agriculture:
Agricultural Research Service

48 2, 231,729 172

8911

Forest Service
1
65

2,741
250,000

4
350

Department of Commerce:

Subtotal 66 252,741 354

Coast and Geodetic Survey ..
1
8
11

96,366
202,624
946,917
(')

39
19

National Bureau of Standards
11

47
(')

-----

Department of Defense: Civil functions,
Subtotal 31

44

1, 245,907

8, 381,000

115

4,611 ^
Department of the Interior:
Bureau of Land Management

Fish and Wildlife Service „
77
2
2

C)

11
2, 294, 141
10,000

18
1,567
6
40
4
7

National Park Service
Bonneville Power Administration

Subtotal

5,000
2,625

93 2, 311,766 1,648 ..---
» Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

A. GOVERNMENT OPERATED, CIVILIAN AGENCIES—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

89
8911
Miscellaneous Servian—Continued
Engineering and architectural service* —Con.
Treasury Department: Bureau of Engrav
ing and Printing ...,,, - .,,,-... ..
General Services Administration: Public
Buildings Service

1

421

$578,366

32,325

17

52

. .. -"_

National Advisory Committee for Aero-
» 395,000

16,680
189
447

United States Information Agency: Broad-
2

Veterans' Administration: Assistant Ad-
1 14

2152 12,200

Subtotal 664

1

13, 225,985

268,327

7,662

181
8921

8999

Nonprofit educational and scientific research

Services not elsewhere classified:
Department of Agriculture: Office of In-

1 26,034 42
Department of Justice: Federal Bureau of

1
1

23,853 25
13Department of State . .. 35,852

Subtotal 8 85,739 80

Total, miscellaneous services 668 13,580,051 7,923
'

Grand total, Government-operated civil-
18,964 760,655, 575 92,320 4,524

B. GOVERNMENT-OWNED, CONTRACTOR-OPERATED, CIVILIAN AGENCIES

14

1498

16

1621

Mining and quarrying of nonmetalllc minerals, ex
cept fuels:
Mica: General Services Administration:

3 $28,910 21
Construction other than building construction, gen
eral contractors:
Heavy construction, except highway and street
construction: Department of Defense: Civil

1

9

16

13

1,020,000

594,709,000

1,064,000

2, 746,023,000

18

17,378

291

19 Ordnance and accessories:
Guns, howitzers, mortars, and related equip
ment: Atomic Energy Commission

1911

27
2751
Printing, publishing, and allied industries:
Commercial printing: Atomic Energy Com-

28
2819
Chemicals and allied products:
Industrial inorganic chemicals, not elsewhere

26,882

32
3271

Stone, clay, and glass products:
Concrete products: Department of Defense:
Civil functions, Corps of Engineers

3294 Natural graphite, ground, refined, or blended:
General Services Administration: Public
Buildings Service

7

1

1, 177,000

860,000

327

25

33 Primary metal industries:
Primary smelting and refining of nonferrous
metals and alloys: Treasury Department:

8

1

2, 037,000

13.184,000

352

600

3339

42
4251
Trucking and warehousing:
Special warehousing and storage, not elsewhere
classified: General Services Administration:
Emergency Procurement Service 3 489.844 1

•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued
B. GOVERNMENT-OWNED, CONTRACTOR-OPERATED, CIVILIAN AGENCIES—Con.

SICM-
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

42 Trucking and warehousing —Continued
General warehousing and storage: Atomic

Civilian Other

4291
66 $13,591,000 1,213

Total, trucking and warehousing 69 14,080,844 1,216
45 Transportation by air:

Air carriers, except common carriers: Depart
ment of Defense: Civil functions, Corps of

4521

3

3

188,000

5, 350,000

5

93

48
4811

Telecommunications:
Telephone communication (wire or radio):

49
4911
Utilities and sanitary services:
Electric light and power: Atomic Energy Com
mission - - -- 18 94,033,000 513

4922 Natural-gas transmission: Atomic Energy
nnmmiSsinn 1

7
5, 752,000
27, 448,000

7
1044941

4952
Water supply: Atomic Energy Commission
Sewerage systems: Atomic Energy Commis
sion _ - , - . 6

6

• 12,823,000

8,261,000

39

107
4961 Steam heating system: Atomic Energy Com

mission.. ... . ..... . . .

Total, utilities and sanitary services 38 148,317,000 770

58
5812
Retail trade, eating and drinking places:
Eating places:

5
1

1,044,000
148,904

71
Tennessee VaUpy Authority , .

6 1, 192,904 71
65 Real estate:

Operators of dwellings other than apartment6514
2

13

165,000

2,061,000
72
7211

Personal services:
Power laundries: Atomic Energy Commission. 243

73 Miscellaneous business services:
Miscellaneous services to dwellings and other
buildings:
General Services Administration: Public

7349

1
46 11,152,000

19
2,640

Subtotal . . 47

18

11,152,000

448,254,000

2,659

14,977
7399 Business services, not elsewhere classified:

Total, miscellaneous business services 65 459,406,000 17,636

75
7533
Automobile repair services and garages:
Radiator repair shop: Atomic Energy Com-

1 148,000

10,934, 000

14

899
7538 General automobile repair shop: Atomic

Energy nnmrnisslnn. 22

Total, automobile repair services and
23

27

1

11,082,000

26. 286.000

2,351,000

913

2,918

260

76
7699

Miscellaneous repair services:
Repair shops, not elsewhere classified: Atomic
Energy Commission ..

80 Medical and other health services:
Medical laboratories: Atomic Energy Commis-8071

Grand total, Government-owned, contrac-
301 4. 028,545,658 69,667

Orar\d total, pivjljan agencies 19,265 4, 789,201. 233 161,987 4,524

•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

C. GOVERNMENT-OPERATED MANUFACTURING ACTIVITIES,
DEPARTMENT OF DEFENSE

SICM*
Code Industry

Number
of instal
lations

Capital assets

Civilian

Number of
employees •

Other

19
1911

Ordnance and accessories:
Guns, howitzers, mortars, and related equip
ment:
Department of the Navy. 3

{ (2)

$197,270, 168
74,767,099

9,724
4,730
C)

65
79Department of the Navy.. .

C) C)

Subtotal . .. 7 272,037,267 14,454 144

1921

1922

1929

Artillery ammunition:
Department of the Army . 2 23,238,025

52,216,984
1,060
3,063

2
25Department of the Navy. . . 2

Subtotal 4 75,455,009 4,123 27

Ammunition loading and assembling:
1 95, 767,305

44,439,289
5,995
4,177

15
9Department of the Navy . .. 6

Subtotal 11 140,206,594 10,172 24

Ammunition, not elsewhere classified:
3

f 3
57, 569,726
9, 302,459
C)

3,693
1,718
C)I (2)

5

Subtotal 6

1

66,872,185

8, 230,752

5,411 5
1931

1941

Tanks and tank components: Department of
1,444

Sighting and flre-control equipment:
1
2

8,250,009
21,017,575

408
3,043Department of the Navy 10

Subtotal 3
f 1

29,267,584
26,098,995
C)

3,451
5,031

10
1951

1961

1999

Small arms- "Depart.mpnf: of thp Army I C) (')
Small arms ammunition: Department of the
Army.. .... . . 1

1

25, 739,760

13,887,700

498

1,103
Ordnance and accessories, not elsewhere classi
fied: Department of the Navy

Total, ordnance and accessories 35 657,795,846 45,687 210

20 Food and kindred products:
Ice cream and ices:2024

1
f 3
I 1

45,978

113,700

8

Department of the Navy W3
Subtotal 5 159,678 11

2051

2097

Bread and other bakery products (except
biscuits, crackers, and pretzels):

Department of the Army . . f 31 C)
W!6

W8
%

"""~34

""""35

Department of the Navy
5

I 3

15
537,387
(')
176,000
C)
•423,747

Department of the Air Force

Subtotal- 58 1, 137,134 51 69

Manufactured Ice:
1 1 231,808

C)
14,400
58,200

6

WlDepartment of the Navy
I «

10
1Department of the Air Force . 2

Subtotal 17 304,408 7 2

1 Information not available.
*Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

C. GOVERNMENT-OPERATED MANUFACTURING ACTIVITIES,
DEPARTMENT OF DEFENSE—Continued

8IOM»
Code

Number
of Instal
lations

Number of
employees

Industry Capital assets

Civilian Other

20
2099

Food, etc.—Continued
Food preparation, not elsewhere classified:

2
2

C)
C)

V>
(') |

Subtotal— 4

Total, food and kindred products 84

1

$1, 601,220

0)

69

0)

71
22 Textile mill products:

Cordage and twine: Department of the Navy..2298

23

2329

Apparel and other finished products made from
fabrics and similar materials:
Men's, youths', and boys' work, sport, and other
clothing not elsewhere classified:

1
1 8

0)
C)

0)
Department of the Navy. -

Subtotal 2

2393

2394

Textile bags:
1
1

200,000
50,000

150
5

=^=

Department of the Navy. _.

Subtotal 2 250,000 155

Canvas products:
2 448,274

224,100
0)

296
45
C)

=
1
(6)

Subtotal 3 672,374 341

2399 Fabricated textile products, not elsewhere
classified:
Department of the Army Wl

(1)

(')
265,758
0)

(>)
50
0)

•«

Subtotal 1 265,758 50

0)

Total , apparel and other finished products
8 1, 188,132 546

=
24 Lumber and wood products (except furniture):

Wooden boxes (except cigarboxes) :2444

Department of the Air Force

41
15
18

4, 320, 555
1, 734,728
1, 420, 753

2,021
255
889

21

Subtotal 74
3

7, 476,036 3,165
C)

21
0)2491

2499
Wood preserving: Department of the Navy
Wood products, not elsewhere classified: De-

n

Total, lumber and wood products (except

1 362,835 18

26
2671

Paper and allied products:
Paperboard boxes, folded, set up, and corru
gated:

78 7,838,871 3,183 21

22
6

889,236
320, 341

66
28 ------

Total, paper and allied products 28 1, 209, 677 94

28
2811
2812
2826

Chemicals and allied products:

? 0)
(') 8

™1M

="
Alkalies and chlorine: Department of the Army.
Explosives:

1
(1)

4,390,457
(0

...

Department of the Navv... —
'Information not available.
'Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

C. GOVERNMENT-OPERATED MANUFACTURING ACTIVITIES,
DEPARTMENT OF DEFENSE—Continued

filCM*
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

Civilian Other

28
2851

Chemicals, etc.— Continued
Paints, varnishes, lacquers, japans, and cnam-

2 i C)
C)

2896 Compressed and liquefied gases:
Department of the Army

(1)

I 1

g
Department nft-he Alp Fnrftft

$35,729

252,200

5
0)
18

Subtotal 12

17

287.929 23

30
•3009

Rubber products:
Rubber Industries, not elsewhere classified:

4, 678,386 187 2

Department of the Navy ,
1
3

7,921
225,516

1
15

•31
3199

Leather and leather products:
Leather goods, not elsewhere classified: Depart
ment of the Army

4

1

233,437

150,000

16

185

33
3320

Primary metal Industries:
Iron and steel foundries:
Department of the Army.. . .

(%) % ft
0)
C)

3322

3341

Malleable-iron foundries: Department of the
1 3, 319,300 131

Secondary smelting and refining of nonforrous
metals and alloys:
Department of the Navy .. 4 (') (')

('
)

1Department of the Air Force . . a (0

Subtotal 9

3361

3391

Nonferrous foundries:

1
3

X (2)

269,880
2,795,489

C
)

7

81
0)

"••••

Department of the Navy

Subtotal 4 3,065,369 88

Iron and steel forgings:
Department of the Army

, W 2

I (1)

0)
4,341,400
C)

(1)79
C)

C
)

Subtotal 2 4,341,400 79

C)

T»tal, primary metal Industries 16 10,726,069

—
298
=

34 Fabricated metal products (except ordnance, ma
chinery, and transportation equipment) :

Boilershop products: Department of the Navy.
Sheet-metal work:
Department of the Army

:^=

3443
3444

(11)

( "l
(0 W C)

(0

583,495
C)

C)

3

C)

C
)

Department of the Navy \ m "(')"
3495

3463

Screw-machine products:
Department of the Army ._ w

w 8 g gDepartment of the Navy
Stamped and pressed metal products (except
automobile stamping?) :

Department of the Army

W
i 0) %DepartmentoftheNavy . 62,880

41,6673464
3465

Powder metallurgy : Department of the Navy 4

33
Enameling, japanning, and lacquering: Depart-
mentof the Army i 201.000

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

C. GOVERNMENT-OPERATED MANUFACTURING ACTIVITIES,
DEPARTMENT OF DEFENSE—Continued

SICM*
Code Industry

Number
of instal
lations

Capital assets

Number of
employees

34 Fabricated metal products, etc.— Continued
Galvanizing and other hot-dip coating: Depart
ment of the Navy

Civilian Other

3466
(•) (') (O

3468 Electroplating, plating, and polishing:

Departmentof the Army

fa0) 6»
$1, 124,599
C)
7, 354,407
C)

(')
296
C)

53

Department of the Navy._ _ _

7
1

8, 479,006
1, 552,549

349
1733471

3489
Lighting fixtures: Department of the Navy
Wirework, notelsewhere classified: Department
of the Army C)

1

(')

1, 534,300

(')

11
3492

3495

Steel springs:
Department of the Navy

Screw-machine products:

K 95,495
C)
3, 019,875

7
C)
115
C)I (2)

Subtotal 5 3, 115,370

2, 797,839

122
3499 Fabricated metal products, not elsewhere classi

fied:
2 275 1

1

Total, fabricated metal products (except
ordnance, machinery, and transportation

20 18,358,106 980

35
3543
Machinery (except electrical):
Machine-tool accessories, other metalworking-
machinery accessories, and machinists' pre
cision tools:

Department of the Army . _ _ t 1 826,336
C)
4, 580,073
(')

C)
170
C)

131

Department of the Navy «4
I (16) (')

1

Subtotal 5 5, 406,409

1,988,968

301 1

(')
3599 Machine shops jobbing and repair):

Department of the Army (33)
5

(')
149Department of the Navy

Total, machinery (except electrical) 10 7, 395,377 450 1

37
3729
Transportation equipment:
Aircraft parts and auxiliary equipment, not
elsewhere classified: Department of the Navy.
Ship building and repairing: Department of the
Navy .

1
f 14
I (1)

206,030
1, 511,903, 154
(')

55
113,707
(')

3731

3732 Boat building and repairing: Department of the

3, 188
C)

Navy (1) C) C) W

Total, transportation equipment 15

(4)

1, 512,109,184

C)

113,762

(')

3,188
38

3831

3842

Professional, scientific, and controlling instruments:
photographic and optical goods; watches and
clocks:
Optical instruments and lenses: Department
of the Navy (')

Surgical and orthopedic appliances and sup
plies; and personal safety devices, not else
where classified:
Department of the Navy - 2

8 s (')
C)

m

Subtotal . 10

(')

1 Information not available.
•Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

C. GOVERNMENT-OPERATED MANUFACTURING ACTIVITIES,
DEPARTMENT OF DEFENSE—Continued

SICM*
Code Industry

Number
of instal
lations

Capital assets

Number of
employees

38 Professional, scientific, etc.—Continued
Ophthalmic goods:

Civilian Other

3851
2
3

C)

('
) C)

C)

C
)

C)

Subtotal 5

3861

3871

Photographic equipment and supplies: Depart
ment 01 the Navy - 2 C)

C)

W

C)

(')
Watches, clocks, and parts (except watchcases):
Department of the Navy. 1 C)

Total, professional, scientific, and control
ling instruments, etc 18 C) C) (')

(')

39
3953

Miscellaneous manufacturing industries:
Band stamps, stencils, and brands: Depart
ment of the Navy . 1

f 2

(') C)
86
C)

3971

3985

Fabricated plastics products, not elsewhere $81,640
(')classified: Department of the Navy ... _ . I (2)

Fireworks and pyrotechnics:

1
1

154,991

2
,

707,981
27
206Department of the Navy

Subtotal 2 2
,

862,972 233

3998

3999

Models and patters (except paper patterns):

Department of the Army / 12 1
,

320, 547

«
1,604,768
C)

119 78
C)I C

)

J 3

\ (9)

C)
154
C) C)

Subtotal 15 2
,

925,315 273 78

Miscellaneous fabricated products, not else
where classified:
Department of the Army
Department of the Air Force

1
1

8,015
282,013

4

52

Subtotal 2 290, 028 56

Total, miscellaneous manufacturing in-
22 6

,

159,955 648 78

Grand total, Government-operated man
ufacturing activities, Department of

357 2
,

229,454, 160 166,105 3,572

D. GOVERNMENT-OWNED, CONTRACTOR-OPERATED MANUFACTURING
ACTIVITIES, DEPARTMENT OF DEFENSE

I9 Ordnance and accessories:
Guns, howitzers, mortars, and related equip
ment:
Department of the Army.

1911

1 $38. 977,862
Department of the Navy 3 75,087 758

Subtotal 4 114,065 620

1921 Artillery ammunition:
Department of the Army 5 95 278 916
Department of the Navy 12 217,056,069

. Subtotal 17 312,334, 985

1 Information not available.* Standard Industrial Classification Manual.
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued

D. GOVERNMENT-OWNED, CONTRACTOR-OPERATED MANUFACTURING
ACTIVITIES, DEPARTMENT OF DEFENSE—Continued

SICM-
Code

Number
of instal
lations

Number of
employees

Industry Capital assets

19
1922

Ordnance and accessories—Continued
Ammunition loading and assembling:

Civilian Other

Department of the Navy
8
1
$452,764,554
114,597,508

1929

1931

Ammunition, not elsewhere classified: Depart-
Subtotal

'
9

4

3

567,362,062

68,243,449

133,491,756
Tanks and tank components: Department of

1941 Sighting and fire-control equipment:
1
2
4

11, 504,409
12,617,688
31, 646,034

Department of the' Navy

Subtotal. 7 55.768,131

1961

1999

Small arms ammunition: Department of the

Ordnance and accessories, not elsewhere classi
fied: Department of the Army

,3 430,674, 173

5. 912,7921

Total, ordnance and accessories 48 1, 687,852,978

28
2826
Chemicals and allied products:
Explosives:

10
1
1

1, 114,984,569
9,488,413
15,594,904

33 Primary metal industries:
Rolling, drawing, and alloying of aluminum:
Department of the Air Force

Subtotal 12

2

1, 140,067,886

40, 354,680
3352

35 Machinery (except electrical):
Diesel and semidiesel engines; and other in
ternal-combustion engines, not elsewhere
classified: Department of the Army _,

3519

36
3692
Electrical machinery, equipment, and supplies:
Primary batteries (dry and wet) : Department
of the Army ._ ..

2

1

45, 928,056

2, 367,497

37
3721
Transportation equipment:
Aircraft:
Department of the Navy 8

13
306,209,374
301,927,733

3722

3723

3729

Aircraft engines and engine parts:

Subtotal -. 21 608,137.107

5 187,074, 849
315, 532,069Department of the Air Force . 7

Aircraft propellers and propeller parts:

Subtotal .. . 12 502,606.918

Department of the Air Force
1
1

7, 984,979
6, 859,744

Aircraft parts and auxiliary equipment, not
elsewhere classified:
Department of the Navy

Subtotal 2 14,844,723

Department of the Air Force ,
1
2

16,017,335
96,087, 604

3731

•Sta

Ship building and repairing: Department of
the Navy

Subtotal .. 3 112,104,939

8,434,3651

idnril Industrial Classification Manual.

Total, transportation equipment 39 1,246,128,052
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TABLE V.—Commercial activities (excluding nonmanufacturing activities of the
Department of Defense), arranged by industrial group and organization
unit—Reported under Budget Bulletin No. 55-4—Continued
D. GOVERNMENT-OWNED, CONTRACTOR-OPERATED MANUFACTURING

ACTIVITIES, DEPARTMENT OF DEFENSE—Continued

SICM*
Code

Number
of instal
lations

Number of
employees

Industr7 Capital assets

38

3811

Professional, scientific, and controlling instruments;
photographic and optical goods; watches and
clocks:
Laboratory, scientific, and engineering instru
ments (except surgical, medical, and dental):
Department of the Navy

Civilian Other

2 $28,909,097

Orand total, Government-owned, con
tractor operated manufacturing activities.

106 4, 191,698,246

E. GOVERNMENT PARTLY OWNED, CONTRACTOR-OPERATED, MANUFACTURING
ACTIVITIRS, DEPARTMENT OF DEFENSE

I9 Ordnance and accessories:
Artillery ammunition: Department of tbe
Army ._

1921
1 $1, 826,854

1931 Tanks and tank components: Department of
2 26 663 688

Total, ordnance and accessories 3 28,490,542

33
3312
Primary metal industries:
Steelworks and rolling mills: Department of

1 23, 655 205
3391 Iron and steel forglngs: Department of the Navy 3 21,034,536

T"tal, primary Tnofd Indnst-rfps 4 44, 689,741
36
3641
Electrical machinery, equipment, and supplies:
Electrical equipment for motor vehicles, air
craft, and railway locomotives and cars:

1 4, 137 387

37 Transportation equipment:
Aircraft: Department of the Air Force3721 6 130,198,128

3722 Aircraft engines and engine parts: Department
5 283, 108.640

3729 Aircraft parts and auxiliary equipment, not
elsewhere classified: Department of the Air

1 5,091,085
3731 Shipbuilding and repairing: Department of the

21 157,064, 190
3732 Boatbuilding and repairing: Department of the

2 857,217

Total, transportation equipment 35 576,319,260

Grand total, Government partly owned,
contractor-operated, manufacturing ac-

43 653,636,930

Grand total, Department of Defense - 506 7, 074,789,336 166,105 3,572

Grand total, civilian agencies and Depart-
19,771 11,863,990 569 328 092 8 096

•Standard Industrial Classification Manual.

EXECUTIVE OFFICE OF THE PBESIDENT,
BUREAU OF THE BUDGET,

Washington, D. C.

(OD-112—Information Office. For release Tuesday a. m., February 12, 1957)
An expansion of the review of the Government's commercial and industrial
activities that provide products or services for the Government's own use, which
could otherwise be procured from private enterprise, was announced today by
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dividual and group motivations, the state of management science, and
so forth. The conference was directed toward the management of a
number of these factors affecting productivity.

A seminar course in budget preparation has also been developed
and the. first meeting of the first group to receive this course was also
held last week. These classes meet one-hair day a week for 12 weeks.
Bureau staff and senior budget officers of tile diepartments and agencies
lead the sessions of these seminars. Assignments are made .to par-
ticipants to be performed between the weekly meetings of tie class.
After this 12-week seminar on budget formulation has beeni held a few
times, attention will be given to development of a comparable course
of budget execution. It is contemplated both courses would be
repeated a number of times each year.

CONTRACTING OUT WORK

Contracting for the performance of Governnient work is an area in
which the Bureau has a strong continuing interest.. I would like to
bring you up to date on the Bureau's activities in relation to the
problems and issues involved.

MANAGEMENT AND OPERATING CONTRACTS

As I indicated in previous appearances before your subcommittee,
the Bureau has developed guideines for Federal agencies on the use
of management and operating contracts. Those guides were issued
on February 25, 1959, in the form of Bureau of the Budget Circular
No. A-49. That circular incorporated the best and most. successful
practices of those agencies having the most experience with manage-
tient and operating contracts. it.established general criteria on tile
use of such contracts for all agencies and particularly those content-
plating use of the contract dovice for the first. time.

Mr. DAVIS. If that Oircular A-49 is not too lengthy, I would like
to have it inserted in the record.

Mr. STAATS. Very well.
(Tile document follows:)

EXECUTIVE OFFICE OF THE PRESIDENT,
BUnEAU OF THIE BUDGET,

Washington, D.C., February 25, 1959.

CIRCULAR No. A-49

Subject: Use of management and operating contracts.
To the Heads of Btrecutive Departments and EJstablish merits:

1. Purpose.-This circular establishes general criteria to assist Federal agencies
in developing policies concerning the use of management and operating contracts.
The circular has been developed in consultation with the agencies concerned and
Is based upon the most successful agency experience. Nothing in this circular
shall be construed to modify provisions of applicable laws Executive orders,
agency regulations, or existing contracts, including renewals thereof.

2. Definition of management and operating contracts.-As used in this circular,
the term "management and operating contracts" applies to cost-reimbursement-
type contracts tnder which the governmentt contracts with nonprofit, institutions,
private businesses, or universities (a) to administer, on behalf of the Government,
research or development establishments wholly devoted to Government work or
Government research or development prograins; (b) to administer and operate
governmentt owned or leased Industrial facilities; or (c) to provide such personal
or professional services as are authorized by law.
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:3. Istablishment of criteria for use of management and operating contracts.-
Each agency that uses or expects to use management an( operating contracts, as
defined in paragraph 2, should develop criteria defining the circumstances in which
this type of contract may be employed as an alternative to procurement. of goods
and services directly froni non-(loernnent suppliers or to Clovernment opera-
tion. These criteria should generally take into account the factors listed below,
together withsuch other considerations as arc peculiarly appropriate to the agency.

(a) Management and operating contracts have been found particularly
useful for the performance of functions requiring specialized knowledge anl
experience in large-scale industrial management or in conduct of research.

(b) Managcmnet und operating contracts have been employed success-
fully when tunustiual speed has been required in the organization of a new
program or service.

(c) Use of a management and operating contract is not generally considered
suitable unless-

(1) Contractor operations are judged to be more economical than
direct operation by the agency, or where probable increased cost of
contractor operations is likely to be outweighed by a significant increase
in effectiveness of operations;

(2) The agency has no essential need for the inservice capability which
would be acquired if agency personnel performed the function; or the
agency cannot perform the function at the standard of excellence required
or within the time limit or under other conditions required;

(3) The products or services required are not readily obtainable from
another Federal agency;

(4) Qualified contractors, desirous of performing the function, are
known to be available and willing to assume full management respon-sibility- and(5) As a minimum, the agency has made a finding that the product or

service cannot be procured from private enterprise through ordinary
business channels.

(d) Management and operating contracts are not regarded as suitable for
the following functions:

(1) Functions involving the direction, supervision, and control of
Government personnel, except for supervision incidental to training;

(2) Functions involving the exercise of police and regulatory powers
in the name of the Government, exclusive of guard and plant protection
services;

(3) Functions of determining basic Government policies;
4) The day-to-day staff of management functions of the agency, or

any element thereof, such as internal personnel administration, and
budget preparation (other than specialized studies of an intermittent
nature relating to the analysis of organization, personnel administration,
and management systems).

4. Selection and supervision of contraclors.-Suggestions concerning procedures
to be followed in the selection and supervision of management and operating
contractors are set forth in attachment A, "Suggestions Relating to Selection and
Supervision of Contractors." MAURICE 1. STANBI Dretor.

ATTACHIMENT A. SUGGESTIONS IIEIATINCI TO SEbECTION AND SUPERVIRION OF
CONTRACTORS

I. Purpose. -This attachment sets forth a number of suggestions to assist
Federal agencies in developing procedures for the selection ind supervision of
iiianiageient and operating contractors. These suggestions generally are based
on successful current agency experience.

2. Selection of the contractor.--Agenecies that make 1is1 of nianagelment and
operating contracts should take the necessary steps to assure that a fully qualified
contractor is selected. Th following steps should Ibe inch(hd ill thi agency's
selection process:

(a) Selection of organizations to submit proposals:
(1) The agency should in all cases canvass the field of potential con-

tractors to assure the selection of the best avalla)le contractor, and to
allow for favorable nigotiating conditions.

(2) The agency should request proposals only from reputable, and
established organizations with experience in the field or in related fields.
Ability and experience in th h management of tht type of facility er pro-
gram iould be considered as well its other qualifications.
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(3) The agency should require the organizations stlI)iitting proposals
to indicate the names and qualifications and t he total number of key si air
that would be made availal)le.

(4) The agency should consider other feasible alternatives and coll-
tractors before requesting an institution of higher learning directly to
administer a large-scale applied research and development facility under
an operating and management contract, particularly if the work is con-
cerned with development and testing.

(b) Selection of the contractor: In the final selection, tl agency should
give ,ninphasis to the following factors:

(1) Reputation and standing of the organization in its field;
-(2) Past record in work for the contracting agency and other Federal

agencies;
% (3)- Adequacy of the contractor's existing organization, and extent of

contribution expected from existing facilities and organization;
(4) quality and quantity of key personnel to be assigned:
(5) Finan al resources available to the contractor;

S:(6) Avoidance of contracts which might tend to profit . a private
monopoly.

(r),'Absence of qualified contractors: If no qualified organizations are able
or desire to perform the function required tinder the cOntract the decision to
contract should be reconsidered. The alternative of an outside independent
organization being created to lperformn the contract should not be used
excepts-Where no other arrangement, would be in the best interests of the
Government.

3. S ipertision and eraluation of contractors.-Agencios should take the necessary'
steps to assure that contractors operate with maximum efficiency. Proper (is-
charge of a contractor's rest)onsihilities for management requires that, to the
fullest extent compatible with law, he be encouraged to exercise maximum
initiative'ind Ingenuity. Proper discharge of the responsibilities of the Govern-
nent requires that. the contracting agency have fi1l access to all pertinent infor-
mation concerning the contract and the contractor's performance and )o.s(,e.-s the
power to exercise such control and supervision as may be found necessary.

The following guidelines describe suggested methods of supervising the
contractor and of evaluating his performance:

(a) Management appraisal: Periodic appraisals of the overall performance
of contractors should be made by the administering agency. Basic to the
ability to evaluate or appraise Is the existence of performance standards
and the comprehensive collection and analysis of information on all aspects
of performance, managerial and programmatic.

Agencies should make use of such yardsticks as comparison of performance
with previous years and with other contractors and industries performing
the same or similar functions. To reduce costs among contractors performing
similar functions, competition should be encouraged whenever feasible.

The contractor's systems, methods, and controls should be appraised in
the early stages of contract negotiation and reviewed periodically thereafter.
Their relative effectiveness should determine the degree of control over the
contractor.

(b) Audit: Provision should be made for a Governient. postaudit designed
to test the adequacy of the contractor's accounting records and internal
financial controls; to" verify expenditures for reimbursement and compliance
with the terms of the contract; and to establish the integrity of the contrac-
tor's financial representations.

(c) Preapproval of vouchers: If there is adequate postaudit, and the con-
tractor's systems and procedures are satisfactory, detailed prior approval of
purchase orders, personnel actions, travel vouchers, and the like, is both
undesirable and unnecessary. As the Government develops confidence in
the contractor, the preferred practice is progressively to increase the dollar
limits, subject to provisions of applicable laws, under which the contractor
can spend without prior approval.

(d) Budgets: Except for contracts for personal or professional services, the
contractor should be required, at least annually, to develop and present for
agency review and approval the estimated costs of accomplishing established
program goals.

(e) Personnel: Because of the critical importance of the quality of top
management, the agency should retain the right under the contract to review
and approve proposed appointments to principal executive positions under
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the contract. The agency should also retain the right to require the con-
tractor to withdraw unisatisfactory personnel from the contract activities.
Below the top level, and with the exception of security clearances, the agency
should limit its approval powers to the grade and salary structure and per-
sonnel system established for the activity under contract.

(f) Assignment of Government personnel to the contract site: Agencies
should emphasize the quality of staff assigned to the contract activity, rather
than quantity. The number of Government em loyees should be limited.
Top staff should have the rank and stature to enable them to work effectively
with top contractor personnel.

(g) Use of contractor's supervisory stoff: Agencies should encourage con-
tractors to evaluate their own performance systematically In order to reduce
the need for Government supervision, especially by-.. (1) Establishment of management appraisal systems, including

internal audits, to keep contractor and agency management currently
* informed of the effectiveness of operations, which is useful in industri:al

operittions; and
(2) Appointment of visiting committees of experts to appraise activi-

-tiok. on a periodic basis, which is useful in research and development
.:laboratories.

4.: .encral contracting gidelines.-
(a)" C6sts: Operating and management contracts should Include pro-

visions specifying the manner in which the contractor will be rehibursed for
the cost of carrying out the work under the contract and incorporate by ref-

* brence.stablished comprehensive cost principles, or include them in the coln-
tract when Incorporating by reference is impracticable. Where established

-cost principles are not applicable, provisions should either list the specific
cost-i 16 be reimbursed or set forth the cost-accounting principles which will
govern the determination of amounts to be reimbursed. It is also desirable
to list wtnallowable costs in the contract. It may further be feasible to list
601,y.tertailn specific costs and to set forth the principles for determinig other
costs. In any case, contract provisions should indicate that. costs are to be
fair" aif reasonable and chargeable directly or allocable to the contract In
accorhinceo with generally accepted accounting principles and practices.
Umnitsual costs requiring special consideration for inclusion or exclusion should
be specifically mentioned If they are not covered adequately by any cost
principles which may be mentioned in the contract.

(b) Purchases from sources controlled by contractor: Agencies should re-
quire advance notice of proposed purchases by a contractor from sources
under his control. Agencies should reserve authority to determine whether
suich purchases would be advantageous to the Government and to prescribe
wocurement from other sources when deemed necessary to secure full and

free competition.
(c) Incentives: Agencies should adopt policies which will provide an

incentive to efficient and economical performance under these contracts.

Mr. STAATS. As Circular A-49 pointed out, the Bureau believes
that. the use of contracts is appropriate under certain circumstances
as an alternative to direct Federal operation and to procurement. of
goods and services directly from private sources. The final respon-
sibility for the use of suc i contracts and for implementation of 1110
criteria rests with the individual agencies. Specific policies and
procedures are to be worked out, by each agency in the context. of
applicable laws, Executive orders, -regulations, a nd program needs.
Circular A-49 remains in effect, and is the basic statement of policy
on contracting out.

However, I would like to point, out, that, the President, in a letter
of July 31, 1961, to the Director of the Bureau of the Budget, requested
a new broad review of-

(1) The Government s experience with, and the effectiveness of
contracts with private institutions and enterprises to provide for the
operation and management, of research and development, facilities
and programs, for analytical studies and advisory service, and for
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S. Res. 336
IN THE SENATE OF THE U.S.

MAY 17 (legislative day, MAY 16), 1962

Resolved, That there be printed with illustrations as a Senate
document a report compiled by the Bureau of the Budget entitled
"Report to the President on Government Contracting for Research
and Development", submitted by the President of the United States
to the Congress on April 30, 1962; and that there be printed two
thousand additional copies of such document for the use of the Com-
mittee on Government Operations.
Amend the title so as to read: "Resolution authorizing the printing

as a Senate document of a report compiled by the Bureau of the
Budget entitled 'Report to the President on Government Contracting
for Research and Development'."

Attest:
FELTON MI. JOHNSTON,

Secretary.
It
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MAY 17, 1962.
The PRESIDENT OF THE SENATE.
DEAR MR. PRESIDENT: I am transmitting herewith, for printing

as a Senate document, a report compiled by the Bureau of the Budget
entitled "Report to the President on Government Contracting for
Research and Development," submitted by the President of the
United States to the Congress on April 30, 1962, which was referred
to the Committee on Government Operations.

This committee made recommendations of similar import to the
Congress and to the President on April 17, 1958 ("Science and Tech-
nology Act of 1958," S. Doc. 90, 85th Cong., pp. 41-45, 66-68), on
September 9, 1958 ("Progress Report on Science Programs of the
Federal Government," S. Rept. 2498, 85th Cong., pp. 30-34), and on
March 23, 1959 ("Science Program--86th Congress," S. Rept. 120,
pp. 41-58).

JOHN L. McCLELLAN,
Chairman, Committee on Government Operations.

La
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LETTER OF TRANSMITTAL FROM THE PRESIDENT OF THE
UNITED STATES

The WHITE HOUSE,
Washington, April 30, 1962.

Hon. LYNDON B. JOHNSON,
I'resident of the Senate, Washington, D.C.
DEAR MR. PRESIDENT: I transmit herewith for the information of

the Senate a report) on "Government Contracting for Research and
Development," prepared at my request by the Director of the Bureau
of the Budget, with the participation of the Secretary of Defense, the
Chairman of the Atomic Energy Commission, the Chairman of the
U.S. Civil Service Commission, the Administrator of the National
Aeronautics and Space Administration, the Director of the National
Science Foundation, and the special assistant to the President for
science and technology.

I have approved the report and have transmitted it to the heads of
departments and agencies for their guidance and action.
The subjects discussed in the report will, I believe, be of particular

interest to several committees of the Congress which are concerned
with various aspects of the complex problems resulting from the rapid
growth of Federal research and development programs. These
include criteria for deciding whether to contract out, research and
development work, improving policies and practices applying to
research and development contracting, avoiding possible conflicts of
interest by Government contractors, and improving the Government's
ability to carry out research and development work directly.

It is plain that the Government's research and development effort
must continue to rely heavily on contracts with non-Federal institu-
tions, in order to combine the scientific and technical talents and
facilities of the Nation's colleges and universities, businesses, nonprofit
organizations, and other private institutions with the Government's
own scientific and technical resources. This report points the way to a
number of improvements in the present system for conducting the
Government's research and development program-improvements
which can and will be undertaken by tihe executive branch under
existing authority.

I wish to call particular attention to the conclusions reached in the
report regarding Federal salaries. Those who prepared the report-
including the heads of the Government's three largest research and
development agencies: the Department of Defense, the Atomic
Energy Commission, and the National Aeronautics and Space Admin-
istration-have stated in the strongest terms the need to raise Federal
salaries, especially in the higher grades, if the Government. is to obtain
and hold first-class scientists, engineers, and administrators. If we
are not able to pay these men salaries reasonably comparable with what
they can earn in private employment, we cannot hope to have enough

V
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of them in Government to ensure the effective application of science
and technology to the great national problems of defense, atomic
energy, space exploration, medical research, development assistance,
and many other programs heavily dependent on research and develop-
ment.

Consequently, I most strongly urge action at this session of the
Congress to reform the Federal pay structure in accordance with the
principle of comparability, as recommended in my message of February
20, 1962.

Sincerelyi JOHN F. KENNEDY.
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LETTER TO THE PRESIDENT OF THE UNITED STATES FROM
THE BUREAU OF THE BUDGET

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,

Washington, D.C., April 30, 1962.
DEAR MR. PRESIDENT: As requested by your letter of July 31,

1961,l we have reviewed the experience of the Government in using
contracts with private institutions and enterprises to obtain research
and development work needed for public purposes.

rile attached report presents our findings and conclusions. With-
out attempting to summarize the complete report, we include in this
letter a few of our most significant conclusions, as follows:

1. Federally financed research and development work has been
increasing at a phenomenal rate-from $100 million per year in the
late 1930's to over $10 billion per year at present, with the bulk of
the increase coming since 1950. Over 80 percent of such work is
conducted today through non-Federal institutions rather than through
direct Federal operations. The growth and size of this work, and the
heavy reliance on non-Federal organizations to carry it out, have had
a striking impact on the Nation's universities and its industries, and
have given rise to the establishment of new kinds of professional and
technical organizations. At present the system for conducting Federal
research and development work can best be described as a highly com-
plex partnership among various kinds of public and private agencies,
related in large part by contractual arrangements.
While many improvements are needed in the conduct of research

and development work, and in the contracting systems used, it is our
fundamental conclusion that it is in the national interest for the Gov-
ernment to continue to rely heavily on contracts with non-Federal
institutions to accomplish scientific and technical work needed for
public purposes. A partnership among public and private agencies
is the best way in our society to enlist the Nation's resources and
achieve the most rapid progress.

2. The basic purposes to be served by Federal research and develop-
ment programs are public purposes, considered by the President and
the Congress to be of sufficient national importance to warrant the
expenditure of public funds. The management and control of such
programs must be firmly in the hands of full-time Government officials
clearly responsible to the President and the Congress. With programs
of the size and complexity now common, this requires that the Gov-
ernment have on its staff exceptionally strong and able executives,
scientists, and engineers, fully qualified to weigh the views and advice
of technical specialists, to make policy decisions concerning the types
of work to be undertaken, when, by whom, and at what cost, to super-
vise the execution of work undertaken, and to evaluate the results.

Ed. note.-See Annex 1, p. 25, for complete text of letter.
'h

62



LETTER TO THE PRESIDENT

At the present time we consider that one of the most serious ob-
stacles to the recruitment and retention of first-class scientists, ad-
ministrators, and engineers in the Government service is the serious
disparity between governmental and private compensation for com-
parable work. We cannot. stress too strongly the importance of
rectifying this situation, through congressional enactment of civilian
pay reform legislation as you have recommended.

3. Given proper arrangements to maintain management control in
the hands of Government officials, federally financed research and
development work can be accomplished through several different
means: Direct governmental operations of laboratories and other in-
stallations, operation of Government-owned facilities by contractors;
grants and contracts with universities; contracts with not-for-profit
corporations or with profit corporations. Choices among these means
should be made on the basis of relative efficiency and effectiveness in
accomplishing the desired work, with due regard to the need to main-
tain and enlarge the long-term strength of the Nation's scientific
resources, both public and private.

In addition, the rapid expansion of the use of Government con-
tracts, in a field where 25 years ago they were relatively rare, has
brought to the fore a number of different types of possible conflicts
of interests, and these should be avoided in assigning research and
development work. Clear-cut standards exist with respect to some
of these potential conflict-of-interest situations-as is the case with
respect to persons in private life acting as advisers and consultants
to Government, which was covered in your emoeloandum of February
9,1962. Some other standards are now widely accepted--for example,
the undesirability of permitting a firm which holds a contract for
technical advisory services to seek a contract to develop or to supply
any major item with respect to which the firm has advised the Gov-
ernment.. Still other standards are needed, and we recommend that
you request the head of each department and agency which does a
significant amount of contracting for research and development to
develop, in consultation with the Attorney General, clear-cut codes
of conduct, to provide standards and criteria to guide the public
officials and private persons and organizations engaged in research
and development activities. ,

4. We have identified a number of ways in which the contracting
system can and should be improved, including:

Providing more incentives for reducing costs and improving
performance;

Improving our ability to evaluate the quality of research and
development work;

Giving more attention to feasibility studies and the develop-
ment of specifications prior to inviting private proposals for major
systems development, thus reducing "brochuremanship" with its
heavy waste of scarce talent.

We have carefully considered the question whether standards should
be applied to salaries and related benefits paid by research and develop-
ment contractors doing work for the Government. We believe it is
desirable to do so in those cases in which the system of letting con-
tracts does .not result in cost control through competition. We
believe the basic standard to be applied should be essentially the same
as the standard you recently recommended to the Congress with
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respect to Federal employees-namely, comparability with salaries
and related benefits paid to persons doing similar work in the private
economy. Insofar as a comparability standard cannot be applied-as
would be the case with respect to the very top jobs in an organization,
for example-we would make it the personal responsibility of the head
of the contracting agency to make sure that reasonable limits are
applied.

5. Finally, we consider that in recent years there has been a serious
trend toward eroding the competence of the Government's research
and development establishments-in part owing to the keen competi-
tion for scarce talent which has come from Government contractors.
We believe it to be highly important to improve this situation-not by
setting artificial or arbitrary limits on Government contractors but by
sharply improving the working environment within the Government,
in order to attract and hold first-class scientists and technicians. In
our jugement, the most important improvements that are needed with-
in Government are:

To insure that governmental research and development estab-
lishments are assigned significant and challenging work;
To simplify management controls, eliminate unnecessary eche-

lons of review and supervision, and give to laboratory directors
more authority to command resources and make administrative
decisions; and
To raise salaries, particularly in the higher grades, in order to

provide greater comparability with salaries available in private
activities.

Action is underway along the first two lines-some of it begun as
the result of our review. Only the Congress can act on the third
aspect of the problem, and we strongly hope it will do so promptly.

In preparing this report, we have benefited from comments and
suggestions by the Attorney General, the Secretaries of Agriculture,
Commerce, Labor, and Health, Education, and Welfare, and the
Administrator, Federal Aviation Agency, and they concur in general
with our findings and conclusions.

ROBERT S. MCNAMARA,
Secretary of Defense.

JAMES E. WEBB,
Administrator, National Aeronautics and Space Administration.

JOHN W. MACY.Jr.,
Chairman, Civil Service Commission.

Dr. GLENN T. SEABORG,
Chairman, Atomic Energy Commission.

DR. ALAN T. WATERMAN,
Director, National Science Foundation.

JEROME B. WIESNER,
Special Assistant to the President for Science and Technology.

DAVID E. BELL,
Director, Bureau of the Budget.
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FOREWORD

This report has been prepared in response to the President's letter
of July 31, 1961, to the Director of the Bureau of the Budget, asking
for a review of the use of Government contracts with private institu-
tions and enterprises to obtain scientific and technical work needed
for public purposes.
Such contracts have been used extensively since the end of World

War II to provide for the operation and management of research and
development facilities and programs, for analytical studies and ad-
visory services, and for technical supervision of complex systems, as
well as for the conduct of research and development projects.
As the President noted in his letter, there is a consensus that the

use of contracts is appropriate in many cases. At the same time, a
number of important issues have been raised, including the appropriate
extent of reliance on contractors, the comparative salaries paid by
contractors and the Government the effect of extensive contracting
on the Government's own research and development capabilities, and
the extent to which contracts may have been used to avoid limitations
which exist on direct Federal operations.

Accordingly, the President asked that the review focus on-
Criteria that should be used in determining whether to perform

a function through a contractor or through direct Federal op-
erations;

Actions needed to increase the Government's ability to review
contractor operations and to perform scientific and technical
work; and

Policies which should be followed by the Government in
obtaining maximum efficiency from contractor operations and
in reviewing contractor performance and costs (including sta;wd-
ards for salaries, fees, and other items).

The President requested the following officials to participate in the
study: The Secretary of Defense, the Chairman of the Atomic Energy
Commission, the Chairman of the Civil Service Commission, the
Administrator of the National Aeronautics and Space Administration,
and the Special Assistant to the President for Science and Technology.
The Director of the National Science Foundation was also invited to
participate.

In making the review requested by the President, a great deal of
material was available from hearings and reports of the Senate and
House Committees on Appropriations, Armed Services, Judiciary,
and Government Operations, the House Committees on Post Office
and Civil Service and on Science and Astronautics, the second Hoover
Commission and various governmental and private studies. In
addition, information was obtained:

By questionnaires to which 10 Federal agencies and 71 Govern-
ment field installations, universities, and contract establishments
responded; and
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By interviews conducted at 28 Government field installations
and non-Federal establishments, and with a number of agency
headquarters officials.

These data were obtained and analyzed with respect to major
policy implications by an interdepartmental staff group which
included representatives of each of the officials whom the President
asked to participate in the review.

This report presents a summary analysis and recommendations
growing out of this review. It is organized in four parts:

1. Statement of major issues.
2. Considerations in deciding whether to contract out research

and development work.
3. Proposals for improving policies and practices applying to

research and development contracting.
4. Proposals for improving the Government's ability to carry

out research and development work directly.
In addition, there are attached to the report the following annexes

intended to present additional supporting information:
1. Letter from the President to the Director of the Budget of

July 31, 1961.
2. Summary information concerning respondents to Bureau of

the Budget questionnaire and organizations interviewed.
3. Special analysis on Federal research and development

programs, reprinted from the Federal budget for fiscal year 1963.
4. Summary information concerning the distribution of

national research and development funds, activities, and
personnel.

5. Summary of information obtained regarding salaries and
related benefits and turnover of personnel.

6. Annotated bibliography on Federal contracting-out of
research and development.
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PART 1

STATEMENT OF MAJOR ISSUES

Policy questions relating to Government contracting for research
and development ' must be considered in the perspective of the phe-
nomenal growth, diversity, and change in Federal activities in this field.

FEDERAL RESEARCH AND DEVELOPMENT ACTIVITIES AND THEIR IMPACT

Prior to World War II, the total Federal research and development
program is estimated to have cost annually about $100 million. In
the fiscal year 1950, total Federal research and development expendi-
tures were about $1.1 billion. In the fiscal year 1963, the total is
expected to reach $12.4 billion.
The fundamental reason for this growth in expenditures has been

the importance of scientific and technical work to the achievement of
major public purposes. Since World War II the national defense
effort has rested more and more on the search for new technology.
Our military posture has come to depend less on production capacity
in being and more on the race for shorter lead times in the develop-

-ment and deployment of new weapons systems and of countermeasures
against similar systems in the hands of potential enemies. The De-
fense Department alone is expected to spend $7.1 billion on research
and development in fiscal 1963, and the Atomic Energy Commission
another $1.4 billion.

Aside from the national defense, science and technology are of
increasing significance to many other Federal programs. The Na-
tion's effort in nonmilitary space exploration-which is virtually
entirely a research and development effort-is growing extremely
rapidly; the National Aeronautics and Space Administration is ex-
pected to spend $2.4 billion in fiscal 1963, and additional sums related
to the national space program will be spent by the Department of
Commerce and other agencies. Moreover, scientific and technological
efforts are of major significance in agriculture, health, natural re-
sources, and many other Federal programs.
The end of this period of rapid growth is not yet in sight. Public

purposes will continue to require larger and larger scientific and
technological efforts for as far ahead as we can see.
The increase in Federal expenditures for research and development

has had an enormous impact on the Nation's scientific and technical
resources. It is not too much to say that the major initiative and
responsibility for promoting and financing research and development
have in many important areas been shifted from private enterprise
(including academic as well as business institutions) to the Federal

I Note on terminology: The term "research and development" is used in this report In the mnse In which
it is used in the Federal budget-that is, it means the conduct of activities intended to obtain new knowledge
or to apply existing knowledge to new uses. The Department of Defense uses the term "research, develop-
ment, test, and evaluation," which is a somewhat fuller but more cumbersome term for the same concept.
In this report the shorter ternm Is used for convenience. For a summary of all Federal activities of this
type, see Annex 3, "Federal Research and Development programs," reprinted from "The Budget of the
U.S. Government for fiscal year 1903."

1
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Government. Prior to World War II, the great bulk of the Nation's
research achievements occurred with little support from Federal
funds- although there were notable exceptions, such as in the field
of agriculture. Today it is estimated by the National Science
Foundation that the Federal budget finances about 65 percent of the
total national expenditure for research and development. Moreover,
the Federal share is rising.

Federal financing, however, does not necessarily imply Federal
operation. As the Federal research and development effort has risen,
there has been a steady reduction in the proportion conducted through
direct Federal operations. Today about 80 percent of Federal ex-
penditures for research and development are made through non-
Federal institutions. Furthermore, while a major finding of this
report is that the Government's capabilities for direct operations in
research and development need to be substantially strengthened, there
is no doubt that the Government must continue to rely on the private
sector for the major share of the scientific and technical work
which it requires.2
The effects of the extraordinary increase in Federal expenditures

for research and development, and the increasing reliance on the
private sector to perform such work, have been very far reaching.
The impact on private industry has been striking. In the past the

Government utilized profitmaking industry mainly for production
engineering and the manufacture of final products-not for research
and development. Industries with which it dealt in securing the
bulk of its equipment were primarily the traditional large manu-
facturers for the civilian economy-such as the automotive, machinery,
shipbuilding, steel, and oil industries- which relied on the Govern-
ment for only a portion, usually a minority, of their sales and revenues.
In the current scientific age,-the older industries have declined in
prominence in the advanced equipment area and newer research-and
development-oriented industries have come to the fore-such as those
dealing in aircraft, rockets, electronics, and atomic energy.

There are significant differences between these newer industries
and others. While the older industries were organized along mass-
production principles, and used large numbers of production workers,
the newer ones show roughly a 1-to-1 ratio between production workers
and scientist-engineers. Moreover, the proportion of production
workers is steadily declining. Between 1954 and 1959, production
workers in the aircraft industry declined 17 percent while engineers
and scientists increased 96 percent. Also, while the average ratio of
research and development expenditures to sales in all industry is
about 3 percent, the advanced weapons industry averages about 20
percent and the aerospace industry averages about 31 percent.
But the most striking difference is the reliance of the newer indus-

tries almost entirely on Government sales for their business. In 1958,
a reasonably representative year, in an older industry, the automotive
industry, military sales ranged from 5 percent for General Motors to
15 percent for Chrysler. In the same year in the aircraft industry,
military sales ranged from a low of 67--percent for Beech Aircraft to a
high of 99.2 percent for the Martin Co.

i Annex 4 provides data, supplied by the National Science Foundation, on the sources of funds for the
national research and development effort and on the distribution of work between the various types of per-
forming installations-direct Federal operations, industry, universities, and noWtor-profit establishments.
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The present situation, therefore, is one in which a large group of
economically significant and technologically advanced industries
depend for their existence and growth not on the open competitive
market of traditional economic theory, but on sales only to the U.S.
Government. And, moreover, companies in these industries have the
strongest incentives to seek contracts for research and development
work which will give them both the know-how and the preferred posi-
tion to seek later follow-on production contracts.
The rapid increase in Federal research and development expendi-

tures has had striking effects on other institutions in our society-
apart from private industry. /
There has been a major impact on the universities. The Nation

has always depended largely on the universities for carrying out
fundamental research.- As such work has become more important to
Government and more expensive, an increasing share-particularly in
the physical and life sciences and engineering-has been supported
by Federal funds. The total impact on a university can be sizable.
Well over half of the research budgets of such universities as Harvard,
Brown, Columbia, Massachusetts Institute of Technology, Stanford,
California Institute of Technology, University of Illinois, New York
University, and Princeton, for illustration, is supported by Federal
funds.
New institutional arrangements have been established in many

cases, related to but organized separately from the universities, in
order to respond to the needs of the Federal Government. Thus, the
Lincoln Laboratory of the Massachusetts Institute of Technology was
established by contract with the Air Force to supply research and
development services and to establish systepls concepts for the con-
tinental air defense, and similarly the Jet Propulsion Laboratory was
established at the California Institute of Technology to conduct re-
search on rocket propulsion for the Department of the Army and
later to supply space craft design and systems engineering services
to the National Aeronautics and Space Administration. In addition,
other research institutions-such as the Stanford Research Institute-
which were established to conduct research on contract for private
or public customers, now do a major share of their business with the
Federal Government.

In addition to altering the traditional patterns of organization of
private industry and the universities, the rise in Federal research and
development expenditures has resulted in the creation of entirely new
kinds of organizations.
One kind of organization is typified by the Rand Corp., established

immediately after World War It, to provide operations research and
other analytical services by contract to the Air Force. A number
of similar organizations have been established since, more or less
modeled on Rand, to provide similar services to other governmental
agencies.
A second new kind of organization is the private corporation, gen-

erally not-for-profit but sometimes profit, created to furnish the Gov-
ernment with "systems engineering and technical direction" and other
professional services. The Aerospace Corp., the MITRE Corp,, the
Systems Development Corp., and the Planning Research Corporation
are illustrations.

83817-62-2
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A third new organizational arrangement was pioneered by the
Office of Scientific Research and Development during World War II
and used by the Atomic Energy Commission, which took over the
wartime atomic energy laboratories and added others-all consisting
of facilities and equipment owned by the Government but operated
under contract by private organizations, either industrial companies
or universities.

Apart from their impact on the institutions of our society, Federal
needs in research and development are placing critical demands on the
national pool of scientific and engineering talent. The National
Science Foundation points out that the country's supply of scientists
and engineers is increasing at the fairly stable rate of 6 percent annu-
ally, while the number engaged in research and development activities
is growing at about 10 percent each year. Accordingly, the task of
developing our manpower resources in sufficient quality and quantity
to keep pace with the expanding research and development effort is a
matter of great urgency. The competition for scientists and engineers
is becoming keener all the time and requires urgent attention to the
expansion of education and training, and to the efficient use of the
scientific and technical personnel we have now.

QUESTIONS AND ISSUES CONSIDERED IN THIS REPORT

The dynamic character of the Nation's research and development
efforts, as summarized in the preceding paragraphs, has given rise to
a number of criticisms and points of concern. For example, concern
has been expressed that the Government's ability to perform essential
management functions has diminished because of an increasing depend-
ence on contractors to determine policies of a technical nature and to
exercise the type of management functions which Government itself
should perform. Some have criticized the new not-for-profit contrac-
tors, performing systems engineering and technical direction work for
the Government, on the grounds that they are intruding on traditional
functions performed by competitive industry. Some concern has
been expressed that universities are undertaking research and develop-
ment programs of a nature and size which may interfere with their
traditional educational functions. The cost-reimbursement type of
contracts the Government uses' particularly with respect to research
and development work on weapons and space systems, have been
criticized as providing insufficient incentives to keep costs down and
insure effective performance. Criticism has been leveled against
relying so heavily on contractors to perform research and development
work as simply a device for circumventing civil service rules and
regulations.

Finally, the developments of recent years have inevitably blurred
the traditional dividing lines between the public and private sectors
of our Nation. A number of profound questions affecting the struc-
ture of our society are raised by our inability to apply the classical
distinctions between what is public and what is private. For example,
should a corporation created to provide services to Government and
receiving 100 percent of its financial support from Government be
considered a "public" or a "private" agency? In what sense is a
business corporation doing nearly 100 percent of its business with the
Government engaged in "free enterprise"?

4
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I.n light of these criticisms and concerns, an appraisal of the experi-
ence in using contracts to accomplish the Government's research and
development purposes is evidently timely. We have not, however;
in the course of the present review attempted to treat the fundamental
philosophical issues indicated in the preceding paragraph. We accept
as desirable the present high degree of interdependence and collabo-
ration between Government and private institutions. We believe the
present intermingling of the public and private sectors is in the
national interest because it affords the largest opportunity for initia-
tive and the competition of ideas from alT elements of the technical
community. Consequently, it is our judgment that the present corn-
plex partnership between Government and private institutions should
continue.
On these assumptions, the present report is intended to deal with

the .ractical question: What should the Government do to make the
partnership work better in the public interest and with maximum
effectiveness and economy?
We deal principally with three aspects of this main question.
There is first the question, what aspects of the research and develop-

ment effort should be contracted out? This question falls into two
parts. One part relates to those crucial powers to manage and control
governmental activities which must be retained in the hands of public
officials directly answerable to the President and Congress. Are
we in danger of contracting out such powers to private organizations?
If so, what should be done about it?
The other part of this question relates to activities which do not

have to be carried out by Government officials, but on which there is
an option: they may be accomplished either by direct Government
operations or by contract with non-Federal institutions. What are
the criteria that should guide this choice? And if a private institution
is chosen, what are the criteria for choice as among universities, not-
for-profit corporations, profit corporations, or other possible con-
tractors?
The second question we deal with is what standards and criteria

should govern contract terms in cases where research and development
is contracted out. For example, to what extent is competition effec-
tive in insuring efficient performance at low cost, and when-if at
all-must special rules be established to control fees, salaries paid,
and other elements of contractor cost?
The third question we deal with is how we can maintain strong

research and development institutions as direct Government opera-
tions. How can we prevent the best of the Government's research
scientists, engineers, and administrators from being drained off to
private institutions as a result of higher private salaries and superior
private working environments, and how can we attract an adequate
number of the most talented new college graduates to a career in
Government service?
These questions are treated in the sections which follow.
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PART 2

CONSIDERATIONS IN DECIDING WHETHER TO CONTRACT
OUT RESEARCH AND DEVELOPMENT WORK

Generalizations about criteria for contracting out research and de-
velopment work must be reached with caution, in view of the wide
variety of different circumstances which must be covered.
A great many Government agencies are involved. The Department

of Defense, the National, Aeronautics and Space Administration, and
the Atomic Energy Commission provide the bulk of Federal financing,
but a dozen or more agencies also play significant roles.
Most Federal research and development work is closely related to

the specific purpose of the agency concerned-to the creation of new
weapons systems for the Department of Defense, for example, or the
exploration of new types of atomic power reactors for the Atomic
Energy Commission. But a significant portion of the research
financed by the Federal Government is aimed at more general targets:
to enlarge the national supply of highly trained scientists, for example,
as is the case with some programs of the National Science Foundation.
And even the most "mission oriented" agencies have often found it
desirable to make funds available for basic research to advance the
fundamental state of knowledge in fields -that are relevant to their
missions. Both the Department of Defense and the AEC, for ex-
ample, make substantial funds available for fundamental research, not
related to any specific item of equipment or other end product.
A great many different kinds' of activity are involved, which have

been classified by some under five headings:
(1) Fundamental research.
(2) Supporting research or exploratory development.
(3) Feasibility studies, operations analysis, and technical

advice.
(4) Development and engineering of products, processes, or

systems.
(5) Test and evaluation activities.

The lines between many of the activities listed are necessarily un-
certain. Nevertheless, it is clear that "research and development"
is a phrase that covers a considerable number of different kinds of
activity.

Finally, there have been distinct historical developments affecting
the different Government agencies. Some agencies, for example, have
a tradition of relying primarily on direct Government operations of
laboratories-others have precisely the opposite tradition of relying
primarily on contracting for the operation of such installations.
Against this background of diversity in several dimensions we have

asked what criteria should be used in deciding whether or not to con-
tract out any given research and development task? In outline, our
judgment on this question runs as follows:

7
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There are certain functions which should under no circumstances
be contracted out. The management and control of the Federal
research and development effort must be firmly in the hands of full-
time Government officials clearly responsible to the President and the
Congress.

Subject to this principle, many kinds of arrangements-including
both direct Federal operations and the various patterns of contracting
now in use-can and should be used to mobilize the talent and facilities
needed to carry out the Federal research and development effort.
Not all arrangements, however, are equally suitable for all purposes
and under all circumstances, and discriminating choices must be made
among themI by the Government agencies having research and de-
velopment responsibilities. These choices should be based pri-
marily on two-considerations:

(1) Getting the job done effectively and efficiently, with due
regard to the long-term strength of the Nation's scientific and
technical resources; and

(2) Avoiding assignments of work which would create inherent
conflicts of interest.

Each of these judgments is elaborated below:

STRENGTHENING THE ABILITY OF THE GOVERNMENT TO MANAGE AND
CONTROL RESEARCH AND DEVELOPMENT PROGRAMS

We regard it as axiomatic that policy decisions respecting the Gov-
ernment's research and development programs-decisions concerning
the types of work to be undertaken when, by whom, and at what
cost-imust be made by full-time Government officials clearly re-
sponsible to the President and to the Congress. Furthermore, such
officials must be in a position to supervise the execution of work under-
taken, and to evaluate the results. These are basic functions of
management which cannot be transferred to any contractor if we are
to have proper accountability for the performance of public functions
and for the use of public funds.
To say this does not imply that detailed administration of each re-

search and development task must be kept in the hands of top public
officials. Indeed, quite the contrary is true, and an appropriate dele-
gation of responsibility-either'to subordinate public officials or by
contract to private persons or organizations-for the detailed admin-
istration of research and development work is essential to its efficient
execution.

It is not always easy to draw the line distinguishing essential man-
agemnent and control responsibilities which should not be delegated to
private contractors (or, indeed, to governmental research organiza-
tions such as laboratories) from those which can and should be so
assigned. Recognizing this difficulty, it nevertheless seems to be the
case that in recent years there have been instances-particularly in
the Department of Defense-where we have come dangerously close
to permitting contract employees to exercise functions which belong
with top Government management officials. Insofar as this has been
true, we believe it is being rectified. Government agencies are now
keenly aware of this problem and have taken steps to retain functions
essential to the performance of their responsibility under the law.

8
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It is not enough, of course, to recognize that governmental man-
agers must retain top management functions and not contract them
out. In order to perform those functions effectively, they must be
themselves competent to make the required management decisions
and, in addition, have access to all necessary technical advice. Three
conclusions follow:

First, where management decisions are based substantially on tech-
nical judgments, qualified executives, who can properly utilize the
advice of technical consultants, from both inside and outside the
Government, are needed to perform them. There must be sufficient
technical competence within the Government so that outside techni-
cal advice does not become de facto technical decisionmaking. In
many instances the executives making the decisions can and should
have strong scientific backgrounds. In others, it is possible to have
nonscientists so long as they are capable of understanding the techni-
cal issues involved and have otherwise appropriate administrative
experience.
By and large, we believe it is necessary for the agencies concerned

to give increased stress to the need to bring into governmental service
as administrators men with scientific or engineering understanding,
and during the development of Government career executives, to give
many of them the opportunity, through appropriate training and ex-
perience, to strengthen their appreciation and understanding of
scientific and technical matters. Correspondingly, scientists and
engineers should be encouraged and guided to obtain, through appro-
priate training and experience, a broader understanding of manage-
ment and public policy matters. The average governmental adminis-
trator in the years to come will be dealing with issues having larger
and larger scientific and technical content, and his training and exper-
ience, both before he enters Government service and after he has
joined, should reflect this fact.
At the present time, we are strongly persuaded that one of the most

serious obstacles to acquiring and maintaining the managerial com-
petence which the Government needs for its research and development
programs is the discrepancy between governmental and private com-
pensation for comparable work. This obstacle has been growing in-
creasingly serious in recent years as increases in Federal pay have been
concentrated primarily at the lower end of the pay scale-resulting
in the anomalous situation that many officials of Government re-
sponsible for administering major elements of Federal research and
development programs are paid substantially smaller salaries than
personnel of universities, of business corporations, or of not-for-profit
organizations who carry out subordinate aspects of those research and
development programs.' / We cannot stress too strongly the im-
portance of rectifying this situation, and hope the Congress will take
at this session the action which the President has recommended to
reform Federal civilian pay scales.

Second, it is necessary for even the best qualified governmental
managers to obtain technical advice from specialists. Such technical
advice can be obtained from men within the Government or those
outside. When it is obtained from persons outside of Government,
special problems of potential conflict of interest are raised which were

I Annex 5 summarizes information obtained during the present review regarding salaries and related
benefits.
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dealt with in the President's recent memorandum entitled "Preventing
Conflicts of Interest on the Part of Advisers and Consultants to the
Government."
We believe it highly important for the Government to be able to

turn to technical advice from its own establishment as well as from
outside sources. One major source of this technical knowledge is the
Government-operated laboratory or research installation and, as is
made clear later in this report, we believe major improvements are
needed at the present time in the management and staffing of these
installations. A strong base of technical knowledge should be con-
tinually maintained within the Government service and available for
advice to top management.

Third, we need to be particularly sensitive to the cumulative effects
of contracting out Government work. A series of actions to contract
out important activities, each wholly justified when considered on its
own merits, may when taken together begin to erode the Government's
ability to manage its research and development programs. There must,
be a high degree of awareness of this danger on the part of all govern-
mental officials concerned. Particular attention must be given to
strengthening the Government's ability to provide effective technical
supervision in the letting iand carrying out of contracts, and to devel-
oping more adequate measures for performance evaluation.

DETERMINING THE ASSIGNMENT OF RESEARCH AND DEVELOPMENT WORK

As indicated above, we consider it necessary and desirable to use
a variety of arrangements to obtain the scientific and technical serv-
ices needed to accomplish public purposes. Such arrangements in-
clude: direct governmental operations through laboratories or other
installations; operation of Government-owned facilities by contrac-
tors; grants and contracts with universities and entities associated
with universities; contracts with not-for-profit corporations wholly or
largely devoted to performing work for Government; and contractswith private business corporations. We also feel that innovation is
still needed in these matters, and each agency should be encouraged
to seek new and better arrangements to accomplish its purposes.
Choices among available arrangements should be based primarily on
two factors:

Relative effectiveness and efficiency, and
Avoidance of conflicts of interest.

Relative effectiveness and efficiency
In selecting recipients, whether public or private, for research and

development assignments, the basic rule (apart from the conflict-of-
interest problem) should be to assign the job where it can be done
most effectively and efficiently, with due regard to the strengthening
of institutional resources as well as to the immediate execution of
projects. This criterion does not, in our judgment, lead to a conclu-
sion that certain kinds of work should be assigned only to certain kinds
of institutions._Too much depends on individual competence, his-
torical evolution, and other special circumstances to permit any such
simple rule to hold. However, it seems clear that some types of
facilities have natural advantages which should be made use of.
Thus:
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Direct Federal operations, such as the governmental laboratory,
enjoy a close and continuing relationship to the agency they serve
which permits maximum responsiveness to the needs of that agency
and a maximum sense of sharing the mission of the agency. Such
operations accordingly have a, natural advantage in conducting re-
search, feasibility studies, developmental and analytical work, user
tests, and evaluations which directly support the management func-
tions of the agency. Furthermore, an agency-operated research and
development installation may provide a useful source of technical
management personnel for its sponsor.
At the present time we consider that the laboratories and other

facilities available to Government are operating under certain impor-
tant handicaps which should be removed if these facilities are to
support properly the Federal research and development effort.. These
matters are discussed at some length in part 4 of this report.

Colleges and universities have a long tradition in basic research.
The processes of graduate education and basic research have long
been closely associated, and reinforce each other in many ways. This
unique intellectual environment has proven to be highly conducive to
successful undirected and creative research by highly skilled special-
ists. Such research is not amenable to management control by ad-
herence to firm schedules, well-defined objectives, or predetermined
methods of work. In the colleges and universities graduate education
and basic research constitute an effective means of introducing future
research workers to their fields in direct association with experienced
people in those fields, and in an atmosphere of active research work.
Applied research appropriate to the universities is that which broadly
advances the state of the art.

University-associated research centers are well suited to basic or
applied research for which the facilities are so large and expensive that
the research acquires the character of a major program best carried
out in an entity apart from the regular academic organization.
Research in such centers often benefits from the active participation of
university scientists. At the same time the sponsoring university
(and sometimes other, cooperating universities) benefits from increased
opportunities for research by its faculties and graduate students.

Not-for-profit organizations (other than universities and contractor-
operated Go-vernment facilities), if strongly led, can provide a degree
of independence, both from Government and from the commercial
market, which may make them particularly useful as a source of
objective analytical advice and technical services. These organiza-
tions have on occasion provided an important means for establishing
a competent research organization for a particular task more rapidly
than could have been possible within the less flexible administrative
requirements of the Government.

Contractor-operated Government facilities appear to be. effective,
in some instances, in securing competent scientific and technical per-
sonnel to perform research and development work where very complex
and costly facilities are required and the Government desires to
maintain control of those facilities. Under such arrangements, it
has been possible for the Government, to retain most of the controls
inherent in direct Federal operations, ,while at the same time gaining
many of the advantages of flexibility with respect to staffing, organi-
zation, and management, which are inherent in university and
industrial operations.
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Operations in the profit sector of the economy have special advan-
tages when large and complex arrays of resources needed for advanced
development and preproduction work must be marshaled quickly.
If the contracting system is such as to provide appropriate incentives,
operations for profit can have advantages in spurring efficiency,
reducing costs, and speeding accomplishments. (It is plain that not
all operations in this sector have resulted in low costs or rapid and
efficient performance; we regard this as a major problem for the
contracting system and discuss it further in pt. 3 of this report.)
Contractors in the profit sector may have the advantage of drawing
on resources developed to satisfy commercial as well as governmental
customers which adds to the flexibility of procurement, and may
permit resources to be phased in and out of Government work on
demand.
The preceding paragraphs have stressed the advantages of these

different types of organization. There are disadvantages relating to
each type which must also be taken into account. Universities, for
example, are not ordinarily qualified-nor would they wish-to
undertake major systems engineering contracts.
We repeat that the advantages-and disadvantages-noted above

do not mean that these different types of arrangements should be
given areas of monopoly on different kinds of work. There are, by
common agreement, considerable advantages derived from the present
diversity of operations. It permits great flexibility in establishing
and directing different kinds of facilities and units, and in meeting the
need for managing different kinds of jobs. Comparison of operations
among these various types of organizations helps provide yardsticks
for evaluating performance.

Moreover, this diversity helps provide many sources of ideas and
of the critical analysis of ideas on which scientific and technical
progress depend. Inddee, we believe that some research (in contrast
to development) should be undertaken by most types of organizations.
Basic and applied research activities related to the mission of the
organization help to provide a better intellectual environment in which
to carry out development work. They also assist greatly in recruiting
high quality research staff.

In addition to the desirability of making use of the natural areas of
advantage within this diversity of arrangements, there is one addi-
tional point we would stress. Activities closely related to govern-
mental managerial decisions (such as those in support of contractor
selection), or to activities inherently governmental (such as regulatory
functions, or technical activities directly bound up with military opera-
tions), are likely to call for a direct Federal capability and to be less
successfully handled by contract.
Conflicts of interest
There are at least three aspects of the conflict-of-interest problem

which arise in connection with governmental research and develop-
ment work.

First, there are problems relating to private individuals who serve
simultaneously as governmental consultants and as officers, directors,
or employees of private organizations with which the Government has
a contractual relationship. Many of these individuals are among the
Nation's most capable people in the research and development field,
and can be of very great assistance to Government agencies.
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The problems arising in their case with respect to potential conflicts
of interest have been dealt with in the President's memorandum of
February 9, referred to earlier in this report. The essential standard
set out in that memorandun-was that no individual serving as an
adviser or consultant should render advice on an issue whose outcome
would have a direct and predictable effect on the interests of the
private organization which he serves. To this end the President
asked that arrangements be made whereby each adviser and con-
sultant would disclose the full extent of his private interests, and the
responsible Government officials would undertake to make sure that
conflict-of-interest situations are avoided.

Second, there is a significant tendency to have on the boards of
trustees and directors of the major universities, not-for-profit and
profit establishments engaged in Federal research and development
work, representatives of other institutions involved in such work.
Such interlocking directorships may serve to reinforce and strengthen
the overall management of private organizations which are heavily
financed by the Government. Certainly it is in the public interest
that organizations on whom so much reliance is placed for accom-
plishing public purposes, should be controlled by the most responsible,
mature, and knowledgeable men available in the Nation. However,
we see the clear possibility of conflict-of-interest situations developing
through such common directorships that might be harmful to the
public interest. Members of governing boards of private business
enterprises, universities, or other organizations which advise the
Government with respect to research and development activities are
often simultaneously members of governing boards of organizations
which receive or may receive contracts or grants from the Government
for research, development, or production work. Unless these board
members also serve as consultants to the Government, present conflict-
of-interest laws do not apply. The spirit, if not the letter, of the
standards of conduct for Government advisers set forth in the Presi-
dent's memorandum, in our judgment, can and should provide guidance
to boards and their members with respect to the interrelationships
among universities, not-for-profit organizations, and business corpora-
tions where Government business is involved. Some boards of
trustees and directors have already taken action along these lines. -

Beyond this, however, there is a third type of problem which requires
consideration: This might be described as potential conflicts of
interest relating to organizations rather than to individuals. It arises
in several forms-not all of which by any means are yet fully under-
stood. Indeed, in this area of potential conflicts of interest relating to
individuals and organizations in the research and development field,
we are in an early stage of developing accepted standards for conduct-
unlike other fields, such as the law or medicine, where there are long-
established standards of conduct.
One form of organizational conflict of interest relates to the distinc-

tion between organizations providing professional services (e.g.,
technical advice) and those providing manufactured products. A
conflict of interest could arise, for example, if a private corporation
received a contract to provide technical advice and guidance with
respect to a weapons system for which that same private corporation
later sought a development or production contract, or for which it
sought to develop or supply a key sub-system or component. It is
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clear that such conflict-of-interest situations can arise whether or not
the profit motive is present. The managers of the not-for-profit insti-
tutions have necessarily a strong interest in the continuation and
success of such institutions, and it is part of good management of
Federal research and development programs to avoid placing any
contractor--whether profit or nonprofit-in a position where a
conflict of interest could clearly exist.
Another kind of issue is raised by the question whether an organiza-

tion which has been established to provide services to a Government
agency should be permitted to seek contracts with other Government
agencies-or with non-Government customers. The question has
arisen particularly with respect to not-for-profit organizations
established to provide professional services.
There is not a clear consensus on this question among Government

officials and officers of the organizations in question. We have con-
sidered the question far enough to have the following tentative views:

In the case of organizations in the area of operations and policy
research (such, for example, as the Rand Corp.), the principal ad-
vantages they have to offer are the detached quality and objectivity
*of their work. Here, too close control by any Government agency
may tend to limit objectivity. Organizations of this kind should not
be discouraged from dealing with a variety of clients, both in and out
of Government.
On the other hand, a number of the organizations which have been

established to provide systems engineering and technical direction
(such, for example, as Aerospace Corp.) are at least for the time being
of value principally as they act as agents of a single client. In time,
as programs change and new requirements arise, it may be possible
and desirable for such organizations also to achieve a fully independent
financial basis, resting on multiple clients, but this would seem more
likely to be a later rather than an earlier development.
Enough has been said to indicate that this general area of conflict

of interest with respect to research and development work is turning
up new kinds of questions and all the answers have not yet been found.
We believe it important to continue to work toward setting forth
standards of conduct, as was done by the President in his February
memorandum. We recommend that the President instruct each
department and agency head, in consultation with the Attorney
General, to proceed to develop as much of a code of conduct for
individuals and organizations in the research and development field
as circumstances now permit.

Finally, we would note that beyond any formal standards, we
cannot escape the necessity of relying on the sensitive conscience of
officials in the Government and in private organizations to make sure
that appropriate standards are continually maintained.
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PART 3

PROPOSALS FOR IMPROVING POLICIES AND PRACTICES
APPLYING TO RESEARCH AND DEVELOPMENT CON-
TRACTING

During the course of this review, a number of suggestions arose
which we believe to indicate desirable improvements in the Govern-
ment's policies and practices applying to research and development
contracting.
IMPROVING THE GOVERNMENT'S COMPETENCE AS A "SOPHISTICATED

BUYER"

In order for the contracting system to work effectively, the first
requirement is for the Government to be a sophisticated buyer-that
is, to know what it wants and how to get it. Mention has already
been made of the requirements this placed on governmental manage-
ment officials. At this point four additional suggestions are made.

1. In the case of many large systems development, projects, it has
been the practice to invite private corporations to submit proposals
to undertake research and development work-relating to a new
missile system, for example, or a new aircraft system. Such pro-
posals are often invited before usable and realistic specifications of
the system have been worked out in sufficient detail. As a con-
sequence, highly elaborate, independent, and expensive studies are
often undertaken by the would-be contractors in the course of sub-
mitting their proposals. This-is a very costly method of obtaining
competitive proposals, and it unnecessarily consumes large amounts
of the best creative talent this country possesses, both on the prepa-
ration of the proposals and their evaluation. Delivery time pressures
may necessitate inviting proposals before specifications are completed,
but we believe this practice can and should be substantially curtailed.

This would mean, in many instances, improving the Government's
ability to accomplish feasibility studies, or letting special contracts
for that purpose, before inviting proposals. In either event, it
would require the acceptance of a greater degree of responsibility by
Government managers for making preliminary decisions prior to
inviting private proposals. We believe the gains from such a change
would be substantial in the avoidance of unnecessary and wasteful
use of scarce scientific and technical personnel as well as heavy costs
to the private contractors concerned-costs which in most cases
are passed on to the Government.

2. We believe there is a great deal of work to be done to improve
the Government's ability to supervise and to evaluate the conduct of
research and development efforts-whether undertaken through
public or private facilities. We do not have nearly enough under-
standing as yet of how to know whether we are getting a good product
for our money, whether research and development work is being
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competently managed, or how to select the more competent from the
less competent as between research and development establishments.
When inadequate technical criteria exist, there is a tendency to

substitute conformity with administrative and fiscal procedures for
evaluation of substantive performance. What is required is more
exchange of information between agencies on their practices in con-
tractor evaluation and on their experience with these practices. A
continuing forum should be provided for such exchange. It is
possible also that some central and fairly formal means of reporting
methods and experience and recording them permanently should be
established. We recommend that the Director of the new Office of
Science and Technology, when established, be asked to study the
possiblity of establishing such a forum and the best means for
providing information regarding evaluation practices.

3. With the tremendous proliferation of research and development
operations and associated facilities in recent years, it has become
difficult for the Government officials who arrange for such work to be
done to be aware of all the facilities and manpower that are available.
To maintain a complete and continuous roster of manpower, equip-
ment, and organizations, sensitive to month-by-month changes, would
undoubtedly be too costly in terms of its value.

Nevertheless, we believe that an organized attempt should be made
to improve the current inventory of information on the scientific and
technical resources of the country. We recommend that the National
Science Foundation consider ways and means of improving the avail-
ability of such information for use by all concerned in public and
private activities.

4. In addition, the expansion of the Nation's research and develop-
ment effort has multiplied the difficulties of communication among
researchers engaged on related projects at separate facilities, both
public and private. It is clear that additional steps should be taken
to further efforts to improve the system for the exchange of information
in the field of science and technology.
At present a panel on scientific information of the President's

Science Advisory Committee is at work on this subject. We expect
that its report will be followed by full-scale planning for the establish-
ment of a more effective technical information exchange system, to
support the needs of the operating scientist and the engineer.

IMPROVING ARRANGEMENTS WITH THE PRIVATE SECTOR TYPES OF
CONTRACTS

The principal type of contract for research and development work
which is made with private industry is the cost-plus-fixed-fee contract.
Such contracts have been used in this area because of the inherent
difficulty of establishing precise objectives for the work to be done and
of making costs estimates ahead of time.
At the same time, this type of contract has well-known disadvan-

tages. It provides little or no incentive for private managers to
reduce costs or otherwise increase efficiency. Indeed, the cost-plus-
fixed-fee contract, in combination with strong pressures from govern-
mental managers to accomplish work on a rapid time schedule, prob-
ably provides incentives for raising rather than for reducing costs. If
a corporation is judged in terms ofwhether it accomplishes a result by
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a given deadline rather than by whether it accomplices that result at
minimum cost, it will naturally pay less attention to costs and more
attention to speed of accomplishment. On the other hand, where
there is no given deadline, the cost-plus-fixed-fee contract may serve to
prolong the research and development work and induce the contractor
to delay completion.

Consequently, we believe it to be desirable to replace cost-plus-
fixed-fee contracting with fixed-price contracting wherever that is
feasible-as it should be in the procurement of some late-stage devel-
opment, test work, and services. Where it is judged that cost reim-
bursement must be retained as the contracting principle, it should be
possible in many instances to include an incentive arrangement under
which the fee would not be fixed, but would vary according to a pre-
determined standard which would relate larger fees to lower costs,
superior performance, and shorter delivery times. There is ample
evidence to prove that if adequate incentives are given by rewards
for outstanding performance, both time and money can be saved.
Where the nature of the task permits, it may be desirable to include
in the contract penalty provisions for inadequate performance.

Finally, if neither fixed-price nor incentive-type contracts are
possible, it is still necessary for Government managers to insist on
consideration being given to lower cost, as well as better products
and shorter delivery times-and to include previous performance as
one element in evaluating different contractors and the desirability
of awarding them subsequent contracts.
Contract administration
The written contract itself, however well done, is only one aspect

of the situation. The administration of a contract requires as much
care and effort as the preparation of the contract itself. This is
particularly important with respect to changes in system characteris-
tics, for these C' :ngesoften become the mechanism for justifyint,
cost overruns. Ocher factors of importance in contract administers
tion are fixing authority and responsibility in both Government and
industry, excessive reporting requirements, and an all-too-frequent
lack of prearranged milestones for auditing purposes.
Reimbursable costs
Concern has been expressed because of significant differences

among the various agencies in policies regarding which costs are
eligible for reimbursement-notably with respect. to some of the
indirect costs. These differences are now being reviewed by the
Bureau of the 1Budget with the cooperation of the Department of
Defense, the National Aeronautics and Space Administration, the
Atomic Energy Commission, and the General Services Administration.
Arrangements with universities
With respect to universities, Government agencies share responsi-

bility for seeing that research and development financed at universities
does not weaken these institutions or distort their functions which
are so vital to the national interest.
Government agencies use both grants and contracts in financing

research at universities, but in our judgment the grant has proved
to be a simpler and more desirable device for Federal financing of
fundamental research, where it is in the interest of the Government
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not to exercise close control over the objectives and direction of
research. Since all relevant Government agencies are now empowered
to use grants instead of contracts in supporting basic research, the
wider use of this authority should be encouraged.

Apart from this matter, three others seem worthy of comment.
One arises fronl the extensive use of contracts (or grants) for spe-

cific and precisely identified projects. Often there is a tendency to
believe that in providing support for a single specific project the
chance of finding a solution to a problem is being maximized. In
reality, however, less specific support often would permit more effec-
tive research in broad areas of science, or in interdisciplinary fields,
and provide greater freedom in drawing in more scientists to partici-
pate in the work that is undertaken. Universities, too, often find
project support cumbersome and awkward. A particular professor
may be working on several projects financed by several Government
agencies and must make arbitrary decisions in allocating expenses to
a particular project. It thus appears both possible and desirable to
Love in the direction of using grants to support broader programs, or
to support the more general activities of an institution, rather than to
tie each allocation of funds to a specific project. A number of Gov-
ernment agencies have been moving in this direction and it would be
desirable to expand the use of such forms of support as experience
warrants.
At the same time, it would not, in our judgment, be appropriate to

place major reliance on the institutional grant, since the major pur-
pose of making grants in most cases is to assure that the university
personnel and facilities concerned will be devoted to pursuing specific
courses of inquiry.
A second problem associated with the support of research at uni-

versities is whether the Government should pay all costs, including
indirect expenses or "overhead," associated with work financed by the
Government. We believe this matter involves two related but
distinct questions, which should be separated in considering the
appropriate policy to be followed.

1. We believe there is no question that, in those cases in which it
is desirable for the Government to pay the entire cost of work done
at a university, the Government should pay for allowable indirect
as well as direct costs. To do otherwise would be discriminatory
against universities in comparison with other kinds of institutions.
For purposes of financial and accounting simplicity, in those cases
where grants are used, and it is desirable for the Government to pay
all allowable costs, it may be possible to work out a uniform or average
percentage figure which could be regarded as covering indirect costs.

2. We believe there are many cases in which it is neither necessary
nor desirable for the Government to pay all the costs of the work to
be done. In many fields of research, a university may gain a great
deal from having the research in question done on its campus, with the
participation of its faculty and students, and may be able and willing
to share in the costs, either through its regular funds or through
raising additional funds from foundations, alumni, or by other means.
The extent and degree of cost-sharing can and should vary among
different agencies and programs, and we are not prepared at this time
to suggest any uniform standards-except the negative one that it
would be plainly illogical to require that the university uniformly
provide its share through the payment of all or a part of thc' indirect
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costs. Only in the exceptional case would this turn-out-to be the
best basis for determining the appropriate sharing of costs.
A third problem relates to the means for furnishing major capital

assets for research at universities (such as a major building or a major
piece of equipment such as a linear accelerator, synchrotron, or large
computerr. In inost cases, it will b)e preferable to finance such facili-
ties by a separate grant (or contract), which will insure that careful
attention is given to the long-term value of the asset and to the
establishment of appropriate arrangements for managing and main-
taining it.
Arrangenmeints with respect to not-for-profit organizations other than

universitiess
It has been the practice in contracting for research and develop-,nent work with such organizations to cover all allowable costs and,

inll addition, to provide what is commonly called a "fee." The reason
for paying a "fee" to not-for-profit organizations is quite different
from the reason for paying a fee to profit-making contractors and
therefore the term "fee" is misleading. The profitmaking contractor
is engaged in business for profit. His profit and the return to his
shareholders or investors can only conime from the fee. In the case of
the not-for-profit organizations, there are no shareholders, but there
are two sound reasons to justify payment of a "development" or
"general support" allowance to such organizations.
One is that such allowances provide soine degree of operational

stability and flexibility to organizations which otherwise would be
very tightly bound to the precise limitations of cost financing of
specific tasks; the allowances can be used to even out variations in
the income of the organization resulting from variations in the level
of contract work. A second justification is that most not-for-profit
organizations must-con-(duct sonime independent, self-initiated research
if they are to obtain and hold highly competent scientists and engi-
neers. Such staff members, it is argued, will only be attracted if
they (an share, to sonme extent, in independently directed research
efforts.
We consider that both of these arguments have merit and, in con-

sequence, support the continuation of these payments. Both argu-
ments represent incentives to maintain the cohesiveness and the
(thality of the organization, which is in the interest of the Government.
They should underlie the thinking of the Government representatives
who negotiate contracts with not-for-profit organizations. But the
amount of the "fee" or allowance in each instance must still be deter-
mined by bargaining between Government and contractor, in accord-
ance with the independent relationship that is essential to successful
contracting.
An important question relating to not-for-profit organizations other

than universities, concerns facilities and equipment. In our judgment,
the normal rule should be that where facilities and equipment are
required to perform research and development work desired by the
Government, the Government should either provide the facilities and
equipment, or cover their cost as part of the contract. This is the
rule relating to profit organizations and would hold in general for
not-for-profit organizations-but there are two special problems with
respect to the latter.

83817-62---8
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First, we believe it is generally not desirable to furnish funds through
"fees" for the purpose of enabling a contractor to acquire major capital
assets. On the other hand, the Government should not attempt to
dictate what a contractor does with his "fee," provided it has been
established on a sound and equitable basis, and if a contractor chooses
to use part of his "fee" to acquire facilities for use in his self-initiated
research, we would see no objection.

Second, we would think it equitable, where the Government has
provided facilities, funds to obtain facilities, substantial working
capital, or other resources to a contractor, it should, upon dissolution
of the organization, be entitled to a first claim upon such resources.
This would seem to be a matter which should be governed, insofar
as possible, by the termsll of the contract--or in the case of any newly
established organizations, should be provided in the provisions of its
charter.
Salaries and related benefits

In addition to the question of fees and allowances, there has been a
great deal of concern over the salaries and related benefits received
by persons employed on federally financed research and development
work in private institutions, particularly persons employed in not-
for-profit establishenments doing work exclusively for the Govern-
ment. Controls have been suggested or urged by congressional conm-
inittees and others to make sure that there is no excessive expenditure
of public funds and to minimize the undesirable competitive effect
onthe Federal career service.
We agree that where the contracting system does not provide

built-in controls (for example, through competitive bidding), attention
should be paid to them reasonableness of contractors' salaries and
related benefits, and contractors should be reimbursed only for
reasonable compensation costs. -

The key question is how to decide what is reasonable and appropri-
ate compensation. We believe the basic standard for reimbursement
of salaries and related benefits should be one of comparability to comn-
pensation of persons doing similar work in the private economy.
The President recently proposed to the Congress that the pay for
Federal civilian employees should be based on the concept of reason-
able comparability with employees doing similar work in the private
economy. We believe this to be a sound principle which can be
applied in the present circumstances as well.

Application of this comparability principle may require some special
compensation surveys (perhaps made by the Bureau of Labor Sta-
tistics), which can and should be arranged for as necessary. Further-
more, there will undoubtedly be cases in which comparable data are
difficult to obtain-as, for example, with respect to top management
jobs. In such cases the specific approval of the head of the Govern-
ment contracting agency or his designee should be required.

In view of the inherent complexity and sensitivity of this subject,
we suggest that special administrative arrangements should be estab-
lished in each agency. Contract policies respecting salaries and
related benefits in each contracting agency should be controlled by
an official reporting directly to the head of the agency (in the Depart-
ment of Defense, to assure uniformity of -treatment, by an official
reporting directly to the Secretary of Defense), and salaries above a
certain level-say $25,000--shoul d require the personal approval of
that official.
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PART 4

PROPOSALS FOR IMPROVING THE GOVERNMENT'S ABILITY
TO CARRY OUT RESEARCH AND DEVELOPMENT ACTIVI-
TIES DIRECTLY

Based on the evidence acquired in the course of this review, we
believe there is no doubt that the effects of the substantial increase
in contracting out Federal research and development work on the
Government's own ability to execute research and development work
have been deleterious.
The effects of the sharp rise in contracting out have included the

following. First, contractors have often been able to provide a

superior working environment for their scientists and engineers-
better salaries, better facilities, better administrative support-
making contracting operations attractive alternatives to Federal
work. Second, it has often seemed that contractors have been given
the more significant and more interesting work assignments, leaving
Government research and development establishments with routine
missions and static programs which do not attract the best talent.
Third, additional burdens have often been placed on Government
research establishments to assist in evaluating the work of increasing
numbers of contractors and to train and educate less skilled contractor
personnel-without adding to the total staff and thus detracting from
the direct research work which appeals to the most competent per-
sonnel. Fourth, scientists in contracting institutions have often had
freedom to move "outside of channels" in the Government hierarchy
and to participate in program determination and technical advice at
the highest levels-freedomn frequently not available to the Govern-
ment's own scientists. Finally, one of the most serious aspects of' the
contracting out process has been that it has provided an alternative
to correcting the deficiencies in the Government's own operations.

In consequence, for some time there has been a serious trend toward
the reduction of the competence of Government research and develop-
ment establishments. Recently a number of significant actions
have been started which are intended to reverse this trend. We point
particularly to the strong leadership being given within the Defense
Department by the Director of Defense Research and Engineering, in
striving to raise the capabilities of the Department's laboratories
and other research and development facilities.

Nevertheless, we believe the situation is still serious and that major
efforts are required.
We consider it a most important objective for the Government to

maintain first-class facilities and equipment of its own to carry out
research and development work. This observation applies not only to
the newer research and development agencies but equally to the older
agencies such as Commerce, Interior, and Agriculture.
No matter how heavily the Government relies on private contract-

ing, it should never lose a strong internal competence in research and
development. By maintaining such competence it can be sure of
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being able to make the difficult but extraordinarily important program
decisions which rest on scientific and technical judgments; More-
over, the Government's research facilities are a significant source of
management personnel.
Major steps seem to us to be necessary in the following matters:
1. It-is generally recognized that having significant and challenging

work to do is the most important element in establishing a successful
research and development organization. It is suggested that responsi-
bility should be assigned in each department and agency to the
Assistant Secretary for Research and Development or his equivalent
to make sure that assignments to governmental research facilities are
such as to attract and hold first-class men. Furthermore, arrange-
ments should be made to call on Government laboratory and develop-
ment center personnel to a larger extent for technical advice and
participation in broad program and management decisions-in
contrast to the predominant use of outside advisers.
H-2. The evidence is compelling that managerial arrangements for
many Government-operated research and development facilities are
cumbersome and awkward. Several improvements are needed in
many instances, including-

Delegating to research laboratory directors more authority to
make program and personnel decisions, to control funds, and
otherwise to command the resources which are necessary to carry
out the mission of the installation;

Providing the research laboratory director a discretionary
allotment of funds, to be available for projects of his choosing,
and for the results of which he is to be responsible;

Eliminating where possible excess layers or echelons of super-
visory management, and insuring that technical, administrative,
and fiscal reviews be conducted concurrently and in coordinated
fashion; and
Making laboratory research assignments in the form of a few

major items with a reasonable degree of continuity rather than
a multiplicity of small narrowly specified tasks; this will put
responsibility for detailed definition of the work to be done at
the laboratory level where it belongs.

To carry out these improvements will require careful and detailed
analysis of the different situations in different agencies. Above all,
it will require the energetic direction of top officials in each agency.

Plans have already been developed for joint teams of Civil Service
Commission and Department,of Defense research and manpower per-
sonnel to visit nine defense laboratories during April and May 1962,
in order to analyze precisely what administrative restrictions exist
that, hamper research effectiveness. In this fashion, those unwar-
ranted limitations that can be eliminated by executive action can be
identified as distinguished from those that may require legislative
change.

3. Salary limitations, as already mentioned, in our opinion play a
major role in preventing the Government from obtaining or retaining
highly competent men and women. Largely because of the lack of
comparable salaries, the Government is not now and has not for at
least the past 10 years been able to attract or re-aih its share of such
critically necessary people as: recently graduated, highly recommended-
Ph. D.'s in mathematics and physics; recent B.S.-M.S. scientific and-
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engineering graduates in the upper 25 percent of their classes at top-
ranked universities; good experienced, weapons systems engineers
and missile, space, and electronic specialists at intermediate and
senior levels; and senior-level laboratory directors, scientific managers,
and administrators. This obstacle will be substantially overcome if
the Congress approves the President's recommendation to establish a
standard of comparability with private pay levels for higher profes-
sional and technical jobs in the Federal service.

4. A special problem in the Defense Department is the relationship
between uniformed and civilian personnel. This is a difficult and
sensitive problem of which the Department of Defense is well aware.
We do not attempt in this report to propose detailed solutions, but
we do suggest that certain principles are becoming evident as a result
of the experience of recent years.

It seems clear, for example, that the military services will have
increasing need for substantial numbers of Officers who have extensive
scientific and technical training and experience. Such officers bring
firsthand knowledge of operational conditions and requirements to
research Bind development installations and,' if turn, learn about the
state of th 'airt and the feasible applications of technology to military
operations. The military officer is needed to communicate the needs
of the user, to prepare the operational forces for new equipment, to
plan for the use of developing equipment, and later to install it and
supervise its use.

All of the above roles suggest that when military personnel are
used in research and development activities, they should perform as
"technical men" rather than "military men" except when there is a
need for their military skills. Military command and direction
become important only as one moves from the research end of the
spectrum into the area where operational considerations predominate.
Both at middle management and policy levels, a well-balanced mix-
ture of military and civilian personnel maybe most advantageous in
programs designed to meet military needs.

In research, there are many instances' in which the existence of
military supervision, and the decreased opportunities for advance-
ment because of military occupancy of top jobs, are among the
principal reasons why the Defense Department has had difficulty in
attracting outstanding civilian scientists arid engineers. On the
other hand, there are examples within the Department of cases in
which enlightened policies of civil-military relationships have drawn
on the strengths of each and produced excellent results. In such
instances, the military head of the laboratory has usually concen-
trated on administrative problems and the civilian technical director
has had complete control of technical programs.

Military officers should not be substituted for civilians in the
direction and management of research and development unless they
are technically qualified and their military background is directly'
needed and applicable.

In the course-of the next year, the Department of Defense intends
to give consideration to the delineation of those research and develop-
ment installations in which operational considerations are predominant
and those installations in which scientific and technical considerations
are predominant. Having done so, the assignment of military officers
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to head the former type of installation, and civilians (or equallyqualified military officers) to head the latter will be encouraged.
Furthermore, when military personnel are assigned to work in civilian-
directed installations on the basis of their technical abilities, it is
intended that they should be free of the usual rotation-of-duty require-
ments and not have separate lines of reporting.

5. In addition to the recommendations above, we have given con-
sideration to the possible establishment of a new kind of Government
research and development establishment, which might be called a
Government institute. Such an institute would provide a means for
reproducing within the Government structure some of the more pos-
itive attributes of the nonprofit corporation. Each institute would
be created pursuant to authority granted by the Congress and be
subject to the supervision of a Cabinet officer or agency head. It
would, however, as a separate corporate entity directly managed by
its own board of regents, enjoy a considerable degree of independence
in the conduct of its internal affairs. An institute would have author-
ity to operate its own career merit system, as the Tennessee Valley
Authority does, would be able to establish a compensation system
based on the comparability principle, and would have broad authority
to use funds and to acquire and dispose of property.
The objective of establishing such an instrumentality would be to

achieve in tile administration of certain research and development
programs the kind of flexibility which has been obtained by Gover.l-
ment corporations while retaining, as was done with the Government
corporation, effective public accountability and control.
We regard this idea as promising and recommend that the Bureau of

the Budget study it further, in cooperation with some of the agencies
having major research and development programs. It may well
prove to be a useful additional means for carrying out governmental
research and development efforts.

6. It would seem, based on the results of this review, that it would
be possible and desirable to make more use of existing governmental
facilities and avoid the creation of duplicate facilities. This is not
as easy a problem as it might seem. It is ordinarily necessary for a

laboratory, if it is to provide strong and competent facilities, to have
a major mission and a major source of funding. This will limit the
extent to which it is possible to make such facilities available for the
work of other agencies. Nevertheless, in some cases and to some
extent it is clearly possible to do this and a continuing scrutiny is
necessary in order to make sure that the facilities which the Govern-
ment has are used to their fullest extent.

7. Finally, together with the better use of existing facilities, the
Government must also make better use of its existing scientific and
engineering personnel. This implies not only a careful watch over
work assignments, but also a continual upgrading of the capabilities
of Federal personnel through education and training. At the present
time, technology is changing so rapidly that on-the-job scientists and
engineers find themselves out of date after a decade or so out of the
university. To remedy this, the Government must strengthen its
educational program for its own personnel, to the extent of sending
them back to the university for about an academic year every decade.
This program, necessary as it is, will only become attractive if the
employee is insured job security on his return from school and if his
parent organization is allowed to carry him on its personnel roster.
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ANNEX 1
THE WHITE HOUSE,

July 31, 1961.
Hon. DAVID E. BELL,
Director, Bureau of the Budget,
Washington, D.C.
DEAR MR. BELL: Since the end of World War II, the Federal Gov-

ernment has been making extensive use of contracts with private
institutions and enterprises to provide for the operation and manage-
ment of research and development facilities and programs, for analyti-
cal studies and advisory-services, and for technical supervision of
weapons systems and other programs administered on a systems
basis. Through such contracts the Government has been able to
accomplish scientific and technical work essential-to urgent public
purposes.

In part, the use of such contracts has been made necessary by the
Government's entry into new fields, such as atomic energy, missile
development and space exploration, and the need for talents and
services not previously employed. In part, the use of contracts has
also been induced by the recommendations of the second Hoover Com-
mission and other groups that the Government terminate activities
which could better be performed for it by private enterprise. Pres-
ent Federal policies with respect to contracting-out Government
activities are outlined generally in Bureau of the Budget Circular
No. A-49, "Use of Management and Operating Contracts," -and
Bureau of the Budget Bulletin No. 60-2, "Commercial-Industrial
Activities of the Government Providing Products or Services for
Governmental Use."

After a decade or more of experience with such contracts, I think
it would be desirable to review the effectiveness of this means of
accomplishing the Government's purposes. Some of the questions
that require review have been posed recently in studies-and reports by
several committees of Congress. I would like to have you undertake,
with the assistance and cooperation of the other Federal officials
most concerned, a review of the experience with respect to the types
of contracts mentioned above. I am requesting the following officials
to participate in the study: the Secretary of Defense, the Chairman
of the Atomic Energy Commission, the Chairman of the U.S. Civil
Service Commission, the Administrator of the National Aeronautics
and Space Administration, and the Special Assistant to the President
for Science and Technology.
The product of the review should be recommendations to guide

future executive branch action. While there is a consensus that the
use of contracts is essential and appropriate to carry on certain types
of Federal operations, it also appears that use of the contract device
has been made necessary in part by the limitations which exist with
respect to direct Federal operations. I would like to have you explore
the circumstances and conditions under which contractor operations
provide the most effective means for accomplishing thie Government's
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objectives in the areas under review. I would also like to have full
consideration given to the limitations which make direct Federal
operations difficult, and to the development of proposals for adjust-
ments and new concepts in direct Federal operations which would
provide the Government with greater flexibility in determining
whether the public interest would best be served by the use of con-
tractor or direct Government operations.
The review should focus on the following matters: (1) The effect of

the use of contractors on direct Fedval operations, the Federal per-
sonnel system, and the Government's own capabilities, including the
capability to review contractor operations and carry on scientific and
technical work in areas where the contract device has not been used,
and policies and actions needed to increase the Government's capabil-
ities in these respects; (2) the policies, if any, that the Government
should follow in controlling the salaries and fringe benefits of personnel
working under a contract, and the appointment, management and
dismissal of such personnel; (3) the criteria to be used in determining
whether to. perform a service or function through a contractor or
through direct Federal operations, including any special considera-
tions to be given to the nature of the contractor and his relationship
to production contractors; (4) the policies which should apply in
selecting contractors, including the organization of institutions for
the sole purpose of entering into contracts with the Government; (5)
the means for reviewing and supervising contractor operations, and
for achieving maximum efficiency in such operations; and (6) the poli-
cies which should apply with respect to contractor fees and cost
reimbursement practices on items such as overhead, facilities and
equipment, and advertising.
The results of the review should be available not later than

December 1.
Sincerely,

JOHN F. KENNEDY.
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ANNEX 2

SUMMARY INFORMATION CONCERNING RESPONDENTS
TO BUREAU OF THE BUDGET QUESTIONNAIRE AND
ORGANIZATIONS INTERVIEWED
This annex lists the respondents to the questionnaires sent out by

the Bureau of the Budget in connection with the study of Government
contracting for research and development. It presents certain data
as to the types of organizations involved and their staff characteristics.
1. Departments and agencies
Ten departments and agencies, and-some organizations attached to

the Office of the Secretary of Defense,' were asked to respond to
questionnaires concerning the means of conducting their research and
development programs. The 10 were the Departments of the Army,
Navy, Air Force, Agriculture, Commerce, and Health, Education,
and Welfare, National Aeronautics and Space Administration, Atomic
Energy Commission, National Science Foundation, and Federal
Aviation Agency.
Those establishments were selected to participate in the study

because of the magnitude and diversity of their research and develop-
merit activities. Other departments and agencies, such as Interior
and the Tennessee Valley Authority conduct significant R. & D.
programs, but the 10 participants account for over 98 percent of
Federal expenditures for research and development ($12,138 million
out of a total $12,365 million estimated for fiscal year 1963). By the
same token they employ the bulk of Federal scientists, engineers, and
other personnel engaged in R. & D. and utilize the large majority of
contractual services in support of such Federal programs.
The following table summarizes the scientific and engineering staff

resources in the R. & D. programs of the 10 departments and agencies:
Technical professional R. & D. personnel l

Military Civilians Total

Department of Defense .-......---..........-.- . - . .--- 6,582 23,481 30,063
Other agencies ..-- ...-........'....---..-----...-- 1,977 16, 124 18,101

Total .................................................. 8,6559 a39, 605 48,164

IThe following definitions were furnished to departments and agencies for reporting of these data. The
definitions are consistent with National Science Foundation and Bureau of Labor Statistics practice.

Scientists: Count as scientists all persons actually engaged in scientific work at a level which requires
knowledge of physical, life, engineering, or mathematical sciences equivalent at least to that acquired
through completion of a 4-year college course with a major in one of these fields, regardless of whether they
hold a college degree in the field. Include those persons in research-development, management, technical
service, technical sales, and other positions which require them to use the Indicated level of knowledge In
their work. Do not include persons trained In science but currently employed in positions not requiring
the use of such training. Exclude psychologists and social scientists.

Engineers: Count as engineers all persons actually engaged in chemical civil, electrical, mechanical,
metallurgical, and all other types of engineering work at a level which requires knowledge of engineering,
physical, life, or mathematical science:equivalent at least to that acquired through completion of a 4-year
col ege course with a major in one of these fields, regardless of whether they hold a college degree In the
field. Include those persons in research-development, management, technical service, technical sales,
and other positions which require them to use the indicated level of knowledge in their work. Do not in-
clude persons trained in engineering, but currently employed in positions not requiring the t!se of such
training. Include architectural engineers exclude architects.

2 Includes members of the Public Health Service.
3 Includes 1,425 personnel employed under special authority such as Public Law 313, "excepted positions"

for the NASA, and others.
I National Security Agency, Advanced Research Projects Agency, Defense Atomic Support Agency,

Defense Communications Agency, Defense Intelligence Agency.
27
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2. Government and contractor installations performing research, and
development

Seventy-one Government laboratories and other types of installa-
tions, universities, private businesses and not-for-profit institutions
were asked to respond to questionnaires calling for presentation of
information on the nature and amount of their work, personnel and
personnel systems, and certain operating characteristics. They were
selected from among the several thousand (the Department of Defense
alone has contracts with over 300 universities and not-for-profit
institutions) public and private enterprises engaged in doing R. & D.
work for the Federal Government because of the significance of their
activities and because they were representative of the va,; ty of:
(1) types of organization--Government-owned-and-operated labora-
tories, development centers and test ranges, and universities, univer-
sity-associated research centers, Government-owned contractor-oper-
ated facilities, not-for-profit enterprises and industry; (2) fields of
endeavor-physical and biological sciences, medicine, operations re-

search, etc.; (3) primary functions-research, analytical services,
systems engineering, testing, etc.; (4) organizations performing under
various Government agency sponsoring arrangements; and (5) geo-
graphic locations. No attempt was made to select participants in
the study on a statistical sample basis.
The significance, however, of the participating group is apparent in

terms of their expenditures and staff resources. Thle non-Feederal
installations involved had expenditures for R. & D. of over $2.7
billion in fiscal year 1961 of which over 90 percent was received from
Federal sources. The staffs of the Federal and contractor institutions
(excluding universities, but including university-associated research
centers) queried total about 250,000 people, including 77,000 Federal
civilian and military employees.
The following tables indicate the type and size of organizations

involved.
TABLE 1.-Types of respondents

The following table lists the 71 installations under two categories: direct
Federal operations and contractors. "On campus" college and university re-
spondents are identified as a group separately from other contractors. The other
contractors are marked to indicate type according to the following: (1) university-
associated institutions (i.e., a laboratory or division which has been separately
organized by, but remains legally a part of, a university to handle certain major
Government R. & D., efforts); (2) other not-for-profit institutions; (3) industry;
and (4) Government-owned, contractor-operated facilities. There is overlap
between the latter group and the others.

NoTE.-An asterisk (*) indicates those institutions whose officers
were also interviewed by a Bureau of the Budget interview team,
having representation from the Bureau, the office of the special
assistant to the President for science and technology, the Civil
Service Commission, and the department or agency primarily
involved.
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DIRECT FEDERAL OPERATIONS

*Ordnance Materials Research Office (U.S. Army).
U.S. Army Chemical Research and Development Laboratories.
Army Rocket and Guided Missile Agency Research Laboratories.

*U.S. Army Signal Research and Development Laboratory, Fort Monmouth.
White Sands Missile Range (U.S. Army).
Diamond Oirdnance Fuze Laboratories (U.S. Army).
Walter Reed Army Institute of Research.

*U.S. Naval Research Laboratory.
U.S. Naval Ordnance Laboratories:

White Oak.
Corona.

*U.S. Naval Ordnance Test Station.
Pacific Missile Range (including organizational elements primarily at Point
Mugu and Point Arguello).

Aeronautical Systems Division, Air Force Systems Command.
*Air Force Cambridge Research Laboratories.
Rome Air Development Center (U.S. Air Force).
Air Force Flight Test Center, Edwards Air Force Base.
Office of the Deputy Commander for Aerospace Systems, including the Ballistic

Systems Division and the Space Systems Division (U.S. Air Force).
Langley Research Center (NASA).
Goddard Space Flight Center (NASA).
*Ames Research Center (NASA).
Weather Bureau (Commerce).

*National Bureau of Standards (Commerce).
National Aviation Facilities Experimental Center (FAA).
Regional Poultry Research Laboratory (Agriculture).
U.S. Salinity Laboratory (Agriculture).
U.S. Vegetable Breeding Laboratory (Agriculture).
Fresno Horticultural Field Station (Agriculture).
Forest Products Laboratory (Agriculture).
Northern Utilization R. & D. Division (Agriculture).

*National Institutes of Health (HEW).
Robert A. Taft Sanitary Engineering Center (HEW).

CONTRACTORS
Colleges and universities:

*Massachusetts Institute of Technology.
New Mexico State University.

*California Institute of Technology.
Michigan State University.
Georgia Institute of Technology.
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OTHER CONTRACTORS

Univer-
Title of organization sity Not for G0 -CO I Industry

associ- profit
ated

*LincolnLaboratory (MIT) ......................... . ......... ......

Operations Evaluation Group (MIT) ........................ X......... ........... .
Hudson Laboratories (Columbia University) ................. . X.......... ..........

*Applied Physics Laboratory (Johns Hopkins University)-... X .......

Institute of Science and Technology, University of Michigan.. X .........

MITRE Corp ......... .. ............... X ...
Institute for Defense AnalysesX.----- --X-... .......

*Rand Corp...-.-.....---....-...-...-----...-....-.. - X...... ....

Vitro Laboratories, Division of Vitro Corp. of America ... . ......... .......... .......... X
*Research Analysis rwp........................ ................X.......; -.
System Development Corp ............. ------..--------.....- X ..........

Analytic Services, Inc..................................... ......... X ........

Aerospace Corp................................................ X . ...

Stanford Research Institute ...... .- .-... . X ......
*Space Technology laboratories, Inc.... ..... .. .. ........... X
Cornell Aeronautical Laboratory, Inc ...........................---- ...... X ..

*Bell Telephone Laboratories, Inc ..............................--.. X ......

Thiokol Chemical Co., Redstone Division.-...-.......-................- X X

Boeing Co., Aero-SpaceDivision---- ---... -.......- ..- X

Martin Marietta Corp., Aerospace Division- -- . ....... ........ X
*Lockheed Missiles & Space Co ---. ....-..-.....--- X

Lfnd-Air Inc., White Sands, Holloman Division .. . ----. ..... X
Pacific M'issile Range (Bendix Corp., Radio Division) . ....... .......-. X
Atlantic Missile Range (Pan American World Airways,
Guided Missiles Range Division) ................. .................... ...

*Tullahoma Test Facility (ARO, Inc.) ........ ................. X....... X X

*Roc.ketdyne, a division of North American Aviation, Inc-- - .. . .. X
*Jet Propulsion Laboratory (California Institute of Tech-

nology) -..------------------------------------------ -- X .......... X
*Brookhaven National Laboratory (Associated Universities,

Inc.) ............................................... ...... ............ . X X
*Oak Ridge National Laboratory (Union Carbide) ............. ....................X X
Los Alamos Scientific Laboratory (University of California)... X .......... X
Sandia Corp. (Western Electrico............. ..... X X
Bettis Atomic Power Laboratory (Westinghouse) .......... . X X

Idaho Test Station (Phillips Petroleum Co., Atomic Energy
Division)-....- .. -.....----.------- .. ..-...... X

Nevada Test Site (Reynolds Electrical & Engineering Co., Inc). ...--..."'.. X

National Radio Astronomy Observatory (Associated Univer-
sities, Inc.) ............. .... ................................ ... . X X

*In addition officer, of the following private institutions were interviewed: Jerrold Electronics Corp.
General Atronics Corp., CEIR, Inc., and the University of Chicago.

I Government owned and contractor operated.
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CONTRACTING FOR RESEARCH AND DEVELOPMENT 31
TABLE 2.-Total staff reported by contractor and direct Federal operation establish-

ments performing research and development operations

Scientists Other tech-
Group Total staff and engi- nical and Other

neers manage-
ment

Contractors I..-.............-........-. 171,935 38,535 57,174 76,226
Government .......-..-..........................-. 77, 071 21,880 22,298 32, 893

Civilian -.--------...-.--.-- --. .... (62,837) (18,575) (18, 556) (25,706)
Military-.....-....(14......-.....(14,234) (3, 305) (3,742) (7,187)
Total.......-------------- ..---------- 24,006 3 60,415 4 79,472 109,119

~~~~~~~~~
~9- _I'

I Exclusive of colleges and universities ("on campus" contracts).
* Questionnaire requested the reporting of full-time personnel employed on or about Sept. 30, 1961.
3 Includes 981 individuals classified by respondents as executives, as defined in the questionnaire as

follows: " Executives (highest levels ofmanagement, either line or staff, not directly and necessarily involved
in the scientific and engineering aspects of work in progress)."

Also includes 7,681 perrnnel classified by respondents as scientists and engineers who do not have
academic degrees. These individuals are not included in the salary analysis for the reason that respondents
were asked to tabulate staff salaries since year of bachelors degree.

4 Defined in the questionnaire as follows: "Other technical and management personnel (including such
personnel as accountants, attorneys, personnel specialists, technical support personnel, draftsmen, engineer-
ing aides, technicians, and laboratory assistants, but excluding clerks, typists, janitors, etc.)."

TABLE 3.-Staff reported, by contractor

Contractor I Total staff Scientists and
engineers IIincoln Lifaboratoryv .- .. ........ -----...----..--.. 1, S05 666

Operations Evaluationl (roup-................. . ...-... .... 173 98
Institute of Science and Technology (University of Mihigan) .---.----. 60 268
H udson Laboratories------...... .... ................................. .---------254 102
Applied Physics Laboratory (Johns Hlopkins University)--. ............ 2,2 87
MITRE Corp........-.....----- ----...----------........---.-.476 424
Institute for Defense Analyses ..-..................---..-----..------.--..------ 357 146
Rand Corp----...... ..------...---------..----.. ...----------... .-. 1, 036 464
Vitro Laboratories Division of Vitro Corp. of America...- ...............--.... 2, 3 5111
tResearch Analysis Corp ............-............----------- ..-- ------ 418 9t
System l)evelopment Corp...- ......................----- .......---- . 3, 827 1, 839
Analytic Services Inc ..- -- ... ....-.------..------- ..-.-. 70 45
Aerospace Corp--------- ....-----...- ..-.--.----------..-------- 3,053 SW
Stanford Research Institute ---------------- ..... 1, 727 843
Space Technology Laboratories, In .................-....--...--.. ....--- ..--- . 4,56 1,749
Cornell Aeronautical LaIoratory, Inc-.-...--- ....-.....-...- . 1, 027 400
Bell Telephone Laboratories, Inc.----...-......-....---. 12, 794 4,543
Thiokol Chemical Co. Redstone Division ..---- ....... ........---. 1,679 369
Boeing Co. Aerospace Division ......................- .. ..-------.-------- ... 42, 180 5,695
Martin-Marietta Corp. Aerospace Divisloll ....-.............................------- ------. 13,394 2,309
Lockheed Missiles & Space Co..-..,-----------------------..------- :.,183 4,892
land-Air Inc. (WSM R-llolloman) .--- ....................... --........... 650 161
Bendix Corp. Radio Division ait I'M It ....- ............................... 207 20
I'an American World Airways Gulded Missiles Range l)ivision -............ b, 730 01
R(oketdyne-...................................--.......- ..-. 12,197 1,719
Jet P'ropulsion Llaboratory-................ ..... . ...- 2,867 143
Brookhaven National Laboratory...-....-------..----------.- ..--- --- 2,402 6712
Oak Ridge National Latboratory- . .. ............................ . ...... . .. 1,193 1,549
Los Alamnos ,Sientific L.-boratory...- ....--.------ ..........----.--.--.- 3,389 1, 00
Sandilla Corp....-..-...... . ....--.....-..-- .------- .. 7,888 2,068
Bettis Atomic l ower Laboratory..--...........-....................3, 598 1,149
Phillips Petroletum Co. Atomic Energy 1)ivision (Idaho tetstation) ..-.- 1,747 517
evnyhllds Electrical & Enginneeritn Co. Ine. (Nevada test site) .......-....... 2. l 45
ARO Ine. (Tullahonia test facility) -................................- .. 2,851 611)
National Radio Astronomy Observatory ---- . ... ...---. 103 24

Exclusive of colleges and universities ("on campus contracts").
2 Includes those individuals classified by respondents as "executives."
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TABLE 4.-Staff reported, by Government-operated laboratory, test station, or range

Scientists and
Total staff engineers I

Organization _

Civilian Military Civilian Military
I .

Ordnance Materials Research Office.......-....... ...... 801 52 1
Army chemical R. & D. laboratories ...... 1,106 377 389 208
Army Rocket and Gulded Missile Agency research
laboratories....- ........... ............. 480 41 257 0

Army Signal R. & D. laboratory, Fort Monmnoutli.... 2,920 501 1,130 181
Wwhite Sands M missile Range ........ ........... .. .. .-- ..---4,874 3,271 1,009 125
Diamond ordnance fuse laboratories ------1,369 5 487 0
Walter Reed Army Institute of Research ............... 465 326 192 182
Naval Research Laboratory ...... ............- 3,214 84 1,023 17
Naval ordnance laboratories:

White Oak--..........-...-------.--.....-.--..---- 3,084 49 950 14
Corona ... ........................................- 999 3 406 :3

Naval ordnance test station .......... ................. 4, 648 1,018 1,228 29
Paclflc Mitile Range ................... 3.152 2,412 396 53
Aeronautical Systems Division, Aeronautical Systeims
Command ............... ..................... 7,879 1,664 2,658 856

Air Force Cambridge research laboratories.......-----848 200 46 93
Rome Air Development Center-- ..--.... 1,214 351 481 137
Air Force Flight Test Center, Edwards AFB ......... . 2,129 2,528 104 104
Air Force, Office of Aerospace Systems ............... 196 1,403 212 1,302
Langley Research Center...--------....- 3,416 0 1,249 0
Ooddard Speae Flight Ce.iter-.--.-.-.......-.- ..... 1,725 0 624 0
Amnes Research Center ..................---.----- 1,512 0 616 0
Weather Bureau .. ............I.. .................... 511 0 275 0
National Bureau of Standards ........................ 3,396 0 1,516 (
National Aviation Facilities Esperimental Center . 1,188 0 348 0
7U.,. Vegetable Breeding Laboratory ..--------..--19 0 5 0
U.8. Salinity Laboratory ............................... 43 0 19 0
Frino Horticultural Field Station ...- ........ 10 0 6 0
Regional Poultry Research Laboratory..--..........35 0 11 0
Northern UtlUizatlon R. & 1). Division ..............384 201
Forest Products Laboratory ............ .............. 427 - 0 16 0
National Institutes of Health ................. ... 8, 660 0 1,916 0
Robert A. Taft Sanitary Engineering Center...64......864 0 3O 0

I Includes those Individuals classified by respondents as "executives."
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ANNEX 3

SPECIAL ANALYSIS G

FEDERAL RESEARCH AND DEVELOPMENT PROGRAMS
T''lis analysis sumllllarizes Federal expenditures in the fiscal years

1961, 1962, and 1963 for tlhe conduct of research and development
a1nd for the construction, iilnprovelient, and equipping of research
and(levelopllen t facilities.'

Research and Development
Estimated Budet Expenditures in 1963

- 1141
Department of Defenoe (Military Functiom)

.~~~1,40W2,JNational Aefonoutics ond Space Adminitrotion

Atomic Energy Commission

Deportment of Health, Educafion, and Welfare

171
Department of Agricultume

Notionol Science Foundation TOTAL S12,3&S

Other Agencies

Net budget expenditures for research and (leveloplelnt in 1963 are
estimated to total $12,365 million, an increase of $2,121 million over
1962 and $3,074 million over 1961.

I The term "Conduct of research and development" Includes activities In which the primary aim Is either
to develop new knowledge or to apply existing knowledge to new uses. These activities may be carried out
in Government installations or in the facilities of private, State or local organizations using Federal funds.
Generally excluded from this definition are expenditures for routine testing, experimental production, infor-
mation activities, and training programs. This analysis also omits expenditures for research performed
Independently by contractors within overhead arrangements on some p x)curement contracts funded in
Department of Defense procurement accounts and for the collection of general-purpose statistics by the
Census Bureau and other agencies.
Expenditures for "Research and development facilities" include amounts for physical facilities such as

land, buildings, and major equipment, regardless of whether the facility is to be used or owned by the Fed-
eral Government or by a private, State, or local organization.

33
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TABLE G-1.-Total Federal research and development expenditures
[In millions of dollars]

Purpose 1961 actual 1962 estimate 1963 estimate

Conduct of research and development-.. ........--.- 8,754.0 9,618.0 -11,475.9
Research and development facilities--....................... 536.8 625. 9 889. 4

Total ................................................... 9,290.8 10,213.9 12,365.3

NOTE.-Totals in text tables may not add due to rounding.

Through its prograllls thle Federal Government 11now supports over
two-thirds of the research and development of the Nation. Of the
total Federal expenditures for this purpose about two-thirds are made
through contracts with private industry; over 10% through grants
and contracts with universities and otiler nonprofit institutions; and
the remainder by Government scientists in Federal facilities.

TABLE G-2.-Federal expenditures for research and development divided between
national defense and other programs, fiscal years 1953-6'3

[In millions of dollars]

Fiscal year National Other Total
Defense

1953 ........................................................... 2,832 269 3,101
1954 ...........-...-...-... ... ...--- .......-..-..- 2, 868 280 3,148
1955...........................................................-2,979 289 3,268
1956..................-....... ..-.....- 3,104 332 3,435
1957.....- ......... ...----- ....... ......------- 4,027 433 4,460
1958-.......... ..-............. ..- .....--- 4, 463 523 4,985
1959 ......................................................... 5,048 744 5,792
1960.........- ........ .... .. ..... ...6,639 1,103 7,742
1961 ...- ...-- ............- .......--- ..-- .. ...- . 7,719 1,572 9,291
1962..- .......... ... .............. 7, 820 2, 424 10,244
1963-..... ...-- .-- .---- .----- 8,572 3, 793 12,365

NoTE.-Amounts included in this table under "National Defense" for the Department of Defense have
been compiled from the best available summary data to provide maximum possible comparability for the
years shown.

Within thie totals for research and development, expellditures for
basic research will increase to about $1.6 billion ill 1963 as compared
with well over $1 billion in 1962. A major portion of the increase in
1963 is attributal)le to tlie National Aeronautics and Space Admiin-:
istration.

Inllluded ill tills ana.lysis, but not separately identified, are tlie funds
of a numlnber of agencies inl certain scientific fields of broa.(d national
interest. These inlllude space programs, medical anld related re-

search, and several fields which llave been given special attention
by the Federal Council for Science and Technology ad(l its co1m-
niittees, including oceanography, atllospheric sciences, higll and low
energy physics, and materials and water research.

Space prof/ramns.-Expenditures for space research and development
will amount to about $3.7 billion in 1963 as compared with about
$2.3 billion in 1962 and $1.5 billion in 1961. A better index of tlle
growth of Federal activities ill this field is sllown by the llew obliga-
tional authority for all space activities sullln arized in table (G-3.

Tile amounts shownli for the Nationlal Aeronlati(s and S)pace. Ad-
linistration llcover all activities of' tIhat agellncy except t lose spe(ifi-
tally identified with aircraft or ilmissile technology. Tile estimates

9.869604064
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CONTRACTING FOR RESEARCH AND DEVELOPMENT

for the Department of Defense include all the principal amounts
identifiable with the Department's space programs but. exclude
certain amounts which cannot feasibly be separated from other mili-
tary expenses, such as the development of missiles-which are also
used in the space programs, military personnel costs, and various
other operating costs. For the Atomic Energy Commission, the
table includes the amounts associated with the development of nuclear
rocket propulsion and nuclear power sources for space applications.
The Weather Bureau amounts are primarily those related to the estab-
lishment of an operational meteorological satellite system, which,
therefore, are not included in the totals for research and development
in this special analysis. The amounts for the National Science Foun-
dation are for a space telescope project.

TABLE G-3.-New obligational authority for Federal space programs
[In millions of dollars]

Agency 1961 actual 1962 estimate 1963 estimate

National Aeronautics and Space Administration--...----- 926.2 1,786.3 3,732.9
Department of Defense-... . ... --------- 793.8 1,147.2 1,517.7
Atomic Energy Commission------ ...---- ... ..-- ---- 63. 2 120. 1 192.9
Department of Commerce: Weather Bureau -----.....-.--------5.0.2 47.2
National Science Foundation-........................ ..- . 6 1.6 1. 7

Total -- ... -- ----------- -------------..........----- 1,783.8 3,105.4 5,492.4

Medical Research.-The Federal Government now supports over
three-fifths of the medical and health-related research of the Nation.
Total obligations of Federal agencies for the conduct of such research
and for research facilities are estimated at $1,024 million in 1963 as
compared with $857 million in 1962 and $623 million in 1961.
The rapid growth in the Federal support of medical and health-

related research reflects chiefly the increases in the Department of
Health, Education, and Welfare, particularly for intramural and
research grants programs of the National Institutes of Health, which
presently account for about two-thirds of the Federal support of
medical research and roughly two-fifths of national expenditures in
this field.
The major field of interest to the Atomic Energy Commission

is research on the effects of radiation on human beings. Medical
research in the Department of Defense emphasizes preventive medicine
and medical problems of military operations. The Veterans Adminis-
tration undertakes clinical research related to the special problems of
patient care in its hospitals. A portion of the rapidly growing research
programs of the National Aeronautics and Space Administration is
directly related to health, particularly the effects of space flight on
humans. Research programs of the Department of Agriculture
include such fields as nutrition and veterinary medicine. The
National Science Foundation supports basic research in the life sci-
ences, a portion of which is of direct significance to health.

83817-62--1
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TABLE G-4.-Obligations of Federal agencies for medical and health related research

[In millions of dollars]

1961 1962 1963

Agency Budgeted Budgeted Budgeted
as medi- Directly as medi- Directly as medi- Directly
cal and related I cal and related I cal and relatedX
health -health health
related related related

Department of Health, Education, and
Welfare;
Public Health Service- ......--.. 434 -------.. 613 .------- 735 .-----

National Institutes of Health .--- (410)---------- (562) .- (679) ..-

Other -----.......---------------------- 13 -...---- 20 21 ...--..--

Total, Department of Health, Edu-
cation, and Welfare--------------- 447 ---------- 633 -----..--- 756 ..........

Department of Defense-..----------... 22 28 32 31 43 41
Atomic Energy Commission --------..--- 7 54 8 61 8 71
National Aeronautics and Space Admin-

istration -------------- ............--. 5 -..-.---. 22 29
Veterans' Administration-------------.- 24 --------. 32 32 ----------

Department of Agriculture ---- ......-- 19 ---------- 23 ---------- 2'2
National Science Foundation-- 14 14 17
Other ------- ...-.......- ...- .......... 3 .. I .....- 4 1

Total, medical and health related
research-----------..----...--- 503 120 706 151 843 181

Total, conduct of research- ..---- (459) (111) (650) (140) (750) (169)
Total, research facilities-.-------- (44) (9) (56) (12) (93) (11)

I Includes obligations for research with other than medical or health objectives but related to health in
terms of substance or probable applications.

Oceanography.r-The national oceanographic program of the Federal
Government for 1963 will total $123.6 million in obligations.
TABLE G-5.-Obligations of Federal agencies for oceanographic research and surveys

tin millions of dollars]

Agency 1961 actual 1962 estimate 1963 estimate

Departments of-
Commerce ..- ............-- --- --- -----.... 11.4 23.0 23.9
Defense -----.---------------------- 31.6 42.1 57.3
Health, Education, and Welfare.....----- .-------------- .7 1.3 1.6
Interior--.. -..-------------------------------...------- 8.7 14.2 14.9

Atomic Energy Commission----------- 1. 7 3.6 5.4
National Science Foundation-..-..-..---------...--. 7.9 16.7 20.1
Other ... --.---....-----.--------------.1 .1 .4

Total --...............-- -------- ----------------- 62.1 101.0 123. 6
~.

An estimated $53.1 million for research and instrumentation will
provide for studies by the Navy particularly of the physical and
chemical properties of the sea; grants of the National Science Foun-
dation for oceanography including marine biology; the work of the
AEC related principally to radiation and atomic wastes; and research
by Department of the Interior on commercial fish resources. Survey
programs, principally those of the Departments of Commerce and
Navy to map and provide basic statistics on depths, currents, tem-
peratures and related data, will total $17.1 million. Funds for the
construction of ships and facilities will total $49.1 million. Also in-
cluded is $3.7 million for the International Indian Ocean Expedition
and $0.6 million for the National Oceanographic Data Center.
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Atmospheric sciences.-The atmospheric sciences are undergoing
rapid development as an increasing array of new techniques become
available to obtain and process data bearing on atmospheric prop-
erties and dynamics. The Federal Government's program in this
field is estimated to grow to over $200 million in 1963, roughly double
the past year's effort. Almost one-half of the increase in 1963 is
being directed to the meteorological and scientific satellite programs of
the National Aeronautics and Space Administration. Other increases
have been required by the rigorous needs of new defense programs,
detection and prediction of radioactive fallout, air pollution, and avia-
tion and air-traffic control as Well as the desire to advance the science
generally through basic resealr .; grants and facilities. A notable step
to be taken in 1963 will be ihe financing by the National Science
Foundation of a major construction and operating program for the
National Center for Atmospheric Research.
High and low energy physics.-High energy physics is concerned

with the study of elementary particles at the subatomic level and
related nuclear forces. It is characterized by high costs for high
energy particle accelerators and related equipment. In 1963, total
Federal expenditures for high energy physics research and construc-
tion are estimated to be $138 million-of which the Atomic Energy
Commission's share is $126 million-as compared with a total of $109
million in 1962 and $86 million in 1961. The balance is chiefly ac-
counted for by the Department of Defense and the National Science
Foundation.
Low energy physics is concerned with the structure and properties

of the nucleus of the atom and the character of related nuclear roc-
esses. The research is conducted primarily with particles produced
from relatively small accelerators and research reactors. Total Fed-
eral expenditures for low energy physics in 1963 are estimated at $61
million-of which Atomic Energy Commission will provide $40 million
and the National Science Foundation $14 million-as compared with
a total of $52 million in 1962 and $39 million in 1961. The balance
is chiefly accounted for by the Departments of Defense and Commerce.

Materials research.-Attention has been given over the past 2 years
to strengthening materials research with emphasis on basic research
and related graduate education. While no overall figures are available,
basic materials research is being given increased support particularly
through Federal financing of interdisciplinary materials research lab-
oratories on a number of major campuses.

Water research.-A long range study of future needs for research in
natural resources has been initiated by this administration. Particular
attention has been given in recent months to Federal programs in
water research. While no precise estimates are available, this budget
provides for a significant strengthening of several agency programs in
water research particularly in the Department of the Interior.

In the following paragraphs are described the programs of the Fed-
eral agencies with the largest expenditures for research and develop--
ment. The expenditures for these and other agencies are listed
separately in the table at the end of this text.

DEPARTMENT OF DEFENSE-MILITARY FUNCTIONS

The research, development, test, and evaluation programs of the
Department of Defense include basic research in the sciences, applied
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research, and technical developments; development of new weapons
and equipment; fabrication and procurement of items under develop-
ment for test and evaluation; and construction, operation, and main-
tenance of laboratories and test facilities.

TABLE G-6.-Expenditures of the Department of Defense-Military functions for
research and development

[In millions of dollars]

Function, purpose, and budget title 1961 1962 1963
actual estimate estimate

Conduct of research and development:
Research, development, test, and evaluation..---...-... 6,130.5 6,039. 2 6,650.1
Procurement.---------------..------ --------.-- 130.3 141.7 134. 9
Military personnel ...- - -----.--.-.-------. 205.1 206. 1 206; 6
Civil De ense.....-----. - ----... ...---- ---..-.-.-- ... 10.0 17.0

Total, expenditures for the conduct of research and de-
velopment-------------------------------..-...---- 6,465.9 6,397.0 7,008. 6

Research andl development facilities ---.-------------- 115.9 82 3 139. 7

Total, expenditures for research and development. 6, 581.8 6,479.3 7,148.3

The present high levels of effort in basic research and applied re-
search will be augmented in 1963 in certain areas to exploit new pos-
sibilities that are emerging and to place further emphasis ill areas of
fundamental importance to military applications. The planned
expenditures will also carry forward the development of a wide variety
of major weapon systems and other specific developments for which
the annual requirements fluctuate depending on the status of develop-
mnent, the phasing of the effort, and the quantities and cost of the
test articles required.
Estiates of expellnditures for research and development facilities

of the Department of Defense shown in table G-6 include thle amounts
in thle military construction programs for technical facilities having
as their primary mission,-research, development, or testing functions.
Thie expenditure pattern indicated for tle : years results from heavy
expenditures for the Nike-Zeus test facilities in 1961 and tile substan-
tial expellnditures for tlie large radar telescope at Sugar Grove, W. Va..,
which are estimated to occur in 1963,

Thle composition of and trends in thle programs of tile )epartnment
are sliown in terms of obligations by major fields of effort in table 0-7.

Missile (levelol)ment, including an emphasis in tlie field of defense
against )ballistic missiles under tlhe Army's Nike-Zeus anti-missile
project, continues in 1963 to represent tlihe largest area of activity.
Thie decrease within this field is caused primarily by tile trend in
major intercontinental ballistic missile programs for which 1961 was
t,e year in whlicll thle highest obligations were required. In tile stra-
tegic alrea, tle Navy's Polaris system is continued at a hligil level as
are the Air Force X, inuteman and Skybolt programs. 'Tlie initiation
of development effort for a mobile midrange ballistic missile is ill-
cluded ill tle 1963 program. Tlie decreasee in tlie missile field is
approximately offset )y tile illcreases estimated for military astro-
Inauiltics 111(1 r(lalted e(quiip)(it. The 1963 (estimlat(s )rovi(de for tlie
illitiation of at new multipurpose space l)ooster vehicle for tlhe national
space )prograil. lProvisiol is also ma1(lde for programlis for t le(l1eveloJ)-
mlen t of satellite systems in suIpport of military requirene(,nts, together
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with essential supporting research and development on subsystems
and components. Requirements in the field of aircraft development
remain comparatively high due to the new multipurpose tactical
fighter-bomber aircraft and the B-70 prototype aircraft in Air Force,
the new jet cargo aircraft for the Military Air Transport Service,
the triservice vertical takeoff and landing aircraft, and mobility and
surveillance aircraft types for the Army.
TABLE G-7.-Obligations of the Department of Defense-Military functions for

research and development
[In millions of dollars]

Purpose, budget title and program 1961 actual 1962 estimate 1963 estimate

Conduct of research and development:
Research, development, test, and evaluation:

Military sciences ------------- 620. 5 785.5 964. 4
Aircraft and related equipment.. -------------- 680.3 630.3 690.9
Missiles and related equipment------.---------- 3,194.8 2, 640. 0 2,386.0
Military astronautics and related equipment..-------- 608.6 1,058.5 1,327.4
Ships and small craft and related equipment--------- 212.9 211.3 234.4
Ordnance, combat vehicles, and related equipment.- 168. 1 191.1 221.9
Other equipment... --.-------------------------- 443.0 532. 7 801.5
Programwide management and support ------------ 236.8 239.9 268.4
Emergency fund ...--- ..---.-------. ------ 99.5 150.0

Total, direct obligations, research, development,
test, and evaluation ...- --------------------. 6, 165.0 6,388.8 7,044.9

Procurement:
Aircraft...-. - -- ---------- - 112.7 71.2 8.2
Missiles ..-------- -------------------------------... 13.4 12.8 ----------

Ships ------- ... -------------------- 40.1 31.0 78.6
Other-............................-........ 3.7.------ ---.---

Total, direct obligations, procurement ..------ 169.9 115.0 86.8
Military personnel .------------...-- 205.1 206.1 - 206.6
Civil defense - . .............. .. .--. --.-..... -... --- 15.5 17.0

Total, direct obligations for the conduct of research and
development --------8------------.-------6,540.0 6,725.0 7,355.3

Research and development facilities..----------.----- ---- 113.1 93.0 106.0

Total, direct obligations for research and development.- 6,653. 1 6,818.4 7,461.3
.. ...6.3

NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

All of the activities of the National. Aeronautics and Space Admin-
istration are classified as research and development for purposes of
this special analysis. The NASA is responsible for the development,
test, and operation of space vehicles for manned and unmanned
exploration of space and other non-military applications, and for
conducting the broad programs of supporting research and develop-
ment required for these purposes. In addition NASA is responsible
for conducting research to advance aircraft and missile technology in
support of both military and civil interests.
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TABLE G-8.-Expenditures of the National Aeronautics and Space Administration
for research and development

[In millions of dollars]

Conduct of research and Research and development
development facilities

Function and purpose _______ _______

1961 1962 1963 1961 1962 1963
actual estimate estimate actual estimate estimate

Manned space flight---- ...---....- 231.7 437 7 997.0 5.6 33. 5 165.3
Space applications-- ..--....-- --- 14.9 77.8 135.0 1.3 4.0 2. 8
Unmanned investigations in space ---..--. 208. 4 312. 1 462. 1 7. 7 21.4 33.0
Space technology- ........- ... 122.8 207.5 342.5 19.4 27. 7 49.5
Aircraft and missile technology...----- 35. 8 40. 1 50. 1 14.5 17. 7 5. 7
Supporting operations- --. 32.5 71.0 128.5 49.7 49.5 28.5

Total, National Aeronautics and
Space Administration-.-------- 646. 1 1,146.2 2,115.2 98.2 153.8 284.8

Expenditures for manned space flight support programs which
will lead to manned lunar landing and return within this decade.
Expanded effort will be devoted to the two methods now under
consideration to achieve this goal-direct ascent from the earth to
the moon and the use of the rendezvous technique to bring large
spacecraft components together in earth orbit, after which the com-
bined spacecraft would continue to the moon. Propulsion develop-
ment, spacecraft development, ground testing and launching required
to carry out the Saturn, Advanced Saturn, Apollo, and Nova programs
are also provided for. The space application program includes funds
for research and development on the Tiros and Nimbus meteorological
satellites and the Rebound, Relay, and Syncom communication satel-
lites. Major emphasis in the unmanned investigations in space will be
devoted to earth orbiting geophysical, astronomical, and solar observa-
tories; lunar exploration with the Ranger and Surveyor programs;
and planetary exploration with the Mariner series. Funds for space
technology provide for a variety of technological advancements includ-
ing development of advanced propulsion systems and electric power
techniques and systems for future space vehicles. Aircraft and missile
technology includes activities for basic and applied research on
problems related to design, development, construction, and operation
of aircraft and missiles. It includes research on new types of mili-
tary and commercial aircraft, as well as on techniques of aerodynamic
flight which may prove applicable to space travel. Supporting
operations include the development and operation of the worldwide
tracking and data acquisition networks required for the civilian space
programs.

ATOMIC ENERGY COMMISSION

The research and development program of the Atomic Energy
Commission, including supporting construction, constitutes nearly
half of the Commission's total annual expenditures. Basic research
is conducted in the physical and life sciences to secure a better under-
standing of nuclear processes and of the effects of nuclear radiation
on living organisms. The Commission's applied research and devel-
opment program includes efforts to improve the processes used in
the production of special nuclear materials, to develop improved types
of nuclear weapons, and to find ways of obtaining useful power from
nuclear reactions.

40-

9.869604064

Table: Table G-8.--Expenditures of the National Aeronautics and Space Administration for research and development


460406968.9

106



CONTRACTING FOR RESEARCH AND DEVELOPMENT 41

While a large portion of the development effort is aimed at military
uses of atomic energy, an increasing portion is devoted to civilian
applications. However, much of the information from military
programs is applicable to peaceful uses. The research and develop-
ment programs are carried on in the Commission's contractor-operated
laboratories, in universities and other private research institutions,
and by industrial contractors. In support of the actual conduct of
research and development the Commission provides necessary facili-
ties, including laboratories, particle accelerators, research and test
reactors, and other test facilities.

TABLE G-9.-Expenditures of the Atomic Energy Commission for research and
development

[In millions of dollars]

Conduct of research and Research and development
development facilities

Function and program _ _

1961 1962 esti- 1963 esti- 1961 1962 esti- 1963 esti.
actual mate mate actual mate mate

_ . _ _ _

Special nuclear materials and weapons..... 240.0 412. 2 393.5 13.9 16.7 17.0
Reactor development-------..--------- 399.9 408.3 463.2 125.8 87.6 97. 5
Physical research--... -------------- 142.2 156.9 182.7 47.2 61.7 65.5
Biology and medicine...--------------- 50.2 58.5 67.4 3.4 5.2 3.5
Other research and development ..----- 10.7 13. 5 14.9 1.3 1. 4 .5
Major operating equipment not included
above .-.- -----------.------------.--------.--- 69.5 101.0 102.0

Total, Atomic Energy Commission.. 843.0 -1049.4 1,121.6 261.1 273.6 286.1

The principal increases in 1963 occur in the reactor development
and physical research programs.
The reactor development program comprises primarily efforts to

develop reactors for the economic generation of electric power, for
propulsion of submarines and naval ships, for propulsion of rockets
(Project Rover), and for auxiliary long-lived power sources for satel-
lites and space vehicles (Project SNAP). The space applications
(Projects Roter-and SNAP) will be expanded substantially in 1963.
The physical research program, which also increases in 1963, com-

prises research in high and low energy physics and in those aspects of
chemistry, metallurgy, and mathematics of particular importance to
nuclear science and technology. Included also is a continuing pro-
gram to achieve a controlled thermonuclear reaction.
The "other research and development" item includes the isotopes

development program, which is directed toward utilization of radio-
isotol)es and radiation for a variety of useful purposes, and Project
Plowslhare, a program to develop peaceful uses of nuclear explosives.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Thle expenditures in the Department of Health, Education, and
Welfare for research will total an estimated $679.9 million in 1963,
as compared with $558.2 million in 1962, and $383.6 million in 1961.
The principal research effort of the Department is the support of

medical research by the Public HR alth Service, particularly the
National Institutes of Health. Tile major increases in National
Institutes of Health research expenditures in 1963 are for the con-

9.869604064

Table: Table G-9.--Expenditures of the Atomic Energy Commission for research and development
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tinuation of previously approved research projects and for the support
of a larger number of clinical research centers. Elsewhere in the
Public Health Service, research programs in community and environ-
mental health will increase.

'Phe research programs of tile Office of Vocational Rehabilitation,
the Food and Drug Administration, and the Office of Education will
also be strengthened in 1963.

DIEPARTMENT OF AGRICULTURE

The expenditures of t he Departlment of Ag'riculture for research
and development are estimated at $170.7 million in 1963 as comparedd(
with $157.6 million in 1962 and $141.8 million in 1961.
The largest program of the Department is that of theAlg^ culturall

Research Service which conducts research on the production of ani-
1mals and crops, soil and water conservation, the utilization of farin
products, agricultural engineering, human nutrition, and consumer
use of agricultural products. Similar research is supported in the
experiment stations of the land grant universities through grants of
the Cooperative State Experiment Station Service.
Other research programs are undertaken in the Department by the

Forest Service, the Economic Research Service, the Agricultural
NMarketing Service, tlhe Foreign Agricultural Service, the Farmer
Cooperative Service, and tlie National Agricultural Library.

Tlhe expenditures of the Department in 1963 include additional
funds to initiate a program of project grants to universities and other
nonprofit institutions for basic research and to completee staffing of
the Departnment's new laboratories.

NATIONAL SCIENCE FOUNDATION

The total expenditures of the National Science Foundation for
research and research facilities are estimated at $163.9 million in 1963
as compared with $124.3 million in 1962 and $81.9 million in 1961.
The 1963 budget will provide increased support for basic researcll

project grants, the Antarctic research program, U.S. participation in
the Int(ernational Indian Ocean Expedition, and for a program of
research in the geology and geophysics of the deeper layers of the
eartl. Additional funds are also estimated in 1963 for radio and
optical astronomy observatories; a national center for atmospheric
researcli; oceanographic ships and shore facilities; specialized biologi-
cal and social science researchli facilities: and for university nuclear
research facilities, computers, and atmospheric research facilities.
Further, the Foundation is planning to increase its program of match-
ing grants for the modernization of graduate laboratories at
universities.

DEPARTMENT OF THE INTERIOR

The 1963 expenditures of the Department for research and develop-
ment are estimated at $128.8 million, compared with $107.3 million
in 1962, and $92.9 million in 1961. These expenditures are directed
primarily to the conservation and utilization of the Nation's natural
resources. The increases in 1963 are primarily in the Geological
Survey's programs of hydrology, geology, and marine geology; the
Bureau of Mines' research on extractive metallurgy; the coal research
of the Office of Coal Research; the expanded biological research
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activities of the Fish and Wildlife Service, and the Office of Saline
Water's program of research to reduce the cost of converting salt
water to fresh water.

DEPARTMENT OF CO.MMERCE

In 1963 the expenditures of the Department of Commlerce for
research and development are estimated at $90.8 million as compared
with $48.0 million in 1962 and $30.8 million in 1961. Of the increase
of $42.8 million in 1963, $30.7 million is for the construction of facili-
ties chiefly to complete the new center for the National Bureau of
Standards at Gaithersburg, Md.
A variety of research programs are conducted by the Department

of Commerce-some in support of the missions of constituent. bureaus
and others to meet general needs of the Nation's science and industry.
In the latter category are the programs of the National Bureau of
Standards, which serves not only as the national laboratory for
standardization and development of measurement techniques but also
as a center for specialized research services in radio propagation, com-
puter techniques, building technology, and cryogenics engineering.
A new program in 1963 is the research and technical assistance

activities of the Area Redevelopment Administration.
TABLE G-10.-Net budget expenditures for Federal research and development pro-

grams, based on existing and proposed legislation
[In millions of dollars]

Conduct of research and Research and development
Func- development facilities

Description tional ____ _

19061 192 I1963 1961 1W. 1963
actual estimate estimate actual estimate estimate

Executive Office of the President:
Ofice of Emergency Planning..

Total, Executive Office of
the President ------

Funds appropriated to the Presi-
dent:
Expansion of Defense Pro-
duction: General Services
Administration------

Foreign assistanoe-econom-
ic: Agency for Interns.
tional Developmeint --

Special foreign currency pro-
grams: Translation of pub-
lications and scientific co-
operation-......-- ..

Total funds appropriated
to the President. ----

Department of Agriculture:
Agricultural Research Serv-

oe....--------------------
Cooperative State Experi-
ment Station Service---

Economic Research Service..-
Agricultural Marketing Serv-

ice
Forest Service-. .........

Other ..- ---. .-- .-

Total, Department of Agri-
culture-- -----------.

050

150

o50j2. 0-----_1II .0..2
3.3 1.3 .2-..

.2

2.2

(I)

6.9 17.8 2.4 4.0

350 1. 1 3.6 1. ..------....~~ - - I- -I

350

350
350

350
400
350

3.5 10.5 17.8 2.4 4.0 1.6
I ~ ~ ~ ~ -I-I -- - I-- -

73.9

32.7

9.8
17.5
.9

134.8

75.3

35.8
7.9

7.2
21.4
1.3

148 9

81.1 6.0 5.6

38.2 .----.--.----.
105 --.----......-.---...
6.1

23.1
1.8

160.9

1.0

7.0

3.0

8.7

See footnote at end of table, p. 44.

1.6

.6.2

1.6
2.0

9.8

9.869604064

Table: Table G-10.--Net budget expenditures for Federal research and development programs, based on existing and proposed legislation
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TABLE CrG-10.-.et budget expenditures for Federal research and development pro-
grams, based on existing and proposed legislation-Continued

[In millions of dollars]

Description

Department of Commerce:
Area Redevelopment Ad-
ministration. ..-----

Maritime Administratlon ---

National Bureau of Stand-
ards............---.-------

Weather Bureau...----
Other.....--...-----------

Total, Department ofCom-
merce......-.-.-.-.-.----

Department of Defense:
Military functions-..-----
Military assistance--. .-

Civil functions--------------

Total, Department of De-
fense..... --....----

Department of Health, EduIc.
tion, and Welfare:
Food and Drug Administra-
tion........---. . --

Office of Education. ---

Office of Vocational Rehabili-
tation ................

Public Health Service ........
Social Security Administra-

tion........................

Total, Department of
Health, Education,
and Welfare------

Department of the Interior:
Geological Survey....---
Bureau of Mines.---.--
Fish and Wildlife Service....
Office of Saline Water---
Other......... ....

Total, Department of the
Interior..------

I)epartment of Labor.------
Post Office Department-.----
Department of State. ......

Treasury Department:
Bureau of Engraving and

Printing. ... ...---
Coast Guard .....------

Total, Treasury Depart-
ment.....---.----------

Atomic Energy Commission....
Federal Aviation Agency.......
Housing and Home Finance
Agency ......................

National Aeronautics and Space
Administration ...........

Veterans' Administration......
Civil Service Commission ......
National Science Foundation .....
Smithsonian Institution..........
Tennessee Valley Authority......
U.S. Information Agency .....
Other--. .. -..-.-.--.-----

Total, research and de-
velopment ...............

Func-
tional
code

500
500

500
500
500

050
050
400

650
700

650
650

650

400
400
650
400
400
400

650
500
150

900
500

050O
500

550

250
801
900
700
700
400
150
500

Conduct of research and
development

1961
actual

4.5

16.6
4.5
1.8

1962
estimate

.9
5.5

19.2
8.2
2.5

1963
estimate

1.8
8.0

25.4
10.3
3.0

..... 27.3 36.4 48.5

6,465.9
31.0
2.4

6,397.0
17.9
2.5

Research and development
facilities

1961
actual

2.9
.5

3.4

7,008.6 115.9
16.0 ..---

2.7 --.--------

1962
estimate

11.4
.2

1963
estimate

40.7
1.6

11.6 42.3

82.3 139.7

6,499.3 I 6,417.4 7,0217.3 115.9 82.3 139.7

3.1
11.1

7.5
329.7

1.2

352.7

42.2
23.8

.9
19.2
1.9
1.4

3.5
11.2

10.6
494.5

2.5

522.3

46.0
24.8

.9
23.3
1.4
3.1

89.4 99.5

2.4
6.3

.3

.7

1.0
843.0
49.8

(I)
646.1
18.5

.2
70.5
1.3
3.0
.2
1.3

8,754.0

3.7
8.6
.8

.3

.7

1.0
1,049.4

57.0

.3

1,146.2
23.2

.2
84.5
1.6
3.1
.3
1.7

9,618.0

4.1
20.6

12.2
583.4

(0) 0.3

30.9 35.6 4. i

4.0 -.....-............-...... ....

624.3

54.0
24.9
1.5

26.5
6.3
5.0

118.1

4.5
10.7
3.7

1.1
1,121.6

73.5

.8

2,115.2
24.3

.2
116.0
2.5
3.3
.5
.8

11,475.9

30.9 35.9 55.6

1.6
1.5

1.0

1.8
5.0

3.5 7.9

2.0

5.9
2.7

10.......

10.6

. ..---

261.1 273. 6 286. 1
1.5 1.9 3.4

98.2
.9

153.8
2.2

284.8
4.0

11.4 39.8 47.9
... ... . .. ..... .. . -

3.3 3.

3.3
.9

665.9

.0

(I)

536.8

3.2
.4

889.4

I Less than $60,000.

1.5

..- .-

...:::..: .....-- ---------------I--
-------

. 3

. 8 .......... .......... ............i ----------I------------I----------

Q
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ANNEX 4

SUMMARY INFORMATION CONCERNING THE DISTRIBU-
TION OF NATIONAL RESEARCH AND DEVELOPMENT
FUNDS, ACTIVITIES AND PERSONNEL

The three tables below illustrate, the growth of the total national
expenditures for research and development, their distribution among
basic types of performing institutions and types of functions, and the
numbers of scientists and engineers involved. (Source: National
Science Foundation.)

1. National research and development expenditures t

(Dollars In millions)

Fiscal years Percent of increase

1954 1955 1959 1960 1961 1954-61 19-61 1960-61

By source of funds:
Federal Government...... $2,740 $3,070 $7,170 $8,290 $9,220 236 29 11
Industry.................. 2,240 2,365 3, 620 4,030 4,490 100 24 11

Universities and univer.
sity research centers 130 140 190 200 210 62 11 6

Other not-for-profits...... 40 45 90 100 120 200 122 20

Total................... 5150 5,020 11,070 12,620 14,040 173 27 11

By performer:
Federal Government.-... 970 950 1,730 1,830 2,060 112 19 13
Industry.................. 3,630 4,070 8, 300 9,550 10,500 189 27 10
Universities and univer.
sity research centers... 450 400 840 1,000 1,200 167 43 20

Other notvtor-profits-.-.-. 100 120 200 240 280 180 40 17

Total.................... 5,150 5,620 11,070 12,620 14,040 173 27 11

i Expenditures tabulated in this annex are based on reports to the NSF by performers of R. & D. work.
Expenditures reported In annex 3 are taken from data within program and account structures used in the
Federal Government. The 2 sources of data are not directly comparable.

S. Expenditures by functional area in fiscal year 1960 t
[Dollars in millions]

Functional area Percentage distribution
Total ___
R.& D.

Basic Applied Develop- Basic Applied Develop-
ment ment

Federal Government ............ $1,830 $220 $460 $1,150 12 24 63
Industry ....................... 9, 550 345 1,955 7.25004 76
Universities and university
research centers.............. 1,000 550 330 170 50 33 17

Other not-for-profit organic a -

tions........................ 240 85 105 50 35 44 21

Total.........-..-... 12,620 1,150 2,850 8,620 9 23 68

i Expenditures tabulated In this annex are based on reports to the NSF by performers of R. & D. work.
Expenditures reported in annex 3 are taken from data within program and account structures used in the
Federal Government. The 2 sources of data are not directly comparable.

9.869604064

Table: 1. National research and development expenditures


Table: 2. Expenditures by functional area in fiscal year 1960
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46 CONTRACTING FOR RESEARCH AND DEVELOPMENT

3. Scientists and engineers in research and development

Calendar years (numbers In Percent of Increase
thousands)

1954 1958 190 1954-60 1958-.0

Federal Government-...--...-....- . 529. 40.2 41.8 42 4
Private industry........... ............... 164.1 239.6 28& 2 74 20
Universities and university research
centers ..--.........-.......... 25.2 42.0 52.0 107 24

Other..------ ------------------... 4.4 5.4 7.0 59 30

Total............................... 223.2 327.1 387.0 73 18

9.869604064

Table: 3. Scientists and engineers in research and development
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ANNEX 5

SALARIES AND RELATED BENEFITS AND TURNOVER OF
PERSONNEL

This annex presents and analyzes certain of the data compiled from
the questionnaires sent out by the Bureau of the Budget in connection
with the review of contracting for research and development.
(Annex 2 cites the organizations involved, describes the nature of the
sample and some of the staff characteristics of the organizations.)
Included are summary data on the salaries and related benefits
provided by the 71 Government laboratories and other types of
installations, universities, private businesses, and not-for-profit
institutions responding to the questionnaires. The annex also
presents summary data on the turnover of personnel experienced by
those respondents.

1. SALARIES

Salary data regarding the scientific and engineering personnel in
establishments included in the study are presented in charts 1-4 in
a manner to indicate the highest college degree held, the number of
years since receipt of the bachelor degree, and the category of employ-
ing establishment (colleges and universities, contractors, and Gavern-
ment).

Separate salary tabulations are provided in schedule A for selected
categories of top level executive, technical, and other management
personnel in contractor establishments. In addition data are pre-
sented in narrative form covering a number of related salary and other
employment benefits, including bonus, stock option, and deferred
payment plans; life, health and accident insurance plans; annual, sick
and other leave plans; retirement plans; and similar matters.

Although no detailed analyses of college and university salary data
are presented because of the sparseness of data provided, it was
possible to discern that base salaries paid by such institutions were the
lowest of the three employer groups studies. However, employees of
colleges and universities as a group undoubtedly have substantially
higher total income than the data indicate, as a result of related
earnings derived from lecturing, off-duty consulting, and book
authorship.
The data indicate that, overall, related benefits provided by con-

tractor and Government establishments are reasonably comparable,
except that cash bonuses, stock options, and deferred payment plans,
provided for top management and senior staff members by about
one-third of the contractor establishments, have no counterpart in
the Federal service.
Most significantly the data indicate the clear-cut advantage held

by contractor over Government-operated establishments in teims of
overall salary policies and levels. Contractor salaries consistently
are higher than Federal salaries regardless of highest degree held and
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period of time at which measured. Contractors offer higher average
starting salaries, provide greater annual salary growth over a longer
period of time, and consequently provide the average employee with
a higher maximum salary expectancy. The difference in favor of
the contractor is so consistent and so great that at any point during
employment, the average contractor employee with only a bachelor
degree can expect to receive a considerably higher salary than the
average Federal employee with a doctor degree.

Basic salary data were obtained using the salary-maturity approach,
in which salaries are related to the highest college degree held and the
number of years since receipt of the bachelor degree. It is recognized
that the salary-maturity approach does not permit consideration of
variations in individual job responsibility. However, time and staff
limitations precluded the use of the more valid job matching tech-
nique. It is emphasized that the salary data provided relate to base
salaries only, and are exclusive of cash bonuses, stock options, or any
other item of remuneration which might be received from the em-
ploying establishment.

Salary-maturity data were reported for a total of 50,635 employees,
including 1,606 employed by educational institutions (colleges and
universities), 16,547 employed by the Government directTy, and
32,482 employed by contractors (business firms holding research and
development or operational contracts with the Government). These
totals do not include employees without degrees, and some executive
level personnel not reported in this manner, both of which are included
in totals presented in table 2, annex 2.

Charts 1-4 reflect salary progression for each of the (legree-elllployer
groupl)s as reflected by the mean salary paid at each yearly interval
following receipt of tlie bachelor degree.

All groupings of (lata indicate relatively consistent patterns of
salary growth. Tlhe iost active period of salary growth is that b)e-
ginning immediately after (reeipt of the ligllhest degree lhehl, all end(ling
at albout. the 20tl year following receipt of the bachelor degree, al-
though an occasional ind(ivi(lual grouping may liave a slighlltly longer
or shorter growth l)perio(l. After reaching peak levels at about thle
20th year, salaries ten(l to level off.

Coilparisons of Government arid contractor salary data show tlat
contractors typically pay higher initial salaries than tlie Governnlent,
provide significantly larger year-to-year salary increases, provide a

generally longer period of salary growth, and as a result, offer a much
higher mnaxillmill salary expectancy for the in(livi(lual employee. This
is consistently true regar(!less of tile highest degreee hehl.

(A) BACHELOR DEGREE EMPLOYEES

Employees will bachelor (legrees start working at average salaries
of approximately $5,954 per annum for the Government and $6,881, or
$927 per year more for contractors. The average Government
salary advances to $10,627 (luring the 13th year and $11,608 at tilhe
20th year. Contractor salaries increase steadily through 20 years
to $13',608; although a leveling off trenl then appears, some salary
growth continues beyond tile 20th year. Contractor salaries con-
tinue rising gradually but steadily to a liigli of $15,367 at the 40th
year, compared to average Fe(leral salaries of $10,555 or $4,812 less,
at the same point.
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(H) MASTER DEGREE EMPLOYEES

Employees with Imaster degrees', 2 years after receipt of the bachelor
degrees receive average salaries of $8,534 from contractors but only,
$6,674, or $1,860 less, froni Government employment. Here too
tlhe most active growth period for Government scientists and engi-
neers is shorter, 13 years compared to 17, and salaries start eveling off
at a lower rate, $11,033 compared to $14,995. Contractor salaries
continue a gradual growth trend, reaching peaks of $15,733 and
$15,945 at the 25th and 40th years. - Salaries of Government em-
ployees continue to climb gradually to $12,545 at the 30th year,
then drop to $11,873 at the 35th and $11,229 at the 40th year. Forty
veal's after receipt of the bachelor degree these employees are paid
$4,646 more by contractors than by the Government.

(C) P11. D. DEGREE EMPLOYEES

At the fifth year following receipt of the 1)achelor degree (the first
year at which substantial salary data are available from both types of
employers) scientists and engineers holding doctor degrees are paid
average salaries of $11,564 by contractors and only $8,606 by the
Government. This initial difference of $2,958 increases steadily,
reaching $4,003 at the 20th year, $4,988 at the 25th year, and $5,550
at the 40th year (average salaries of $16,891, $18,342, and $19,188
respectively by contractors compared to $12,888, $13,354, and $13,638
aft these points by the Government).

115



Ok) CONTRACTING FORlIESEARCH AND DEVELOPMENT

:..i,,...*.- . . .·.......-: ..- .-..:..5 r ry iply

[9: .t-..F ,' r , .?=

3...-

l-.........:....
:»,t-;.?.f|lE|||fi:|l lX| .i:.4|.,St-||;|t£_

Uo. '~~I:I::?i'^j-::43x ::t "'^ZlI "[...'~'--~~.f' .. .I '.'.|.. ......t." *

SS,0 jI 2 7 1_

ii~~~~~~~~~... ..a.L.i.....ntit { t - r m iX i

Xt'r E '.2i -'7 "EEi &-i'' a Ti i t L i

.1 Z' Y, !. ). 3, 31 l
T_'. ."'. . , ""..

Chart 1


116



CONTRACTING FOR RESEARCH AND DEVELOPMENT 51
CHART 2

|~~~~~~~~~~~~~L IT ll- i. _. _ t*SW,

11«'1tfiEttff^ ff III01 1_ I _ll IJJ- 11 ____

".<|B IBIM|__

17--~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~-

x3,01

.t,ooo

|| ~ ~ ~ ~ I!HI_|-II*

,.«. FI!- | l |" i _ WI |

Li_ .'.

?.Ez;k_ 111f i|i__oo

,tlllolll

1.il2: r .i-li .L
, *_r*8I

Chart 2


117



I ,l'* :, , '',"
'.... " i.

·: . . .''... .. .'
. 4.. '. ,.,. :. . i .- .._, - - ... ....I ... . _ .__, .. .... .... ..

.4.,
.
... 4 **- 4 - ... ....'..... . .... . ..,ij* -' . . .._

_ __ __ ._ ___ _T-Tr '*!'.__...............':''['...t * . ;.. ! ...*..-... i e T * t-. '- ...... |

:I-^^^ -.--'--.-'-'t....i T _; . ]...
j.. -. --, -1-- b--!-. ;t*.,,-'-f-:-:--I-t

t ;' t ' , :. ±̂. r .::: , : ;4±~;* 7 : :- :...

: ' I I ! - i 1 * !-l

-.,--... ,..-4. *...*".. .. ,...
..

| '- T .'.- ;..!i' t!li:j 'r! " ' *

---- --- --- - - 4 t -(- -,-4-- -1-*-- -- I!'-- ** [** --i-- -+-:- -- -.*- - 1 :----

-
S 1 t--t--- I _~~~~ I

i[ t . . . j ;. t-t ---t

_..f..;. _ f | ' '';;:: 1- * -.', 4.1 4 - ].}- ; t'l:|.:l: I ;.. . . | ..

.. . iI, . i.(. ..., .}...)-7- -...., ...- -J.... . I,j .,. I. .-,,*-7*'4't--w-w-i.
· · · t \ j4 -|->- L.tt rs * I

,' 't ~ - t - - , t - l - * - -I1 7['-'''*' . . ..-;- |. -.... . ... - ' |j... *. , . ........... .. ., 1t ' [ ...'., , , . .*J.-.W .*

;*---+- *- *-i -1 i 1---1-*-*l i -- -- /- t - - -' *- , , .. -* -' - *- t- t; '4 --,' -. - *' ' * -

W~~~~~~~~~~ 1 ,2', i;I·· ,w,_...·.!I ·S-;·., 4 8I*' II < - i ;- -. . , .I.....'1,- '..................
' ;: _ ! ;s'- ,,-,.!*

---: r
i- ~;

1-! jI.. / I -.. * 1 . '. .. , r .I I *
.'.tI.I-.--I.U j. -, _ ' -- J ... ... ..-. ... ... . - .- ... ----Iil ,'j**-I-,- -- .1' : 't.........-r-Il**J'1-', i" l 1 ;' I

[ ~' - _ _ r ILli(--l--77..tltr115 i t _:_L_0- 11n-0r 0 + 513Z1~~~~~~~~~~~~~~~~~~~~~~~~~~~:!

[±1!ts _ *t l i *t
I

] i, - ., 1 - 1-- l

......~;-' "/4-i !': I';|;-'._

I ........ . . ......! . __I_ - t.' '-

[ r, f t :i :+l-- -t - -r- ]*-{- -:;:*w§ -ir:i!|i :^ Tti t!-t--:-z! ::-z - : - t It-T ;:. t± -:::
LL1 --4 tU-. *-t- ~̂ ---t _7- --- .---*--_ l- --- -- t --r -4-- ---iI

...· j/'h i- l'4::'' :,'?i -t' ,!t |;', | | | .- -- ---Li:::': -' 0j: '|-:-|

i::i-i:; :I - ....!.
_. _ * ... ____| q 4q-

52

-.,.-14.-F-*NT
.,.s, ...

....J t^",- f'4-
t! * T!I'

,-.,;s*

34. I.

1;,'/.,

i l-i
LI .,

11ris,)e *.
;

I.- --re .. L. ,r.,

CONTRACTING FOR RESEARCH AND DEVELOPMENT

CHAT 8

stf ..~,._ .t<. ;,«f
.,ff,.*.+, ba.# f*. .t............|^.,.,, X*,z »- .lt.. .,:

;
.

1.
-

-

T..,.* T __ _--ry ti t- i : ,
F tv. l i, -j---.lr

IT-1t-:i-r-

11 --F! -- ",--

.I
4 --.I-

Chart 3


118



CONTRACTING FOR RESEARCH AND DEVELOPMNT

CAsA 4

~~d o t e

., *MpAww
Si-

"W..

113.o

12,ow

10.t0

.J1 I I :
Q,I^TiC H 1 V) H.-

53:

J/ -- -." --,- ..
...k "l-, .=6 r

-- I- .
M.IAA.l
Em-.-Fj ij.
c I . 6

Rae
I., .1'. 1.A

Chart 4


119



54 CONTRACTING FOR R 8EARCH AND DEVELOPMENT

SCHEuULt A.-Dijtribution of selectd contractor personnel (executives, technical
director, systems engineers, specialists, and other technical and management
personnel)

Other
AU cate Techncl System technical
ors Executives directors engineers Specialists and man.

agement
YIsm___ _ _ _.. ,_ ._..personnel

Num- Per. Num- Per. Num- Per- Num- Per. Num. Per- Num- Per-
ber cent her cent ber nt her centber oentber cent

Total..................... 82 100.0 178 30. 6 68 4.0 87 14.9 32 5. 5 17 2.9

22,t0lo$ 25,000........ ,22 7.8 42 23.6 95" 854 5 64.4 19 9.4 8 47.1
$5000to30,00.......... 226 8.8 68 35.4 124 46.3 28 32.2 5 15.6 6 35.3
Wooo to 6,000..... 94 16. 8 31 17.4 47 17.5 3 3.4 8 25.0 3 17.6
6,000to i40,000..-... 14 2.4 12 6.7 2 .7 ..--.--..................
40,000 to$4,000---. 17 2.9 17 9.6 ........--................................
4,000 to $0,000-....... 6 1.0 6 3.4 ................. .... .................
$50,000 to $60,000-.. 3 .5 3 1.7 .......-..................... .....
$0,000 and over.-.......... 4 .7 4 2.2 -.......-............ ...................

Total .............. . 682 100.0 178 100.0 268 100.0 87 100.0 32 100.0 17 100.0

(D) INTERNAL SALARY RELATIONSHIPS-CONTRACTOR AND
GOVERNMENT

Charted salary averages indicate that both Government and con-
tractor establishments offer higher initial salaries to holders of each
successively advanced degree. Contractor starting salaries average
$6,881 for bachelors, $8,534 for masters (second year after receipt of
bachelor degree), and $11,382 for doctors (fourth year). Correspond-
ing initial Government salaries are $5,954, $6,674, and $7,500.
The study shows that contractors maintain these salary differentials

throughout the 40-year period measured from receipt of the bachelor
degree. The salary differentials, measured at the 5th, 25th, and 40th
years, are $1,800, $2,609, and $3,243, for doctor over master, and
$5917$1,806, and $578 for master over bachelor degrees.

Internal degree-salary relationships differ markedly from this
pattern in Government establishments. Starting with the second
year following receipt of the bachelor degree, through the sixth year,
the average bachelor salary is higher than the master salary. Masters
receive more than doctors during the 6th to 11th years. During the
6th to 10th year the average bachelor salary is higher than the average
doctor salary. After the 11th year salary relationships are similar to
those existing in contractor establishments, i. e., doctors are paid more
than masters, and masters are paid more than bachelors. Average
salaries for these three groups of in-house employees for the- 5th
through 11th years, plus the 25th and 40th year are as follows:

Degree
Year

Doctor of Master of Bachelor of
philosophy science science

5-$........................................... $8, 606 $7,984 $8,245
6-..... .. ...............-... ................ 8,464 8,486 8,774
7-,-------.---------------------. 8,781 9,065 9,030
8.--- .....------ --------------. 9,061 9,338 9 165
9....-................-.................. ........ 9,602 9,9389,018
10 ...........................................................9,803 9,8780349,874984
11.. ... ........................................................ 10,306 10,316 10,045
26 ..- ......----- ......... ..........-.......... 13, 354 12,098 11,672
40.................... ..................................... 13,638 11,229 10,65

9.869604064

Table: Schedule A.--Distribution of selected contractor personnel (executives, technical directors, systems engineers, specialists, and other technical and management personnel)


Table: [No Caption]
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Not only do the trend lines indicate that degree for degree the
contractor employee can expect significant salary advantage over his
Federal counterpart during all periods of employment, they also
show that at each measured time interval through the 40th year, the
contractor employee with bachelor degree can expect to earn a
significantly higher salary than the Federal employee holding a
doctor degree. The difference in favor of the contractor bachelor
degree holder over the Government doctor degree holder is more than
$500 in 17 of the 19 time periods measured and more than $1,000 in
10 of those years. The actual difference amounts to $1,478 at the
10th year, and to $1,729 at the 40th year.

(E) COMPARISON WITH OTHER STUDY DATA

General comparisons were made between salary maturity data
developed by this study and similar data published-in the "1961
National Survey of Professional Scientific Salaries" by the Los Alamos
Scientific Laboratory of the University of California. Similar
methods were used to conduct both surveys, which were completed
within 4 months of eachi-other. Both studies cover scientific and
engineering personnel in research and development activities, only.
Precise comparisons of the two survey results are prevented, however,
by the considerable differences in the size of the surveys, and the
number and type of firms covered by each. For example, this survey
covered 35 contractor firms doing primarily research and development
work for the Government. The total sample was 32,482. The
LASL study covered research and development operations in 334
companies in about a dozen different industries, with a total sample
of 96,186. Obviously the average firm in this study is much larger
than its counterpart in the LASL study. Also, the Government
contractor establishments, having research and development as their
principal salable product, probably are inclined to pay higher salaries
to research and development personnel than are firms (as in the LASL
study) in which research and development typically is only a small
part of a large complex of industrial operations.
Even after making allowances for the influence of these differences,

the very significant conclusion stands out, that both studies showy that
the Government pays significantly lower salaries to its scientific re-
search and development personnel than do private employers.

(F) PAY AS AN ADMINISTRATIVE PROBLEM

In responding to the questionnaire, officials of Government establish.
inents consistently point to the salary situation as one of the most im-
portant administrative problems they must face. They cite such
things as actual differences in salary structures, limitations on Public
Law 513 positions, the need for more flexibility in fixing starting sal-
aries and in granting merit increases, tie insignificant pay distinctions
between the research workers and their supervisors, and the relatively
low maximum salary potential which is possible within existing salary
structures. The National Bureau of Standards indicates that low
pay is the most inhibiting factor in developing its manpower resources.
It also cites the lack of availability of IPublic Law 313 billets and the
inflexibility of the Federal salary system. The National Institutes-of
Health refers to an average salary of $22,600 disclosed by a salary
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survey involving a selected group of leading medical schools and re-
search institutions. Government laboratories cite case-after case in
which potentially qualified candidates, or those already employed,
have been lost to industry at salary differentials of up to $5,000 or
more. They indicate they are especially handicapped in recruiting
candidates with Ph. D. degrees.

(G) PRACTICES IN GRANTING SALARY INCREASES WITHIN A RATE RANGE
OR GRADE

None of the contractor establishments reported that periodic salary
increases are granted automatically. Increases are awarded on an
individual basis, primarily on employee performance, qualifications,
and other merit factors. Considerable flexibility exists in the fre-
quency and the amount of merit increases which may be awarded.
Generahy, merit increases and other pay adjustments are made as a
result of semiannual or annual reviews. Except in special cases,
employees may not receive more than one merit increase each year.
Most plans limit the amount of the increase which may be granted to
an employee. This amount ranges from 6 to 20 percent per year,
although exceptions in especially meritorious cases may be granted.
Most contractor establishments provide an annual budget for merit
increases which may not be exceeded. Further controls may be
applied, such as high level approval of individual increases, maturity
on curves, and salary surveys. The average of increases awarded in
1961 to scientific and professional personnel ranged from 4 to 9 percent.

(H) PROMOTIONS FROM ONE PAY GRADE OR RANGE TO A HIGHER GRADE
OR RANGE

Very little information on promotion practices was provided.
Twenty contractor establishments reported that promotions from one
grade or salary range to a higher grade or salary range was made, as
vacancies occur, on the basis of job performance.

-(I) FLEXIBILITY IN SE1TING INITIAL SALARIES

Of the 29 contractor establishments reporting on their inhiring
salary practices, only 3 require that new employees in scientific and
professional positions be hired at the minimum rate in the salary
range for the grade or level of position. The other 26 have flexibility
to set the initial salary at any rate within the range, subject only to
certain administrative controls designed to preserve a reasonable
consistency in the 'internal alinement of salaries. Some of the con-
trols used are: (1) prior approval of individual salaries by top manage-
ment officials or committees, (2) general comparability with prevailing
rates as indicated by local and national salary surveys, and (3)
maturity curves.

(J) WORKING HOURS

(1) Goverlnment establishments
Scientific and professional personnel are required to adhere strictly

to the prescribed working hours in nine establishments. However, 22
establishments reported administrative flexibilities in working hours,
particularly for higher grade professional personnel. Eight reported
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specific provisions for the establishment of irregular tours of duty to
permit personnel to attend daytime classes in pursuit of advanced
college degrees. Fifteen establishments permit adjustments in
working hours at the discretion of the individual or his supervisor,
provided that this does not inconvenience the establishment or his
project associates. Most establishments are open nights and week-
ends to accommodate scientists' who wish to perform voluntary
overtime.
(2) Contractor establishments
One contractor establishment reported a 37%-hour workweek; all

others reported a standard 40-hour workweek.
Fifteen contractor establishments reported that no flexibilities are

permitted in the workweek except that scientists and engineers may
voluntarily work overtime.

Seventeen contractor establishments reported considerable flexi-
bility in permitting adjustments in the workweek to attend college
classes, to meet transportation problems, and to otherwise accommo-
date the needs of the individual scientist or engineer.
(3) Overtime pay practices
Of the 36 contractor establishments reporting on overtime pay prac-

tices, 15 pay no overtime to employees exempt from the Fair Labor
Standards Act. The other 21 pay overtime compensation to exempt
employees in one way or another. Some pay straight time; some pay
straight, time plus a flat dollar amount; some pay a sliding scale of
lesser amounts as salary rates increase. Several mention ceilings
above which no overtime compensation is paid, for example, $7,500,
$10,167, $14,400, and even $16,800. Others limit the number of
hotrs for which it may be paid. Ten of the contractor establish-
ments appear to have practices more liberal, in some respects, than
current Federal practice.

2. RELATED BENEFITS

The different contractor benefit plans vary considerably in detail.
In view of this and also because of the limited information provided
in the questionnaires, it is not possible to make exact comparisons
between contractor and Federal benefits. However, several useful
general comparisons may be made.

(A) BONUS PLANS

Nine contractor establishments reported and described bonus plans,
based on a variety of circumstances, such as extraordinary merit,
length of service, comparative performance, contribution to success of
organization, or profit distribution. Such payments are known by
various titles, including bonus, incentive compensation, supplemental
composition, and contingent compensation.

Distribution of such payments varies widely, from the broad base
of one establishment which provides for all employees of record the
week of December 15, to the narrow base in another establishment
providing bonuses only to top executives exercising direct influence
on the corporate business and profits.-

Thie amount of bonus or similar payment to individual employees
ranges from $10 on service for less than 3 months to awards of over
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$1,000 for which installment payments are arranged. The dollar
amounts distributed in fiscal year 1961, or the latest year reported,
ranged from $18,250 to $2,900,000. Establishments did not report
average amounts paid to eligible employees and executives, although
in some cases the total number or payroll percentage of recipients was
indicated, as shown in the following resume.

Establish- Groups eligible Basis for payment Amount
ment

A ........... Divisional employees .... Merit; not a sharing of profit--

All employees of record dur-
ing week of Dec. 16.

Management employees
(generally) but may In-
clude others who have
made a substantial con-
tribution to success of
company.

Employees in top 4 salary
grades plus employees on
the executive payroll as of
Oct 1-1960.

Top executives exercising
direct bearing on the busi-
ness and profits of the
company. Selected by
management Incentive
plan committee.

Eligible employees deter-
mined by the corpora-
tion's audit and compen-
sation committee upon
recommendations by divi-
sion general managers,
vice presidents, and group
executives.

Executives, technical direc-
tors, and departmental
managers whose annual
salary is $9,000 or more.

Higher level management
executives and principal
technical employees.

I-............ Management personnel.._

Employees in accordance with
length of service-$10 to 2
weeks' base pay.

Management; 1 month's base
salary.

Department heads and key
employees % of I month's
base salary.

Incentive compensation fund
may not exceed 6 percent of
gross profits. Relative par-
ticipation rather than fixed
amounts.

5 classes or grades in upper
management.

3 classes or grades in lower-
management; based on per-
formance in a forced distri-
bution.

Yearend incentive compensa-
tion payment based on
anticipated profits for cal-
endar year 1960. Based on
Individual performance-
maximum-not to exceed H
annual base salary-mini.
mum-not less than $500 to
any employee.

Rated on performance and
contribution by committee
to determine percent of
annual salary for bonus.
Corporate management de-
termines percent re-
quested amount to be
funded, and recomputes in-
dividual payments accord-
ingly.

Bonus payment or supple-
mental compensation plan
approved some years ago by
stockholders and the Bureau
of Internal Revenue.

Contingent compensation con-
trolled by bylaws of com-
pany; gross dollars not to
exceed 10 percent of net
profit.

$1,000 awards paid promptly;
over $1,000 beneficiary re-
ceives promptly $1,000 or 20
percent (whichever is
greater) remainder in in.
stallments in last month of

-each succeeding fiscal year.
Individual's performance-
comparative performance
among operating units of
corporation.

Calendar year 1961 $90,665
(0.5 of total divisional pay-
roll).Fiscal 1961, $186,782.23.

For entire company, estab-
lished on basis of company
earnings in 1960 and paid
in 1961, $2,900,000.

Approximately 30.4 percent
of eligible employees re-
ceived awards amounting
$537,160 in December 1960.

Fiscal 1961 $790,317.69 (0.6446
percent of the total salaried
payroll).

For last fiscal year reported,
supplemental compensa-
tion of $2,190,950 was
awarded in varying
amounts to 624 employees.

Fiscal 1961, 13 employees dol-
lar amount, $18,250.

Fiscal 1961 total dollar
amount paid to staff was
$126,340.

Amount within laboratory
flical year 1961, $315,280.

B..........

C.. .

...........

D...........

F...

0..........

Ho....... ...

9.869604064

Table: [No Caption]
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(B) STOCK OPTION PLANS

Twelve contractor establishments reported stock option plans.
In the main, contractors operating stock option plans offer such

options to executives, key personnel, and senior level employees, or
to employees who are holders of options for stock in a parent corpora-
tion, sometimes restricting the offers to those designated by a stock
option committee, by whatever name known.

Limitations as to maximum purchases of shares are geared to yearly
compensation, to specific numbers of shares (2,000, 20,000, 30,600,
35,000, for example), or left to the discretion or designation of the
stock option committee.
Where reported, prices at which the optioned stocks may be pur-

chased ranged from 85 to 100 percent of the fair market value at the
time of granting the option, with a 95-percent figure occurring in two-
thirds of the offers (six of nine) mentioned.

In no case documented does the contractor make a contribution to
such purchases.

(C) DEFERRED PAYMENT PLANS

Deferred payment plans were reported by nine contractor establish-
ments. Individuals eligible to participate in such plans are generally
mentioned by rank or category. One plan applies only to the presi-
dent, another only to the president and vice president, of the organ-
izations. Inclusions of wider scope are mentioned as:

Participants in Teachers Insurance and Annuity Association
and College Retirement Equities Fund retirement plan;

Senior executives and scientists;
Selected senior staff members;
Employees at the highest salary levels;
High level management executives and principal technical

employees;
Key personnel.

Data about the sums involved in deferred payment plans are meager.
The total amount devoted to this form of compensation in 1960 is
mentioned by one establishment as $50,000, characterized as "modest
compensation for performance in a given year," for selected staff
members. In another establishment, deferred compensation of
$5,000 per annum, for the president only, is paid into the corporate
retirement plan administered by TIAA/CREF. In a third establish-
ment, in case an award in a bonus plan is over $1,000, the amount
above that figure is paid in deferred installments. Other deferred
payments, where the amounts available are not described, take the
following forms:

Annuity option for participants in TIAA/CREF;
Annuities purchasable, or agreements for forefeitable deferred

compensation;
Offer to purchase stock on a deferred payment plan when stock

is available;
Deferment of full amount of incentive compensation award;
Deferment of that portion of executive compensation award

which is payable in capital stock of the company;
Deferment of a portion of base salary;
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(For the last three, the accrued amount is payable on termination
of employment, normally by retirement, in 10 (or other agreed upon
number) annual installments.)

(D) LIFE INSURANCE PLANS

All contractors reported life insurance plans for their employees.
The plans are generally similar to the Federal employees life in-

surance program. Double indemnity for accidental death and dis-
memberment is included. However, the amount of life insurance
available to the employees in most contractor establishments exceeds
the amount available to Federal employees. The amount avilable to
contractor employees ranges from an amount about equal to the
annual salary up to three times the annual salary, the maximum
amount available ranging up to $225,000.

Total cost of insurance ranges from 40 cents to 66 cents per month
per $1,000 of insurance. Employee contributions range from none
to all (60 cents per month per $1,000). Most employee contributions
are one-half or less of the total cost. Most typically, the employee
contributes 27% cents per month per $1,000 and the contractor con-
tributes an equal amount. This compares to the 54 cents per month
per $1,000 employee contribution under the Federal employees life
insurance program. (The Government's contribution is one-half the
employee's contribution.)
Many of the plans are combined with other benefit plans such as

health and medical plans weekly- accident and sickness insurance,
permanent and total disability benefits, etc.
Most of the contractors also provide, at no cost to the employee,

from $20,000 to $100,000 in accident insurance when employees
are traveling on official business.

(E) HEALTH AND MEDICAL PLANS

All contractors reported health and medical benefits plans for their
employees. The plans include basic hospitalization and surgical
benefits plans supplemented by major medical insurance. While
the plans vary considerably in detail, they provide substantially the
same protection available to Federal employees. In several cases,
particularly in the plans offered by establishments connected with
universities, benefits also include free examinations and diagnoses,
and infirmary privileges. In a few cases, the health and medical
plans are a part of a "package" program which includes life insurance,
weekly accident and sickness insurance, etc.

In three plans, the contractor establishment does not contribute
toward the cost of the health and medical plans. In four plans, the
establishment pays all of the cost of the employee's own coverage,
but none of the cost of coverage for the employee's family. In 32
plans, the establishment contributes toward the cost of coverage
(from 50 percent to 85 percent of total cost) for both the employee
and his family. In these 32 plans, the cost to the employee ranges
from $2.42 per month to $10.85 per month. Under the Federal
employees' health benefit program, employee contributions range
from $1.71 per month to $21.60 per month, dependent upon the
particular plan selected.
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(F) RETIREMENT PLANS

A total of 44 retirement or pension plans are provided by the 39
establishments reporting on this item. (Five establishments offered
two plans, i.e., one plan for academic staff and another plan for
full-time research staff.)
Most of the plans are directly related to the old-age and survivors

insurance program and are designed to supplement that program.
Benefits from the combined programs appear to be generally
comparable to those provided under the civil service retirement
system.
Twelve of the 44 plans are financed completely by the contractor.

In the other 32 plans, the contractor's contribution to the plan
equals or exceeds the employee's contribution. Most frequently, the
contractor pays two-thirds of the cost of the plan.
Employee contributions (including OASI contribution) range

from 2 percent to 7% percent of total basic compensation. Most
frequently, the contribution is 3Y percent to 5 percent. At the
present time, employees under the civil service retirement system
contribute 6}6 percent of their basic compensation.

(G) PAID LEAVE FOR VACATION PURPOSES

Fifty different vacation plans were reported by 39 contractor
establishments. (Vacations granted by some contractors vary
according to the organization level of the personnel, i.e., a different
and more liberal plan may be provided for top research staff personnel
than for other personnel.)
The amount of vacation granted varies from 2 to 4 weeks.

Thirty of the plans are on a graduated basis dependent upon length of
service. In 22 of these plans, 2 weeks are granted during the first 2
to 11 years' service (most frequently 2 weeks during the first 10 years of
service). In 20 plans, 3 weeks are granted after 2 to 11 years' service.
In 15 plans, 4 weeks are granted after 4 to 25 years' service (in most
cases after 20 years). The most typical plan would allow 2 weeks'
vacation during the first 10 years of service, 3 weeks after 10 years'
service, and 4 weeks after 20 years' service. (In the Federal service,
employees are entitled to 13 days' annual leave during their first 3
years of service, 20 days with 3 to 15 years' service, and 26 days after
15 years' service.)
Any unused vacation is usually paid for at termination. Vacation

leave may be accumulated for use in the following year, if employees
were precluded from taking it because of the pressure of work. The
maximum amount which can be accumulated ranges from 14 to 60
days (most frequently from 20 to 40 days). With some exceptions,
Federal employees may not accumulate more than 30 (lays' annual
leave.
A few contractors require employees to use vacation leave for

absences for personal reasons. However, in most cases, such absences
are not charged to vacation leave as they are in the Fedreal service.

(H) LEAVE WITH PAY FOR PERSONAL BUSINESS

Leave with pay (and without charge to Vacation leave) is authorized
by 26 contractor establishments for absences from work to conduct
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urgent personal business which cannot be conducted outside regular
working hours. Many contractors allow 3 to 15 days per year for such
purposes as: funerals, births, family illness, moving, religious holidays,
civil defense or civic activities, voting, blood donations, and so forth.
Most such leave is approved informally, on a case-by-case basis.
In tile Federal service, annual leave must be used for absences for
personal reasons other than illness.

(I) SICK LEAVE WITH PAY

Sick leave ranging from 3 days per year to 30 days per year is
granted by 20 contractor establishments. (The most frequent is 12
days per year.) Eleven of these establishments permit accumulations
of sick leave ranging from 20 to 125 days. Nineteen of the establish-
ments approve leave with pay for illness or accidental injury on an
individual basis.
Extended leave with pay, beyond the sick leave to the employee's

credit, may be approved on a case-by-case basis. A few establish-
ments provide for extended sick leave at reduced pay ranging from
50 to 90 percent of full day.

In many cases, death in the immediate family may be charged to
sick leave, differing from Federal Government practice.

In the Federal service, employees are granted 13 days' sick leave per
year, with no limit on the accumulation of unused leave.

(J) HOLIDAYS WITH PAY

The number of holidays with pay allowed by contractor establish-
ments ranges from 7 to 10 days per year (most frequently 7 or 8
days per year). Federal employees are given eight holidays per year.

(K) LEAVE WITH PAY FOR JURY DUTY OR REQUIRED ATTENDANCE AT
COURT AS A WITNESS

Thirteen contractor establishments reported that leave with pay is
specifically granted for jury duty or for other required court, attend-
ance. Other establishments grant such leave as "leave for personal
business," approved on a case-by-case basis. Nine establishments re-
ported that the employee's pay is reduced by the amount he receives
in court fees. Federal employees are entitled to leave with pay for
jury duty; any fees received are deducted from pay.

(L) MILITARY LEAVE WITH PAY

Ten contractor establishments reported that leave with pay, ranging
from 5 to 30 days per year, is granted for military training. How-
ever, in several cases pay amounts only to the difference between
military and civilian pay. Other contractor establishments grant such
leave as "leave for personal business," approved on a case-by-case
basis. Federal employees are allowed 15 days leave with pay each
year for military training, with no deduction for any military pay
received.
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(M) TEACHING

(1) Government establishments
Off-duty teaching for compensation is permitted by 31 establish-

ments if it does not interfere with regular work, and does not. violate
security and conflict-of-interest restrictions.
Two of the 31 establishments discourage such activities but 10 of

them encourage their employees to accept off-duty teaching assign-
ments. In some cases, establishments will rearrange working hours
to permit daytime teaching.

Approval of, or reporting, teaching activity is usually required.
(2) Contractor establishments

Off-duty teaching for compensation is permitted by 29 contractor
establishments if it does not interfere with work or Involve conflict
of interest. Only two of these establishments indicated that they
encourage employees to engage in outside teaching activities.
Four other establishments do not permit, or strongly discourage any

teaching activity.
Five establishments reported that. employees were permitted to

teach not to exceed one daytime course. In such cases, any fees are
turned over to the company for disposition.
Most establishments require that prior approval for teaching be

obtained.
(N) CONSULTING

(1) Government establishments
In 28 establishments off-duty consulting for compensation is -per-

mitted if it does not interfere with regular work and if it complies
with security and conflict of interest requirements. Only two estab-
lishments reported that such activity is not permitted.

In most cases, employees must obtain approval to engage ir-con-
sulting activities.
(2) Contractor establishments
Thirty establishments (including five universities) reported that off-

duty consulting for compensation is permitted, when it does not inter-
fere with regular work or involve conflict of interest. In most cases,
specific approval is required.

Several reported that the amount of such consultation is limited.
In the case of three universities, the limitation is the equivalent of
1 day per week.
Outside consultation was either prohibited or rarely permitted by

nine of the establishments.

(0) LECTURE FEES

(1) Government establishments
None of the establishments reported any restrictions on acceptance

of fees for lectures given on employees' own time, provided any regu-
lations regarding conflict-of-interest and use of Government informa-
tion are complied with.
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(2) Contractor establishments
Eight establishments do not permit employees to accept fees for

lectures. Twenty-two others permit employees to accept lecture fees
if there is no conflict of interest and lectures are given outside work-
ing hours.

(P) BOOK ROYALTIES

(1) Government establishments
None of the establishments reported any restrictions on the accept-

ance of royalties for books produced on employee's own time provided
there is no conflict of interest involved and materialtoes-not violate
any regulations regarding the use of Government information.
(2) Contractor establishments
Twenty-one establishments reported no restrictions on receipt of

royalties for books produced on employee's own time provided no
conflict of interest is involved.

Nine establishments require that all rights to books produced by
employees be assigned to the company. Royalties, in whole or in
part, may be given to employee, in the discretion of the company.

(Q) PATENTS

(1) Government establishments
Under pertinent laws and regulations, uniform practices with respect

to patents are applicable to all Federal employees. Generally, the
Government is entitled to all domestic patent rights to inventions and
discoveries developed during working hours, or if the Government
contributed facilities, equipment, materials, funds, information, or
the time of other employees on official duty. Also, the Government
has option to all foreign patent rights for 6 months after filing applica-
tion for patent. If the Government determines that it has no interest
in an invention or discovery, or if it decides not to exercise its options,
it may give the employee authority to acquire patent rights and market
the invention. Federal employees are generally entitled to patent
rights for inventions developed on their own time which are not related
to their work.
Most Federal agencies utilize the Incentive AwarLProgram to

reward employees for patentable inventions. The amount of the
award is based on the utility to the Government of the invention.
Several agencies grant small awards, $25 to $75 for each patent filed
for or obtained, and additional awards based on the value of the patent
to the Government.
(2) Contractor establishments

Thirty-four establishments reported that they have formal agree-
ments with their employees requiring that all patentable discoveries
and inventions developed are to be assigned to the contractor. In
most cases, employees are permitted to market their inventions if
they are unrelated to the work of the company and if they are devel-
oped outside working hours.

For inventions covered by the patent agreements, the companies
determine the share, if any, of the royalties to which the inventor
will be entitled. In many cases, awards (from $50 to $100) for each
patent filed are made.
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One establishment offers patent award payments up to $5,000 when
the inventor makes a major contribution to ihe company's progress.

(R) PUBLICATION IN THE OPEN LITERATURE

(1) Government establishments
Scientists and engineers of 27 establishments reporting on this item

are encouraged to submit articles for publication in the open litera-
ture.-Many of the establishments furnish editing, typing, and other
assistance for this purpose. In several cases this is considered a
normal part of the employee's work and is a factor in evaluating his
performance. In a few cases, small cash awards are given to em-
ployees who have had significant articles published. In most cases,
proposed articles must be submitted for prior agency approval.
(2) Contractor establishments
An identical number of contractor establishments, 27, reported that

they encourage scientists and engineers to submit articles for publica-
tion in the open literature, provided no violations of security regula-
tions are involved. In most cases prior approval of the articles is
required. In many cases, editorial, typing, and other assistance is
provided. One establishment reported that it gave an award of $50
to $100 for each article published.

Seven other establishments reported that they permit publication
of articles by employees, but subject to a number of limitations.

(S) ATTENDANCE AT PROFESSIONAL MEETINGS

(1) Government establishments
Twenty-eight establishments pay travel expenses for attendance at

meetings of professional and scientific societies. The criteria for pay-
ment of expenses vary by agency and establishment. Of these, 22 en-
courage attendance at such meetings and attempt to pay expenses for
all trips to meetings directly related to the employee's work or to
meetings in which the employee is a direct participant. In addition
some of these establishments will pay (within the limits of funds avail-
able) the travel expenses of each professional and scientific employee
to attend at least one national meeting of his choice each year. A
more liberal policy is followed with respect to attendance at local
meetings. The major limiting factor is the amount of travel funds
available to the establishment for this purpose.
(2) Contractor establishments

Seventeen establishments authorize attendance, with travt- ex-
penses paid, at professional meetings usually only when the meeting
is directly related to the work of the employee or when the employee is
an active participant at the meeting. Four other establishments will
pay expenses only when the employee is attending as the official repre-
sentative of the establishment. Sixteen additional establishments
encourage attendance at professional and scientific meetings and pay
travel expenses for such meetings usually up to a limit of one meeting
per year for each employee even though the employee is not an active
participant and the meeting is not directly related to his work.
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(T) TRAVEL ALLOWANCES AND EXPENSE ACCOUNTS

White most contractor establishments reported the allowance of
actual expenses while in a travel status, or in some cases specified the
payment of per diem (chiefly between $12 and $16 a day) in lieu of
actual expenses, a few indicated they considered such allowances in
the nature of normal procedure rather than an employee benefit.

"Reasonable actual expenses" usually covered this itemi, three
establishments mentioning $15 and one $18 as ceilings. Per diem
rates in lieu of actual expenses were stated variously as "Government-
approved rates;" $12, $15, sometimes according to place of travel;
scales of $12, $14, and $15 according to salary status of employee
traveling (e.g., under $10,000 a year, $10,000 a year and over, and
officers, respectively); $16 to members of laboratory staff; $16 all,
employees, $20, division and facilities chiefs; $16 in the United States,
and State Department or Bureau of the Budget scales outside; and
various sums as per diem ($8 to $13) in addition to travel expenses in
three instances. Mileage for automobiles where mentioned was most
frequently stated as allowable at 8 cents a mile; one range 7 to 10
cents; one at 8.5 cents; and two at 10 cents. Car rental was mentioned
in two cases. (Federal employees are allowed up to $16 per diem and
10 cents a mile for- use of automobiles.) -

Four contractor establishments detailed provisions for allowing
moving expenses on transfer or new hires. On transfer, one establish-
ment assumes responsibility for all phases of relocation, including an
additional month's pay to cover unforeseen contingencies. Othlers
allow expenses and/or per diem for the employee and his dependents.

(U) SAVINGS PLANS

Credit Union availability and payroll deductions for purchase of
U.S. savings bonds were most often the only savings arrangements
reported by contractor establishments. However, two establish-
ments offer plans in which the organization participates. One,such
plan requires 1-year service; maximum contribution of 72 percent of
salary per month (maximum $83). The company adds 10, 20, or 30
percent of amount contributed by the employee for 1, 2, or 3 and more
years of service, respectively. Participant with 3 or more years of
service may elect to have all moneys held as Government bonds, com-
pany stock, or cash, or a combination of these three. In the second
plan, employees are eligible for participation in the company thrift
plan, which permits a monthly contribution by the employee of up to
5 percent of his monthly salary plus an additional 1 percent for each
5 years of service by the employees. The company contributes 50
cents for each $1 contributed by the employee. The proceeds are
used to purchase U.S. Government bonds and/or company stock at
the election of the employee.

(V) MISCELLANEOUS BENEFITS

(1) Severance pay is provided by-one contractor establishment.
Staff personnel receive not to exceed 3 months pay, nonstaff receive
not to exceed 8 weeks pay.

(2) A sabbatic pay plan is operated by one contractor establish-
ment in which all persons exempt from the Fair Labor Standards
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Act I)articipate, after they have been it.}l the establishment for 1
year. The plan provides that for each day of vacation accumulated
after 1 year's service, thle employee ,will accrue an amount equal to
3 percent of his monthly salary, payable at thetime lie takes his
vacation. The sabbatic p)ay for vacation is in addition to regular
salary paid during vacation. There are oily two circumstances in
which sabbatic pay may be received: If vacation is actually taken, or
in case of termination.

(3) A hardship allowance of 10 percent of base salary is offered by
one contractor establishment to employees permanently assigned at
six designated work locations in the United States and Canada.
This is to compensate for unfavorable circumstances such as weather,
isolation lack of educational facilities, etc., and to reduce cost of staffing
these locations by eliminating so far as possible, voluntary terminations
and the ensuing cost of replacement. At some oversea locations,
em ployees of this establishment receive hardship allowances based
on U.S. State D)epartilment allowances for foreign service.

(4) A discount fare privilege of 90 percent is offered by one con-
tractor establishment to employees and their dependents for vacation
travel over the air routes of the system it operates.

(5) Sloan fellowships (1 year's study at MIT) are offered to two
employees annually by one contractor establishment. These em-

ployees receive regular salary plus relocation and moving expense.
(6) Other: One contractor establishment provides top staff mem-

bers $400 per month in the event of total and permanent disability.
There is an offset against this benefit received from either workmen's
compensation or the disability portion of the social security law. rThe
same establishment provides a grant of $2,000 per year per child for
those members of the president's staff whio have sons or daughters
enrolled in an accredited college or university (currently 12 students).
Award of this grant is subject to the approval of the president of the
organization.

3. TURNOVER

The universities covered in the survey provided only a limited
amount of information on turnover of scientific and engineering per-
sonnel. Informnatiin on Government-military personnel was pri-
marily concerned with intraservice movement below the $12,000
salary level. Therefore, the principal comparisons made below, on
hires and separations, are between Government-civilian personnel
and nonuniversity contractor personnel. Data relate to fiscal year
1961.
Few respondents provided data about increases in salaries resulting

from change of employers, most stating that they did not know. For
this reason, such data are not presented or analyzed here.

(A) HIRES

It is apparent that the contractors fill a much larger percentage of
their jobs at intermediate and higher salary levels than (loes the Gov-
ernment. The contractors furnishing data hired 75 percent of their
new employees under $12,000, as compared to 95 percent for the
Government activities surveyed. Tlhe contractors hired 8 percent
of their new employees above $15,000, as compared to less than 1
percent for the Government.

83817-T2--
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Tilhe contractor's competitive advantage over the Government in
hiring and retaining people at upper salary levels is indicated by the
following comparison:

Government Contractor
hires from hires from
industry Government

Under $12,000.-..........------ .-.-------------------------.--..- 5019-3
$12,000 to $15,000 --... ---------------------------------. - ------------ 30 32
$15,000 to $20,000.- ... -- ........--------.....-----.- 2 19

The absolute numbers are not, of course, significant in themselves,
but the relationships seem to be. The contractors seem to be able to
hire personnel away from the Government with equal success at all
salary levels.
A comparison of separations by salary brackets also reveals certain

significant differences:

Separations from Govern-
ment to industry

Salary
Number of Percent of all
separations separations
to industry at salary level

Under $12,000......----------- ---- ----- ..------- ... ---------. 297 21.6
$12,000 to $15,000- -- ---- ..-- .------.------------ ..... ....- 46 31.7
$15,001 to $20,000 ..--- ...--..--------- .- ...- ... ..... 12 27. 3
Over $20,000 --..----------.---------..----------------------------------- 0 0

Separations from con-
tractors to Government

Salary
Number of Percent of all
separations separations
to Govern- at salary level

merit

Under $12,000 ....----------------------- ....--..-..-.--- .----- .----- .- 66 6.0
$12,000 to $15,000------ .....--- .---------- .- . -------------. ----....- 7 2. 4
$16,000 to $20,000....- .....----------------------------------------------- 7 4. 4
Over $20,000----- ...- ...-...------. ..- . .....--------------..-- 1 2. 3

9.869604064
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ANNEX 6

ANNOTATED BIBLIOGRAPHY ON FEDERAL CONTRACTING-
OUT OF RESEARCH AND DEVELOPMENT

INTRODUCTION

The purpose of this bibliography is to identify significant docu-
mlents, studies, reports, and comments which deal with the contracting
out of Federal research and development programs to private institu-
tions and enterprises.
No attempt has been made to cover all aspects of the subject. The

intention is rather to select from the voluminous literature, published
primarily since 1957, those materials which describe and appraise
Federal organization and procedures for the conduct of research and
development, both in direct Federal operations and by contract,
pointing up criticisms of Federal practice and the problems and
questions growing out of Federal experience in this area.

Citations to revelant public la\;ws departmental regulations, and
Government-wide directives have not been listed. Texts of the more
important of these may be found in numerous congressional hearings
cited in this bibliography.

BOOKS, DOCUMENTS, AND MAGAZINES

Cherington, Paul W. and others. Organization and R. & D. decision-
making within a Government department. (In Conference on the
Economic and Social-Factors Determining the Rate and Direction
of Inventive Activity, 1960.) [Papers at a conference held under
the auspices of the Universities-National Bureau Committee for
Economic Research and the Committee on Economic Growth of
the Social Science Research Council. New York,- National
Bureau of Economic Research, 1960] 29 pp.

Considers the relation between organization and R. & D. decision-making
within a Government agency and draws some comparisons between the
handling of R. & D. questions and problems in Government and in commer-
cial organizations. Of particular interest are the sections dealing with the
role of contractors and other forces influencing policy decisions (p. 16+),
Noting that contractors "are perhaps the most important source of new
weapons ideas" ',he writers point out that occasionally "advocacy becomes
mixed with education in unwholesome proportions. Particularly trouble-
some are the unrealistic cost and time estimates submitted to 'sell' a com-
pany's proposals."

Corson, John J. Partners in the space age. (In Management Re-
view, September 1959, v. 48, pp. 9-14+.)

Enumerates four developments in the space age that necessitate change in
Government contracting policies and procedures and five requirements
necessary to attain a balance between public and private business in the
-next decade.
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DuBridge, L. A. Science and government. (In Chemical and Engi-
neering News, Apr. 6, 1953, v. 31, pp. 1384-1390.)
The President of the California Institute of Technology says that "the

most successful laboratories for turning out new ideas, new equipment, and
new techniques for the military services are those operated under 'manage-
ment contracts'-Government-ownedIi-aborato-ies -under private manage-
ment * * *. They have the advantage of private, civilian, non-civil-
service management. And yet, being Government-owned, they can be kept
in close touch with the practical problems of the sponsoring agency. * * *"
Recommends that the Department of Defense "begin at once to find ways

and means whereby any new research facility, and as many as possible of
the existing ones, may be transferred from military direction to the private
management contracts. * * * I make this proposal because I think the
Government is not getting its money's worth out of many existing military
laboratories. Military organization, military customs, practices and rules,
military traditions are all made for fighting and not for research. * * *
Let's face the fact: a civilian scientist, as a scientist, just doesn't care to
take his orders from a colonel. * * *"

Government Employees Council, AFL-CIO. Presentation of the-
Government Employees Council, AFL-CIO, to the executive
branch of the U.S. Government in reference to the Council's
opposition to Bureau of Budget Bulletin 60-2. Washington,
D.C. 1961. 13 pp.
The Council is "gravely concerned over the growing practice in the

Federal service, to contract to private interests, certain governmental
services and functions that have historically been performed by civil service
employees. This contract practice has increased over the past 8 years, and
has been stepped up particularly as a result of the previous administration's
policy required in Bureau of Budget Bulletin 60-2, dated September 21, 1959.

"This policy has led to, and caused, the discharge of thousands of career
civil service employees before they have become eligible for retirement, and
at an age where industry and other governmental agencies are unwilling to
employ their services. The policy has caused the waste of valuable skills
and the loss of the effective utilization of hundreds of millions of dollars
invested in plant facilities and tools. It has caused thousands of families,
and hundreds of local communities, to suffer adverse economic adjustment
and hardships. It has also fostered and promoted higher defense costs to
the taxpayer, and has been responsible for the adequacy, and quality, of
our country's defense posture to be vested in the profit motivated segment
of our economy, instead of under the control of the Congress and the admin-
istration, as required by our Constitution."

Harvard and the Federal Government; a report to the faculties and
governing board of Harvard University [Cambridge, Harvard
University, 1961]. 36 pp.

"Harvard is by no means unique in its new relationship with Government.
At least 80 percent of the institutions of higher education in the United
States now receive Federal funds, and Harvard is one of those heavily
involved in Federal programs.

"Government funds tend to concentrate in the relatively few institutions
with strong graduate and professional programs in the natural sciences
because of the heavy national emphasis on research. A recent study of
Federal expenditures for research ini287 institutions shows that 5 institu-
tions received 57 percent of the total, while 20 institutions received 79
percent and 66 received 92 percent.
"By 1960 Harvard was participating in at least 34 categories of programs

managed by two score Federal agencies, under the general oversight of a
dozen congressional committees.
"The decentralized nature of Federal research programs may help the

university protect itself against deliberate encroachment, but it makes it
all the more difficult to preserve the proper balance * * * among various
schools and departments, or within each of them between research and
teaching.
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"Federal grants for research and for construction have brought.great

benefits to Harvard yet there is a danger that the total program of the
university could be affected by the extent that the unreimbursed costs and
matching funds involved in such grants use up the precious unrestricted
funds that would be available for other purposes. The three greatest
threats posed by Federal aid are likely to be in the balance among the several
fields of learning; in the balancing between teamhihg and research; and in
the balance within the faculty between those with and those without tenure
appointments.

"University and Government people alike have oeen slow to realize the
significance of their new relationship. The Government now calls on the
universities for achievements that depend on the highest qualities of crea-
tivity, but sometimes through purchasing procedures that could destroy the
environment in which such qualities flourish. * * * Research can be car-
ried on effectively in the long run only if a university maintains its overhead
in an intellectual and academic, as well as an administrative, sense. * * * It
is not a question of asking the Government for more money, but, rather,
of asking it to give its funds with a proper regard for the total function of
the university."

Heyman, Victor K. Government by contract: boon or boner? (In
Public administration Review, spring 1961, v. 21, pp. 59-64.)
Concerned with the problems of control, economy, and benefits obtained

by contracting with private institutions for services of an administrative,
managerial, or scientific nature.
Enumerates the three major types of research and development contracts,

giving examples of various types used by the military. States that "it is
clear that the military has contracted for a wide range of functions which
give the contractors tremendous power."

Defines contracting out as a "system that allows the Government to farm
out a complete range of administrative and executive responsibilities accom-
panied by money, authority, and responsibility."

States that the problems arising from this system are as foiiows: (1) the-
Government will-never be able to attain the knowledge and experience to
perform its assigned functions with civil service and military personnel if it
contracts for them every time they are needed; (2) the incentives to efficiency
in most of these contracting operations are quite small, and in some cases
negative; (3) the simple dependence Of the Government, particularly the
military, on contractors may be most undesirable; (4) the problem of salaries
as function after function is contracted, the bidding price of good personnel
goes up and the Government finds itself unable to hire and keep good men
at civil service salaries.

Hitch, Charles and Roland N. McKean. Military research and
development. (In their The economics of defense in the nuclear
age. Cambridge, Harvard University Press, 1960, pp. 243-265.)
Defines the varieties of military research and development, enumerates

some of the problems and "common pitfalls" and discusses proposals for
reorganizing research and development.
The demand for strong central direction and coordination, review of

programs and projects, elimination of competition, and the weeding out of
duplicating projects are, according to the authors, "based on a fundamental
misunderstanding of the nature of research and development. They treat
as certain what is highly uncertain. They try to strengthen control at the
top when what is needed is initiative and spontaneity at the bottom. They
try to suppress competition and diversification because particular duplica-
tions are obviously wasteful from the vantage point of hindsight, apparently
unaware that duplication is a rational necessity when we are confronted
with uncertainty and that competition is our best protection against bureau-
cratic inertia."
The real and challenging problems in research and development are listed

ay: (1) .How can we effectively decentralize? (2) How can we make good
use of interservice and interagency competition while curbing its undesirable
features? (3) How can we judge and choose contractors and laboratories?
aiid (4) How should research and development be planned?
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Katzenbach, Edward L. Ideas: a new defense industry. (In Re-
porter, Mar. 2, 1961, v. 24, pp. 17-21.)

Explains that the Government has established its own corporations
independent of the civil service and therefore "contracted advice has
become a new instrument of Government in our time." Describes these
corporations and their influence.

Kidd, Charles Vincent. American universities and Federal irsear(ch.
Foreword by Paul E. Klopsteg. Cambridge, Mass., Belknap
Press, 1959. 272 pp.
"The central thesis of this book is that large-scale Federal financing of

research has set in motion irreversible forces that are affecting the nature
of universities, altering their capacity to teach, changing their financial
status, modifying the character of parts of the Federal administrative
structure, establishing new political relations, and changing the way research
itself is organized. I believe that the wisdom with which these forces are
guided and controlled by the universities and by the Federal Government
will have a major influence not only on the capacity of this Nation to defend
itself, but on the economic growth of the Nation and the preservation of
the essential values that underlie our society."

Of particular note are the chapters on research goals of Federal agencies
(p. 1), Federal research funds (p. 39), and university participation in
Federal decision (p. 189).

Livingston, J. Sterling. Weapon system contracting. (In Harvard
Business Review, July-August 1959, v. 37, pp. 83-92.)

Considers the problem confronting the military in deciding how much
authority they can delegate to private contractors without losing control
over the development of their weapon systems, and also without abdicating
their responsibility for the proper expenditure of public funds.

Believes that three methods of weapon system contracting will be used
for some time to come: (1) The systems engineer and associate prime
contractors method; (2) the system prime and associate prime contractors
method; (3) the team contractor method.

Concludes that'"as weapon manufacturers develop stronger systems
engineering and management staffs, the military services are likely to make
greater use of system prime contractors for both systems integration and
management. At the same time, the services can be expected to develop
their own weapon systems engineering and management capabilities, to
improve their decision-making processes, and to exercise more effective
control over system prime and associate prime contractors."

Management of research, development, test and evaluation programs:
U.S. Air Force. A study made by representatives of Bureall of
the Budget, General Accoiuniting Office, Department of the Air
Force, Office of the Assistant Secretary of Defense (Comptroller).
[Washington] 1960. 249 pp.
The study group summarizes its findings on organization for research and

development management in these words: "The centralized organization
for research and development (sec. III) represented by the Air Research
and Development Command is unique in the Department of Defense. The
organization structure lends itself to the development and application of
uniform policies and procedures for program administration. The excellent
system of program documentation and reporting, likewise, has been facili-
tated by the existence of a single centralized channel for management and
administration." For a detailed analysis of the organization see pages
14-53.
Concerning contract versus in-house research the report states: "The

Air Force accomplishes most of its research and development under con-
tracts with universities, private scientific laboratories, and industry. Al-
though a certain amount of research and development is performed in the
ARDC centers and laboratories, the major in-house technical effort involves
the testing and evaluation of contractor-developed military 'hardware.'
From a financial management standpoint there is almost a complete sepa-
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ration of the contract program and the in-house program. Everything
accomplished in the contract program is planned, programed, budgeted,
accounted and reported for in terms of individual research and development
tasks, projects and systems, whereas the in-house R. & D. program, though
planned and programed on a similar basis, is budgeted and accounted for
on the basis of specific functions and organizations.

Miller, Arthur S. Administration by contract: a new concern for
the administrative lawyer. (In New York University law review,
May 1961, v. 36, pp. 957-990.)

Considers in detail "the closer relationship between Government and
business and other private enterprises, carried out through the means of
contract, the net result of which is the accomplishment of a number of
governmental activities by private endeavor." Discusses tthe nature and
extent of federalism by contract as well as its benefits and problems. Con-
cludes that:

"1. The distinction between public and private law, already becoming an
anachronism, will be further erased.

"2. Federal contracts are likely to become a part of public law, with all of
the implications of such a development. For example, the illogical dis-
tinction between proprietary and governmental functions will be supplanted,
should that occur. A new category of 'administrative contracts may be
recognized.

"3. Since the contractual system represents a partial joinder of political
and economic power, the operation of Galbraith's 'concept of countervailing
power' is being unbalanced or diminished. To some, this portends the
likelihood of despotism.

"4. Recognition of the governmental character of contracting-out may
speed the trend some perceive, and others argue for, toward the application
of the constitutional concept of due process of law to the large business cor-
poration.

"5. A further diminution in relative importance of both the Congress and
the judiciary is likely to take place. The 'Administrative State' (Pound's
'executive hegemony') is already a reality, one in which executive decisions
overshadow in importance the legislative and the judicial.

"6. A concept of cooperation will increasingly supplant the concept of
competition which for so long dominated social and political thinking.
Within the business community this development is already clearly evident;
witness, for example, the demands for fair-trade laws, for the outlawing of
'unfair' competition, the administered-price system, and the growing recog-
nition that a community of interest exists among the components of those
huge private collectivities, the corporations * * * ."

National Research Council. Committee o.i Scope and Conduct of
Materials Research. More effective organization and adminis-
tration of materials research and development for national secur-
ity; a report, Washington, National Academy of Sciences-Na-
tional Research Council. 1960. 30 pp.
The Committee recommends the following Government incentives to

stimulate research and development on new and improved materials for
national security purposes:

"(a) Contract Policy.--Contracts with broadly defined objectives should
be made, and detailed and time-consuming reporting and accounting pro-
cedures should be minimized. Adequate funding should be made available
to sponsoring agencies in order to permit the placing of appropriate research
and development contracts for periods of at least 3 and preferably 5 years.

"(b) Patent Policy.-In view of the differing policies of various agencies,
a uniform patent policy should be developed for research and development
work affecting materials following the present Department of Defense policy
of allowing the contractor to retain commercial rights to any invention.

"(c) 'Know-How'.-In order to make it practicable for industrial con-
cerns with long experience to participate effectively in Government materi-
als programs, provision should be made for limiting the extent to which
'know-how' acquired over a long period of time with private funds has to be
released under a later Government contract."
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National Research Council. Special Advisory Committee on the
Role of the Department of Commerce in Science and Technology.
T'he role of the- Department- of Commerce in science and tech-
nology; a report to the Secretary of Commerce [Washington,
National Academy of Sciences-National Research Council, 1960].
15S pp.
In this evaluation of the scientific research functions and operations of

the Department of Commerce seven areas have been studied. These are:
the National Bureau of Standards, the Weather Bureau, Coast and Geodetic
Survey, Bureau of Public Roads, Office of Technical Services, Patent Office
and Maritime Administration. Concludes that enlarged programs in science
and technology are needed, and notes that inadequacies of present space- and
facilities are effective barriers to attracting new staff of the quality required.
Suggests organizational changes and higher rates-of compensation.

Price, Don K. and others. Current trends in science policy in the
United States. (In Impact of science on society, v. 10, 1960,
No. 3, pp. 187-213.)
The section devoted to problems in national science policy (pp. 194-202)

considers contracts and grants, Government-university relationships, and
Government-business relationships. An excellent bibliography accompanies
the article.

Price Don K. Government and science, their dynamic relation in
American democracy. New York, New York University Press,
1954. 203 pp.

In the chapter, "Federalism by Contract," (pages 65-94, the author notes
that "the United States has improvised a new kind of federalism for the
conduct of research. This is based on at least five types of relationships
with private institutions." These he describes in detail and considers the
implications of these new relationships.
"The contractual system has certainly given the Government, and particu-

larly the military departments, great advantages of flexibility, and it has
enabled them to make use of managerial talent that under present conditions
cannot be found in adequate quantity in Government agencies. But this
very advantage suggests the major weakness of the system: A government
that cannot provide adequate administrators for the comparatively minor
operating subdivisions of its program is bound to have difficulty in tying
those pieces together into a general program that makes sense. It Is proper
enough to insist that each private institution ought to be given latitude in
a research or development contract and not be bound by unnecessary
specifications or requirements. But in a broad sense the program must be
based on a coherent system of governmental requirements and public policy,
or there is no justification in supporting it with public funds. The basic
question is whether the Government has an adequate system of top manage-
ment and enough foresight and expertise in preparing its advance plans to
unify the vast scientific program into a coherent whole" (p. 92).

Ravitz, Harry I. Research and development procurement by the
armed services. (In George Washington Law Review, January
1957, v. 25, pp. 240--255.)
"Outlines generally some of the more significant aspects of the field of re-

search and development procurement by the three military departments,
particularly those aspects which set it somewhat apart from other types of
procurement." Notes the growing tendency "in the armed services for
negotiations, preparation and administration of research and development
contracts to be handled by personnel and organizations devoted primarily
to this type of activity."

Research: leave how much to Uncle Sam? (In Business Week, Dec.
23, 1961, pp. 52-57.)
"The Government needs basic research to support its many advanced

projects. Universities can't be employed to do all the necessary basic
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studies the Government needs. Therefore it stands to reason that industry
should be called to do more and more of this kind of work. From the look
of things, it shouldn't be long before everyone has as much Government-
sponsored work as he wants-or can absorb."

Research and development procurement. (In Federal Bar Journal,
July-September 1957, v. 17, pp. 179-327; October-December
1957, v. 17, pp. 329-474.)
Of particular note in these two issues devoted to research and development

procurement are the articles by James T. Ramey and John A. Erlewine,
Introduction to the Concept of the Administrative Contract in Govern-

ment Sponsored Research and Development," page 354, and John C..
Honey on "Federal Government Organization and Programs for Research
and Development-an Overview," page 215.

Rivlin, Alice M. Federal support of research in universities. (In her
Role of the Federal Government in financing higher education.
Washington, The Brookings Institution, 1961, pp. 24-56.)

Reviews briefly the broad range of subjects covered by federally sponsored
university research and discusses the impact of these programs on the col-
leges and universities. Notes that, "One persistent criticism of the Federal
research program * * * is that it has been primarily project oriented.
The Government has a long tradition of financing specific research projects,
rather than giving block grants to be used at the discretion of the college or
university doing the research. It has been alleged that the project system
transfers control of the directions which inquiries should take from the
institutions to the Government agency which approves and disapproves
projects. Also, it is felt that the project system tends to favor areas in
which the research to be done can easily be divided into neat packages-
at the expense of newer areas in which specific projects may be hard to de-
fine." Other criticisms center around the computation of overhead costs
and the use of funds for compensation of research work by faculty members.

Rovere, Richard H. Letter from Washington. (In New Yorker,
Feb. 27, 1960, v. 36, p. 112+.)

Points out that "if restraints of the kind now imposed on the research
organizations holding contracts with the Military Establishment are widely
imposed and accepted, then the Government will lose the services of some
gifted authorities and public opinion will be impoverished by the loss of
many voices that might enrich it."

Emphasizes that the "principal value of independent organizations is,
plainly, their independence." Points out the danger of their being "sub-
jected to mounting political pressures."

Tybout, Richard A. Government contracting in atomic energy.
Ann Arbor, University of Michigan Press [1956]. 226 pp.
An analytical study of the contractual arrangements between the Govern-

ment and private contractors which have been adopted in the atomic energy
industry. Examines the characteristics of fixed-price, variable-price, and
cost-plus-fixed-fee contracts; discusses conditions under which each is used
most effectively and their respective limitations.
"The full acceptance of uncertainty by the Government is found in cost-

plus-fixed-fee contracts, which are the most important of the cost-reimburse-
ment contracts. As their name implies [such contracts] provide that all
expenses properly charged to the service of operation are to be paid by the
Government, almost invariably in atomic energy contracting from working
capital advanced by the Government (p. 51).

'Differences among cost-reimbursement contracts are due to differences
in the fees which they provide. Academic and nonprofit institutions
customarily receive no fees for cost-reimbursement work. * * In contrast,
business firms operating under cost-reimbursement contracts generally
receive a fee which is compensation over and above reimbursement for all
costs incurred * * *. Finally, there is-the time and-materials contract,
which provides for reimbursement by adding to the direct labor and ma-
terials cost a factor which is intended to cover corresponding overhead
cost plus a profit (p. 51).
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"Cost-plus-fixed-fee contracts are the backbone of the atomic energy
contractor system. They account for 80 percent by value of all atomic
energy contracts * * *" (p. 63).

Miltary necessity has led to the adoption of cost-plus-fixed-fee contracts
for the following reasons: (1) Unfamiliar production problems "which
introduce risks into plant operations to the extent that nothing short of
Government ownership and cost reimbursement provide adequate protec-
tion for the contractor;" (2) changing "military demands created by the
armaments race, advancing military techniques, and changing strategic
and tactical considerations * * *
"From the [Atomic Energy] Commission's viewpoint, cost-plus-fixed-fee

contracts possess other advantages. They bring into atomic energy oplera-
tions persons from private employment who have technological abilities and
talents not often found in the public service. They make available * * *
tle flexibility of private salary scales and i)romotional policies. And they
keep open tlie possibility of a return to commercial activities for executives
who (1o not want to remain in low-salary jobs in public employment (p. 6-).

"As instruments of Government-business relationships, cost-plus-fixed-fee
contracts give rise to controls unknown in any other context. They far
transcend the controls usually associated with Government regulation and
are quite dissimilar to the (overnment-business relationships which follow
from traditional fixed-price and variable-price contracts * * * (). 106).

"''Additional supl)port for the concept of the organizational unity of the
Commission and its cost-plus-fixed-fee contractors is found in the integrated
accounting system, the reporting system, and the use of liaison engineers,
who are l)robably best regarded as the 'eves and ears' of Commission officials.
All these systems permiit the review of cost-plus-fixed-fee contractors'
activities, but go further in indicating tests and criteria for al)proval by
public officials" (pp. 126-127).

In evaluating cost-plus-fixed-fee contracting tlie author points out that
whenn the unknowns in an entrepreneurial situation become very great,
there is little social advantage in laying the profits that are expected to
cover chance losses. Tlhe reason, we all know, is that the costs of pro-
curememnt can be reduce(l if such losses are paid only as they are incurred
(p. 158).
"Not only (loes the use of cost-l)lus-fixed-fee contracts create a predis-

position in favor of large contractors, but it limits tlie possibilities of shifting
from one contractor to another. * * * From this last standpoint, the
problem of creating a competitive structure for future commercial applica-
tions in atomic energy is made more difficult rather than easier by an
increase in private interest.

"Competitive industries simply are not created in the environment which
gives rise to the use of cost-plus-fixed-fee contracts for defense. Public
policies such as are followed by the Atomic Energy Commission, keeping
in the public sphere all technological knowledge acquired at public expense
and reducible to writing, are minirnal. They must be supplemented by
information and training programs to create competitive technical abilities
in the ranks of rival industrial organizations. * * * Secrecy accentuates
the concentration by introducing a waiting period before outsiders can even
begin to think about the complex technological problems of atomic energy"
(1). 171).

UT.S. Atomic Energy Commission. The future role of the Atomic
Energy Commission laboratories. [Report prepared for] Joint
(Conmmittee on Atomic Energy, October 1960. Washington, U.S.
Government Printing Office, 1960. 277 pp.
The Commission concludes that "The opportunities for mutual enrichment

of the research and training activities of the laboratories and the universities
will continue to be more fully utilized during the decade. All of the factors
linLing the laboratories and the universities-organization, personnel, related
research projects, common use of Commission-owned facilities-will be en-
couraged and strengthened * * *. Progress has been made in recent years
in arrangements for the utilization of these facilities by universities, both in
the conduct of research programs and in affording opportunities to graduate
students to do advanced work at the laboratories. Such arrangements have
required modification of the normal practices of both the laboratories and
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the universities * * *. By appropriate arrangements the laboratories can
add strength to those universities which are not fully prepared to meet the
demands for advanced training in specific fields * * *". (pp. 33-34).

Future plans for each laboratory of the AEC are then outlined oil pages
34-103.

U.S. Commission on the Organization of the Executive Branch of the
Government (1953-55). Research and development in the Gov-
ernment. May 1955 [Washington, U.S. Government Printing
Office, 1955]. 50 pp.
The Commission accepted the administrative management recommenda-

tions of its task force and offered four additional recommendations. Among
the administrative recommendations it suggested, "That the Weapons Sys-
tems Evaluation Group be shifted to contract operation with university or
nonprofit organizations * * *". It also accepted the view of the task force
that operations performed by Federal civilian agencies are "generally at a
lower level of effectiveness than could be realized if suitably placed in the
civilian economy." It recommended that "where choice is possible, opera-
tions of research and development should be performed at that place in the
Nation where they can be done most effectively and with the greatest
efficiency." In this connection it suggested that, "Even where operations
must be done in military installations, frequently increased effectiveness
and efficiency will be realized through operations by civilian economy
organizations." and commended the trend in this direction by the Depart-
ment of the Air Force.

U.S. (Commission on Organization of the Executive Branch of the
Government (1953-55) Committee on Business Organization of
the I)epartiment of Defense. Subcommittee report on research
ac ivities in the Department of Defense an(d defense related
agencies. April 1955 [Washington, U.S. Government IPrinting
Office, 1955]. 91 pp.
"An appraisal and evaluation of the research and development activities

in the department of Defense, in defense related agencies, and other selected
civilian Government agencies engaged in research projects affecting the
Nation's military strength in an effort to determine the degree of overlapping
and cost of such research and development * * *.

"The study is limited to an analysis of the various organizational patterns
for the establishment, control, and administration of these programs, the
mechanisms for cooperation and mutual support among the organizations
involved in the programs, the many aspects of the complex professional
personnel problem for both the military and the civilian, the various meth-
ods of tying and bonding to the civilian science and technical community,
and the relationships with the military field forces."

U.S. (Congress. House. (Committee on Appropriations. I)epartment
of Defense appropriations for 1962. Hearings, 87th Cong., 1st
sess'., Pt. 4: Research, development, test, and evaluation. Wash-
ington, U.S. Government Printing Office, 1961. 548 pp.

In regard to grants to and research contracts with colleges, Dr. York
states, "I feel that if the DOD would not actively support basic research at
our colleges and universities there is a danger of a complete vacuum in many
of the fields in which we rie vitally interested because of the expense in-
volved * * *" (p. 58).

In regard to contracts with nonprofit corporations, with especial reference
to Aerospace Corp., Dr. York has this to say: "My comment is with the
present rules and regulations, you could not set up an organization like the
Aerospace Corp. within the Government in the time available to set it up.
We needed it right away. It would be infeasible to have done it withilt the
Government."

Mr. Mahon had previously stated that the "Committee on Appropriations
is concerned over the lack of control over nonprofit organizations that do
research jobs for the military" (p. 64).
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See also Senate Committee on Appropriations hearings on Department of
Defense Appropriations for 1962 [H.R. 7851] (pp. 1378-1379) for Mr. Gil-
patric's defense of Aerospace Corp. salaries.

U.S. Congress. House. Committee on Appropriations. Depart-
ment of Defense appropriation bill, 1962. Report. Washington,
U.S. Government Printing iOfflce, 196-. 73 pp. (87th Cong.,
1st sess. H. Rept. 574).
"In the judgment of the committee, the Government is moving toward a

chaotic condition in its personnel management because of [the practice of con-
tracting with various corporations and organizations for technical manage-
ment, scientific evaluations, etc.] * * *. The committee believes the pro-
cedures now followed are creating considerable additional costs for the
taxpayers.
"To a considerable extent the use of contracts with nonprofit organizations

is merely a subterfuge to avoid the restrictions of civil service salary scales.
"It is noted that the buildup of these organizations has not been accom-

panied by corresponding reductions in the number of military and civilian
personnel on the Government rolls. * * * Military and civilian personnel
on the payroll should be competent to do the jobs assigned to them or they
should be removed from the payroll."

In recommending a reduction of $5 million in the budget request for
Aerospace Corp. the committee states that it "feels that the salaries paid
by the Aerospace Corp. are excessive, that its overhead costs are too high,
and that it plans to employ too large a staff" (pp. 53-54).

U.S. Congress. House. Committee on Appropriations. Air Force
intercontinental ballistic missile base construction program.
Hearings, 87th Cong., 1 st sess. Washington, U.S. Government
Printing Office, 1961. 310 pp.

Contractors and responsible Government officials present their views on
various problem areas in the ballistic missile construction program Find-
ings and recommendations of the committee are contained in House Report
No. 51, 87th Congress, 1st session, dated March 3, 1961.

U.S. Congress. House. Committee on Armed Services. Contract-
ing-out procedures. Hearings, 87th Cong., 1st sess., Aug. 8-16,
1961. Washington, U.S. Government Printing Office, 1961.
427 pp.

Testimony covers a wide variety of contractual services, but devotes
considerable attention to what is termed "think" or "effort" contracts. The
problem of cost comparisons between inhouse and contractual services are
enumerated by Assistant Secretary of the Air Force (Materiel) Imirie (pp.
233-234).

Views of the American Federation of Government Employees are sub-
mitted in a statement concerning adverse effects of contracting Government
work to private business (pp. 347-351).

U.S. Congress. House. Committee on Armed Services. Employ-
ment of retired military and civilian personnel by defense indus-
tries Hearings, 86th Cong., 1st sess., July 7-Sept. 1, 1959.
Washington, U.S. Printing Office. 1959. 1061 pp.

Witnesses include officials of the military services, contractors, and mili-
tary and industrial associations. A detailed statement by the National
Association of Manufacturers covers such matters as advertising, contribu-
tions and donations, compensation for personal services (pp. 299-334).

U.S. Congress. House. Committee on Armed Services. [Employ-
ment of retired military and civilian personnel by defense
industries.] Hearings released from executive session relating to
entertainment furnished by the Martin Co. of Baltimore, Md.,
of U.S. Government officers, 86th Cong., 1st sess., Sept. 10, 1959.
Washington, U.S. Government Printing Office, 1959. 204 pp.

78
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U.S. Congress. House. Committee on Armed Services. Employ-

ment of retired commissioned officers by Defense Department
contractors. Report of the Subcommittee for Special Investiga-
tions, 86th Cong., 1st sess., Washington, U.S. Government
Printing Office, 1960. 170 pp. (86th Cong., 1st sess., com-
mittee lrint.)
Data presented in this report is based on committee hearings and responses

to a questionnaire sent to industry. The committee notes that "The
'coincidence' of contracts and personal contacts with firms represented by
retired officers and retired civilian officials sometimes raise serious doubts
as to the complete objectivity of some of these decisions" (p. 11). Referring
to contractor practices of advertising of competitive weapons, the committee
expresses its opinion "that such advertising is detrimental to the defense
effort. It provokes controversy and promotes dissention, and introduces
biased, narrow, and prejudicial considerations in purely military decisions"
(p. 15). Appendixes include a compilation of laws and regulations relating
to conflicts of interest in the military department, Department of Defense
directives relating to conduct of procurement personnel, and statistical data
on salaries and employment of retired officers by defense contractors.
The subcommittee report is incorporated in the committee report on H.R.

10959, dated March 21, 1961 (86th Cong., 2d sess. H. Rept. 1408).
U.S. Congress. House. Committee on Armed Services. Full com-

mittee consideration of H.R. 9682 and H.R. 10959, relating to
the employment of retired commissioned officers by contractors
of the Department of Defense and the Armed Forces [Washing-
ton, U.S. Government Printing Office, 1960], p. 3491-3616 (86th
Cong., 2d sess. [committee document], No. 44).

Proposed legislation provides for forfeiture of retirement pay by retired
officers accepting employment involving selling to the Department of De-
fense or a military department within 2 years after retirement. Legislation
would also provide for registration of retired officers who accepted such po-
sitions and reporting by contractors of all retired personnel in their employ-
ment. The proposal (H.R. 10959) was reported favorably (H. Rept. No.
1408) and passed with an amendment on April 8, 1960.
For Senate Committee on Armed Services hearings see "Conflict of

Interest of Retired Officers"; hearings, 86th Congress, 2d session, on H.R.
10959. No further action was taken by the Senate.

U.S. Congress. House. Committee on Armed Services. Hearings
pursuant to section 4, Public law 86-89, Special Subcommittee
on Procurement Practices of the Department of Defense, 86th
Cong., 2d sess., Washington, U.S.: Government Printing office,
1960. 752 pp.
Testimony deals with procurement policies, organization, and practices

of the Department of Defense and the three military services with particular
reference to their effectiveness in achieving reasonable costs, prices, and
profits.
The views of the committee growing out of these hearings appear in House

Report No. 1959, 86th Congress, 2d session. The committee notes that,
"The fundamental weakness in the regulations and instructions of the service
departments is the emphasis upon the authority to negotiate rather than on
the requirement [of] a justification for negotiations" (p. 16). It suggests
"wider use of the firm-fixed-price contract and competition both as to source
and price * * *" (pp. 36-38).

U.S. Congress. House. Committee on Armed Services. Over-
pricing of Government contracts. Hearings before the Subcom-
mittee for Special Investigations, 87th Cong., 1st sess. Apr.
27-28, 1961. Washington, U.S. Government Printing Office,
1961. 64 pp.

Comptroller General presents up-to-date information on recoveries relating
to overpriced Air Force and Navy contracts previously discussed at the

145



80 CONTRACTING FOR RESEARCH AND DEVELOPMENT

July 1959 hearings on weapons systems management (UC263.A25 1969a).
Witnesses from the Air Force and the Navy present statements on their
respective efforts to improve contract negotiations.

U.S. Congress. House. Committee on Armed Services. Weapons
system management and team system concept in Government
contracting. Hearings before the Subcommittee for Special
Investigations, 86th Cong., 1st sess. Washington, U.S. Govern-
ment Printing Office, 1959. 775 pp.

Witnesses include representatives of Boeing Airplane Co., North Ameri-
can Aviation, Inc., Martin Co., Lockheed Aircraft Corp., Convair Division
of General Dynamics Corp., as well as Government representatives. Testi-
mony deals with the nature of weapons systems management, its operation,
pricing practices, and contractual arrangements.

U.S. Congress. House. Committee on Government Operations.
Air Force ballistic missile management (formation of Aerospace
Corp.), Report, May 1, 1961. Washington, U.S. Government
Printing Office, 1961. 57 pp. (87th Cong., 1st sess. H. Rept. 324).
A review of ballistic missile management in the Air Force and a detailed

account of efforts to meet criticisms of the missile management role of
Space Technology Laboratories and Thompson-Ramo-Wooldridge. De-
scribes the circumstances under which Aerospace Corp. was organized, its
management structure, mission, and its relations to STL. Discusses such
matters as salary scales (pp. 29-33), conflict-of-interest (pp. 33-36), facilities
acquisition and future facilities plans (pp. 35-38), fees for contract work and
contract patent rights (pp. 41-43).

Industry regards such management systems agencies as "meddlers in the
weapon-building process and as piratic employers of scarce or highly prized
scientific personnel. And more important, industry looks askance at the
'arsenal' potential of these agencies for 'sole source' fabrication of advanced
weapon and space machinery * * *". Government critics view such
agencies as taking on functions which should be performed by Government
itself. Representative Martha W. Griffiths raises questions as to "whether
the Government or the contractor will take title to facilities bought or built
for use on a Government contract, where the Government is the sole, or
almost the sole purchaser of items in or by such a facility."

U.S. Congress. House. Committee on Government Operations.
Availability of information from Federal departments and
agencies (Air Force refusal to the General Accounting Office).
Washington, U.S. Government Printing Office, 1959. 121 pp.
(86th Cong., 1st sess. H. Rept. 234).
Concerned with the refusal of the Air Force to make available to the

General Accounting Office its "Survey of Management of the Ballistic
Missile Program." In section III, beginning on page 21, testimony of
General Rogers, Air Force Inspector General, is quoted. He explains that
the objective of the inspection system is to provide the Air Force with a

management tool to help assure maximum effectiveness * * *. IHe ex-

plains further that "the ballistic missile management survey was intended
to be a top management inspection * * * to analyze and evaluate the
management concept of the Air Force ballistic missile program * * *."
The Comptroller General enumerates the reasons why the "statement of

facts" made available from the survey by the Air Force was unsatisfactory,
pages 27-34. For instance, "the statement points out that due to man-

power ceiling freezes BMD had an urgent requirement for secretarial services
filled by Ramo-Wooldridge personnel. The statement further points out
that no follow-on action was taken to replace Ramo-Wooldridge positions
with civil service employees * * *."

U.S. Congress. House. Committee on Government Operations.
Health research and training; the administration of grants and
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awards by the National Institutes of Health, report. Washing-
ton, U.S. Government Printing Office, 1961. 110 pp. (87th
Cong., 1st sess. H. Rept. 321).

Provides a broad view of organizational structure, program, policies and
procedures for administering medical research and training grants. Rec-
ommendations include improvement in the present project review system,
a cost-sharing basis for research grants initiated by commercial firms, the
development of a uniform salary policy applicable to all agencies making
grants to educational and other research institutions, better coordination
of research activities with other Government and private agencies, initiation
for a limited time of special developmental-type grants to stimulate research,
optional use of either of two methods for computing overhead allowance on
supported research, and reexamination of the policy of making indirect cost
payments on renovation and major equipment expenditures from grants for
the establishment of clinical research facilities (pp. 73-75).

JI.S. Congress. House. Committee on Government Operations.
Organization and management of missile programs. Hearings
before a subcommittee, 86th Cong., 1st sess. Washington, U.S.
Government Printing Office, 1959. 803 pp.

Testimony deals with organizational arrangements in the Department of
Defense for the direction and cordination of the missile programs of the
three military services; describes organizations and procedures devised to
streamline operations; examines procurement and management agencies,
and related aspects of the missile program. Devotes considerable attention
to the corporate background and operations of Ramo-Wooldridge Corp. and
its successor, Space Technology Laboratories, Inc. Includes text of the
Gillette report: "Air Force Plan for Simplifying Administrative Procedures
on Missile Programs," pages 639-653.

Finding and conclusions are reported in the committee's 11th report
(H1. Rept. 1121, 86th Cong., 1st sess.). In summary the committee notes
that, "Neither the timing, nor the technology, nor the threefold separation
of the services is conducive to decisions that given weapons systems- can be
withdrawn or abandoned in the interest of economy or efficiency."

U.S. Congress. House. Committee on Government Operations.
Organization and management of missile programs. Hearings
before a subcommittee, 86th Cong., 2d sess. May 3-6, 1960.
Washington, U.S. Government Printing Office, 1960. 228 pp.

Testimony deals with reorganization of space and missile functions,
transfer of space projects to NASA, assignment of military space functions,
current status of ARPA, new missile and space projects, NATO and British
missile developments. Includes text of Millikan Committee report, pages
86-91.

U.S. Congress. House. Committee on Government Operations.
Research and development. Hearings before a subcommittee,
85th Cong., 2d sess. Washington, U.S. Government Printing
Office, 1958. 481 pp.

Testimony deals with organizational structure and procedures as they
relate to advancing scientific research. Of particular interest are the views of
Dr. Alan T. Waterman and Dr. C. C. Furnas on the relative efficiency and
economy in the conduct of R. & D. through Government facilities, universi-
ties, other nonprofit organizations, and private contractors (pp. 49-62, 170-
173). Dr. Rowland Egger's paper on problems of governmental organiza-
tion in scientific research (pp. 463-467) suggests that the entire area of Gov-
ernment contracts for research needs to be restudied. "While the evidence
is not entirely clear, it does seem to be true that contracting methods and
specifications appropriate to the administration of traditional functions of
the Government have been carried over by brute force and sheer awkward-
ness into the area of scientific research contracting, in which they protect
adequately the interests neither of the Government nor the contractor."
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U.S. Congress. House. Committee on Government Operations.
Research and development (Office of the Secretary of Defense).
Report. Washington, U.S. Government Printing Office, 1958.
218 pp. (85th Cong., 2d sess. H. Rept. 2552).
A basic background study on the organizational structure for research and

development in the Office of the Secretary of Defense, the financing of
R. & D. programs, planning for the future, duplication and interservice
rivalry, and the need for improved management and control. The impact of
retrenchment policies on industrial and academic contractors performing
research and development for the Government is reviewed briefly on pages
35-41.

U.S. Congress. House. Committee on Interior and Insular Affairs.
Policies, programs, and activities of the Department of the
Interior. Hearings 87th Cong., 1st sess., Jan. 16-Feb. 28, 1961.
Washington, U.S. government Printing Office, 1961. 292 pp.

Dr. A. L. Miller, Director of Office of Saline Water, testifies on the nature
of research conducted by the Office (pp. 244-253), procedures for negotiating
research and development contracts (pp. 281-282), and problems of patent
rights (pp. 285-292).

U.S. Congress. House. Committee on Post Office and Civil Service.
Manpower utilization in the Federal Government. Hearings,
85th Cong., 2d sess., Dec. 1-5, 1958. Washington, U.S. Govern-
ment Printing Office, 1959. 401 pp.
Testimony submitted by officials of the Department of Defense, the three

military service departments, Agriculture, Commerce, Health, Education,
and Welfare Departments, National Aeronautics and Space Administration,
Civil Service Commission, and the Bureau of the Budget. In introducing
Assistant Director Staats of the Bureau of the Budget the chairman states,
"We hope * * * that during your testimony * * * you may be able to
tell this subcommittee that action, vigorous action, is being taken and going
to be taken to provide standards to guide our Government officials toward
more effective manpower utilization, and especially contracting practices
involving delegation of personal and official responsibility."

U.S. Congress. House. Committee on Post Office and Civil Service.
Manpower utilization in the Federal Government. Hearings,
87th Cong., 1st sess., Apr. 11-12, June 5, 12, 1961. Washington,
U.S. Government Printing Office, 1961. 138 pp.

Salary levels at Aerospace Corp. are the subject of many questions in
connection with Under Secretary "of the Air Force Charyk's testimony,
pages 121-138. Questions were also raised by Representative Gross con-

cerning a $1,500,000 fee to Aerospace Corp., page 133.
U. S. Congress. House. Committee on Post Office and Civil Service.

Personnel procurement costs of selected defense contractors for
recruitment of engineers and scientists, fiscal year 1959. Wash-
ington, U.S. Government Printing Office, 1960. 9 pp. (86th
Cong., 2d sess., committee print).

Significant aspects of the data are: (1) In general the contractors with
predominant Government business spent more to recruit engineers and
scientists than did those firms working predominantly on commercial busi-
ness; (2) separation rates of engineers and scientists from the sample of 102
firms was pretty much in line with current separation rates, both in private
industry and in the Federal Government; (3) annual recruiting by firms
with Government business was higher than recruiting by predominantly
commercial firms; (4) of four firms spending in excess of $2,000 per individual
newly hired, three were Government contractors.

U.S. Congress. House. Committee on Post Office and Civil Service.
Preliminary report on the aspects of the missile program in the

148



CONTRACTING FOR RESEARCH AND DEVELOPMENT 83

Departments of the Navy and the Air Force. Subcommittee on
Manpower Utilization, 86th Cong., 1st sess., April 1959. Wash-
ington, U.S. Government Printing Office, 1959. 47 pp. (com-
nuttee print).
The committee concludes that: (1) Procurement policies have permitted

considerable contracting out of technical, project, and management responsi-
bilities; (2) scientific and engineering manpower in the missile program is
not being fully utilized and accomplishments to date could have been
achieved "with less manpower under a more coordinated and practical
policy;" (3) Government is competing with itself and with defense con-
tractors for qualified employees.

In a letter requesting a survey by the General Accounting Office the chair-
man asks for the following information: "What standards have been and/or
should be established by the Federal Government to determine the reason-
ableness and uniformity of fees in cost-plus contracts? Why was Ramo-
Wooldridge placed in such an indispensable position in Air Force's long-range
ballistic missile operation? What have been the financial relationships be-
between Ramo-Wooldridge, Thompson Products, Inc., and the Space Tech-
nology Laboratories? What personal gains have been made by key em-
ployees and former Government employees * * *" and other data pertinent
to a full examination of the program.

U.S. Congress. House. Committee on Post Office and Civil Service.
Survey of certain aspects of the ballistic missile program of the
Department of the Air Force, as developed by the Subcommittee
on Manpower Utilization, and by the Comptroller General of the
United States. December 30, 1960. Washington, U.S. Gov-
ernment Printing Office, 1960. 60 pp.

U.S. Congress. House. Committee on Science and Astronautics.
Basic research in agriculture. Hearing, 86th Cong., 1st sess.
Washington, U.S. Government Printing Office, 1959. 74 pp.

Reprints text of Comptroller General reports of October 21, 1959, and
.May 19, 1960, on various aspects of the ballistic missile program together
with letters from the chairman of the subcommittee to the Secretary of
Defense dated June 7 and July 15, 1960, and a letter from the Secretary of
the Air Force dated August 18, 1960, commenting on the Comptroller
General's reports.

U.S. Congress. House. Committee on Science and Astronautics.
Basic research in agriculture. Hearing, 86th Cong., 1st sess.
Washington, U.S. Government Printing Office, 1959. 74 pp.
Testimony of officials of the Agricultural Research Service deals with

types of research being undertaken, the character of the organization and
the methods employed. Includes a list of contracts and contractors for
fiscal year 1958 (pp. 39-42) and a set of organization charts (pp. 55-63).

U.S. Congress. House. Committee on Science and Astronautics.
Basic scientific and astronautic research in the Department of
Defense. Hearings, 86th Cong., 1st sess. June 4-30, 1959.
Washington, U.S. Government Printing Office, 1959. 536 pp.
Testimony covers programs, personnel, funding and management of

research and development in the Department of Defense and the three
military services. Findings are summarized in House Report No. 1182,
86th Congress, 1st session.

U.S. Congress. House. Committee on Science and Astronautics.
Defense space interests. Hearings, 87th Cong., 1st sess. March
17-23, 1961. Washington, U.S. Government Printing Office,
1961. 220 pp.
Testimony deals with the implications of the Department of Defense

directive of March 6, 1961, dealing with "Development of Space Systems."
88817-62-7
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Views of witnesses are summarized in House Report No. 360, 87th Congress,
1st session, "Military Astronautics (Preliminary Report)," May 4, 1961.
The committee concludes that:
"(a) The Air Force is fully responsive to the needs of the other two

services.
"(b) Army and Navy ideas useful to advancing the national program for

space development are not ignored.
"(c) Army, Navy and Air Force personnel and facilities * * * are fully

used in the interest of efficiency, economy, and the morale of the fine teams
which serve them.

"(d) There is continuing close cooperation with NASA, so that both the
Department of Defense and the civilian agency can find full expression
without waste in their respective spheres."

U.S. Congress. House. Committee on Science and Astronautics.
Management and operation of the Atlantic Missile Range. Re-
port [prepared by Spencer M. Beresford], 86th Cong., 2d sess.,
July 5, 1960. Washington, U.S. Government Printing Office,
1960. 11 pp. (86th Cong., committee print).
Commenting on Pan Am as contract manager, the committee concludes

that past shortcomings have been largely corrected or are in the process of
correction and that the contract is probablyy as satisfactory today as any
alternative." Points out that this is not to imply that, "Pan Am or any
other private corporation should have been given the job * * * in the
first instance.!'

U.S. Congress. House. Committee on Science and Astronautics.
Missile development and space sciences. Hearings, 86th Cong.,
1st sess. Washington, U.S. Government Printing Office, 1959.
492 pp.
The first public activity of the newly constituted Committee on Science

and Astronautics. The purpose of the hearings was to present a picture
of the situation in the fields of science and astronautics. Reviews the
entire missile and space program. Testimony of witnesses is summarized
in House Report 5602, 86th Congress, 1st session, entitled, "Status of Missile
and Space Programs."

U.S. Congress. House. Committee on Science and Astronautics.
The National Bureau of Standards and the space program.
Hearings, 87th Cong., 1st sess., May 11-12, 1961. Washington,
U.S. Government Printing Office, 1961. 68 pp.

Dr. A. V. Astin and other Bureau representatives testify on the mission
of the National Bureau of Standards and some of the problems confronting
it. Inadequate facilities and funding are indicated as major obstacles
and the need of the Bureau "to be placed in a better position with respect
to recruiting and retention of senior scientists." Testimony is sumlmariz(4d
in House Report No. 711, 87th Congress, 1st session, dated July 12, 1961.

U.S. Congress. House. Committee on Science and Astronautics.
Patent policies relating to aeronautical and space research.
Hearings before the Special Subcommittee on Patents and Scien-
tific Inventions, 87th Cong., 1st sess., on H.R. 1934 and H.R.
6030. Washington, U.S. Government Printing Office, 1961.
400 pp. ([Document] No. 20).
The purpose of the hearing is "to learn not only what patent practices

industry follows in conducting space research and development, but why
it follows them and what the practical effects are. We will try to learn
how much concentration of space contracting may result from the Govern-
ment's space patent policy, what rights the Government demands of industry
and what concomitant rights industry seeks from its subcontractors and em-
ployees * * *." Text of the Archie Palmer study, "Administration and
Utilization of Government-Owned Patent Property," dated December 23,
1960, is included in the hearings, pp. 65-138.
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U.S. Congress. House. Committee on Science and Astronautics.
Property rights in inventions made under Federal space research
contracts. Hearings before the Subcommlittee on Patents and
Scientific Inventions, 86th Cong., 1st sess., on Public Law 85-568.
Washington, U.S. Government Printing Office, 1959. 981 pp.
([Document] No. 47).
Testimony of witnesses representing Government, industry, the bar and

the academic world favors changes in existing provisions of section 305 of
the National Aeronautics and Space Act of 1958. "The preponderance of
testimony * * * favored deletion of the present section 305 and substitu-
tion, in lieu thereof, of a provision by which the Government would receive
a nonexclusive, royalty-free, nontransferable, nonrevocable license for gov-
ernmental use. Summary of testimony and recommendations of the sub-
committee are contained in "Proposed Revisions to the Patent Section,
National Aeronautics and Space Act of 1958 Report," dated AMarch 8, 1960
(TI,521.A53 1960b). Subcommittee recommendations were incorporated
into H.R. 12049, amending the National Aeronautics and Space Act of 1958,
which passed the House on June 9, 1960. The Senate took no action on the
measure and it died with the 86th Congress.

U.S. Congress. House. Committee on Science and Astronautics.
Research and development for defense. Hearings, 87th Cong.,
1st sess. Washington, U.S. Government Printing Office, 1961.
178 pp.
A general review of the status of scientific and astronautical research and

development in the defense agencies. Committee questions center around
progress to date, possible areas of duplication, and levels of cost.

U.S. Congress. Senate. Committee on Aeronautical and Space
Sciences. Investigation of governmental organization for space
activities. Hearings, 86th Cong., 1st sess., Mar. 24-May 7, 1959.
Washington, U.S. Government Printing Office, 1959. 762 pp.

Officials of the Department of Defense, the three military services, and
the National Aeronautics and Space Administration present testimony on
the organization and conduct of their respective programs. For specifics
consult index, pages 749-762. Summary of testimony and committee
findings are presented in Senate Report 806, 86th Congress, 1st session,
entitled, "Governmental Organization for Space Activities."

U.S. Congress. Senate. Committee on Appropriations. Federal
support of medical research; report of the Committee on Con-
sultants on Medical Research to the Subcommittee on Depart-
ments of Labor and Health, Education and Welfare, 86th Cong.,
2d sess., May 1960. Washington, U.S. Government Printing
Office, 1960. 133 pp.

Conclusions and recommendations of the committee are on page 107.
They deal with adequacy of Federal support of medical research; effective-
ness of utilization of Federal funds appropriated for medical research; impact
of the expanding Federal program in support of medical research; and status
of medical manpower.

U.S. Congress. Senate. Commnuittee on Armed Services. militaryy
pr1ocilreIient. Hearings before ia stubcoiimmittee, S6th Cong.,
1st sess., on S. 500 [etc.] Washington, U.S. Goverinlment Printing
Office, 1959. 671 pp.

Representatives of Government and industry submit views on proposed
legislation to increase flexibility in military procurement. W'eapon-systems
management and procurement policy is discussed throughout the hearing.
See particularly appendixes (pp. 495-671) foi special analyses and studies.
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U.S. Congress. Senate. Committee on Armed Services. Procure-
ment study. Hearings before the Procurement Subcommittee,
86th Cong., 2d sess. Washington, U.S. Government Printing
Office, 1960. 273 pp.
John J. Phelan, Assistant Director for Procurement Policy, discusses

research and development contract practices of the Department of. Defense,
pages 93-97; G. C. Bannerman, Director of Procurement Policy, testifies
on the weapon systems concept, how it is used, and why it is needed, pages99-105; Comptroller General presents his views, pages 146-147. Findings
and recommendations growing out of the hearings are reported in Senate
Report No. 1900, 86th Congress, 2d session.

U.S. Congress. Senate. Cominittee on Government Operations.
Federal budgeting for research and development. Hearings
before the Subcommittee on Reorganization and International
Organization, 87th Cong., 1st sess. Agency coordination study,
July 26-27, 1961. Washington, U.S. Government Printing
Office, 1961-62. 2 pts.

The principal problem under review in these hearings is: "How can the
Federal budget be improved with respect to control of research and de-
velopment expenditures."

Part I, the hearing volume, deals with long-range planning, programing
and budgeting in thedepartment ofl)efense (pp. 7-150) and in the National
Aeronautics and Space Administration (pp. 1654-205). Dr. Harold Brown,
I)irector of l)efense Research and Engineering, OSD, testifies on progressin long-range planning in the Department of 1)efense (pp. 7-49). The
importance of in-house research is mentioned briefly (p. 16) and discussed
more fully in an address and memorandum included as exhibit 29 (pp.
222-226). Other exhibits include a statement and charts of organization
for research and development (pp. 59-64), a statement defining and de-
scribing research activities (p. 74), and submissions dealing with payment
of costs for independent research and development work (pp. 92-100).
Mr. James E. Webb, Administrator, National Aeronautics and Space
Administration, testifies on relationships with other agencies, planning and
programing, and NASA contributions to basic research. Mr. Webb notes
that, "80 to 85 percent of all our dollars go out under contract either with
industry or universities, most of it with industry, for technology. We
nevertheless, have to manage support for basic research. And in order to
this well, we have in each of our centers, a certain fund, not large, but
enough to keep the people there ill funls to do basic research in order
to keep them right up to date and abreast of the program as a leader in the
field" (p. 193).

Part II provides background data on the total Federal commitment for
research and development. It includes correspondence with the Bureau
of the Budget on Government-wide policies affecting this phase of budgeting
(pp. 243-251), information from the National Science Foundation on its
central role in budgeting for basic reseach (pp. 253-270), detailed reports
from the Department of Commerce on problems of budgeting for research
and development (pp. 272-341), and expositions from other selected agencies.

U.S. Congress. Senate. Committee on Government Operations.
Organizing for national security. Science, technology, and the
policy process. Hearings before the Subcommittee on National
Policy Machinery, 86th Cong., 2d sess., Apr. 25-27, 1960.
Washington, U.S. Government Printing Office, 1960, pp. 237-411.

Dr. James A. Perkins, vice president of the Carnegie Corp., comments on
the role of the scientists, pointing out that "he is in danger of being both
underused and overused. He will be underused when he is placed in a
Government laboratory and given detailed instructions and blinders and
told to 'solve the specific problem, please.' Experience has long since
demonstrated the value of an arm's length arrangement that makes it
possible for a scientist to bring to bear his creative imagination on a widely
and loosely defined problem. Scientific laboratories under military direc-
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tion have frequently not prospered. * * * On the whole, the more creative
the approach required, the more substantial the case for putting the scientist
in a unversity environment on a contract arrangement" (p. 242).

Dr. Edward M. Purcell, professor of physics, Harvard University, points
out the need for the Government to enter into contracts with universities,
nonprofit and profitmaking corporations for the use of key personnel for
longer periods of time in order to promote research essential to the Govern-
ment (pp. 389-390).

Dr. Herbert F. York, Director of Defense Research and Engineering, also
presents his views on this matter as well as on the difficulties relating to
conflict of interest laws (pp. 400-402).

Prof. Bayless Manning, Association of the Bar of the City of New York,
indicates that contracting out does not solve the personnel question since
Government must have in-house competence to review, screen and appraise
the technical aspects of contracting-out arrangements (pp. 460-461).

U.S. Congress. Senate. Committee on the Judiciary. Government
patent policy. Hearings before the Subcommittee on Patents,
Trademarks, and Copyrights, 87th Cong., 1st sess., on a.. 1084
and S. 1176. Apr. 18-21, May 31-June 2, 1961. Washington.
U.S. Government Printing Office, 1961. 2 pts.

In his opening statement Senator McClellan notes:
"We know that our Government is presently acting in the disposition of

patent rights in these inventions as if it were several different governments
with different objectives. For instance, we find the Defense Department
making contracts with a patent clause that gives the contractor title to any
resulting inventions while other Government agencies dealing with the same
contractors for research in the same fields are using patent clauses that give
the Government title to these inventions.
"Who gets the title frequently decides who gets the main benefits from

the invention."
Senator Russell B. Long observes (p. 13) that "if you compare the con-

tracts in the Atomic Energy Commission and other Government agencies
with the contracts where the contractor keeps the patent rights, there is no
convincing evidence that it costs any more.
"But if it did cost a little more, the fantastic values involved here and the

tremendous cost to the consumer to buy back something that he has paid
for already * * * to buy it back at a monopoly price, are so enormous that
it would seem to me that we are failing to protect the public interest if for a
small cash saving we make it possible for persons to have these enormous
patent monopolies that we are creating with $9 billion a year of Government-
financed research."
Testimony covers practices in the Department of Defense, the three mili-

tary services, National Aeronautics and Space Administration, and the
Federal Aviation Agency and gives views of representatives from trade as-
sociations and private industry.

U.S. Congress. Senate. Committee on the Judiciary. National
patent policy. Hearings before the Subcommittee on Patents,
Trademarks, and Copyrights, 87th Cong., 1st sess., on S. 1084
and S. 1176. Washington, U.S. Government Printing Office,
1961. 63 pp.
Admiral Rickover testifies on the present patent situation which he con-

siders unsatisfactory. "Agencies of the same U.S. Government," he points
out, "pursue diametrically opposed policies on patent rights to inventions
financed by the Government even when it may concern the same area.of
technology, such as medical research where the Defense Department and
the Department of Health, Education, and Welfare follow different policies.
This naturally makes for inequities. It leaves the power of decision on an
important public matter that should be regulated by Congress to contracting
officers of different agencies * * *" (p. 4).

In response to Senator Wiley's observations that the Government had the
right to take the patent and paE for it, Admiral Rickover asks, "but why
pay again for something you have already paid for?"
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U.S. Congress. Senate. Committee on the Judiciary. Patent prac-
tices of the Department of Defense, 87th Cong., 1st sess. Wash-
ington, U.S. Government Printing Office, 1961. 129 pp. (com-
mittee print).

In judging the present patent policy, the Department of Defense expresses
the view that "in the areas of its responsibility its policy of generally ac-
quiring for the Government a royalty-free license, instead of title, to an
invention conceived or first actually reduced to practice under its research
aqd development contracts, is in the best interest of the United States * * *.
"The Department of Defense does not recommend any legislation or

change in policy with respect to patent rights in inventions resulting from
research and development contracts. It is recommended that Executive
Order 10096 be rescinded and superseded by the enactment of legislation
which would enact into law the judicial standards which have been followed
for the past century in determining Federal-employee invention rights"
(pp. 39-40).

U.S. Congress. Senate. Select Committee on Small Business.
Patent policies of departments and agencies of the Federal
Government-1959. Hearings before a subcommittee, 86th
Cong., 1st sess. Washington, U.S. Government Printing Office,
1960. 454 pp.
"There is no one Government patent policy. Various Federal agencies

and departments have sharply varying policies with regard to taking title
to patentable inventions made under research and development contracts
with private organizations.
"The magnitude of this effort makes it apparent that the distribution and

Federal policies in the handling of the resulting inventions of these contracts
have a significant effect upon the organization of the American economy.

"First, there is the problem of increasing economic concentration brought
about by the granting of patent rights to individual firms for discoveries
which result from Government-financed research and development contracts.

"Second, there is the problem of assuring that newly acquired technological
information developed at Government expense and not of a classified nature
is diffused throughout our society. The American people foot the bill.
Do they receive commensurate benefits from their work?
"The third problem is whether the U.S. Government is getting all that

it pays for from its research and development dollar" (pp. 1-2).
The withdrawal of patent privileges from firms performing R. & D. for

the Government at the latter's expense does not remove aTl competitive
advantage accruing to such firms. Dr. Daniel Hambert, University of
Maryland, points out that:
"Where there is fortuitously direct and immediate commercial applica.

tions, or where the contracting firms will take contracts, as they often
do, only when the R. & D. is relevant to technical and hence commercial
problems already confronting the firm, the result is in either case that
although the firm may provide the Government with a sought-for 'product,'
the firm in the process gets its R. & D. costs financed by the Government.
"A second important advantage is that [it] enables the firm to acquire

scientific personnel that it ordinarily might be unable to do.
"This is certainly one of the paradoxes * * * of the present system

* * * because, unquestionably, the contracting firms * * * bid up the
prices, the wages, and salaryes of scientific and technical personnel.

"In the process they compete away such personnel from the Government
sector, from Government research and development laboratories. The
Government is thereby, deprived of its own highly qualified personnel, and
in the end winds up paying more for R. & D. than it otherwise would * * *.

"Thirdly, we should note that the performing firm, ipso facto, acquires
a considerable body of information relating to the invention, information
that is unpatentable, but possession of which is often indispensable to the
proper use of the invention. * * * The withdrawal of patent rights from
performing firms would not and could not deprive them of this often price-
less know-how.
"Whether by design, or chance, or more likely, administrative expediency,

Government R. & D. contracts have been let primarily to the giant corpora-
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tions * * * this practice automatically confers great competitive advan-
tages on the giant firms vis-a-vis their smaller competitors, thereby
promoting already extant monopolistic tendencies" (pp. 5-21).

U.S. Department of Health, Education, and Welfare. The advance-
ment of medical research and education through the Department
of Health, Education, and Welfare. Final report of the Secre-
tary's Consultants on Medical Research and Education. Wash-
ington, U.S. Government Printing Office, 1958. 82 pp.
The consultants find that the most important problems of public policy

arise in connection with Federal support of research in non-Federal labora-
tories and that this support inevitably raises questions bearing upon the
relationships between Government and universities (p. 15).
They recommend that "A number of Federal agencies continue to finance

a substantial medical research effort both to make their operations more
effective, and to sustain a productive medical research program in non-
Federal non-profit research institutions" (p. 27).
They also recommend that, "In the Federal Government's efforts to foster

research and training in the fields of health and medicine the principle of
payment of full costs be adopted" (p. 71).

U.S. Department of Justice. Government-sponsored industry re-
search. (In its Report of the Attorney General pursuant to sec.
708(e) of the Defense Production Act of 1950, as amended.
Nov. 9, 1956, pp. 2-53.)
An examination of the nature of the problem, the relative importance of

Federal research expenditures, benefits to industry from performance of
Government research, and the impact of federally financed research and
development on competitive position of contractors.

Concludes that "The imprecise factual indicators discussed in this report
may point a warning that the total effect of the research and development
effort may well tend to increase concentration of economic power. More-
over, that evidence indicates that this tendency toward concentration may
be accentuated, and not retarded, by the administration of Government
financing of research and development * * *.
"Some action can be suggested to alleviate some of the features of present

operations which seem to tend toward concentration. It is accordingly
recommended that consideration be given to: first, the possibility of remov-
ing certain practical obstacles to the participation of smaller businesses in
the research and development effort; and second * * * a reevaluation of
the basic patent policy of the Department of Defense, in the light of current
defense problems and the increased participation of Government in research
activity, to determine whether Government acquisition of resulting inven-
tions and patents would be more in the public interest."
Text of report reprinted in: U.S. Congress. House. Committee on Science

and Astronautics, Property rights in inventions made under Federal space
research contracts, hearings, 86th Cong., 1st sess., on Public Law 85-568.
1959, pp. 888-904.

U.S. General Accounting Office. Initial report on review of admin-
istrative management of the ballistic missile program of the
I)epartment of.the Air Force. Washington, 1960. 124 pp.
"The ballistic missile program is the largest single military program under-

taken by the United States involving the expenditure of about $2 billion a
year. The need to accelerate this program and the lack of in-house capabil-
ity within the Air Force prompted [the decision] in 1954 to contract with a
private corporation for the systems engineering and technical direction of
the program. However although more than 5 years has elapsed, the Air
Force has not developed an in-house capability to carry out the functions
assigned to the contractor.
"By delegating the technical aspects of this management to a contractor,

the. Air Force has, to a significant degree, removed itself from the direct
management of the program and, as a plractlcal matter, has shifted a portion
of its responsibility for the success of this crucial program to a contractor.
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"We believe that a program of this importance should be conducted under
the direct leadership and responsibility of the Government agency to which
it is entrusted.

"* * * We believe that it would be advisable for the Air Force to develop
in-house capability to provide systems engineering and technical direction
for its ballistic missile program * * *."

U.S. General Accounting Office. Report on survey of certain aspects
of the ballistic missile program of the Department of the Air
Force. May 19, 1960. (In U.S. Congress. House. Commit-
tee on Post Office and Civil Service. Survey of certain aspects
of the ballistic missile program of the Department of the Air
Force, Dec. 30, 1960. Washington, U'.S. Government Printing
Office, 1960, pp. 8-50.)

Findings cover such matters as standards for determination of reasonable-
ness of fees and for reimbursable costs, rates of fixed fee for R-W/STL and
Applied Physics Laboratory, salary rates and personal gains made by key
employees of R-W/STI,. Stresses the need for developing in-house capa-
bility to provide , systems engin(eerinlg and technical direction for ballistic
missile programs.

U.S. General Accounting Office. Report on survey of supplemental
payments to contractor employees at Department of Defense
test facilities. Oct. 21, 1959. (In U.S. Congress. House.
Committee on Post Office and Civil Service. Survey of certain
aspects of the ballistic missile program of the Department of the
Air Force, Dec. 30, 1960. Washington, U.S. Government Print-
ing Office, 1960, pp. 1-7.)
The review discloses that contractor employees receive travel allowances

although located at Edwards Air Force Base for extensive periods; that a
DOD study showed the need for control of supplemental payments made by
defense contractors at DOD test facilities. The report concludes that "in
many cases, supplemental pay is justified but the cost principles presently
contained in the Armed Services Procurement Regulations are not adequate
to achieve an improvement in the present situation; that greater uniformity
is warranted * * * and that the practice, in many cases, resulted in un-
neecessary and unreasonable costs to the Government * *."

U.S. Library of Congress. Legislative Reference Service. The U.S.
guided missile program. Prepared for the Preparedness In-
vestigating Subcommittee of the [Senate] Committee on Armed
Services, by Charles H. Donnelly. Washington, U.S. Govern-
ment Printing Office, 1959. 129 pp.

"This report is a study of U.S. policies and accomplishments in the de-
velopment of its missile program. It. is not intended to be historical, though
enough background will be laid to put the program into perspective. It is
intended to aid in arriving at a better understanding of the size and com-
plexity of our program * * *."

Chapter V, "Organization and Control of U.S. Guided Missile Program,"
pages 38-59, considers Government agencies outside the Department of
Defense as well as those in the Department. Among those within the De-
partment of Defense are ARPA, Ballistic Missiles Committee, Scientific
Advisory Committee, Weapons Systems Evaluation Group and the Army,
Navy, and Air Force missile organizations.

U.S. National Science Foundation. Funds for research and develop-
ient in industry, 1958: performance and financing. Washing-
ton, U.S. Government Printing Office, 1961. 119 pp. (NSF-
61-32).

Federal funds for industrial R. & D. by industry and size of company for
1958, pages 5-8. Data for 1959 and 1960 are reported in Reviews of Data
on Research and Development, No. 30, September 1961.
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U.S. National Science Foundation. Scientific research and develop-

ment of nonprofit organizations; expenditures and manpower,
1957. Washington, U.S. Government Printing Office, 1961.
58 pp. (NSF-61-37).
Data on expenditures for basic, applied and development research and

manpower employed in Federal contract research centers are presented on
pages 33-35. Data for 1958 are reported in Reviews of Data on Research
and Development, No. 24, October 1960.

CONGRESSIONAL RECORD AND NEWSPAPER ARTICLES

Congressional Record, Aug. 5, 1957, v. 103, p. 13687. Review of
atomic energy program, and latest authorization bill (H.R. 8996).

Representative Holifield is critical of the Atomic Energy Commission.
Mentions that the contract negotiation program is carried on in three differ-
ent ways: by privately financed projects; by Government-owned and spon-
sored reactors for experimental or demonstration purposes; and by privately
sponsored projects with some research and development assistance.

Congressional Record, May 5, 1960, v. 106, pp. 9600-9613. Depart-
ment of Defense appropriation bill, 1961.
Remarks of Representative Gross, critical of defense contracts, cites

specific firms, such as Booz, Allen & Hamilton, Institute for Defense Analyses,
Rand Corp. and others, on pages 9612-9613.

Congressional Record, June 2, 1960, v. 106, p. A4719. Competitive
private enterprise in space, by Ralph J. Cordiner.
Text of Mr. Cordiner's address at the University of California at Los

Angeles on May 4, 1960, in which he states: "In the case of atomic energy
it has been possible to erect certain reasonable boundaries around the Gov-
ernment's research and development activities, while in the area of the so-
called space sciences, this is totally impossible. It is the confusion of these
two types of technologies which has led to the National Aeronautics and
Space Administration patent clause, which is so unworkable and poses such
a threat to the independence of private enterprise. An even more disturbing
effect of the growth of Government-sponsored research and development is
the temptation for the Federal Government to build its own facilities and
personnel in the technical fields, or to establish so-called nonprofit organiza-
tions which are totally dependent on Government contracts. However
generous their motives, these nonprofit organizations are usurping a field
traditionally served by private consulting firms and producer companies,
and hence are little more than a blind for nationalized industry competing
directly with private enterprise-on a subsidized, nontaxpaying basis."

Congressional Record, June 28, 1961, v. 107 (temporary file), pp.
10672-10698. Department of Defense appropriation bill, 1962.

Representatives McCormack, Holifield, Gross, Mahon, Kilday debate the
complexities of modern weapons systems and current Defense Department
trends in the use of nonprofit organizations. Aerospace Corp., Space
Technology Laboratories, Inc., Ramo-Wooldridge Corp. are discussed.
Mr. Mahon states that "we are moving toward a state of chaos and irre-
sponsibility in this field, and somebody with a firm hand is going to have to
watch the situation verv carefully" (p. 10676). Representative Gross is
critical of the salaries of the executives of Aerospace (p. 10682).

Congressional Record, Aug. 8, 1961, v. 107 (temporary file), pp.
13979-13980. Refund of $559,000 by Thlompson-Ramo-Wool-
dridge.

Senator Case brings up the matter of a refund by Thompson-Ramo-
Wooldridge, Inc., a contractor, with respect to the pricing of some screws.
H-e inserts in the Record a letter from Sqcretary of the Air Force Ztuckert,
an Associated Press dispatch, a Department of Defense statement for the
Bureau of the Budget, and a review of the matter by the General Accounting
Office.

157



92 CONTRACTING FOR RESEARCH AND DEVELOPMENT

New York Times, May 22, 1960, sec. 3, p. 1. Rand Corp. furnishes
brain power for the Air Force, by Bill Becker.
A description of the organization and functions of the Rand Corp.

New York Times, June 26, 1960, p. 1+. Air Force forms new missile
unit, by Gladwin Hill.

Describes the establishment of the Aerospace Corp. and its responsibilities.
New York Times, Nov. 8, 1961, p. 37+. AEC liberalizes university

fees, by John W. Finney.
New policy is adopted which will let institutions make profit on manage-

ment of atom laboratories. Contract' will follow pattern of cost-plus-
fixed-fee utilized for industry.

New York Times, Nov. 19, 1961, p. 1+. Scientists face income ini-
quiry, by John W. Finney.
A subcommittee of the House Armed Services Committee will check tihe

charge that some are profiting from Federal research.
New York Times, Dec. 4, 1961, p. 1+. White House acts to keep

top scientists in U.S. jobs, by John W. Finney.
Widespread exodus and a decline in quality predicted. Low pay held a

major factor in resignations.
Wall Street Journal, Feb. 19, 1960, p. 1+. Guilding the ivy-MIT

points up rush of schools into Federal and business research, by
Paul Lancaster.

Discusses the magnitude, problems, and implications of Federal support of
research at the universities and colleges.

Wall Street Journal, Dec. 4, 1961, p. 1+. Missile managers. Aero-
space Corp. stirs criticism of Pentagon's use of nonprofit firms,
by Richard F. Roper.
Some industrialists complain of the competitive threat and criticize salary

and benefit policies of these companies. Tighter controls may be ahead.
Wall Street Journal, Dec. 6, 1961, p. 1+. Cash for colleges--

educators say grants from United States often warp academic
program, by Edmund K. Faltermayer.

Charges that there is undue emphasis on sciences and graduate work.

0.
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APPENDIXES

APPENDIX 1

POLICY FOR ACQUIRING PRODUCTS AND SERVICES FOR GOVERNMENT USE

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,

Washington, D.C., March S, 1966.

CIRCULAR No. A-76

To : The heads of executive departments and establishments.
Subject : Policies for acquiring commercial or industrial products and services
for Government use.

1. PURPOSE

This circular replaces the statement of policy which was set forth in Bureau
of the Budget Bulletin No. 60-2 dated September 21, 1950. It restates the guide
lines and procedures to be applied by executive agencies in determining whether
commercial and industrial products and services used by the Government are
to be provided by private suppliers or by the Government itself. It is issued
pursuant to the President's memorandum of March 3, 1966, to the heads of
departments and agencies. (See p. 208.)

2. POLICY

The guidelines in this circular are in furtherance of the Government's general
policy of relying on the private enterprise system to supply its needs.
In some instances, however, it is in the national interest for the Government
to provide directly the products and services it uses. These circumstances are
set forth in paragraph 5 of this circular.
No executive agency will initiate a "new start" or continue the operation of
an existing "Government commercial or industrial activity" except as specifi
cally required by law or as provided in this circular.

3. DEFINITIONS
For purposes of this circular :
(a) A "new start" is a newly established Government commercial or indus
trial activity or a reactivation, expansion, modernization, or replacement of
such an activity involving additional capital investment of $25,000 or more or
additional annual costs of production of $50,000 or more. Consolidation of two
or more activities without increasing the overall total amount of products or
services provided is not a "new start."
(6) A Government commercial or industrial activity is one which is operated
and managed by an executive agency and which provides for the Government's
own use a product or service that is obtainable from a private source.
(c) A private commercial source is a private business concern which provides
a commercial or industrial product or service required by agencies and which
is located in the United States, its territories, and possessions, the District of
Columbia, or the Commonwealth of Puerto Rico.

This circular is applicable to commercial and industrial products and services
used by executive agencies, except that it—
(a) Will not be used as authority to enter into contracts if such authority does
not otherwise exist nor will it be used to justify departure from any law or regu
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lation, including regulations of the Civil Service Commission or other appro
priate authority, nor will it be used for the purpose of avoiding established
salary or personnel limitations.
(6) Does not alter the existing requirement that executive agencies will per
form for themselves those basic functions of management which they must per
form in order to retain essential control over the conduct of their programs.
These functions include selection and direction of Government employees, assign
ment of organizational responsibilities, planning of programs, establishment of
performance goals and priorities, and evaluation of performance.
(c) Does not apply to professional staff and managerial advisory services such
as those normally provided by an office of general counsel, a management and
organization staff, or a systems analysis unit. Advisory assistance in areas such
as these may be provided either by Government staff organizations or from pri
vate sources as deemed appropriate by executive agencies.
(d) Does not apply to products or services which are provided to the public
(But an executive agency which provides a product or service to the public
should apply the provisions of this circular with respect to any commercial 01
industrial products or services which it uses.)
(e) Does not apply to products or services obtained from other Federal agen
cies which are authorized or required by law to furnish them.
(/) Should not be applied when its application would be inconsistent with
the terms of any treaty or international agreement.

5. CIRCUMSTANCES UNDER WHICH THE GOVERNMENT MAY PROVIDE A COMMERCIAL OR
INDUSTRIAL PRODUCT OR SERVICE FOB ITS OWN USE

A Government commercial or industrial activity may be authorized only under
one or more of the following conditions :
(a) Procurement of a product or service from a commercial source would dis
rupt or materially delay an agency's program. The fact that a commercial or
industrial activity is classified or is related to an agency's basic program is not
an adequate reason for starting or continuing a Government activity, but a Gov
ernment agency may provide a product or service for its own use if a review con
ducted and documented as provided in paragraph 7 establishes that reliance upon
a commercial source will disrupt or materially delay the successful accomplish
ment of its program.
(6) It is necessary for the Government to conduct a commercial or industrial
activity for purposes of combat support or for individual and unit retraining of
military personnel or to maintain or strengthen mobilization readiness.
(c) A satisfactory commercial source is not available and cannot be developed
in time to provide a product or service when it is needed. Agencies' efforts to
find satisfactory commercial sources should be supplemented as appropriate by
obtaining assistance from the General Services and Small Business Administra
tions or the Business and Defense Services Administration. Urgency of a re
quirement is not an adequate reason for starting or continuing a Government
commercial or industrial activity unless there is evidence that commercial
sources are not able and the Government is able to provide a product or service
when needed.
(d) The product or service is available from another Federal agency. Excess
property available from other Federal agencies should be used in preference to
new procurement as provided by the Federal Property and Administrative Serv
ices Act of 1949, and related regulations.
Property which has not been reported excess also may be provided by other
Federal agencies and unused plant and production capacity of other agencies
may be utilized. In such instances, the agency supplying a product or service to
another agency is responsible for compliance with this circular. The fact that
a product or service is being provided to another agency does not by itself justify
a Government commercial or industrial activity.
(e) Procurement of the product or service from a commercial source will result
in higher cost to the Government. A Government commercial activity may be
authorized if a comparative cost analysis prepared as provided in this circular
indicates that the Government can provide or is providing a product or service at
a cost lower than if the product or service were obtained from commercial
sources.
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However, disadvantages of starting or continuing Government activities must
be carefully weighed. Government ownership and operation of facilities usually
involve removal or withholding of property from tax rolls, reduction of revenues
from income and other taxes, and diversion of management attention from the
Government's primary program 'objectives. Losses also may occur due to such
factors as obsolescence of plant and equipment and unanticipated reductions in
the Government's requirements for a product or service. Government commer
cial activities should not be started or continued for reasons involving compara
tive costs unless savings are sufficient to justify the assumption of these and
similar risks and uncertainties.

6. COST COMPARISONS

A decision to rely upon a Government activity for reasons involving relative
costs must be supported by a comparative cost analysis which will disclose as
accurately as possible the difference between the costs which the Government is
incurring or will incur under each alternative.
Commercial sources should be relied upon without incurring the delay and
expense of conducting cost comparison studies for products or services estimated
to cost the Government less than $50,000 per year. However, if there is reason to
believe that inadequate competition or other factors are causing commercial
prices to be unreasonable, a cost comparison study will be directed by the agency
head or by his designee even if it is estimated that the Government will spend less
than $50,000 per year for the product or service. A Government activity should
not be authorized on the basis of such a comparison study, however, unless
reasonable efforts to obtain satisfactory prices from existing commercial sources
or to develop other commercial sources are unsuccessful.
Cost comparison studies also should be made before deciding to rely upon a
commercial source when terms of contracts will cause the Government to finance
directly or indirectly more than $50,000 for costs of facilities and equipment to
be constructed to Government specifications.
(a) Costs of obtaining products or services from commercial sources should
include amounts paid directly to suppliers, transportation charges, and expenses
of preparing bid invitations, evaluating bids, and negotiating, awarding, and
managing contracts. Costs of materials furnished by the Government to con
tractors, appropriate charges for Government-owned equipment and facilities
used by contractors, and costs due to incentive or premium provisions in contracts
also should be included. If discontinuance of a Government commercial or
industrial activity will cause a facility being retained by the Government for
mobilization or other reasons to be placed in a standby status, the costs of pre
paring and maintaining the facility as standby also should be included. Costs of
obtaining products or services from commercial sources should be documented
and organized for comparison with costs of obtaining the product or service from
a Government activity.
(6) Costs of obtaining products or services from Government activities should
include all costs which would be incurred if a product or service were provided
by the Government and which would not be incurred if the product or service
were obtained from a commercial source. Under this general principle, the fol
lowing costs should be included, considering the circumstances of each case:
(1) Personal services and benefits: Include costs of all elements of compen
sation and allowances for both military and civilian personnel, including costs of
retirement for uniformed personnel, contributions to civilian retirement funds
(or for social security taxes where applicable), employees' insurace, health, and
medical plans (including services available from Government military or civilian
medical facilities), living allowances, uniforms, leave, termination and separation
allowances, travel and moving expenses, and claims paid through the Bureau of
Employees' Compensation.
(2) Materials, supplies, and utilities services: Include costs of supplies and
materials used in providing a product or service and costs of transportation,
storage, handling, custody, and protection of property, and costs of electric power,
gas, water, and communications services.
(3) Maintenance and repair: Include costs of maintaining and repairing struc
tures and equipment which are used in providing a product or service.
(4) Damage or loss of property : Include costs of uninsured losses due to fire
or other hazard, costs of insurance premiums, and costs of settling loss and damage
claims.
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(5) Federal taxes: Include Income and other Federal tax revenues (except
social security taxes) received from corporations or other business entities (but
not from individual stockholders) if a product or service is obtained through
commercial channels. Estimates of corporate incomes for these purposes should
be based upon the earnings experience of the industry, if available, but if such
data are not available, "The Quarterly Financial Report of Manufacturing Corpo
rations," published by the Federal Trade Commission and the Securities and
Exchange Commission may be consulted. Assistance of the appropriate Govern
ment regulatory agencies may be obtained in estimating taxes for regulated
industries.
(6) Depreciation: Compute depreciation as a cost for any new or additional
facilities or equipment which will be required if a Government activity is started
or continued. Depreciation will not be allocated for facilities and equipment
acquired by the Government before the cost comparison study is started. How
ever, if reliance upon a commercial source will cause Government-owned equip
ment or facilities to become available for other Federal use or for disposal as
surplus, the cost comparison analysis should include as a cost of the Government
activity, an appropriate amount based upon the estimated current market value
of such equipment or facilities. The Internal Revenue Service publication,
"Depreciation ; Guidelines and Rules" may be used in computing depreciation.
However, rates contained in this publication are maximums to be used only for
reference purposes and only when more specific depreciation data are not avail
able. Accelerated depreciation rates permitted in some instances by the Internal
Revenue Service will not be used.
(7) Interest : Compute Interest for any new or additional capital to be invested
based upon the current rate for long-term Treasury obligations for capital items
having a useful life of 15 years or more and upon the average rate of return on
Treasury obligations for items having a useful life of less than 15 years. Yield
rates reported in the current issue of the "Treasury Bulletin" will be used in these
computations regardless of any rates of interest which may be used by the agency
for other purposes.
(8) Indirect costs : Include any additional indirect costs incurred by the agency
resulting from a Government activity for such activities as management and
supervision, budgeting, accounting, personnel, legal, and other applicable services.

7. ADMINISTERING THE POLICY
(a) Inventory
Each agency will compile and maintain an inventory of its commercial or
industrial activities having an annual output of products or services costing
$50,000 or more or a capital investment of $25,000 or more. In addition to such
general descriptive information as may be appropriate, the inventory should
include for each activity the amount of the Government's capital investment,
the amount paid annually for the products or services involved, and the basis
upon which the activity is being continued under the provisions of this circular.
The general descriptive information needed for identifying each activity should
be included in the inventory by June 30, 1966. Other information needed to com
plete the inventory should be added as reviews required in paragraphs 7b and
c are completed.

(6) "New starts"

(1) A "new start" should not be initiated until possibilities of obtaining the
product or service from commercial sources have been explored and not until it is
approved by the agency head or by an assistant secretary or official of equivalent
rank on the basis of factual justification for establishing the activity under the
provisions of this circular.
(2) If statutory authority and funds for construction are required before a
"new start" can be initiated, the actions to be taken under this circular should
be completed before the agency's budget request is submitted to the Bureau of
the Budget. Instructions concerning data to be submitted in support of such
budget requests will be included in annual revisions of Bureau of the Budget
Circular No. A-ll.
(3) A "new start" should not be proposed for reasons involving comparative
costs unless savings are sufficient to outweigh uncertainties and risks of unantici
pated losses involved in Government activities.

163



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 207

The amount of savings required as justification for a "new start" will vary
depending on individual circumstances. Substantial savings should be required
as justification if a large new or additional capital investment is involved or if
there are possibilities of early obsolescence or uncertainties regarding mainte
nance and production costs, prices and future Government requirements. Justi
fication may be based on smaller anticipated savings if little or no capital invest
ment is involved, if chances for obsolescence are minimal, and if reliable
information is available concerning production costs, commercial prices and Gov
ernment requirements. While no precise standard is prescribed in view of these
varying circumstances a "new start" ordinarily should not be approved unless
costs of a Government activity will be at least 10 percent less than costs of obtain
ing the product or service from commercial sources.
A decision to reject a proposed "new start" for comparative cost reasons
should be reconsidered if actual bids or proposals indicate that commercial prices
will be higher than were estimated in the cost comparison study.
(4) When a "new start" begins to operate it should be included in an agency's
inventory of commercial and industrial activities.

(c) Existing Government activities

(1) A systematic review of existing commercial or industrial activities (in
cluding previously approved "new starts" which have been in operation for at
least 18 months) should be maintained in each agency under the direction of
the agency head or the person designated by him as provided in paragraph 8.
The agency head or his designee may exempt designated activities if he decides
that such reviews are not warranted in specific instances. Activities not so
exempted should be reviewed at least once before June 30, 1968. More frequent
reviews of selected activities should be scheduled as deemed advisable. Activi
ties remaining in the inventory after June 30, 1968, should be scheduled for at
least one additional followup review during each 3-year period but this require
ment may be waived by the agency head or his designee if he concludes that
such further review is not warranted.
(2) Reviews should be organized in such a manner as to ascertain whether
continued operation of Government commercial activities is in accordance with
the provisions of this circular. Reviews should include information concerning
availability from commercial sources of products or services involved and feasi
bility of using commercial sources in lieu of existing Government activities.
(3) An activity should 'be continued for reasons of comparative costs only if a
comparative cost analysis Indicates that savings resulting from continuation of
the activity are at least sufficient to outweigh the disadvantages of Government
commercial and industrial activities. No specific standard or guideline is pre
scribed for deciding whether savings are sufficient to justify continuation of an
existing Government commercial activity and each activity should be evaluated
on the basis of the applicable circumstances.
(4) A report of each review should be prepared. A decision to continue an
activity should be approved by an assistant secretary or official of equivalent
rank and the basis for the decision should appear in the inventory record for the
activity. Activities not so approved should be discontinued. Reasonable adjust
ments in the timing of such actions may be made, however, in order to alleviate
economic dislocations and personal hardships to affected career personnel.

8. IMPLEMENTATION

Each agency is responsible for making the provisions of this circular effective
by issuing appropriation implementing instructions and by providing adequate
management support and procedures for review and follow-up to assure that the
instructions are placed in effect.
If overall responsibility for these actions is delegated by the agency head, it
should be assigned to a senior official reporting directly to the agency head.
If legislation is needed in order to carry out the purposes of this circular,
agencies should prepare necessary legislative proposals for review in accordance
with Bureau of the Budget Circular No. A-19.

9. EFFECTIVE DATE

This circular is effective on March 31, 1966.
CHARLES L. SCHULTZE, Director.
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prise are appropriate; and the use of contracts involving support
services that require minimal capital investment.
We welcome your suggestions.

PHILLIP S. HUGHEs,
Acting Director.

ExECUTIVE OFFICE of the PRESIDENT,
BUREAU of THE BUDGET,

Washington, D.C., August 30, 1967.

[Circular No. A–76 (Revised) )

To: The heads of executive departments and establishments.
Subject: Policies for acquiring commercial or industrial products and
services for Government use.

1. Purpose.—This circular replaces Bureau of the Budget Circular
A–76 issued March 3, 1966. It is issued to clarify some provisions of
the earlier circular and to lessen the burden of work by the agencies
in implementing it

s provisions. The basic policies to b
e applied b
y

executive agencies in determining whether commercial and industrial
products and services used b

y

the Government are to be provided b
y

private suppliers o
r by the Government itself are the same as those

contained in Circular A–76 dated March 3
,

1966.

2
. Policy.—The guidelines in this circular are in furtherance o
f

the
Government's general policy o

f relying o
n

the private enterprise sys
tem to supply its needs.

In some instances, however, it is in the national interest for the
Government to provide directly the products and services it uses. These
circumstances are set forth in paragraph 5 o

f

this circular.
No executive agency will initiate a “new start” or continue the op
eration o

f
a
n existing “Government commercial o
r

industrial activity”
except a

s specifically required by law o
r

a
s provided in this circular.

3
. Definitions.—For purposes o
f

this circular:

a
. A “new start” is a newly established Government commercial or

industrial activity involving additional capital investment o
f $25,000

o
r

more o
r

additional annual costs o
f production of $50,000 or more.

A reactivation, expansion, modernization or replacement of an activit
involving additional capital investment o

f

$50,000 o
r

more o
r addi

tional annual costs o
f production o
f $100,000 or more are, for purposes

o
f

this circular, also regarded a
s “new starts.” Consolidation o
f

two

o
r

more activities without increasing the overall total amount o
f prod

ucts o
r

services provided is not a “new start.”

b
. A Government commercial or industrial activity is one which is

operated and managed by an executive agency and which provides for
the Government's own use a product o

r

service that is obtainable from

a private source. The term does not include a Government-owned, con
tractor-operated activity.

c. A private commercial source is a private business concern which
provides a commercial o
r industrial product o
r

service required by
agencies and which is located in the United States, it
s

territories and
possessions, the District o

f Columbia, o
r

the Commonwealth o
f

Puerto
Rico.
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4. Scope.—This circular is applicable to commercial and industrial
products and services used by executive agencies, except that it:
a. Will not be used as authority to enter into contracts if such
authority does not otherwise exist nor will it be used to justify de
parture from any law or regulation, including regulations of the Civil
Service Commission or other appropriate authority, nor will it be used
for the purpose of avoiding established salary or personnel limitations.
b. Does not alter the existing requirement that executive agencies
will perform for themselves those basic functions of management
which they must perform in order to retain essential control over the
conduct of their programs. These functions include selection and
direction of Government employees, assignment of organizational
responsibilities, planning of programs, establishment of performance
goals and priorities, and evaluation of performance.
c. Does not apply to managerial advisory services such as those
normally provided by an office of general counsel, a management and
organization staff, or a systems analysis unit. Advisory assistance in
areas such as these may be provided either by Government staff orga
nizations or from private sources as deemed appropriate by executive
agencies.

d. Does not apply to products or services which are provided to the
public. (But an executive agency which provides a product or service
to the public should apply the provisions of this circular with respect
t O º, commercial or industrial products or services which it uses.)
e. Does not apply to products or services obtained from other
Federal agencies which are authorized or required by law to furnish
them.

f. Should not be applied when its application would be inconsistent
with the terms of any treaty or international agreement.
5. Circumstances under which the Government may provide a com
mercial or industrial product or service for its own use.—A Govern
ment commercial o

r

industrial activity may be authorized only under
one o

r

more o
f

the following conditions:

a
. Procurement o
f
a product o
r

service from a commercial source
would disrupt o

r materially delay an agency’s program. The fact that

a commercial or industrial activity is§§ or is related to an
agency's basic program is not an adequate reason for starting o

r con
tinuing a Government activity, but a Government agency may provide

a product o
r

service for its own use if a review conducted and docu
mented a

s provided in paragraph 7 establishes that reliance upon a

commercial source will disrupt or materially delay the successful ac
complishment o

f

its program.

b
. It is necessary for the Government to conduct a commercial or

ândustrial activity for purposes o
f

combat support o
r for individual

and unit retraining o
f military personnel or to maintain or strengthen

mobilization readiness.

c. A satisfactory commercial source is not available and cannot be

developed in time to provide a product o
r

service when it is needed.
Agencies' efforts to find satisfactory, commercial sources should b
e

supplemented as appropriate b
y

obtaining assistance from the Gen
eral Services and Small Business Administrations or the Business and
Defense Services Administration. Urgency o

f
a requirement is not an

adequate reason for starting or continuing a Government commercial
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or industrial activity unless there is evidence that commercial sources
are not able and the Government is able to provide a product or service
when needed.
d. The product or service is available from another Federal agency.
Excess property available from other Federal agencies should be used
in preference to new procurement as provided § the Federal Property and Administrative Services Act of 1949, and related regulations.
Property which has not been reported excess also may be provided
by other Federal agencies and unused plant and production capacity

of other agencies may be utilized. In such instances, the agency supply
ing a
...;

or service to another agency is responsible for compli
ance with this circular. The fact that a product or service is being
provided to another agency does not by itself justify a Government
commercial or industrial activity.
e. Procurement of the product or service from a commercial source
will result in higher cost to the Government. A Government commer
cial activity may be authorized if a comparative cost analysis prepared
as provided in this circular indicates that the Government can provide
or is providing a product or service at a cost lower than if the product
or service were obtained from commercial sources.
However, disadvantages of starting or continuing Government ac
tivities must be carefully weighed. Government ownership and opera
tion of facilities usually involve removal or withholding of property
from tax rolls, reduction of revenues from income and other taxes,
and diversion of management attention from the Government's pri
mary program objectives. Losses also may occur due to such factors
as obsolescence of plant and equipment and unanticipated reductions
in the Government's requirements for a product or service. Govern
ment commercial activities should not be started or continued for
reasons involving comparative costs unless savings are sufficient to
justify the assumption of these and similar risks and uncertainties.
6. Cost comparisons.—A decision to rely upon a Government ac
tivity for reasons involving relative costs must be supported by a
comparative cost analysis which will disclose as accurately as possible
the difference between the cost which the Government is incurring or
will incur under each alternative.
Commercial sources should be relied upon without incurring the de
lay and expense of conducting cost comparison studies for products or
services estimated to cost the Government less than $50,000 per year.
However, if there is reason to believe that inadequate competition or
other factors are causing commercial prices to be unreasonable, a cost
comparison study will be directed by the agency head or by his designee
even if it is estimated that the Government will spend less than $50,000
per year for the product or service. A Government actyity should not
be authorized on the basis of such a comparison study, however, unless
reasonable efforts to obtain satisfactory prices from existing commer
cial sources or to develop other commercial sources are unsuccessful.
Cost comparison studies also should be made before deciding to rely
upon a commercial source when terms of contracts will cause the Gov
ernment to finance directly or indirectly more than $50,000 for cost
of facilities and equipment to be constructed to Government specifi
cations. Cost comparison studies should also be made in other cases if
there is reason to believe that savings can be realized by the Govern
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ment providing for its own needs. Such studies will not be made, how
ever, if in-house provision of the product or service, or commercial
procurement thereof, is clearly justified in accordance with other pro
visions of this circular.
The determination as to whether to purchase or to lease equipment
or to construct buildings or acquire their use under lease-construction
arangements, involves a determination of the difference in costs under
the alternatives, and the principles set forth in this circular should be
applied to the extent relevant in making such determinations.
a. Costs of obfaining products or services from commercial sources
should include amounts paid directly, to suppliers, transportation
charges, and expenses of preparing bid invitations, evaluating bids,
and negotiating, awarding, and managing contracts. Costs of materials
furnished by the Government to contractors, appropriate charges for
Government-owned equipment facilities used by contractors and costs
due to incentive or premium provisions in contracts also should be in
cluded. If discontinuance of a Government commercial or industrial
activity will cause a facility being retained by the Government for
mobilization or other reasons to be placed in a standby status, the costs
of preparing and maintaining the facility as standby also should be
included. Similarly, if such a discontinuance is expected to result in
premature retirement of Government employees which will cause a
significant increase in retirement costs to the Government, such in
creased cost should be added to the cost of procurement from com
mercial sources. Costs of obtaining products or services from commer
Giaisources should be documented and organized for comparison with
costs of obtaining the product or service from a Government activity.
b. For purposes of economy and simplicity in making cost compari
son studies, generally agreed costs that would tend to be the same under
either alternative need not be measured and included (for ex
ample, bid and award costs and operating costs under lease-purchase
alternatives).
c. Cosfs of obtaining products or services from Government actici
fies should include al/ costs which would be incurred ºf a product or
service were provided by the Government and which would not be
incurred ºf the product or service were obtained from a commercial
source. The objectives should be to compute, as realistically as possible,
the incremental or additional cost that would be incurred by the
Government under the alternaţices under consideration. In making
such determinations it is important that recognition be given to the
full amount of additional or incremental direct and indirect cost to be
incurred in providing the products or services required. Under this
general principle, the following costs should be included, considering
the circumstances of each case:
(1) Personal services and benefits.-Include costs of all elements
of compensation and allowances for both military and civilian per
sonnel, including the full cost to the Government of retirement sys
tems, calculated on a normal cost basis, Social Security taxes where
applicable, employees’ insurance, health, and medical plans, (includ:
ing services available from Government military or civilian medical
facilities), living allowances, uniforms, leave, termination and sepa
ration allowances, travel and moving expenses, and claims paid
through the Bureau of Employees’ Compensation.
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(2) Materials, supplies, and utilities services.—Include costs of
supplies and materials used in providing a product or service and
costs of transportation, storage, handling, custody, and protection of
property, and costs of electric power, gas, water, and communications
services.

(3) Maintenance and repair—Include costs of maintaining and
repairing structures and equipment which are used in providing a
product or service.
(4) Damage or loss of property.—Include costs of uninsured losses
due to fire or other hazard, costs of insurance premiums and costs of
settling loss and damage claims.
(5) Federal taxes.—Include income and other Federal tax revenues
(except Social Security taxes) received from corporations or other
business entities (but not from individual stockholders) if a product
or service is obtained through commercial channels. Estimates of cor
porate incomes for these purposes should be based upon the earnings
experience of the industry, if available, but if such data are not avail
able, The Quarterly Financial Report of Manufacturing Corporations,
published by the Federal Trade Commission and the Securities and
Exchange&º may be consulted. Assistance of the appropriate
Government regulatory agencies may be obtained in estimating taxes
for regulated industries.
(6) Depreciation.—Compute depreciation as a cost for any new or
additional facilities or equipment which will be required if a Govern
ment activity is started or continued. Depreciation will not be allo
cated for facilities and equipment acquired by the Government before
the cost comparison study is started. However, if reliance upon a com
mercial source will cause Government-owned equipment or facilities
to become available for other Federal use or for disposal as surplus,
the cost comparison analysis should include as a cost of the Govern
ment activity, an appropriate amount based upon the estimated cur
rent market value of such equipment or facilities. The Internal Rev
enue Service publication, Depreciation Guidelines and Rules may be
used in computing depreciation. However, rates contained in this pub
lication are maximums to be used only for reference purposes and only
when more specific depreciation data are not available. Accelerated
depreciation rates permitted in some instances by the Internal Revenue
Service will not be used. In computing the depreciation cost of new or
additional facilities or equipment to be acquired if a Government ac
tivity is started or continued and in determining comparative costs
under lease-purchase alternatives, appropriate recognition should be
given to estimated residual or salvage values of the facilities or
equipment.
(7) Inferest.—Compute interest for any new or additional capital
to be invested based upon the average rate of yield for long-term
Treasury bonds as shown in the current monthly Treasury Bulletin.
The method of computation should provide for reduction in the capi
tal investment to which interest is applied over the useful life of the
asset on a straight-line basis.
(8). Indirect costs.-Include any additional indirect costs incurred
resulting from a Government activity for such activities, as manage
ment and supervision, budgeting, accounting, personnel, legal and
other applicable services.
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7. Administering the policy.
a. Inventory.—Each agency will compile and maintain an inventory
of its commercial or industrial activities having an annual output of
products or services costing $50,000 or more or a capital investment of
$25,000 or more. In addition to such general descriptive information as
may be appropriate, the inventory should include for each activity the
amount of the Government's capital investment, the amount paid an
nually for the products or services involved, and the basis upon which
the activity is being continued under the provisions of this circular.
The general descriptive information needed for identifying each
activity should have been included in the inventory by June 30, 1966.
Other information needed to complete the inventory should be added
as reviews required in paragraphs 7.b. and c. are completed.
b. “Went ºfarts.”
(1) A “new start” should not be initiated until possibilities of ob
taining the product or service from commercial sources have been ex
plored and not until it is approved by the agency head or by an as
sistant secretary or official of equivalent rank on the basis of factual
justification for establishing the activity under the provisions of this
circular.
(2) If statutory authority and funds for construction are required
before a “new start” can be initiated, the actions to be taken under
this circular should be completed before the agency's budget request
is submitted to the Bureau of the Budget. Instructions concerning data
to be submitted in support of such budget requests will be included in
annual revisions of Bureau of the Budget Circular No. A–11.
(3) A “new start” should not be proposed for reasons involving
comparative costs unless savings are sufficient to outweigh uncertain
ties and risks of unanticipated losses involved in Government
activities.
The amount of savings required as justification for a “new start”
will vary depending on individual circumstances. Substantial savings
should be required as justification if a large new or additional capital
investment is involved or if there are possibilities of early obsolescence
or uncertainties regarding maintenance and production costs, prices
and future Government requirements. Justification may be based on
smaller anticipated savings if little or no capital investment is in
volved, if chances for obsolescence are minimal, and if reliable infor
mation is available concerning production costs, commercial prices
and Government requirements. While no precise standard is prescribed
in view of these varying circumstances a “new start” ordinarily
should not be approved unless costs of a Government activity will be
at least 10 percent less than costs of obtaining the product or service
from commercial sources. It is emphasized that 10 percent is not in
tended to be a fixed figure.
A decision to reject a proposed “new start” for comparative cost
reasons should be reconsidered if actual bids or proposals indicate
that commercial prices will be higher than were estimated in the cost
comparison study.
(4) When a “new start” begins to operate it should be included in
an agency’s inventory of commercial and industrial activities.
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c. Eacisting Gorernment activities.
(1) A systematic review of existing commercial or industrial activi
ties (including previouslyº “new starts” which have been inoperation for at least 18 months) should be maintained in each agency
under the direction of the agency, head or the person designated by
him as provided inºf 8. The agency head or his designee may
exempt designated activities if he decides that such reviews are not
warranted in specific instances. Activities not so exempted should be
reviewed at least once before June 30, 1968. More frequent reviews
of selected activities should be scheduled as deemed advisable. Activi
ties remaining in the inventory after June 30, 1968, should be sched
uled for at least one additional followup review during each three
year period but this requirement may be waived by the agency head
or his designee if he concludes that such further review is not
warranted.
(2) Reviews should be organized in such a manner as to ascertain
whether continued operation of Government commercial activities is
in accordance with the provisions of this circular. Reviews should
include information concerning availability from commercial sources
of products or services involved and feasibility of using commercial
sources in lieu of existing Government activities.
(3) An activity should be continued for reasons of comparative
costs only if a comparative cost analysis indicates that savings result
ing from continuation of the activity are at least sufficient to outweigh
the disadvantages of Government commercial and industrial activi
ties. No specific standard or guideline is prescribed for deciding
whether savings are sufficient to justify continuation of an existing
Government commercial activity and each activity should be evalu
ated on the basis of the applicable circumstances.
(4) A report of each review should be prepared. A decision to con
tinue an activity should be approved by an assistant secretary or official
of equivalent rank and the basis for the decision should appear in the
inventory record for the activity. Activities not so approved should
be discontinued. Reasonable adjustments in the timing of such actions
may be made, however, in order to alleviate economic dislocations and
personal hardships to affected career personnel.
8. Implementation.—Each agency is responsible for making the
provisions of this Circular effective by issuing appropriate implement;
ing instructions and by providing adequate management support and
procedures for review and followup to assure that the instructions are
placed in effect. A copy of the implementing instructions issued by
each agency will be furnished to the Bureau of the Budget.
If overall responsibility for these actions is delegated by the agency
head, it should be assigned to a senior official reporting directly to the
agency head.
If legislation is needed in order to carry out the purposes of this
Circular, agencies should prepare necessary legislative proposals for
review in accordance with Bureau of the Budget Circular No. A–19.
9. Effect/re ſafe.—This circular is effective on October 2, 1967.

PHILLIP S. HUGHEs,
Acting Director.
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OFFICE OF MANAGEMENT AND
BUDGET

Office of Federal Procurement Policy

Acquiring of Commercial of Industrial
Products and Services Needed by the
Government; Policy Revision

AGENCY: Office of Federal Procurement
Policy, Office of Management and
Budget.

SUMMARY: This revision replaces OMB
Circular A-76 "Policies far Acquiring
Commercial or Industrial Products and
Services for Government Use," dated
August 30, 1967, and supplements dated
October 10, 1976 and June 13, 1977. It
reaffirms the Government's general
policy of reliance on the private sector
for goods and services, while
recognizing that governmental functions
must be performed by Government
personnel and that proper attention
must be given to relative cost. More
definitive guidelines are provided to
ensure greater consistency and equity to
all parties in the implementation of this
Circular.

A comprehensive Cost Comparison
Handbook Is provided with the new
Circular to ensure that comparative cost
analyses, when prepared, reflect all
significant costs to the Government for
both in-house and contract performance
and provide a valid basis for agency
decisions. Such analyses are made to
justify a Government activity providing
commercially available goods or
services On the basis of cost;to justify
conversion of a Government activity to
contract performance, to determine
whether new requirements will be met
by in-house or contract performance.
and to determine whether contract 	 -
performance will be continued when
there is a probability that a Government
activity would be more economical.

FOR FURTHER INFORMATION CONTACT:
Mr. William D. Russell. Deputy
Assistant Administrator for Logistics,
Telephone 202-395-7207.

SUPPLEMENTARY INFORMATION: Under
Public Law 93-400, the Administrator for
Federal Procurement Policy is
responsible for monitoring and revising
policies, regulations, procedures and
forms relating to reliance by the Federal
Government on the private sector to
provide needed properly and services.
On June 13, 1977, the Administrator and
the Director of OMB announced a
comprehensive review of OMB Circular
A-76 and its implementation, and
solicited input and suggestions from
interested parties. On November 21,
1977, a number of proposed changes to

the Circular were published for
comment. A draft revision of the
Circular was published for comment on
August 22,1978, and this final version
reflects consideration of all responses
received.

Discussion of Proposed Policy

Policy
The current Circular A-76 states the

Government's general policy of relying
on the private sector to supply its needs.
This revision expands that policy
statement to recognize that
"governmental functions" must be
performed by Government personnel,
and that the American people are
entitled to economy in Government,
which requires appropriate emphasis on
comparative cost.

The new policies and procedures are
designed to establish a balanced and
disciplined management system that
will produce consistency, predictability,
and equity for affected workers,
agencies, and contractors. These
Government make-or-buy decisions will
continue to be difficult but the new
procedures should make them far more
equitable and consistent.

Definitions

Circular A-70 currently defines a
"new start" as any new Government
commercial or industrial activity, or any
significant expansion or additional
capital investment in an existing
activity. The revision defines "new
start" and "expansion" separately,
permitting appropriately different
treatment in reviews and coat studies.

"Government commercial or industrial
activity" is defined in more detail, and a
representative listing of commercial and
industrial activities is provided as
Attachment A.

"Governmental function" is defined to
clearly embrace the activites that should
always be performed by Government
personnel because they involve
exercising governmental authority,
controlling monetary transactions and
entitlements, and maintaining needed
core capabilities. The definition is
primarily limited to those functions
which inherently involve value
judgments, and does not include
ancillary and support activites.

Scope

The scope of the Circular has been
simplified and clarified to exclude
"governmental functions" from
inventory and review requirements, and
also to clearly prohibit contracts which
establish an employer-employee
relationship between the Government
and contract personnel. It also

reemphasizes that agencies should not
contract out for the purpose of avoiding
personnel ceilings or salary limitations.
and clarifies the relationship with OMB
Circular A-109 and guidance on
consulting services. New language more
clearly states the applicability of the
Circular to R&D activities. although a
follow-on study will df.velop mare
precise guidelines for later application
of the Circular to R&D activity. These
changes should eliminate some
misunderstandings and improper
interpretations that have caused
problems ill the past.

Interagency "revision of Goods and
Services

The previous Circular listed services
obtained from another agency as one of
the exceptions to reliance on the private
sector. Agency guidance was not
adequate and resulted in Inconsistent
treatment of such arrangements: in some
cases, an activity was listed by both
agencies, in other cases, it was not listed
or reviewed by either. In the revision,
this coverage Is placed In a separate
paragraph and provides new guidance
to assure proper reviews.

Circumstances Under Which the
Government May Operate a
Commercial or Industrial Activity

Previous language has permitted this
section to be very loosely interpreted
and applied. Under the revised Circular,
coverage is simplified to provide more
consistent implementation. One
exception was moved to a separate
paragraph and two were consolidated,
leaving three circumstances to justify in-
house performance: lack of a
satisfactory private source, military
necessity, and relative cost.

More specific guidelines are provided
for determining when there is no
satisfactory commercial source,
including any case where use of a
contract would delay or disrupt a
program. More detailed criteria for
identifying those activities that must be
performed by Government personnel to
maillain military readiness is included.

Cost comparison guidelines were
rather general in the previous Circular,
permitting a wide divergence in piactice
between agencies. The revision
establishes basic principles to be
followed, which are supplemented by
detailed guidance in the Cost
Comparison Handbook. Significant
changes in the cost comparison
principles, which are designed to
produce greater accuracy and
consistency in cost analyses, include:
use of firm bids or proposals to establish
commercial costs; recognition of
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overhead and indirect costs for
Government operations: standard cost
factors for Government employee fringe
benefits and administration of contracts:
and cost differentials which must be met
before converting in-house activity to
contractor or contracts to in-house new
starts.

Implementation

Implementation has been the most
criticized aspect of Circular A-76 since
its issuance. This responsibility is
assigned to the executive agencies
where it has not received a high level of
management attention. Several specific
changes it the revised Circular are
intended to promote more effective and
consistent impismentation. These are:

(1)Publication of an advance schedule
for review of all commercial and
industrial activities and service
contracts suitable for Government
perforntance:

(2) Public access to all reviews and
decisions; and

(3) A procedure for appeal and
administrative review of decisions
disputed by affected parties.

These actions will provide a level of
visibility and discipline that should
significantly enhance Implementation.

Federal Employee Protections
Past application of contracting out

policies has worked to abruptly and
inconsistently threaten the jobs and
financial security of the workers
affected. This has been among the most
serious defects under past practice.
Several key provisions have been added
to protect these workers. including the
advance notice of review, "sunshine"
access to reviews, appeals prmedures,
and cost differential favoring continued
in-house performance as mentioned
above. In addition, the new Circular
requires that any Federal workers'
displaced by a conversion to contract
will have rights of first refusal to new
contract job openings. The agencies are
also required to find other suitable
Governmental positions, pay training
costs, and phase transitions to ease
employee dislocations. Finally. OMB
will consider granting relief to agency
personnel ceiling if, under the terms of
the Circular, new work should be
performed in-house.
Leatrt A. Friuli.
Administrator.

Executive Office of the President,
Office of Management and Budget,
Washington, D.C. 20503. March 29. 1979.
Circular No. A-78, Revised.
Transmittal Memorandum No. 4.
To: The heads of executive departments and
establishments. .

Subject: Policies for Acquiring Commercial or
Industrial Products and Services Needed by
the Government.

Transmitted herewith is a revision of
Office of Management and Budget Circular
A-78. which replaces Transmittal
Memorandum No. 1. dated August 30. 1967.
Transmittal Memorandum No. 2. dated
October 18. 1.9713, and Transmittal
Memorandum No. 3. dated June 13. 1977.

The revised Circular (1) reaffirms the
Government's general policy of reliance on
the private sector for goods and services.
while recognizing that (2) ceetaln functions
are inherently governmental in nature and
must be performed by Government personnel.
and (3) relative cost must be given
appropriate consideration in decisions
between In-house performance and reliance
on private commercial sources, The balanced
approach in this revised Circular is designed
to achieve consistent policy implementation
in all agencies, equitable treatment of all
parties, and improved economy and
efficiency in providing goods and performing
services needed be the Government

To support the increased emphasis on
relative economy of Government and
contract performance, a comprehensive Cost
Comparison Handbook is provided as a
supplement to the Circular. This Handbook is
to be used by all agencies in conducting
comparative cost analyses. The Handbook
provides instructions for, determining the
total cost of Government for each alternative
and will provide a more accurate basis for
cost-based decisions.

This revision of Circular A-78 is the result
of an extensive review of the Circular and its
implementation by executive agencies, and
careful consideration of ell comments
submitted on the draft revision that was
published _in August 1978. Many of those
comments were accommodated through
clarification and refinement of the draft
Supplementary guidance on special subjects
will be developed as needed.

Application to R&D Activities

Some concern was expressed over the
potential impact of the application of this
Circular of Government R&D activities. While
agencies with a need for in-house R&D
capability can consider a "core capability" in
this area as a "governmental function."
additional guidance is needed to ensure some
consistency in determining and justifying the
size of that core capability and applying the
Circular to RAD requirements, in excess of
that level of capacity.

An interagency committee jointly
sponsored by the Office of Federal
Procurement Policy and the Office of Science
and Technology Policy, has been established
under the Federal Coordinating Council for
Science, Engineering. and Technology, to
study these issues and recommend guidlines
for appropriate and uniform agency
implementation. Supplemental guidance
addressing R&D activities will then be
developed and, after public review and
comment, be issued as an amendment to the
Circular. In the interim, compliance with this
Circular and the periodic review of
inventoried R&D activities are to be deferred

far one year pending completion of the study,
except for new starts and expansions, as
defined in the Circular. Additional guidance
will be provided on determining justified
"core capability" and applying the policy to
other RZT) requirements to assure that
essential in-house capability is maintained.
and that the Government and taxpayers'
interests are properly considerd In contract
versus In •ease decisions.

Cot ernment•Owned Contractor-Operated
Activities

Government-owned. contractor-operated
(COCO) activities were excluded from the
prior issuances of the Circular. A
comprehensive review of all GOCO activities
is necessary to determine whether they can
be completely treated under the terms of this
Circular. In the Interim, this Circular is to be
applied only to new starts and expansions of
Government-owned equipment and facilities.

Personnel Ceilings
The relationship between Circular A-78

and agency personnel ceilings was reviewed
in some detalland clarified in the Circular.
While it Is dearly specified that agencies will
not use the Circular to contract out solely to
meet personnel ceilings, it is equally dear
that agencies will contract out when justified
under the Circular regardless of the
relationship between personnel levels and
authorized ceilings. Conversely, contracts for
activities that are shown to be justified for in-
house performance will be terminated as
quickly as in-house capability can be
established: when the additional spaces
required cannot be accommodated within, the
agency's personnel calling, a request for
adjustment will be submitted to OMB in
conjunction with the annual budget review
process.

The Office of Management and Budget will
monitor agency implementation of this
revised Circular, providing guidance and
interpretations as required. Further revisions
and kupplements will be issued as necessary
in the future to achieve the policy objectives.
lama T. McIntyre. Ir..
Director.

Lester A. Feely

Administrator for Federal Procurement Policy,
Executive Office of the President,
Office of Management and Budget.
Washington. D.C. 20503, March 29, 1979. •
Circular No. A-78. Revised.
To: The heads of executive departments and
establishments.
Subject: Policies for Acquiring Commercial or
Industrial Products and Services Needed by
the Government.

1. Purpose. This Circular establishes the
policies and procedures used to determine
whether needed commercial or industrial
type work should be done by contract with
private sources or in-house using
Government facilities and personnel. This
Circular replaces OMB Circular No. A-78.
dated August 30. 1967, and all subsequent
amendments.	 •

2. Background. In a democratic free
enterprise economic system. the Government
should not compete with its citizens. The
private enterprise system, characterized by
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individual freedom and initiative. is the
primary source of national economic strength.
In recognition of this principle, it has been
and continues to be the general policy of the
Government to rely on competitive private
enterprise to supply the products and
services it needs.

This policy has been expressed in Bureau
of the Budget Bulletins issued in 1055. 1957,
And 1960. In 1980. Circular No. A.-76 was
issued and, for the first time, prescribed the
policy and implementing guidelines in a
permanent directive. The Circular was
revised in 1907. by Transmittal Memorandum
No. I, to clarify some provisions and to
lessen the burden of work by the agencies in
implementation. Transmittal Memorandums
No. 2 was issued in 1970, providing additional
guidance on cost comparisons and
prescribing standard cost factors for Federal
employee retirement and insurance benefits.

In 1977, a comprehensive review of the
Circular and its implementation was
initiated. Transmittal Memorandum No. 3
was issued on June 13,1977, announcing the
review and temporarily reducing the
Government retirement cost factor. This
revision is the result of that review and
careful consideration of comments from all
interested parties.

3. Responsibility. Each agency head has
the responsibility to ensure that the
provisions of this Circular are followed. This
Circular provides administrative direction to
heads of agencies and does not establish, and
shall not he construed to create, any
substantive or procedural basis for any
person to challenge any agency action or
inaction on the basis that such action was not
in Accordance with this Circular, except as
specifically set forth in Section 11 below.

4. Policy. This policy builds on three
equally valid policy precepts:

a. Rely on the Private Sector. The
Government's business is not to be in
business. Where private sources are
available, they should be looked to first to
provide the commercial or industrial goods
and services needed by the Government to
act on the public's behalf.

b. Retain Certain Governmental Functions
In-House. Certain functions are inherently
governmental in nature, being so intimately
related to the public interest as to mandate
performance by Federal employees.

c. Aim for Economy; Cost Comparisons.
When private performance is feasible and no
overriding factors require in-house
performance, the American people deserve
and expect the most economical performance
and, therefore, rigorous comparison of
contract costs versus in-house costs should
be used. when appropriate, to decide how the
work will be done.

5. Definitions. For the purposes of this
Circular:

a. A "Government commercial or industrial
activity" is one which is operated and
managed by a Federal executive agency and
which provides a product or service that
could be obtained from a private source. A
representative, but not comprehensive, listing
of such activities is provided in Attachment
A. An activity can be identified with an
organization or a type of work, but must be

(1) separable from other functions so as to be
suitable for performance either in-house or by
contract: and (2) a regularly needed activity
of an operational nature, not a one-time
activity of short duration associated with
support of a particular project.

b. An "expansion"is the modernization,
replacement, upgrade, or enlargement of a
Government commercial or industrial activity
involving additional capital investment of
$100,000 or more, or increasing annual
operating costs by $200,000 or more;
provided. the increase exceeds 20% of the
total investment or annual operating cost. A
consolidation of two or more activities is not
an "expansion" unless the proposed total
capital investment or operating cost exceeds
the total from the individual activities by the
amount of the threshold. An expansion which
increases either capital investment or annual
operating cost by 100% or more is a "new
start."

c. A "conversion" is the transfer of work
from a Government commercial or industrial
activity to performance by a private
commercial source under contract.

d. A "new start" is a newly-establish
Government commercial or industrial
activity, including a transfer of work from
contract to in-house performance. Also
included is any expansion which would
increase capital investment or annual
operating cost by 100% or more.

e. A 'Private commercial source" is a
private business, university, or other non-
Federal activity, located in the United States,
its territories and possessions, the District of
Columbia, or the Commonwealth of Puerto
Rico, which provides a commercial or
Industrial product or service required by
Government agencies.

1. A "Governmental function" is a function
which must be performed in-house due to a
special relationship in executing
governmental responsibilities. Such
governmental functions oan fall into several
categories:

(1) Discreb'onory application of
Government authority, as in investigations,
prosecutions and other judicial functions; in
management of Government programs
requiring value Judgments, as in directing the
national defense; management and direction
of the Armed Services; conduct of foreign
relations; selection of program priorities;
direction of Federal employees; regulation of
the use of space. oceans, navigable rivers and
other natural resources; direction of
intelligence and counter-intelligence
operations; and regulation of industry and
commerce, including food and drugs.

(2)Monetary transactions and
entitlements, as in Government benefit
programs; tax collection and revenue
disbursements by the Government; control of
the puolic treasury, accounts, and money
supply; and the administration of public
trusts.

(3) In-house core capabilities in the area of
research, development, and testing, needed
for technical analysis and evaluation and
technology base management and
maintenance. However, requirements for
such services beyond the core capability
which has been established and justified by

the agency are not considered governmental
functions.

9. Scope.
a. No executive agency will engage in or

contract for commercial or industrial
activities except in accordance with the
provisions of this Circular, or as otherwise
provided by law, including, for example. Title
44 of the U.S. Code.

b. The implementation provisions of this
Circular do not apply to governmental
functions as defined in paragraph 5in. These
functions must be performed in-house by
Govehnnent personnel.

c. This Circular applies to the need for
Government ownership in any "new start" or
"expansion" of a Government-owned,
contractor-operated (GOCO) facility.

Additional provisions are as follows:
(1) This Circular does not provide authority

to enter into contracts. Guidelines governing
contracts for goods and services are set forth
in applicable acquisition regulations.

(2) This Circular will not be used as
authority to enter into contracts which
establish a situation tantamount to an
employer-employee relationship between the
Government and individual contract
personnel. Additional guidance on this
subject is provided in the Federal Personnel
Manual issued by the Office of Personnel
Management.

(3) This Circular will not be used to justify
a conversion to contract solely to meet
personnel ceilings or to avoid salary
limitations. When in-house performance of a
"new start" is justified under this Circular but
cannot be accommodated within agency
personnel ceilings, an appeal for necessary
adjustment to implement this Circular
agency-wide should be made to OMB in
connection with the annual budget review
process.

(4) Major system acquisitions are governed
by the provisions of OMB Circular No. A-109,
"Major System Acquisitions." Reliance on the
private sector is one of the general policies
contained in Circular A-109 to ensure
competitive consideration of all alternatives
before making a decision as to the best
method of satisfying an agency mission need.

(5) This Circular does not apply to
consulting services of a purely advisory
nature relating to the governmental functions
of agency administration and management
and program management. Assistance in the
management area may be provided either by
Government staff organizations or from
private sources, as deemed appropriate by
executive agencies, in accordance with
executive branch guidance on the use of
consulting services.

(8) This Circular applies to printing and
binding only in those agencies or
departments which are exempted by law
from the provisions of Title 44 of the U.S.
Code.

(7) This Circular should not be applied
when it would be contrary to law or
inconsistent with the terms of any treaty or
international agreement.

7. Use of Products and Services from Other
Federal Agencies.

a. Excess property and services available
from other Federal agencies should be used
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In preference to yew starts or contracts.
unless the needed product or service can be
obtained more economically in the private
sector. This is consistent with the Federal
Property and Administrative Services Act of
1949 and related regulations.

b. When a commercial or industrial activity
operated by an agency primarily to meet its
own needs has excess capacity, that capacity
can be used to provide products or services
to other agencies.

(1) If a formal program is established for
managing excess capacity. such as the ADP
sharing program operated by GSA, capacity
that has been report A as excess can be used
by other agencies with no further
justification. In the absence of a formal
program and report of excess capacity,
another agency's use of a Government
activity must be justified in accordance with
paragraph 8 of this Circular. When the cost
justification is used, the agency requiring the
product cr service will solicit competitive
bids or proposals to establish commercial
costs, and award a contract when more
economicaL The prospective providing
agency will prepare the Government ccst
estimate. in accordance with this Circular. fur
comparison with the commercial cost.

(2) It id not intended that agencies create or
expand capacity for the purpose of providing
commercially available products or services
to other agencies. When the performing
agency's own requirements increase, capacity
used to support other agencies Ls no longer
excess and should be used in preference to
acquisition of additional capability.
Consequently. agencies should not expand a
commercial or industrial activity which is
providing products or services to other
agencies. The user agency (or agencies)
should be informed, with sufficient notice to
arrange alternative sources, that the support
will be terminated unless exceptional
circumstances prevent that agency from
finding a new source.

c. In some cases, a commercial or Industrial
activity is operated for the primary purpose
of providing a product or service to other
agencies, such as the Federal Data Processing
Centers or the Office of Personnel
Management training centers. All such
activities must be reviewed under this
Circular to determine whether continued
Government operation is justified. The
review should be made at the earliest
possible date. but under no circumstances
later than October 1. 1981. Prior to that
review, agencies may use the products and
services available without further
justification. When continued Government
operation of the activity is approved.
agencies may use the products or services
provided, up to the level of capability
approved, with no further justification. When
expansion of such an activity is proposed, the
justification for approval under this Circular
can be based on the entire workload.
Including work for other agencies.

8. Government Operation of a Commercial
or Industrial Acitivity. Government operation
of a commercial or industrial activity may be
authorized under pine of the following
conditions.

a. No Satisfactory Commercial Source
Ava

(1) A Government commercial or industrial
activity can be authorized without a
comparative cost analysis when It Is
demonstrated that:

(a) There is no private commercial source
capable of providing the product or service
that Ls needed: or

(b) Use of a private commercial source
would cause an unacceptable delay or
disruption of an essential agency program.

(2) Before concluding that there is no
private commercial source capable of
providing the needed product or service, the
agency must make all reasonable efforts to
identify available sources.

(a) As a minimum, the agency must piece at
least three notices of the requirement in the
Commerce Business Daily over a 90-day
period. In the case of urgent requirements.
publication in the Commerce Business Daily
can be reduced to two notices over a 30-day
period.

(b) Agencies' efforts to find satisfactory
commercial sources, especially small and
minority-owned businesses, should include
obtaining assistance from the General
Services Administration. Small Business
Administration. and the Domestic and
international Business administration in the
Department of Commerce.

(3) A conclusion that use of a commercial
source would not be satisfactory because it
would cause an unacceptable delay or
disrupt an agency program requires a specific
documented explanation.

(a) Delay or disruption must be spelled out
specifically in terms of cost, time and
performance measures.

(h) Disruption must be shown to be of a
lasting or unacceptable nature. Transitory
disruption caused by conversions are not
sufficient grounds.

(c) In all cases, specific explanations must
be documented. If it is known that the
function has been performed by contract
elsewhere or at another thine, the justification
must specify why circumstances are
substantially different

(d) The fact that an activity involves a
classified program, or is part of an agency's
basic mission, or that there is a possibility of
a strike by contract employees is not an
adequate justification for in-house
performance of that activity. Urgency by
Itself is not an adequate reason for starting or
continuing a Government commercial or
industrial activity. It must be shown that
commercial sources are not able and the
Government is able to provide the product or
service when needed.

b. National Defense.
(1) A Government commercial or industrial

activity, operated by military personnel, may
be justified when:

(a) The activity or military personnel
assigned are utilized in or subject to
deployment in a direct combat support role;

(b) The activity is essential for training in
those skills which are exclusively military in
nature: or

(c) The activity is needed to provide
appropriate work assignments for career

progression or a rotation base for overseas
assignments.

(2) A Government commercial or industrial
activity providing depot or intermediate level
maintenance may be justified In accordance
with criteria approved by the Secretary of
Defense to ensure a ready and controlled
source of technical competence and
resources necessary to meet military
contingencies. These criteria will limit the
extent of le-house capability and capacity
within the military departments for depot and
intermediate maintenance support of mission-
essential equipment to We minimum
necessary to accomplish that objective.
Justification under these criteria will require
a detailed explanation, on a case-by-case
basis, why the needed capability cannot be
supplied by:

(a) A private commercial source; or
(b) Contract operation of Government-

owned facilities.
Such justification must be approved at the

military department assistant secretary level
or equivalent in the defense agencies.

c. Higher Cost. A Government commercial
or industrial activity may be authorized If a
comparative cost analysis, prepared in
accordance with paragraph 9 of this Circular.
Indicates that the Government can provide or
is providing a product or service at a lower
total cost than if it were obtained from a
private commercial source.

9. Coat Comparisons. A decision for in-
house performance based on economy must
be supported bye comparative cost analysis
prepared in accordance with this Circular
and the supplementing Cost Comparison
Handbook.

a. Common Ground Rules.
(1) Both Government and commercial cost

figures must be based on the same scope of
work and the same level of performance. This
requires the preparation of a sufficiently
precise work statement with performance
standards that can be monitored for either
mode of performance.

(2) Standard cost factors will be used is
prescribed by the Cost Comparison
Handbook and as supplemented by agencies
for particular operations. It will be incumbent
on each agency to defend any variations in
costing from one case to another.

(3) Cost comparisons are to be aimed at full
cost, to the maximum extent practical in all
cases. All significant Government costs
(including allocation of overhead and indirect
costs) must be considered. both for direct
Government performance and for
administration of a contract

(4) In the solicitation of bids or offers from
contractors for workloads that are of a
continuing nature, unless otherwise
inappropriate, solicitations should provide for
prepriced options or renewal options for the
out-years. These measures will guard against
"buy-in" pricing on the part of contractors.
While recompetirion also guards against
"buy-ins," the use of prepriced or renewal
options provides certain advantages such as
continuity of operation. the possibility of
lower contract prices when the contractor is
required to provide equipment or facilities.
and reduced turbulence and disruption.
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(5)Ordinarily, agencies should not incur
the delay and expense of conducting cost
comparison studies to justify a Government
commercial or industrial activity for products
or services estimated to be less than 5100.000
in annual operating costs. Activities below
this threshold should be performed by
contract unless in-house performance is
justified in accordance with paragraph 8. a.
or b. However, if there is reason to believe
that inadequate competition or other factors
are causing commercial prices to be
unreasonable, a cost comparison study may
be conducted. Reasonable efforts should first
be made to obtain satisfactory prices from
existing commercial sources and to develop
other competitive commercial sources.

(6)The cost comparison will use a rate of
10% per annum as the opportunity cost of
capital investments and of the net proceeds
from the potential sale of capital assets, as
prescribed in the Cost Comparison
Handbook.

b. Calculating Contract Costs.
(1)The contract cost figure must be based

on a binding firm bid or proposal, solicited in
accordance with pertinent acquisition
regulations. Bidders or offers must be told
that an in-house cost estimate is being
developed and that a contract may or may
not result, depending on the comparative cost
trf the alternatives.

(2) The factor to be used for the
Government's cost of administering
t.ontracts, in addition to other costs of using
contract performance as specified in the
liandbaoin is 4% of the contract price or
expected cost.

c. Calculating Costs of Government
Operation.

(1)Each agency should assure that
Government operations are organized and
staffed for the most efficient performance. To
the extent practicable and in accordance

ith agency manpower and personnel
regulations. agencies should precede reviews
under this Circular with internal management
reviews and reorganizations for
aet.ornplishing the work more efficiently,
-a'hen feasible.

(2)The Government cost factor to be used
'or Federal employer retirement benefits,
Lased on a dynamic norma' cost projection
for the Civil Service Retirement Fund, is
10.4%.

(3)The Government cost factor to be used
fur Federal employee insurance (life and
health) benefits. based on actual cost, is 3.7%.

(4)The Government cost factor to be used
for Federal employee workmen's
compensation, bonuses and awards, and
unemployment programs is 1,9%.

d. An existing in-house activity will not be
converted to contract performance on the
basis of economy unless it will result in
savings of at least 10% of the estimated
Government personnel costs for the period of
the comparative analysis.

e. A "new start" will not be approved on
the basis of economy unless it will result in
savings compared to contract performance at
least equal to 10% of Government personnel
co 9, plus 25% of the cost of ownership of
equipment and facilities, for the period of the
comparative analysis.

E. All cost comparisons must be reviewed
by an activity independent of the cost
analysis preparation to ensure conformance
to the instructions in the Cost Comparison
Handbook.

10. Administering the Policy.
a. Implementation.
(1)Each agency will designate an official at

the assistant secretary or equivalent level.
and officials at subordinate contact points for
major components, to have overall
responsibility for implementation of this
Circular within the agency.

(2)Each agency will establish one or more
offices as central points of contuet to
maintain cognizance of specific
implementation actions. These offices will
have access to all decision documents and
data pertinent to actions taken under the
Circular and will respond. in a timely
manner, to all requests concerning
inventories, schedules, reviews, and results
of reviews. In considering requests which
Include information supplied by contractors
or prospective contractors, agencies will be
guided by OM Policy Letter No. 78-3,
"Requests for Disclosure of Contractor-
Supplied Information Obtained in the course
of a Procurement."

(3)Within 00 days after the date of
issuance, each agency will promulgate this
Circular, with the minimum necessary
internal instructions, Identifying the
designated official and the central and
subordinate contact points. When issued,
copies of the internal instructions will be
forwarded to OMB's Office of Federal
Procurement Policy for review. Copies of
subsequent changes will also be forwarded
for review.

(4)Each agency will recognize that work
for the Federal Government may be
performed by use of military personnel.
civilian employees, and contract services and
that past experience demonstrates that all
three methods have been responsive and
dependable in performing sensitive and
important work.

(5)Each agency will ensure that contracts
awarded as a result of reviews under Circular
A-76:

(a) Contain all applicable clauses and
provisions related to equal employment
opportunities, veterans, preference, and
minimum wages and fringe benefits,
including implementation of °PPP Policy
Letter No. 78-2, dated March 29.1978. relating
to "wage busting;"

(b) Include a provision, consistent with
Government post employment conflict of
interest standards, that the contractor will
give Federal employees. displaced as a result
of the conversion to contract performance.
the right of first refusal for employment
openings on the contract in positions for
which they ore qualified;

(c) Are awarded to a responsible and
responsive bidder or offeror, as required by
applicable acquisition regulations; and

(d) Are administered and monitored to
achieve proper performance, using
appropriute contractual remedies any time
performance is less than satisfactory.

(6) Each agency will exert maximum effort
to find suitable employment for any
displaced Federal employees, including:

(a) Giving them priority consideration for
suitable positions with the Government:

(b) Paying reasonable costs for training and
relocation when these will contribute directly
to placement;

(c) Arranging for gradual transition when
conversions are made to provide greater
opportunity for attrition and placement: and

(d) Coordinating with the Department of
Labor and other agencies to obtain private
sector employment for separated workers.

(7) Each agency will provide for
alternations to the mode of performance to be
timed in consonance with, and adjusted for,
the budget process to the extent required and
consistent with the firm bid cost study
approach.

b. Inventories. Each agency will
immediately compile a complete inventory at
ail commercial and industrial activities
subject to this Circular.

(1)Agencies will prepare and maintain a
complete inventory of all individual
commercial or industrial activities (as
defined In paragraph 5.a.), which they
operate. In addition to general descriptive
information, the inventory should include for
each activity: the amount of the
Government's capital investment, the annual
cost of operation, the date the activity was
last reviewed, and the basis on which the
activity is being continued under this
Circular. The inventory will be updated at
least annually to reflect the results of reviews
as conducted.

(2)Agencies will also prepare and maintain
an inventory of all contracts in excess of
$100,000 annually, except those awarded
under a duly authorized set aside program,
for services which the agency determines
could reasonably be performed in-house.
including any activities that have been
converted from in-house to contract
performance. In addition to general
descriptive information, the inventory will
include: the contract number, name of the
contractor, contract period period of any
options, and the total contract price or
estimated cost. Inventory updated will reflect
exercise of options and the termination and
award of contracts.

c. Reviews. Agencies will prepare a
detailed schedule for the review of each
commercial or industrial activity and contract
in the inventory to determine if the existing
performance, in-house or contract continues
to be in accordance with the policy and
guidelines of this Circular. The flow chart
provided as Attachment 13 demonstrates the
sequence of actions required for proper
implementation of the Circular.

(1) The schedule for review of in-house
commercial and industrial activities will
provide for review of all activities during the._
three-year period following issuance of this. .,•
revised Circular. Consideration should be ;
given first to criteria that do not concern cosh,
Unless continuation is justified under
paragraphs 8.a. or b., a cost comparison must
be conducted to determine the relative cost of
Government and private performance.
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(2)The schedule for review of contracts
will show the date that each contract
(including options) will expire. and the date
that the requirement will be reviewed to
determine if contract performance is to be
continued. The agency will review the
contract cost and determine whether it Is
likely that the work can be performed in-
house at a cost that is less than contract
performance by 10% of Government
personnel costs plus 25% of the cost of
ownership of equipment and facilities. When
this is determined to he likely, a cast
comparison will be conducted.

(3)Both schedules will be completed and
provided to the Office of Federal
Procurement Policy. OMB. within 120 days of
the date of issuance of this Circular. These
schedules will be made available by the
agency to all potentially affected employees
and their representatives, and published for
the information of contractors.

(4)Reviews will be conducted in
accordance with the schedules, unless it is
determined that a change In the schedule will
be in the best interest of the Government In
such cases, after approval by the agency
head or his designee. the schedule can be .
revised with 00 days notice to all affected
parties.

(5)After the initial review, activities
approved for continuation will be reviewed
again at least once very five year. When it is
determined by the agency head or his
designee that the circumstances which
supported the initial approval are not subject
to change. subsequent reviews may be
waived. These activities will be retained in
the inventory, however, and so identified. A
copy of the justification and the waiver will
be made available to all interested parties
upon request to the agency contact point.

(7) When the number of commercial and
industrial activities and the number of
covered contracts is so great that reviews
cannot be completed in the prescribed time
period, the agency may request approval
from the Office of Federal Procurement
Policy. OMB. to schedule the reviews over a
longer period.

d. New Starts.
(1)A new start should not be initiated by

an executive agency unless the justification
for establishing the activity under the
provisions of this Circular has been reviewed
and approved by a senior official of the
agency. A new start which involves a capital
investment or annual costs of $500.000 or
more must be approved by the agency head
or by an official at the assistant secretary or
equivalent level

(2)The actions to be taken under this
Circular should normally he completed before
the agency's budget request is submitted to
OMB. Data in support of such budget
requests will be submitted in accordance
with OMB Circular No. A-11. In the case of a
proposed new start Involving a major capital
investment where the item to be acquired
requires a long lead time (e.g., ADP system.
building). approval of budget resources will
not constitute OMB approval of that method
of meeting the agency need. A final
determination to initiate the new start or to
rely on a private commercial source. within

the resources imp roved. will be made in
accordance with this Circular and othrt
applicable policies. prior to any commitment
to a particular acquisition strategy.

(3) When Government ownership of
facilities is necessary. the possibility of
contract operation must be considered beeore
icehouse performance is approved as e new
start. If justification for Government
operation is dependent on relative co
comparative cost analysis may be delayed it
accommodate the lead time necestr.....y for
acquiring the facilities.

(4) When in-house performance to meet a
new requirement is not feasible. or when
contract performance would be under an
authorized set-aside program, a contract can
be awarded without conducting a
comparative cost analysis.

e. Set-Aside Programs
(1) It is the general policy of the

Government, as expressed in the Small
Business Act, to ensure that small busineeses,
including those owned and managed by
disadvantaged persons. receive a fair share
of Government contract awards.

(2)Consequently, contracts awarded under
authorized set•aside programs will not be
reviewed for possible [rehouse performance.
Additionally, new requirements which would
be suitable for award under a set-aside
program should be satisfied by such a
contract without a comparative cost analysis.

(3)On the other hand, iniihouse activities
(in excess of $100,000 annually) will not be
considered for performance under a set-aside
contract except when the conversion Is
justified by a comparative cost analysis.

11. Appeals.
a. Each agency will establish a procedure

for an informal administrative review of
determinations made under this Circular.
This procedure will only be used to resolve
questions of the determination between
contract and in-house performance, and will
not apply to questions concerning award to
one contractor in preference to another
contractor. Upon written request from a
directly affected party raising a specific
objection, the appeals procedure will provide
for:

(1)An independent, objective review of the
initial determination and the rationale upon
which the decision was based.

(2)An expeditious determination, within 30
days. made by an official at the same or
higher level than the official who approved
the original decision.

b. The appeals procedure is to provide an
administrative safeguard to assure that
agency decisions are fair, equitable. and in
accordance with established policy. This
procedure does not authorize an appeal
outside the agency or a judicial review.

c. Since the appeal procedure is intended to
protect the rights of all affected parties—
Federal employees and their representative
organizations. contractors and potential
contractors, and contract employees and
their representatives—the procedure and
agency determinations may not be subject to
negotiation. arbitration. or agreements with
any one of those parties. Agency decisions
are. final

d. •	 icy Opp• at procedures, when issued,
ill b • e ..ttied to OFPP for review

paragraph 10.a.{3).
12.	 Date.
TI-is Circular is effective h1a • 1. 1979. but

need not be applied to studies in process
where a solicitation for contract bids or
proposals was issued prior to the effective
date.

Questions or inquiries about this Circular
or its implementation should be addressed to
the Office of Federal Procurement Policy.
OMB. telephone number (202) 395-7207.
/antes T. McIntyre. it,
Director.
Leiter A. Fetthr.

dm:niftraror for Federal Procun-rent Mho*

Attachment A.—Examples of Commercial
and Industrial Activities

Audiovisual Products and Services

Photography (still, movie, aerial. etc.).
Photographic processing (developing.

printing, enlarging. etc.). 	 •
Film and videotape production (script

writing, direction, animation. editing. acting.
etc.).

Microfilming and other microforms.
Art and graphics services.
Distribution of audiovisual materials.
Reproduction and duplication of

audiovisual products.

Automatic Data Processing

ADP services—batch processing. time-
sharing, etc.

Programing and systems analysis, design.
development. and simulation.

Key punching and data entry services.
Systems engineering and installation.
Equipment installation, operation. and

maintenance.

Maintenance. Overhaul. and Repair

Aircraft and aircraft components.
Ships. boats, and components.
Motor vehicles.
Combat vehicles.
Railway systems.
Electronic equipment and systems. '
Weapons and weapon systems.
Medical and dental equipment.
Office furniture and equipment.
Industrial plant equipment.
Photographic equipment.
Space systems.

Systems Engineering. Installation. Operation.
and Maintenance

Communications systems—voice, message,
data: radio. wire, microwave. and satellite.

Missile ranges.
Satellite tracking and data acquisition.
Radar detection and tracking.
Television systems—studio and

transmission equipment. distribution systems,
receivers. antennas. etc.

Recreational areas.
Bulk storage facilities.

Manufacturing, Fabrication, Processing, and
Packaging

Ordnance equipment.
Clothing and fabric products.
Liquid, gaseous. and chemical products.
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Logging and lumber products.
Communications and electronics

equipment.
Rubber and plastic products.
Optical and related products.
Sheet metal and foundry products.
Machined products.
Construction materials.
Test and instrumentation equipment,

Real Property
Design. engineering, construction,

modification, repair, and maintenance of
buildings and structures.

Construction, alteration, repair, and
maintenance of roads and other surfaced
areas.

Landscaping. drainage, mowing and care of
grounds.

Industrial Shops and Services
Machine, carpentry, electrical and other

shops.
Industriatgas production and recharging.
Equipment and instrument fabrication,

repair and calibration.
Plumbing, heating, electrical, and air

conditioning services, including repair,
• Fire protection and prevention services.

Custodial and Janitorial services.
Refuse collection and processing.

Health Services
Surgical. medical, dental, and psychiatric

care.
Hospitalisation, outpatient. and nursing

care.
Physical examinations.
Eye and hearing examinations—

manufacturing and fitting glasses and hearing
aids.

Medical and dental laboratories.
Dispensaries.
Preventive medicine.
Dietary services.
Veterinary services.

Transportation
Operation of motor pools.
Bus service.
Veh'icle operation.
Air transportation.
Water transportation.
Trucking and hauling.

Printing and Reproduction
Printing and binding—where the agency or

department is exempted from the provisions
of Title 44 of the U.S. Code.

Reproduction, copying, and duplication,
Blue-printing.

Research and Development
Basic research.
Applied research.
Development.
Concept formulation and demonstration.
R&D studies.
R&D testing.
R&D support services.

Office Services

Stenographic recording and transcribing.
Word processing/data entry.
Mail/messenger.
Translation.

Information systems and distribution.
Financial auditing and services.
Management auditing.

Security
Guard and protective services.
Systems engineering, installation, and

maintenance of security systems and
individual privacy systems.

Forensic laboratories.

Food Services
Operation of cafeterias, mess halls,

kitchens, bakeries, dairies, and commissaries.
Vending machines.
Ice and water.

Other Services
Laundry and dry cleaning.
Library operation.
Mapping and charting.
Architect and engineer services.
Geographical surveys.
Cataloging.
Training—academic, technical. vocational.

and specialized (within the limitation of P.L.
85-507, unless waived by the Office of
Personnel Management).

Operation of uglily systems (power, gas,
water. steam. and sewage).
MILLEN) CODE 311011-11
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COST COMPARISON HANDBOOK
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Management and Budget, March 1979

Table of Contents

Chapter I—General
A. Introduction.
B. Purpose.
C. Background.
D. Policy.

Chapter 11—Overview of the Cost
Comparison Process

A. General.
B. Initial planning.
C. Statement of Work.
D. Procedure.
E. Organization of the Handbook,
Exhibit 1: Cost Comparison Form.
Exhibit 2: Decision Summary Form,

Chapter III—Developing an Estimate of
Government Costs

A. General.
B. Material Costs.
Direct Material Costs.
Material Overhead.
C. Personnel Costs.
Direct Labor.
Fringe Benefits.
D. Operations Overhead.
Definition.
Estimating Operations Overhead Costs.
Types of Operations Overhead Expenses.
Indirect Labor.
Indirect Materials and Supplies.
Depreciation.
Rent.
Maintenance and Repair.
Support Costs.
Utilities.
Insurance.
Overtime and Other Premium Pay.
Other Coats.
Developing Overhead Rates.
Summary.
Supporting Documentation.
E. Interagency Support.
F. Other Direct Costs.
G. General and Administrative Expense.
H. Inflation of Out-Year Costs.

Chapter IV—Developing an Estimate of
Contracting-out Costs 	

A
A. General.
B. Contract Price.
C. Transportation Cost.
D. Contract Administration.
E. Government-furnished Property.
Materials and Supplies.
Facilities and Equipment.
F. Standby Costs.
G. Other Costs.
H. General and Administrative Expense.
I. Inflation of Contracting-Out Costs.

Chapter V—Other Considerations
A. General.

B. Shortened Coat Comparison When In-
House Costs are Below Best Offer for a
Conversion.

C. Detailed Cost Comparison.
D. Cost of Capital.
Determination of the Cost of Capital for

Fixed Assets.
Prorating Coat of Capital.
Disposal of Fixed Assets.
Supporting Documentation.
E. One-Time Coats.
Related to a New Start.
Related to a Conversion.
F. Utilization of Government Capacity.
G. Federal Taxes.
H. Other Additions/Deductions.

Chapter VI—Cost Differentials
A. General.
B. Conversion.
C. New Start.

Figures
1. Estimate of Direct Material Costs.
2. Material Overhead.
3. Estimate of Direct Labor Coats.
4. Fringe Benefits.
5. Computation of Operations Overhead

Rate.

Appendices
1. Tax Computation Table.
2. Glossary.
3. Chronological Outline of the Cost

Comparison Process.

CHAPTER I—GENERAL

A. Introduction
This Cost Comparison Handbook

implements the cost comparison principles
contained in OMB Circular A-70, "Policies
for Acquiring Commercial or Industrial
Products and Services Needed by the
Government." Official use of this Handbook
is prescribed in OMB Circular A-78, which
directs Federal agencies to ensure that their
comparative cost analyses conform with
these instructions.

B. Purpose
The purpose of this Handbook is to provide

detailed instructions for developing a
comprehensive and valid comparison of the
estimated cost to the Government of
acquiring a product or service by contract
and of providing it with in-house,
Government resources. This Handbook is
intended to establish consistency, assurance
that all substantive factors are considered
when making cost comparisons, and a
desirable level of uniformity among agencies
in comparative cost analyses.

C. Background
The American people have a right to

expect economical performance of Federal
activities. Some activities are inherently
governmental functions or, for other reasons,
must be performed by Federal employees.
Many activities, however. may be performed
either by contract of by Federal employees.
The choice between these alternatives must
be based on a finding as to which method of
performance would be more economical.

Government reliance on the private sector
was first formally expressed by the executive
branch as a general policy in 1955. Since
then. Federal agencies have struggled to
make rational judgments as to the cost
considerations that should be included in a
comparative analysis to establish whether
the Government's interest would be served
best by contract or in-house performance.
Assistance was provided by OMB Circular
A-70, Initially issued on March 3,196:3 and
revised August 30. 1987. which contained
guidelines for agencies in malting those
analyses.

As Government cost accounting techniques
progressed, it became obvious that Circular
A-78 guidelines were too general to achieve
desirable uniformity. and were insufficient as
a basis for comprehensive cost studies.
Providing more precise guidance in
developing cost estimates and analyzing
comparative costs woe the most prevalent
suggestion made when, In 1977, agency and
public comments were Invited for
consideration in the review and subsequent
revision of Circular, A-40. The proposed
solution, a detailed cost comparison
handbook, was widely and strongly
supported by the numerous respondents to
OMB's November 1977 request for comments
on proposed changes to Circular A-70.

D. Policy
Under certain circumstances, a

Government agency Is authorized by OMB
Circular A-711 to establish in-house capabilitg`
or to continue an existing activity to provide
a product or service that is obtainable from a
private source. One justifying circumstance is
when a comparative cost analysis. prepared
as provided in this Handbook. indicates that
the cost of in-house performance would be
lower then the cost of obtaining the product
or service from a commercial or other non-
Federal source. Detailed: instructions for
making a cost comparison are set forth in this
Handbook for use by all Federal agencies.
The guidelines are based on the following
policy principles, quoted from the revised
Circular A-76.
"9.a. Common Ground Rules

(1) Both Government and commercial cost
figures must be based on the same scope of
work and the same level of performance. This
requires the preparation of a sufficiently
precise work statement with performance
standards that can be monitored for either
mode of performance.

(2) Standard cost factors will be used as
prescribed by the Cost Comparison
Handbook and as supplemented by agencies
for particular operations. It will be incumbent
on each agency to defend any variations in
costing from one case to another.

(3) Cost comparisons are to be aimed at full
cost, to the maximum extent practical in all
cases. All significant Government costs
(including allocation of overhead and indirect
costs) must be considered, both for direct
Government performance and for
administration of a contract.

(4) In the solicitation of bids or offers from
contractors for workloads that are of a
continuing nature, unless otherwise
inappropriate, solicitations should provide for
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prepriced options or renewal options fur the
out-years. These measures will guard against
"buy-in" pricing on the part of contractors.
While recompteition also guards against
"buy-ins," the use of prepriced or renewal
options provides certain advantages such as
continuity of operation. the possibility of
lower contract prices when the contractor is
required to provide equipment or facilities.
and reduced turbulence and disruption.

(5)Ordinarily, agencies should not incur
the delay and expense of conducting cost
comparison studies to notify a Government
commerical or industrial activity for pruducts
or services es:imatad to cost the Government
less than $100,000 in annual operating costs.
Activities below this threshold should be
performed by contract unless in-house
performance is Justified in accordance with
paragraph 8.a. or b. However. if there is
reason to believe that inadequate competition
or other factors are causing commercial
prices to be unreasonable, a cost comparison
study may be conducted. Reasonable efforts
should first be made to obtain satisfactory
prices from existing commercial sources and
to develop other competitive commercial
sources.

(6)The cost comparison will use a rate of
10% per annum as the opportunity cost of
capital investments and of the net proceeds
from the potential sale of capital assets, as
prescribed in the Cost Comparison
Handbook.
b. Calculating Contract Costs.

(1)The contract cost figure must be based
on a binding firm bid or proposal, solicited in
accordance with pertinent acquisition
regulations. Bidders or offerors must be told
that an in-house cost estimate is being
developed and that a contract may or may
not result, depending on the comparative cost
of the alternatives.

(2)The factor to be used for the
Government's cost of administering
contracts, in addition to other costs of using
contract performance as specified in the
Handbook, is 4% of the contract price or
expected cost.
c. Calculating Costs of Government
Operation.

(1)Each agency should assure that
Government operations are organized and
staffed for the most efficient performance. To
the extent practicable and in accordance
with agency manpower and personnel
regulations, agencies should precede reviews
under this Circular with internal management
reviews and reorganizations for
accomplishing the work more efficiently.
when feasible.

(2)The Government cost factor to be used
for Federal employee retirement benefits.
based on a dynamic normal cost projection
for the Civil Service Retirement Fund, is
20.4%.

(3)The Government cost factor to be used
for Federal employee insurance (life and
health) benefits, based on actual cost. is 3.7%.

(4)The Government cost factor to be used
for Federal employee workmen's
compensation, bonuses and awards. and
unemployment programs is 1.99a

d. An existing in-house activity will not be
converted to contract performance on the
basis of economy unless it will result in
savings of at least 10% of the estimated
Government personnel costs for the period of
the comparative analysis.

e.A "new start" will not be approved on
the basis of economy unless it will result in
savings compared to contract performance at
least equal to 10% of Government personnel
costs, plus 25% of the cost of ownership of
equipment and facilities for the period of the
comparative analysis.

f. All cost comparisons must be reviewed
by an activity independent of the cost
analysis preparation to ensure conformance
to the instructions in the Cost Comparison
Handbook,"

CHAFFER II—OVERVIEW OF THE COST
COMPARISON PROCESS

A. General
A valid comparative cost analysis under

Circular A-70 requires an accurate
determination of the costs of acquiring the
needed products or services from the private
sector and from the existing or proposed
Government commercial or industrial
activity. To ensure an equitable comparison,
both cost figures must be based on the same
scope of work, and include all significant
identifiable costs that would be incurred by
the Government under either alternative.

B. Initial Planning
1.The comparative cost analysis and

implementation of the conclusions reached
involve the responsibilities of many
functional and staff offices of the agency. For
best coordination of these responsibilities, a
task group should he formed by
representatives of the various organizations
and offices concerned such as: the functional
or operational organization, the manpower
and/or personnel office, the finance and
accounting office, the management analysis
group (if available), the budget office, the
procurement office, the legal office, end other
staff functions es appropriate. The task group
chairman should be thoroughly familiar with
this Handbook.

2.This group should establish a plan and
time schedule for orderly completion of the
necessary steps to conduct the study and
reach a timely conclusion to either award a
contract or to continue or initiate the
Government commercial or industrial
activity. The schedule must allow adequate
time for preparation of a comprehensive work
statement, solicitation of bids or proposals.
determination of in-house costs, evaluation of
bids and the Government estimate.
independent au4it of the Government cost
estimate, and review and approval of the
conclusions. Close coordination with the
procurement office and the personnel office is
required to ensure compliance with
procurement regulations and to provide
maximum consideration for Government
personnel who would be displaced in the
event of a conversion from in-house to
contract performance.

C. Statement of Work
1. The preparation of the work statement is

a critical step. It must be comprehensive
enough to ensure that performance in-house
ur by contract will satisfy the Government
requirement. It must also serve as the basis
for determining both the contract and
Governmen t cost, to ensure comparability
and equity in the cost analysis. The work
statement should clearly state what is to be
done without prescribing how it is to be done.
It should also provide performance standards
to ensure a comparably level of performance
with either alternative and to provide a basis
far evaluation. Maximum flexibility should be
permitted in staffing to permit each potential
performer to propose the most efficient
approach consistent with its organization and

. work statement should describe all
duties, 	 responsibilities, frequency of

resources. hetwsz ra

performance of repetitive functions, and
requirements for furnishing facilities and
materials. Where the workload is variable,
historical data for a representative period on
workload. material and parts consumption.
etc. will be provided, when available, along
with the best estimate of future requirements.
Bid solicitations will normally call for use of
contractor facilities, unless performance on
Government property is essential or would be
more economical. When the work is currently
being performed in a Government-owned
facility or appropriate Government facilities
are available, and contractor use of those
facilities would be in the Government's
interest. bids will be requested en that basis,
Requirements regarding the proximity of the
contracto r's facility to the Government
installation will be used only when clearly
justified in terms of operational necessity to
me3e. t.rGheovweornmrk setnattenmeeednu.t

will be reviewed by
the contacting officer to ensure that it is
adequate and appropriate for a contract
specification. The contracting officer will be
responsible for advertising the requirement.
through the Commerce Business Daily and by
other means. and the functional organization
will identify any known commercial
sources--this is particularly important in the
case of unique products or services which
have not been previously obtained from a
commercial source.

11117:11:dureWhen the statement of work has been
completed. firm bids or proposals will be
solicited. Formal advertising, with firm fixed
price bids, will be used when appropriate for
the requirement. Proposals may be requested
for competitive negotiations when this
method would be more suitable and
warranted under current acquisition
regulations. It is essential that the invitation
for bids or request for proposals provide for a
common standard of performance to permit
an equitable comparison of Government and
contract costs for performing the same task.
This is particularly important when the
proposed contract will contain flexible
pricing provisions, such as incentive or
award fees. Use of the maximum incentive or
award fee available would be inappropriate
if it reflects a different standard of
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performance from the level which provided
the basis for the in-house cost estimate. The
contract cost figure ultimately entered in line
10 of the Cost Comparison Form (Exhibt. 1)
must include an estimate of the incentive or
award fee that corresponds to the level of
performance expected of the Government in
performing the same task.

2.Concurrent with the contracting
procedure, the in-house cost estimate will be
prepared, based on the same work statement
that is used in the contract solicitation, by
completing the Cost Comparison Form in
accordance with the instructions in this
Handbook. Wherrthe cost analysis concerns
an existing Government activity manned by
civilian personnel, and the proposed staffing
plan differs from the existing activity..thb
proposal plan must be consistent with agency
manpower and personnel regulations and
implementation must be initiated within 30
days after a determination is made to
continue Government performance.

3.When all the costs connected with in-
house performance have been estimated
(lines I through 9.18 through 22. and 31, if
appropriate), they should be totaled and
entered on line 33 of the Cost Comparison
Form. The Form should then be signed and
dated by the person responsible for its
preparation in the line entitled, "In-House
Estimate Prepared By", If the Form was
prepared by a task force, the Chairman of the
group should sign, indicating that he was the
Chairman. The sealed in-house cost estimate
must then be submitted to the contracting
officer by the required submission date for
bids or proposals. The confidentiality of both
the in-house estimate and contract prices will
be maintained to ensure that they are
completely independent.

4.After the contracting officer opens the
bids or completes negotiations, he will
determine the lowest acceptable contract
price, conducting preaward surveys as
required to establish the lowest responsible
and responsive bidder. The contracting
officer will enter the dollar amount of the
lowest responsible bid or proposal in line 10
of the Cost Comparison Form, and will return
it to the preparer for completion.

5.if the contract figure in line 10 is higher
than the Government's in-house estimate in
line 33, the preparer may be able to make a
shortened cost comparison in accordance
with Chaper V.B. If, on the other hand, the
contract price is less than the total in-house
costs, the detailed cost comparison must be
completed, giving due consideration to all
types of costs which could add to or subtract
from the cost of either mode of performance
(Chapter V.C.).

0. After the comparison is completed and
the Form is signed. it will be submitted to a
qualified activity independent of the cost
analysis preparation to ensure that the
Government's estimated costs have been
prepared in accordance with the provisions
of this Handbook. If no, or only minor.
discrepancies are noted during the review,
the reviewing activity will execute the audit
certificate and return the Form to the
preparer. If significant discrepancies are
noted during the review, they will be reported
to the party which'prepared the cost

comparison. The reviewing agency should
indicate the impact of the discrepency or
recommend that the preparer correct and
resubmit its estimate. If the solicitation
pertains to a new-start and the estimate
cannot be corrected in a timely manner, the -
in-house figure will be rejected and the
contract awarded. Conversely, if the
contemplated contract pertains to an activity
presently being performed in-house. and the
estimate cannot be corrected within the
validity date of the bids or proposals. the
solicitation may be cancelled and the
comparison rescheduled for a later date.

7.When the coat comparison has been
audited and, with any necessary corrections
approved by the reviewing agency, the party
responsible for preparing the cost comparison
will originate the Decision Summary Form
(Exhibit 2), including the recommendation to
award a contract or to perform the work in-
house. When the amount in line 35 of the
Cost Comparison Form indicates that the cost
of in-house performance exceeds the cost of
contracting-out, the recommendation should
be for contract performance. Conversely,
when the cost of In-house performance is less
than (under) the cost of contracting out, the
recommendation should be to perform in-
house.

8.The Decision Summary Form and the
Cost Comparison Form will be forwarded to
the approving authority for review and
approval. The approving authority is an
official with responsibility for the
organization in which the activity reviewed is
or would be located.

9.The approving authority will send the
approved Forms to the contracting officer.
who will announce the results of the cost
study and make available the detailed
analysis to any interested parties: bidders,
affected employees, and unions representing
affected employees. If no significant
discrepancy in the cost comparison is
reported within five working days after the
annotmcment, the contracting officer will
award a contract or cancel the solicitation. es
appropriate. When warranted by the
complexity of the analysis, the contracting
officer may extend this review period to a
maximum of 15 working days.

10.If a discrepancy in the cost analysis is
reported during the public review period.
every effect will be made to correct it in a
time frame that corresponds to the
requirement and the validity date of the bids
or proposals. If the analysis is for a new start.
and there is a serious defect in the in-house
cost estimate. the in-house figure will be
rejected and a contract will be awarded.
When the analysis concerns a Government
commercial or industrial activity, and the
discrepancies cannot be corrected within the
validity date of proposals, the solicitation
may be cancelled and the review
rescheduled.
E Organization of the Handbook

1. This Handbook (Chapters III through VI)
is organized by the major subjects which
must be considered in developing bottom line
in-house and contract cost estimates. The
significance of each topic (usually an element
of cost) and related terms are discussed in

•
sufficient detail to explain all points which
must be considered, computations which
must be made, and documentation which
must be retained to support the cost analysis
and estimates. This method of presentation is
intended to allow the user to approach the
specific tasks of analysis and estimating with
an adequate general understanding of the
type of cost under review.

2.The user's ultimate goal is to complete
the Cost Comparison Form (Exhibit 1) so that
an informed decision can be made and
documented on the Decision Summary Form
(Exhibit 2). To facilitate achieving this goal.
Cost Comparison Form line numbers are
referred to in the text.

3.The three appendices to the text serve
three distinct purposes. Appendix I provides
a table for estimating the amount of federal
income tax payable on the contract price,
supplementing guidance on this subject in
Section V.G. Appendix 2 is a glossary of
pertinent terms in one alphabetical listing.

4.Appendix 3 is provided to put the entire
cost comparison process in a chronological
perspective. It lists the actions which must be
taken to properly complete the cost
comparison process. from stnrt to finish. The
party responsible for each action is noted in
parentheses. Beside each numbered action is
a reference to the paragraphs in the text
which discuss the action in detail.

5.Appendix 3 provides an overview of the
cost comparison process. However, it can
also be used in initial planning, assigning
specific tasks to group members. and noting
progress throughout the process. Users must
ensure that the actual performance of each
action is consistent with the guidance
provided in the referenced paragraphs of the
Handbook.
BILLING CODE 3110-01-111
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Exhibit 2

DECISION SUMMARY
FOR

IN-HOUSE OR CONTRACT PERFORMANCE
BASED ON

COST COMPARISON PER OMB CIRCULAR A-76

I. Department/Agency	
Location	
Function or Activity

	

Currently Performed triact 	

II. Contract Data:
Solicitation date	
Number of bids 

Solicitation No.
Closing date	             

Contract proposal is for	 year(s) with options for
' year(s).
Cost comparison covered	 years, from 	  , 19
to 	 , 19 .
Proposed changeover date 	

, III. Total Adjusted Cost of In-House
Performance (Line 33)

Total Adjusted Cost of Contract-
ing-out Performance (Line 34)

Cost of In-House Performance
Over (Under) Cost of Contract-
ing-Out Performance (Line 35)

IV. Final Recommendation - Perform In-House
Contract Out

•=111111.14

Prepared by:	 Approved by:
/s/ _ LPL	

Name	 Datej Name  (Date)

(Title)	 (Telephone) (Title)
	 (Telegaggr

V. Action of Contracting Officer:
Perform In-House 	  Bidders Notified
Contract Out 	  Contract No.

Awarded To

Name (Date) 

(Title)	 (Telephone)

Exhibit 2. Decision Summary Form

OWNS CODE 11110-01-C
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-CHAPTER III—DEVELOPING AN
ESTIMATE OF GOVERNMENT COSTS

A. General

1. In order to develop the estimated cost to
the Government of producing a product or
performing a service, it Ls necessary to
determine and accumulate the various
elements of direct and related Indirect costs.
The Coats Comparison Form (Exhibit 1). will
be used for this purpose. The following
sections provide instructions on how to
estimate the amount to be included in each
cost element. classify costs by elements, and
distinguish between direct and indirect costs.
Also included are the requirements for
documentation to support estimates for each
cost element. The following definitions are
particularly pertinent to these
determinations:

a. Cost Objective. A function.
organizational subdivision. contract. or other
work unit for which cost data are desired and
for which provision is made to accumulate
and measure the cost of processes, products.
jobs, capitalized projects, etc.

b. Final Cost Objective. A cost objective
which has allocated to it both direct and
indirect costs. and. in the cost accumulation
system, is one of the final accumulation
points. For the purpose of this Handbook. the
product/service being estimated is the final
cost objective.

c. Direct Cost. Any cost which can be
identified specifically with a particular final
cost objective. Direct costs are not limited to
items which are incorporated in the end
product as material or labor. Costs which can
be identified specifically with a product/
service are direct costs of that product/
service. All costs identified specifically with
other products/services are direct costs of
those products/services.

d. indirect Cost. Any cost not directiz.
identified with a single rural cost objective.
but identified with two or more final cost
objectives or with at least one intermediate
cost objective.

2.. It is important that the basic principles
contained in the above definitions be
understood to preclude the possibility of
"double counting" in preparing the estimate
of Government costs. "Double counting"
results from inconsistent treatment of a
specific type of cost. generally by classifying
costs of that type as both direct and indirect.
The following is an example of how "double
counting" can occur. sample_ An agency
produces products A. B. and C in the same
organization. which is treated as one cost
center for cost accounting purposes. A
comparative analysis is being conducted to
determine if one of the products could be
acquired from a private commercial source at
less cosi. Travel costs for personnel whose
time is a direct cost to product A have been
charged as direct costs to that product. All
other travel costs [or the cost center.
including travel for personnel chose time is a
direct charge to products B ani C. are
classified as indirect. Since the total indirect
cost which is accumulated for the cost center
is allocated proportionately to all three
products, an excessive amount of travel cost

is charged to product A and the costs of
products B end C are understated. The
simplest way to avoid "double counting." as
illustrated in this example. Is to treat all
travel costs as indirect, which is common
practice. Afternatively, when there is some
reasoa for charging travel as direct to one
product/service. then comparable travel
costs for ail products/services provided by
that cost center must be charged as direct.

B. Material Costs

1. When the cost of the material that would
be furnished by the Government. or by the
contractor, is negligible in comparison to the
coat of labor, this section and the requirement
to make entries on lines 1 and 2 of the Cost
Comparison Form may be disregarded. When
the product or service being analyzed is the
sole output from the cost center. it is not
necessary to distinguish between direct and
indirect material—total material cost can be
shown on line 1.
2. Direct Maimial Costs—Line

a. Direct material costs are those incurred
for such goods as raw materials, parts,
subassemblies. components, and supplies
that are identifiable specifically for use in
producing the product or performing the
service for which costs are being estimated.
"Use." in this sense. means to be consumed
or to be incorporated into the product

b. Material shall be classified as direct
wham

(1) It is essentially directly related to the
product or service:

(2) The material cost can be measured with
reasonable effort and

(3) The material cost is significant.
c. The estimate of direct material Wet*

begins with a review of the work statement to
determine the types and quantities of
material needed. Available material usage
data and detailed listings of material
requirements (bills of material) prepared for
the same or similar work will be used to
estimate the maisrial needed. Differences
between the work statement and past
practice or workload in an existing
Government activity must be taken into
consideration, and historical material usage
data adjusted accordingly. Allowance for
normal scrap. spoilage, overruns, and
defective work must be included. To this
extent. the estimated quantity of direct
material to be used will exceed the minimum
necessary to meet the requirements of the
work statement. A detailed Eating of each
type of direct material and the quantity
needed will be developed and retained as
supporting documentation.

d. The next step is to determine the cost of
the direct material to be used. When unit
prices from past purchases are used, they
must be adjusted for price level changes to
the time period of the first year of the
comparative analysis. If there is no usable
purchase history, the appropriate supply or
procurement activity should be requested to
estimate expected prices, using recent
purchase prices, suppliers catalogs, and
other available information.

e. Pricing material Pam other government
tvencies. For purposes of the cost analysis.
indirect costs associated wit:: direct material

obtained from other agencies will be added
to the direct material cost and be included on
Line 1 of the Cost Comparison Form.

(1) General Services Administration. In
moat instances. the prices charged by GSA
for material do not include all the costs of the
acquisition and storage functions performed
by GSA. Since inclusion of some of these
coma In GSA prices is not authorized by law,
it will be necessary to adjust GSA prices for
purposes of Circular A-76 cost estimates.
Following is a description of the material
supply services provided by GSA together
with mark-up rates to be applied to GSA
prices to show full costs:

Wholesale and Stores Direct Delivery.
This program area Involves the distribution of
common-use, commercially available item,
to agency requisitioners worldwide, through a
network of supply distribution facilities
located throughout the United States. Also
included is the Stores Direct Delivery
Prcgram which is designed to provide
customers with the same type of items
carried in stock which, because of volume
orders. are procured from the vendor for
direct delivery to the requisitioner in
instances when delivery time Ls not critical.
Add 21%.

Retail. The Retail Program provides the
agency requisitioner with high demand
common-use office and janitorial
requirements From retail outlets located in
areas of concentrated Federal activity. Add

Nonstores Direct Delivery and Competitive
Federal Supply Schedules: This program la
concerned with obtaining customer =Work
requirements through direct shipment from
the vendor. Presenlly, agencies are ordering
directly from vendors using schedules
established by the GSA Federal Supply
Service. Agencies pay the vendors directly
for goods and services obtained. Add 5%,

(2) Department of Defense. The following
definitions describe material supply services
provided by the Defense Logistics Agency
(DLA). The appropriate mark-up rates to be
*pp:led to DLA prices to show full coats art
noted.

Wholesale Stock AmdMaterial for wtdch
the Defense Stock Fund has procurement.
receiving, storage, and shipping
responsibility. Add 24,5%

Direct Delivery. Material for which the
Defense Stock Fund has procurement
responsibility only, and which is delivered
directly to the customer from the vendor. Add
13.4%.

(3) Other agencies. The furnishing agency
must be requested to determine the indirect
costs of acquiring, managing, and storing the
material. These indirect costs will usually be
presented as a percentage of direct costs. For
guidance in identifying the costs, the
furnishing agency may use the instructions nn
Material Overhead in section III.B.3. of this
Handbook.

f. The supporting documentation for the
costs estimated for direct material is
summarized in Figure 1. The material items.
quantities, prices, supporting calculations,
and sources of information must be indicated.
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FIGURE 1.

ESTIMATE OF DIRECT MATCRIAL COSTS

.NOTSo 1/ Explain baste for adjustment.
et Normal *polies's.
5/ Estimated price change.
E, Price list dated October 1. 1970.

3. Material Overhead—Line 2
a. In'addition to the basic cost of the

material to be used, there are additional coats
incurred in acquiring, handling, storing, and
controlling the material which must be
identified and included in the cost of
performance. When the cost center acquires
material for more than one product/service.
these overhead costs are determined for all
the material acquired and then allocated
proportionately to each product/service. For
material acquired from other Government
agencies, however, the indirect material cost
incurred by other agencies is added to the
direct cost of the material rather thou adding
it to the material overhead cost pool of the
using activity.

b. Functions that are normally included in
the material overhead cost pool are described
below:

(1)Acquiring. Includes the efforts related to
determination of material needs, ordering
and/or purchasing of material to meet the
needs, and incoming transportation costs
(when separately identified). D. not
determine and include the costs of
transportation provided by the supplier and
Included in the supplier's price; these costs
are included in the direct cost figures.

(2) Handling. Includes all efforts involved
in receipt. storage. and issuance of materials.
These efforts include: physical receipt.
unpacking. inspection, testing, preserving
(when required). placing in storage,
protecting. assembly and disassembly of
"sets" or "kits" when required. removal from
storage, and preparation for use (including
depreservation when required). The cost of
losses and damage during handling and
storage Is also included.

(3) Controlling. Includes all efforts involved
in monitoring and documenting material
acquisition, handling. and distribution.
Specific activities covered by this function
Include physical inventory, maintenance of
records and documentation of material on
hand and on order, and records of material
distributed.

c. Costs of these functions must be
estimated for the first year of the coat
analysis. Estimates will include all costs for
efforts that benefit or are caused by these
functions, such as assigned personnel.
Immediate supervision, material and supplies.

the cost of ownership (depreciation) of
equipment and facilities, purchased services
(such as special tests during receipt or
storage), utilities, etc.

d. When the total amount of material
overhead cost is determined. it is necessary
to allocate the proper portion to the product/
service for which the estimate is being
prepared. In most cases. an equitable
allocation can be obtained by developing a
material overhead rate based on the total
cost of material acquired by the coat center.

e. The material overhead rate will normally
be expressed as a percentage of total
material cost, computed by dividing the
material overhead cost by total material cost,
In making this computation, it is necessary to
include in the base all costs of direct material
for all products/services by all other work
centers, and aU indirect material included in
operations overhead pools and general and
administrative (G&A) expense, as determined
later. The material overhead cost to be
charged to a product/service is calculated by
multiplying the material overhead rate times
the direct material charged to that product/
service and entering the result on line 2. The
development of a material overhead rate is
Illustrated in Figure 2. Material overhead
must also be applied to indirect material
issues.

I. While the use of total material cost as an
allocation base will generally be satisfactory.
there could be cases where the relationship
between material overhead and the
individual products/services is better
represented by some other characteristic of
the material. In such cases, allocation can be
based on volume, weight, quantity, or number
of receipts or issues for any or all of the types
of materials involved. When more than one
allocation base is used, more than one
overhead pool will be required, and care
must be exercised to ensure that no
applicable cost is omitted, counted twice. or
inappropriately allocated.

Figure 2.—Material overhead

Cancrrotazn

Salim* end Wages
tabor	 SXXX.700t
Forge Eisnehts on 'bows 	 	 XX,MOI

Travel	 	  MCC(
Operating Supplies	 	 	 EXAM
Maintenance	 )0C)00C
Stetkeery. Printing AI Once Simples 	

	  EXAM
Depreciation	 MCC(
Rent mug	 	 EX.E:Ct
Allocated Amounts ol CeniraPir Performed Funs-

tiOnk
POtehasing 	 )0C)C0(
Receiving. 	 	 301.100(
Others (Mt ersurately)----	 P.)00t

Total Meterial Overheard Murree IA) —	 XV=

Total sweat Coats (13)	 =MOM

Material Overhead Rale (A) +

' Attach details of allocation. That LA what tate was wed
and how the tate was determined.

'This centralb, patterned patchesiug locantatall brat
eutcaa 	perroonsel fce the activity riceduchm the product
or petfa•W	 *, ng the mi ca, Centralized wholesate level
purchasing or connecting triaveled for all activities agency-
wide is pan of contract eittIstration.

C. Personnel Costs
1. Direct Labor—Line 3

a. Direct labor cost is that portion of wages
or salaries which can properly be identified
with and charged only to one specific product
or service (final cost objective). Costs are
either direct or indirect only. As discussed
previously in regarl to -double-counting.-
labor costs of a type treated as direct for the
product/service being estimated mat also be
considered as direct costs of other final coat
objectives and not included in an indirect
cost pool. Conversely, no final cast objective
shall have charged to it as a direct labor cost
a portion of any labor costs the remainder of
which is included in an indirect cost pooL

b. Labor shall be classified as direct when:
(1) It is essentially directly related to the

product or service;
(2)The labor cost can be measured with

reasonable effort and .
(3)The labor cost is significant.
c. Direct labor coots are composed of two

factors: the first is the time it takes to do the
job, and the second is the rate(s) of pay for
the labor skills required- These two factors
are equally important and each must be
estimated as preesety as possible. For this
reason, they are treated separately in the
following paragraphs.

d. In estimating the time required to
perform a service or produce a product. the
starting point is the statement of work. When
the estimate is being made for a product/

Estimated cost
For the Year

Ending
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service presently being provided by the
Government. and agency management
considers that authorized staffing is proper
for efficient operation. the number of
nonsupervisory positions authorized may he
used to estimate the number of man-years of
direct labor required. For all other cases,
including proposed "new starts," a thorough
review of the work requirements should
definitize the outputs requiring labor. The
time required to perform these outputs can be
estimated by utilizing prior experience if it is
available. engineering standards, or
engineering estimates- If similar jobs have
been completed, the direct labor hours of
those jobs may be used as a basis for
subsequent job estimating. provided
appropriate adjustments are made for any
scope and procedural changes. Also, when
estimating the direct labor hours, include all
on-the-job training which involves productive
work- Time spent on all other training will be
treated as indirect labor and included in the
appropriate overhead pool.

e. When time requirements are expressed
in man-hours, they can be converted to main-
years by dividing the total man-hours
required by either the total number of
working hours in a year (Le.. Sz X 40 or 2.080)
or by the rumber of hours normally worked
in a year (i.e.. ZOO° less leave and holiday
time). It is important to know how the man-
years were developed to determine whether
the labor rate to be applied to the time
estimate should be increased to I. -ovide for
leave and holidays to be earned and taken by
the workers. If the '.me estimate includes a
provision for leave and holidays, the rate b;
which such a time estimate is to be multiplie I
should not be increased to provide for these

costs. and vice versa. Additional comments
in this regard are contained in the following
paragraphs denting witlethe rate of pay to be
applied to the time estimates and in the
examples at the end of this section.

f. When the number of hours of each type
of labor are identified, they must be
multiplied by the appropriate hourly rate in
order to arrive at an estimate of direct labor
costs- The skill requirements determined to
be needed for performance [and thus for
developing times estimates} will dictate the
basic rates to be used. Normally. the skills
required will specify a Wage Board (WB) or
General Schedule (GS) leveL When
computing costs for an existing Government
activity. use the actual rates for current
employees. For positions that are not
occupied. or fora proposed new start. use
salary step 5 for GS positions and wage step
3 for Wage Board positions. When a salary
increase for Government employees is
expected during the first year of performance.
the amount of the increase should be
included in the direct labor estimate.

se Wage Sunni rates are normally
expressed as hourly rates. These are called
the basic hourly rates and will be applied to
all hours worked and to all hours of annual
leave earned, and sick. holiday and other
leave taken to ascertain the total pay of a
Wage Board employee. if night and/or
environmental differential pay will be
required. these differentials should also be
included in the direct labor cost for Wage
Board employees. Premium pay for Federal
civilian firelighters and law enforcement
officers is also to be included. Excluded are
bonuses. allowances. and overtime and
holiday premium pay.

h. General Schedule rates are normally
expressed as annual rates of pay. Night and
post differentials are excluded from this
annual rate for GS employees. In order to
convert this annual rate to an hourly rate
comparable to that of a Wage Board
employee. it must be divided by 2.080 hours.

Based on Civil Service Commission data.
a factor of 18% must be added to the basic
hourly pay to compensate for the amount of
annual leave earned and sick leave, holiday.
and other leave taken. In computing direct
labor costs when stated time requirements do
not include allowances for leave and holiday
time. this factor must be used. As indicated
earlier, the factor may be applied to either the
basic labor rate or the time estimate. Because
of this, care must be taken that the 18% factor
RCA be included in or excluded from both. The
following decision diagram illustrates the
proper rate to be applied to the time estimate.

row mama* tegxesents	 Leto tate In use

Estimated Sods required In do Me soak bout, rale
Idb•
	 inonsood by

Odor ter Ora and
SeSdays Dm, base
Pay X 116%).

Estimated tows mauled is do me Bask hod) ate.
Ina plut. Me alksseroe let Irma
and nokdays	 West tour* X
116%),

Estrealed men yews of earn
	

Mr.tte rah. CC test
radioing kora end ecideys le Se horn rate 2.0e0
Won.

j. The detail necessary to support the
estimate of direct labor costs will be a listing
of the various labor skills required, and the
number of hours and rate of pay for each job
or component contained in the statement of
work as illustrated in Figure 3.

FIGURE 1

ESTIMATE Or DIRECT tatiols COSTS

(Examples of Typical Entries)

Direct
Coat R10
Leave 4
Raliday

(Required
Basic
Hourly

Hourly Rate
&sees on Annual

Hours X
Applic.

Leave s,
Holiday Total Direct

Line Ites Skill Required Req. Hrs. Rate Annual Salary Salary Rate1 (11%) Labor_ Coats

Repair Electric
Haters Electrician w/0-ft 204 $11.00 $ $2.200.00 3333.00 02,696.00

Install Meter
Mounts Carpenter 61/11-1 100 11.50 1.130,00 207.00 1,357.00

Install Hater
Coolers Carpenter's Helper 100 7.00 700.00 126.00 $26.00

Inspection Inspector 1S 912 100 7,21 721.00 129.7$ $50.75
(415.000e2,000
hours.47.21)

Reliability
Improvement
Engineerl%g Engineer CS 12/2 1 Min Year• $23,000 423.000.00••

• Includes leave and holiday but excludes other fringe benefits.

"Ancuel salary already includes leave ant holiday.
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Subject to
rebrernent

Bred labce 	 56.600.000
Indirect labor inducted ex

Material overhead 	 1,900.000
Operations overhead 	 2,964,000
CiaA expense 	 4,000,003

Total 	   15.764,000

.

Retirement et 20.4% a $15,764,000 	
FICA at 6.13% of -1203.000 	
Her^ fife insisance end other benefits et 6.6% 01 $t 6,000,000

– -- 	

2. Fringe Benefits—Line 4

a. Fringe benefits are allowances and
services provided by the Government to its
employees as compensation in addition to the
wages or salaries used in determining the
basic hourly rate or the annual rate of pay.
For purposes of estimating the cost of a
Government operation, fringe benefits will
include only the normal, recurring benefit
costs attributable to an on-going operation.
Coats such as termination and separation
allowances of Government personnel
displaced by a contractor operation are not
fringe benefits but rather are to be included
as termination costs in comparing
Government costs and contractor costs.
Employee relocation allowances provided to
Government personnel shall be included In
Government start-up or termination costs, as
applicable, when associated with the opening
or closing of a Government-operated activity.
(Termination costs should be reflected in the
cost analysis under one-time conversion
(Line 25) or new-start (Line 19) costs.)

b. The following guidance has been
developed to facilitate estimating fringe
benefits applicable to the basic hourly pay
and the annual rate of pay of Wage Board
and General Schedule employees. In cases
where certain employees receive fewer or
additional benefits, special computations wilt
be needed.

c. In determining direct labor costs, leave
and holiday time is considered as being
included. Therefore, they are not included in
fringe benefits. Premium pay for working on
holidays is discussed under "Additional
Benefits."

d. Standard Fringe Benefit Factors.
Government-wide percentage factors shall be
applies to annual or periodic labor costs to
determine the following fringe benefit costs:

(1)Retirement and Disability (for
employees under Civil Service Retirement),
20.4%.

(2)Health and Life Insurance, 3.7%.
(3)Other Benefits (including work

disability, unemployment programs- bonuses
and awards, etc.). 1.9%.

e. FICA. For Government civilian
employees (normally temporary employees)
who are not under the Civil Service
Retirement System, the Social Security
(FICA) cost factor to be applied to salary or
wage costs is the actual employer
contribution rate for the employees involved.
When estimating the FICA cost care must be
exercised to assure that the FICA rate is
applied only to wages and salaries subject to
the tax. Information regarding RCA tax rates
and maximum salaries and wages to which
they are applicable should be obtained from
the appropriate personnel office.
f. Additional Benefits.

(1) If the Government employees whose
time is included in the cost estimate will
receive allowances for off-site pay. location
allowances, hardship pay, hazardous duty
Pay. uniform allowances, incentive pay. cost
of living differential, night differential for
General Schedule employees. etc.. an
estimate of the actual costs thereof will be

used to develop individual rates for the local
area. Information needed to compute rates
involved should be obtained from the
cognizant personnel or payroll office. Where
allowances are not uniformly distributed
among all local personnel, it may be
necessary to Compute separate rates or
amounts for individual employees or
employee groupings, such as General
Schedule employees and Wage Board
employees.

(2) Overtime premiums and premium pay
for working holidays are not included as
additional benefits. Overtime and holiday
premiums are either "indirect costs" (to be
included in the appropriate indirect cost
pool), or "other direct costs." In either case.
they are not included in the determination of
additional benefits nor in the total annual or
periodic labor costs. Overtime and holiday
premiums are direct costs only when it is
known that the work required to provide the
product/service being estimated must be
performed on overtime. Otherwise. overtime
and holiday premiums are indirect costs
since the incurrence of overtime provides
equal benefit to all work scheduled. Although

Total standsni fringe benefits 	
Additional MN., benefits {list and testatie -

Totalfringe benefits ..... 	 ..... .......... . . , .

Calculation of fringe benefit rate:
Total fringe benefits -÷ total annual or

periodic labor costs

$6.031.249=38%

$16,000,000

Entries on cost comparison form:

Line 4--$7.000,1100 direct
labor \ ..--12.660.000.

Lines Z 5, and 7—The Fringe benefits to be
included in the overhead poets are 38% or
$2,000,000.$3,000,0$10 and $4,000,000.
respectively. The prorate share of each of
these pools is to be entered in the appropriate
line.

night and environmental differentials are
considered additional benefits for General
Schedule employees, they are added to the ,
hourly rate and included in the annual or
periodic labor costs for Wage Board
employees. Fire fighters and law enforcement
officers' premiums are also included in the
annual or periodic labor costs in the same
manner.

g. Documentation. The backup material for
the amount shown as fringe benefits
applicable to direct and indirect labor shall
be a detailed summary of each fringe benefit,
supported by a schedule showing the
computation of each fringe benefit cost. The
computation schedule should include the
base costs to which fringe benefit factors are
applied and their source(s), as well as the
rate factors and their source(a) (except for the
standard factors provided). Normally, a
single fringe benefit factor may be used for
both direct and indirect labor. However., if
significant differences exist in their

. composition, different fringe benefit rates will
have to be calculated separately for direct
labor costs and for indirect cost pools. A
sample schedule is shown in Figure 4.

Annual Or 04riodit tabor costs

Subject to Mx '

Under emit Over limit Total	 Rippe bons-
ai amounts

St 70.000 t30,000 37,000.000..-

17.000 3,000 2,000.000
16,01:0

203,000 "33,000 16,000.000

$3.2!3.656
12.444

896.000

D. Operations Overhead—Line S

1. General

Operations overhead is one of the three
classifications of indirect costs- The other
two, material overhead and general and
administrative (G&A) expense. are discussed
in separate sections. This section deals only
with operations overhead.
2- Deflation

a. Operations overhead costs are the
indirect costs of an annual fiscal period
which are necessarily incurred to produce or
deliver the products/services being provided
by a particular organizational element
(hereinafter referred to as a work center).
Operations overhead differs from material

Spurs 4.—Fnnge Benefits

4024.300
1.906,949

6,031.240

'Soo SLOcnapter S. 14, "Gxnputabon of Annuities," Federal Personnel ManuuL
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overhead costs which are related only to
acquiring. handling. and storing material, and
from general and administrative expenses
which are those coats whose Incurrence
benefits all the activities of the organization
of which the particular work center is a part

b. For practical reasons, some minor costs
are treated as indirect costs even though a
direct cost relationship can be determined.
Short-term work efforts and small,
inexpensive items of material generally fall in
this category. They should be included in the
overhead pool which is most closely related
to the nature of the costs; Le.. material
overhead. operations overhead, or general
and administrative expense. It is important.
however, that all costs incurred for the same
purpose in like circumstances be treated
consistently as either direct costs or indirect
costs with respect to the final cost objective
(Le., the product or service being provided by
the work center).
3. Estimating Operations Overhead Cos•

a. Step One. The first step in estimating
operations overhead costs is to determine the
work center(s) which will perform the work
necessary to provide the product/service
being estimated. Once this determination is
made, all of the estimated costs related to the
elements of expense of that work center must
be classified as either direct or indirect costs.
(Refer to the applicable sections for each
element of expense.) The following table
illustrates the final result cf such a
classification.

Toot EslamteiLbsts To Ele &c rued by Want
Center 14' During racer Year 197A

Direst Costs 	 	 $9,040000
Indirect Weer

°permeate Overbeed.—.---$4.69=0
iteteaa
Genera and Atkroirestistreir

Teal retreat Cason..	 	  ♦500400
Total liersist Casts--	 	

' While it is pceratble to incur lame d three types of
C171 ...-1 La Work Center	 far pia-Nees of this ithistruhen it
is stsiii-sed that Done 'silt be.

b. Step nva. The summarl,_- amount of
operations overhead shown in the illustration
in Step One represents the total cost of the
individual types of expenses involved. To
arrive at this amount it is necessary to
estimate the amount of the individual types
of expenses. As a general rule, where the
product or service is to be provided by an
existing work center, historical records of the
amounts and types of indirect costs incurred
by it will be available. These historical
records may be used as the basis for
developing an estimate of the indirect costs
to be incurred during the fi rst year in which
the product or service is to be provided. They
should be adjusted to reflect inflation and
any other changes in_staffing or operations
contemplated by management. If the product
or service being estimated represents a new
stare the statement of work will be the
fundamental document on which the estimate
will be predicated. Once the requirements of
the statement of work are determined. it may
be possible to find a work enter within the
organizaitonal structure that is similar to the

one required. The indirect costs of that
similar work center, appropriately adjusted,
would be an acceptable basis for developing
the estimate of the coats of the individual
elements of expense. If neither an existing
nor similar work center is available. then the
annual amounts of the individual items of
indirect costs necessary to accomplish the
statement of work should be estimated in
consultation with cognizant management and
technical personneL

4. Types of Operations Overhead Expenses
A description of the more common types of
operations overhead expenses are discussed
in the following paragraphs.

a. Indirect Labor—This category includes
all personnel costs of the work center not
considered as direct labor, material
overhead. or general and administrative
expense. as defined in the sections dealing
with those costs. The costs of supervision
and adminstration within the work center, as
well as the costs of the time of direct
employees on leave or not spent in
productive effort (e.g.. idle time. training, etc.)
should be included. Care must be taken to
ensure that indirect labor costs that are more
appropriately classified as material overhead
or general and administrative expense are
not included in the operations overhead.
Indirect labor coats should include all
applicable fringe benefit costa (see Figure 2).
Estimates of and supporting documentation
for indirect labor should be prepared in much
the same way as for direct labor. Essentially,
positions required by the work center
identified as providing the product/service
are identified and designated as direct or
indirect Once the designation is made. it
must be consistently followed. The salaries
and wages of the indirect employees are
estimated for the first year of performance.

b. Indirect Materials and Supplies—
Included in this category are those items of
material or supplies utilized by the work
center in its operations but which are not
chargeable as direct materials as defined in
section fili3.1. Included in indirect material
cost is the applicable material overhead.

(1) Examples of such items are lubricants
and rags for equipment or common use low-
cost fasteners, such as wire. staples and
screws. The costs of indirect materials and
supplies should include their allocable share
of material overhead. Estimates of indirect
materials and supplies are determined in
much the same manner as those for direct
materials_ The paces for these types of
materials and supplies are estimated and
total indirect material and supply costs
determined.

(2) If it is not practical to list each single
item of indirect material and supplies in the
documentation supporting the estimated
amount they may be aggregated into iogicsl
sabgnaupings and shown in total. with a
reference to where the detail can be
examined. lithe amounts of indirect material
and supplies are estimated other than by a
detailed listing. a clear explanation of the
method used to arrive at the estimated
amount must be contained in the supporting
documentation.

c. Depreciation.--Depreciation is the
method used to spread the cost of tangible

capital assets (plant. machinery. etc.) less
residual value, over their estimated useful
Lives in a systematic and logical manner.
Note that because land has an unlimited life,
it is not a depreciable asset and its cost
should not be included with other asset costs
that are subject to depreciation. Land
improvements, however, are depreciable
assets (e.g.. roads, parking lots). For purposes
of this Handbook, depredation will be
computed on a straight-line basis. That is, an
equal amount of the difference between the
acquisition cost of the asset and its residual
value should be charged to each accounting
period or unit of usage covered by its useful
life.

(1) The cost of a tangible capital asset
includes the original acquisition cost plus the
transportation and installation costs incurred
to place the asset in use. Additions need to
be added and retirements deleted to keep the
costs current.

(2) Useful life refers to the estimated period
of economic usefulness of the asset in a
particular operation as distinguished from its
physical life. Determination of the asset's
useful life should be based on actual or
planned retirement and replacement
practices. An asset that is still in use should
not be reflected as being fully depredated. To
avoid this happening, the estimated useful
lives need to be reviewed and adjusted
periodically to conform to current plans.

(3) Residual value is defined in Appendix 2.
Because useful life and physical life may
differ, the residual value is not always equal
to scrap value. Both the useful life and
residual value should be estimated, based on
historical records and in consultation with
engineering and management personnel.

(4) One example of calculating depredation
involves an asset which costs $1,000 and had
a residual value of 5100 and a useful life of 10
years. 390 should be charged to each year's
operation during Its useful life (31,00a —

$9no + 10 years= $90/ysar).
(51 In another example, where depreciation

is to be based on hours of usage, the
difference between the cost and residual
value would be divided by the estimated
number of hours the machine will be used
during its useful life to arrive at an hourly
depreciation rate. The amount of depredation
to be included in the operations overhead
pool would be the product of the number of
hours that the machine will be used during
the year. multiplied by the hourly rate
previously described, E> illustrated below:
Acgu*Non Cost .______---	 11.000
Riadumi Woe	 —too

SOAR
Emirates usage during jeer moss)	 SOO
Deptetiamon b be rtm:Roded (5C0 here x Sate

two	 SOO

(6) The annual depreciation related to all
the tangible capital assets (building. plant.
equipment. etc.) used by the work center in
providing the product/service being
estimated will be included in the work center
operations overhead costs.

(7) For all other assets the indirect cost
pool (material overhead. operations

Embermeed ulta:Pa	Us (Pcs4--	 "1355
INpreczattort Rats (3800÷5,000 honk Oar
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overhead, or general and administrative
expense) to which annual depreciation Is
assigned will depend on the use made of the
assets.

(8) Supporting documentation for the
estimated amount of depreciation should be a
detailed listing of the assets involved and the
annual depreciation related to each. Where,
because of the magnitude of the assets
involved, it would not be practical to prepare
such a list, the amount of depreciation may
be supported by a listing of logical groupings
by type of assets, with references to where
the detailed supporting property records may
be examined. If depreciation is estimated on
other than an item-by-item basis, a complete
explanation of the methodology used must be
included in the supporting documentation.

d. Rent—This is a cost incurred for the use
of another entity's tangible assets (land, plant
and machinery, etc.) in providing the
product/service being estimated. All such
costs anticipated to be incurred during a
fiscal year encompassing the period of
performance should be included in the
operations overhead pool unless the assets
are used in connection with only one
product/service. In the latter case, the rental
amounts will be treated as a direct cost of
that product/service. provided that the rental
amounts of similar assets are treated
consistently for all other products/services.
The amount of rent and the charges included
must be determined.

(1) If the rent includes a separate charge for
maintenance and repair, utility charges, etc.,
and the amount is significant, those charges
should be included in their proper expense
classification, if they do not benefit all
products or services in the same proportion
as the rental charge.

(2) Where a Government-owned asset is
"rented" by one Government organization.
from a different Government organization.
only the actual costs of ownership should be
regarded as cost. If the rental amount is
predicated on the market rental value, or an
incremental coat basis, there may ben
significant difference between the rental
amount and the cost of ownership. If the
rental amount to be included in the estimate
represents a GSA•billed Standard Level User
Charge (SLUG) and is in excess of $50.000
annually, a determination of this difference
wiii be made. The difference will be either
added to or subtracted from the "rental"
costs to bring them to the actual costs to the
Government. If the rental costs are based on
Incremental costs. the difference will be
determined regardless of their amounts. If it
is impractical to arrive at actual Government
ownership costs by consultation with the
Government lessor, a reasonable estimate of
ownership costs will be included.

e. Maintenance and Repair—The normal
costs incurred during a fiscal year for
maintaining and repairing the tangible capital
assets utilized by the work center providing
the product or service being estimated (but
not those properly classified as material
overhead or general and administrative
expense) will be included in the operations
overhead cost pool. These costs relate only to
those maintenance and repair activities that
are necessary to keep the buildings and

equipment in operating condition. The costs
of major overhauls and repairs which add
value to or prolong the life of the asset should
be treated as capital expenditures and
depreciated over the extended or remaining
useful life of the asset The methodology used
to estimate all of these costs should be
contained in the supporting documentation.

f. Support Costs—This category includes
those indirect costs incurred during the fiscal
year by other organizational elements in
support of the work center in which the
product/service being estimated Is to be
performed.

(1) For example, motor pool services in
support of the products or services provided
by the work center would be included in
operations overhead. Support costs
applicable to material overhead or general
and administrative expense should not be
Included in operations overhead (e.g., ADP
services involving material inventory or
general management information), but should
be included in those accounts.

(2) Supporting documentation for these
costs should indicate the service involved
and the performing organization. If significant
in amount, the organization supplying the
support should estimate the costs in
accordance with the provisions of this
Handbook and provide the estimate and
supporting documentation to the recipient
work center for inclusion in its estimate. If 	 -
the amount is not considered significant
enough to warrant preparation of an estimate
as described above, the methodology used to
arrive at the estimate must be clearly stated
in the supporting documentation.

g. Utilities—This category includes charges
for fuel, electricity, telephone, water and
sewage services. etc. The amount of these
costs applicable to the work center will be
determined either on a metered or allocated
basis of consumption. Proration of the
amounts to the various overhead pools will
be by a unit of measure that would vary
directly with consumption (e.g.. floor space.
number of telephones, etc.). Estimates of
these expenses to be incurred For the first
year of performance should be based on
current experience appropriately adjusted for
anticipated future experience. Engineering
estimates should be used when experience
data are not available. All estimates should
be appropriately documented with supporting
detail.

h. insurance—Operation of any
government activity involves risks and
potential costs from fire and casualty losses
and from liability claims. These risks are
normally covered by insurance in the private
sector, but the Government is primarily self-
insured and must pay for such losses as
incurred. Casualty losses can be estimated by
multiplying .0005 times the value of
Government facilities, equipment, and
material: liability losses can be estimated by
multiplying .0007 times personnel costs. For a
simplified estimate of insurance costs,
multiply the sum of lines 1 through 4 and the
net book value (acquisition cost less
depreciation accumulated to the beginning of
the cost analysis period) of all depreicable
assets used by the work center by .0006.

Overtime and Other Premium Pay—The
amounts of overtime and other premium pay
to be included as indirect costs in the
operations overhead pool are those Incurred
in order to complete all work of the work
center In a timely manner. The reason for
considering the overtime or other premium
portion of the salaries and wages as an
indirect cost is that the scheduling of work
effort is usually done on a random basis.
That is, the actual work performed during
overtime hours or on holidays is usually no
more the basis for incurring the premium
payments than the effort performed during
the regularly scheduled hours. Accordingly,
under these circumstances, all work
performed in the work center should receive
a proration of the premium costs. This is
accomplished by including these costs in the
overhead expense pooL

(1) The straight time portion of such wages
will be considered as Direct Labor, as in
section Ill.C.1. of this Handbook. If the
premium pay is necessitated not by an
overloading of the work center's normal
capacity, but by the special demands of a
single customer or client. the related premium
costs should be considered as Other Direct
Costs of the product or service furnished that
customer or client.

(2) Supporting documentation for the
amount of overtime and other premium pay
included in the indirect cost pool should
indicate how the need for such payments was
determined and how the amount was
computed.

j. Other Costs--There may be other
indirect costs incurred by or for the work
center being reviewed which do not fall into
any of the categories discussed in this
paragraph 4. but which must still be included
in the overall cost estimate. if further
guidance Is required on some unique element
of cost, the cognizant accounting office
should be consulted.
5. Developing Overhead Rates

a. Allocation Base—Determination of the
amount of the annual operations overhead
cost to be applied to the product/service
being estimated required establishment of an
appropriate base for allocation of costs.
Where the product/service being estimated
represents the total effort of the organization
for the year. all of the operations overhead
costs are applicable. However, where work is
done on more than one product or service
during the year. art allocation must be made
among these products and/or services. This
is normally done by determining and
replying an overhead rate. Overhead rules
can be expressed as a percentage of one or
more elements of expense (e.g.. 20% of direct
labor or 15% of total clirect costs). An
overhead rate can also be expressed as a
monetary unit related to some quantitative
measure (e.g.. $2.00 per direct labor hour.
S3.00 per machine hour. $0.50 per square foot
tor space used)

To illustrate. assume that Work Center "A"
provides three products/services entitled A-
1. A-2. and A-3. and a cost comparison
analysis is being prepared for A-3. The
following additional facts are to be assumed:
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That 300,000 direct labor hours are Incurred
annually on the three products/services, as
follows:
eer 	 	 150.000
A-2	 50.000
A-S 	 	 50000

Totsi (direct labor hours) 	 	 300.030

Direct labor costs for the year are
$3.000.000.

50.000 machine hours are used to provide
the three products/services.
A-1 	 	 5.000
A-2 	 	 5.000
A-S 	 	 40.000

Tots' (rnsthisa hours) 	

b. Overhead Rates—Using these
assumptions as well as those shown for
Work Center "A" in paragraph D.3.a., the
following overhead rates (and many others)
can be developed:

Percentage of Direct Labor Costs:
Operations Overhead ($4.500.000) divided by
Direct Labor ($3,000,000) equal 150%.

Percentage of Direct Costs: Operations
Overhead ($4.500.000) divided by Total Direct
Costs ($9,000,000) equal 50%.

Rate Per area Labor I-fourr Operations
Overhead ($4,500.000) divided Direct Labor
Hours (300.000) equal $15.00 per Direct Labor
Hour.

Rate Per Machine Hour: Operations
Overhead (54.500.000) divided by Machine
Hours (5001001 equal $80.00 per Machine Hour.

(1) As can be seen from the above. there
are several ways of developing overhead
rates. Rarely will the various rates result in
the identical allocation of the overhead costs
to the products/services provided by the
work center. Accordingly. the selection of the
proper base of allocation is of extreme
importance in costing product/service A-3.

(2)A straightforward way to select the best
allocation base is to chart oPeratioas
overhead costs and various possible
allocation bases over time. The allocation
base that varies most frequently in the same
direction at the same time as the operations
overhead costs would be the best allocation
base.

(3)As long as it can be ascertained that
indirect costs vary directly and
proportionately with a measure of an element
of expense or activity (dollars, hours. etc.)
and that all products or services furnished by
the work center benefit from the same
elements of expense or activity. and in the
same proportion. the use of that single
element as the allocation base will normally
result in an equitable distribution of overhead
costs. Assuming direct labor hours meet these
criteria for Work Center "A." operations
overhead would be allocate to the three
products/services as follows:

Operaboits
Neat	 ore/nem:It overhead

Product'seraca	 labor	 nee pet rNOtaton
haws	 area

labor now

(1)	 (Z)	 tl) •
A-I
	 150.000

	
515 00 $:,250.700

90.000
	 15.40 1,350,000

WACO
	

1500 900.000

Z.400.000	 S1.S00 $4.S30.000

(4) A single base of allocation will not
normally be adequate in a work center
where:

(a) The indirect costs do not vary directly
and proportionately with a single measure of
expense or activity, or

(b) all elements of expense and activities
which influence the incurrence of operations
overhead costs (e.g.. direct labor influences
supervision. etc.) are not incurred in roughly
the same proportion for the various products/
services provided.

When these conditions are encountered.
there are two possible solutions. The first
would be to subdivide the work centers into
departments and develop a separate
operations overhead pool and rate for each.
In that case, development of the
departmental operations overhead would be
identical to the development of the
operations overhead rate(s) for Work Center
A. as described herein. The second solution

is to develop two or more overhead rates
within the work center by grouping the
indirect expenses in overhead pools related
to the disparate functions And allocating
them on appropriate bases. Obviously, the
bases of allocation will not be the same.

(5) We can illustrate the use of two rates
for Work Center "A" using the assumptions
previously cited. From these assumptions. it
can be seen that product/service A-3 is
responsible for most of the machine hours
used by the work center. Specifically:

A-1 uses, 5,000 machine hours;
A-2 uses 5,000 machine hours;
A-3 uses 40.000 machine hours.
Accordingly, direct labor hours would not

be an appropriate allocation base because it
would result in a disproportionate amount of
machine shop expenses (depredation.
maintenance and repair) being allocated to
products A-2 and A.-2. Conversely, the use of
machine hours would result in an inequitable
share of the labor-related indirect expenses
being allocated to product/service A-S.

(6) Two pools for Work Center "A" may be
established by segregating machine-related
costs from other operations overhead costs as
follows:

Mar Poet_	 3,000,000

Total Operahons °revived 	 4,500.000

(7) It is determined that the best allocation
base for the basic pool is direct costs land the
rate is: Basic Pool divided by $1.500,000
equals 1616-%. Direct Costs total 59.600.000.

(8) The Moockoao direct costs are
determined to be charged to each product as
follows:

141.500,000
2.700,000
1,eo) coo

Total	 9.0130,000

(9) Therefore. the allocation of the
St .500.000 in the basic pool is:

4-1-106M e
	

5750.000
A-2-15.0M al 52_700,000

	
4-50.030

c4 51100,000 .	 240.003

Taut - - 	
	 I .500.003

(10) It is also determined that the best
allocation base for the machine pool is
machine hours and the rate. $60.00 per
machine hour. 13.000.00D Machine Pool
divided by 50.000 Machine Hours equals Se0
per machine hour.

Taking the machine hour usage previously
determined and this rate, the allocation is:

A-1-5,000 bars at $60.00 1300,000
A-2-5.000 rams at $03.00 300,000
A-3.-40,000 haws se $60.00 2.400.000

Total 	 3,000,000

(11) Combining the two pools gives us the
total allocations:

Balk Pool Idedine Pool Together

A-1 $750,000 1300,000 51,060.000
A-2 450,000 300,030 750,030
A-3, 300,000 2,403000 2.700.000

TOW 1500.000 1=030 4,500.000

(12) The following comparison highlights
the significant differences that can result
from using different overhead allocation
methods.

•

One Roe IMO Pairs Othevonor
10/1110 Woe (aria and (aitIrscIOns

Hors)	 Medina)	 bars Tirol

A-t 12.250,000 $1.030.000 1(1.200,000)
A-3 1350,300 780,000 0100,0001
A-3 100,000 3,700.000 1100,000

4,500.000 4.500,000 0

6. Summary In summary, operations
overhead is a significant cost element in
estimating the cost of providing a pis-elect or
service. It is extremely important that
elements of indirect expense included in the
operations overhead pool are appropriate
and the amounts thereof are carefully
estimated. It must be determined by careful
study whether more than one pool of
expenses is required. Also, the selection of a
proper besets) for allocation is essential to
accurate estimating. As illustrated above,
significant differences can result from the use
of different methods for allocating overhead.
The choice of the appropriate method should
be based on a review of the functions and
their related costs within the work center.
The pools and bases should be selected
based on supported facts and circumstances.
They should not be selected on the basis of
arbitrary assumptions, or the fact that the
data for a particular base are readily
available. The main purpose of the overhead
rate must always be kept in mind. It is
developed to permit the allocation of
overhead expenses to the products/services
being provided on the basis of the benefits
they receive from the incurrence of the cost.

7. Supporting Documentation. The
supporting documentation needed for the
amount of operations overhead allocated to
product/service A-3 will be a listing of the
expenses included the base used to develop
the rate(s). and the supporting detail for each.
Figure 5 is an illustration of the operations
overhead costs of Work Center "A."
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Figure 15--1413a confer "A": Conputation of
operations owthand fats for the year oaring

OperaSsia overheed	 Basic
etipeneee

Modena Total

indirect tabor.
Stipervietort.....—	 $70,000 $30,000 5100,000

700,000 30,030 1,000.000
Indirect Time al

reset Personnet.—	 400,000
inward lAstartais and

30.000

000.000

370.000

tocegoo

400,000
Depredation—40.000 400,000 440.000
Roe—10,000 50.000 00,000
Maintanence and

Brow	 40,000 365.000 425.000
Support Costa	 50.000 115,000 165,000
Wean	 00,000 610,000 670,000
Insurance—	 t0,000 20,000 30,000
Overtime and Other

Premium	 60,000 160,000 160,000
30,000 20,000 50.000

Total Operations
Overhead	 1.500.000 3.000,000 4,500.000

Allocution Besse (13):	 -WM5.000 	

Overhead Rau (A)+
(B)	 (C)	 16.67 460.00

ApiNicadon b Product/
Service A-3:
Olrect Coos

Applicable To A-3
51,600,000

Machine Hours Appladde To A-
3 (0) 40.000 	

Amount of
operation"
Orenwed
Allocated to A-3
(C) x (0i	 $300.000 52.400,000 $2,700,000

'Percent of direct amts.
'Per machine hour.

E. Interagency Support
1. In developing the estimates of

Government costs, products or services
which are excess to the needs of other
Federal agencies should be used in
preference to new procurements when
reported as excess under a formal progrnm or
when more economical than procurement
from a private commercial source. When a
comparative cost analysis is to be made. the
agency that would be providing the excess
product or service must prepare cost
estimates in accordance with this Handbook
and furnish its cost data on lines 1 through 9
and its other considerations on lines 23
through 30 of the Cost Comparison Form. The
Form must be signed on the "prepared by"
and "audit certification" lines. The Cost
Comparison Form will be submitted to the
agency receiving the product or service. The
receiving agency will classify the providing
agency's costs as other direct costs,
operations overhead. or general and
administrative expense, as appropriate. The
other considerations will also be added to the
appropriate classification. The providing
agency's Cost Comparison Form will be used
as supporting documentation. NOTE: Agency
reimbursement charges for providing the
product or service to another agency may not
be used as a basis for the coat estimate
unless such charges reflect all costs as
provided in this Handbook.

2.If a decision to contract out would cause
the Government not to utilize available
excess facilities, material or service capacity,

the impact in terms of costs to the
Government must be considered in
computing the total cost of contracting for the
product or service. For guidance in
developing and documenting such coats, see
the section V.F.
F. Other Direct Costs--Line 5

1.Other direct costs are the sum of all
those direct costs exclusive of direct material
and direct labor, which are identified as
having been incurred specifically for a
particular product or service (the final cost
objective). Some examples of other direct
costs are: Service center charges (e.g.. ADP
service center, printing shop, etc.], travel, and
purchased service'.

2.There are certain types of effort that
some organizations treat as indirect expense
and others classify as direct. Examples of
these costa are special travel expenses.
preservation, packaging and packing, plant
rearrangement, consultant's fees, certain
clerical salaries, shop supplies,
transportation costs, plant protection.
royalties, computer expenses, and telephone
and telegraph expenses. Whenever an
organization decides to classify any of these
costa as direct. they normally will be
included under Other Direct Costs unless
they are direct material or direct labor. When
an organization decides to reclassify a cost
from an indirect to a direct charge. it is
necessary to ascertain that the organization's

Independent
Agencies--
VA, GSA, etc.

2. Certain administrative expenses incurred
by the executive, legislative and judicial
branches of the Government are applicable to
the various departments and independent
agencies. Similarly, certain administrative
expenses incurred at the department level
would be applicable to the activities within
the departments organization (e.g..
Departments of Army. Navy, and Air Force).
This flow would continue on down to the
organization level. Within the organization
itself. general and administrative expenses

accounting and estimating practices provide
consistent treatment of these special costs
during the period under review. To prevent
duplication, it must be established that when
these items of expense are treated as direct
costs, similar costs are excluded from
indirect costs applied to the estimate.
Conversely, when an organization
reclassifies a cost from direct to indirect, care
must be taken to include these costs in the
appropriate indirect cost pool.

3. Refer to sections MU and [MCA. for
cost estimating instructions and supporting
documentation requirements which are
appropriate for estimating and documenting
other direct costs.
G. General and Administrative Expense—
Line 7

1. General and administrative (G&A)
expense consists of those financial.
management or other expenses which are
incurred for the benefit of an organizational
unit as a whole. They do not include
expenses which should be classified as
material or operations overhead expenses
which have been discussed previously in this
Handbook. Because of their nature. general
and administrative expenses may be incurred
at various levels within the Governmental
structure. The following simplified diagram
depicits the various levels within the
Government where G&A expenses may be
incurred:

Department
of

Energy 

Department
of

Labor   

Department
of

Air Force

may be incurred which are applicable to all
the functions being performed there- This
flow-down of G&A expenses will vary based
on the organizational structure of each
department or agency. but will exist in some
form in each. A portent of the general and
administrative expenses incurred above the
installation level are applicable to the
product or service being estimated. However.

for purposes of this Handbook only those
CAA expenses which contribute directly to

I Judicial I  Legislative IExecutive    
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the actual operation of the organization will
be Included in the estimate. This decision is
based on materiality of amount and the
conclusion that the efforts involved in
funding, policy-making. long-range planning.
direction. etc. (commonly referred to as staff
functions) would continue and be equally
applicable to either contractor or
Government effort.

3. In deciding at what level to discontinue
the allocation of G&A expenses to the
product or service to be provided, a self-
sufficiency criterion should be used. A self-
sufficient organization is one that operates as
an independent unit, receiving only funds,
policy direction, and guidance from the next
higher organizational unit. If any general and
administrative-type activities are provided at
no cost or on an incremental cost basis, the
organization is not self-sufficient. In these
circumstances, an appropriate allocation of
the applicable expenses of the incurring
organization should be included in the
recipient's G&A expenses. to be allocated to
the products and/or services the recipient
provides.

4. To illustrate. assume the organization we
are concerned with is a laundry. If that
laundry is located on its own land, does its
own manitenance. budgeting, accounting.
etc.. then it can be considered self-sufficient
and no further G&A costs will be allocated to
it from the next higher organizational unit.
The G&A costs incurred by the laundry itself
will be allocated to the various products or
services it provides- However. if that laundry
was located on the same grounds or in the
same building of another organization, say a
hospital. and the hospital staff provides it
with certain maintenance, budgeting and
accounting effort. on a no-cost or incremental
cost basis, then the laundry would not be
self-sufficient. The applicable portion of the
hospital's G&A expense must be allocated to
the laundry. Asaume further that the hospital
to which the laundry is attached is located on

military base and the hospital receives
certain support from the base. such as road
and parking lot maintenance. security. fire
protection. etc_ If the hospital receives these
services on a no-cost or incremental cost
basis. it is not a self-sufficient unit. The
allocable portion of the costs incurred by the
base that benefits the hospital should be
included in the hospital's G&A expenses and
an equitable amount thereof allocated to the
laundry. For purposes of this illustration. we
will assume that the military base is self-
sufficient (they all are not): that is. it receives
only funding, policy direction, and guidance
from its next higher level of command.
Accordingly. none of the G&A expenses
incurred by the next higher level of command
would be allocated to the military base.

5. In addition to the self-sufficiency
criterion, materiality of amount must be kept
in mind in determining the level above which
G&A expenses will not be considered in the
estimate. When the costs invoked are minor
in amount and their tiler:late allocation to the
product or service is not likely to have a
bearing on the decision to contruct-out or
perform in-house. they may be excluded if
not reality available.

6.1" G&A rate to be used to allocate the
organization's G&A expenses to its activities
will be developed in much the same manner
as the operations overhead rate was
developed. That is. a pool of annual GSA
expenses will be developed and the total will
be divided by the allocation base.

7. A significant difference between the
development of a general and administrative
expense rate and an operations overhead
rate is that G&A expenses must be
accumulated in a single pooL This differs
from operations overhead where certain
circumstances may require the establishment
of more than one pool. The reason that only
one pool of GSA. expenses is needed is the
nature of GSA expenses. As previously
stated. GSA expenses are incurred for the
benefit of the organization as a whole. if an
incurred expense does not meet this criterion.
it should not be included in the G&A pool.

8. Typical examples of the types of cost to
be included in the G&A expense pool are the
expenses connected with the following
offices or functions:

The Office of the Organizaticn Director
(Commander).

The Office of the Comptroller.
The Office of the General Counsel (Judge

Advocate).
Centralized Personnel Services.
Centralized Administrative Services

(Adjutant General).
Public Relations.
Internal Review (Audit).
Security, including security clearances.
9. To develop a GSA expense pool. the

costs associated with any function performed
for the benefit of all product/services
provided must be estimated. The cost of
performing each function is the total of the
expenses (indirect labor, indirect material.
etc.) incurred for that purpose during the
year. The nomenclature for the types of
expenses to be included in the GSA overhead
pool is similar to that used in the context of
operations and material overhead. The
characteristic which distinguishes these three
types of overhead costs. one from the other.
is the purpose for which each is incurred.
Accordingly, the G&A pool will be made up
of elements of expense similar to those for
operations overhead in nomenclature but
which are related to performing functions and
services such as those performed by the
offices listed above. The methods of
estimating the amounts of these costs will be
the same as those described in the
Operations Overhead section and are not
repeated here-

10. Since all G&A expenses must be
incurred for the benefit of the organization as
a whole. the base used to allocate these costs
to the final cost objective must be
representative of the overall operation of the
organization. For this reason. the total costs
incurred (exclusive of GSA expenses) has
been chosen as the allocation base. This base
should include the cost of all the mission
functions of the organization whether these
are commercial. industrial or governmental
functions.

11. The following steps depict the
de% clop:merit of a G&A rate:

a. Step 1: Develop the G&A expense pool.
The amount to be included in the pool is the
amount of the GSA expense expected to be
incurred during the first year of performance.
This amount will be predicated on past
experience, adjusted to provide for inflation
and aces change in operations.

GlIaIllfal and AdtranleratIV11 ESSI•lall**

Executtes. Prottn	 Tectricat, and Suborn-
Non Stares recludIng fringe bartard0 –

Parka end Other Salaries Ondlein2 trine,

other Expanding  mast% Ospredalion. Mdnet
morgdis. AllOCOOd Sapped ants. Mr,
tenept tow Mader! In material or opw,
dons evetheed) 	

Toeli GSA

b. Step 2:Develop the Base of Allocaton
(costs incurred by Organization A. exclusive
of G&A expense)

ClItact Goats	 542.51:13.000
Operalbons Onahitad	 0.900.000
testenst °wheal Cons	 100,000

Total OW Iraa.z.4 Etzlustre of 1111A
ponies_ 	 .–.	 51,500,400

c. Step Develop the Organizational G&A
rate (divide the pool by the base): $5,725,000
divided by Smsoch000 equals 11.12%,

12. To estimate the amount of the annual
G&A expenses applicable to the product or
service being estimated, the above developed
rate will be applied to the total estimated
annual cost (exclusive of GSA) of providieg
the product or service as illustrated below:

INtsci Material 	 6450,000
Matanal Ovathlard 	 	 5.000
erect	 .	 ...	 1,000,000
Pupa S•1111"1-	 250,000
other mod Cons	 50,00o
oceteaon. Overhead 	 	 1,500.000

Subtotal	 3,250.000
Goodral	 end	 AdmirielfttAle	 heparin

(52.,255,000 x 11.12%t	 351.950

Vol* we	 3,515,9511

13.The detail required to support the
amount of G&A expense allocated to the
product or service being estimated will he a
listing of the expenses related to the
functions and offices classified as general
and administrative expenses.

IL Inflation of Out-Year Costs—Line 8
1. In preparing the Government's estimate,

all known or anticipated increases in costs to
be incurred in the first year of operation
should be provided for in each element of
cost. as stipulated by the instructions
contained in this Handbook. including any
expected salary increases for government
employees- For all subsequent years.
anticipated changes in scope of work may he
added but no inflation factors will be added
to the individual elements of cost.

To calculate the amount to enter in Line
8 for inflation. follow these instructions.

For year 2. multiply the sum of lines 1
through 7 in column "Second year" by the
factor krt.

For year 3. multiply the sum of lines 1
through 7 in column "Third year" by the
factor .082-

11.450.000

1.175.000

3.100,000

5.725.000
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For year 4. multiply the sum of lines 1
through 7 in column for "Fourth Year" by the
factor .126.

For year 5, multiply the sum of lines 1
through 7 in column for "Fifth Year" by the
factor .17.

3. The entry in line 9 in each column will be
the sum of lines 1 through 8 in that column.

CHAPTER IV—DEVELOPING AN
ESTIMATE OF CONTRACTING-OUT
COSTS

A. General
This section of the Handbook deals with

the determination of the cost to the
Government of acquiring the product or
service being analyzed by letting a contract.
It includes determination of not only the
amount to be paid to the contractor (contract
price) but also the related in-house costs that
will be incurred by the Government as a
result of contracting out. The Cost
Comparison Form (Exhibit 1) identifies the
following categories of Government coat
which might be incurred in connection with
contracting out: Contract Price,
Transportation, Contract Administration.
Government-Furnished Property, Standby
Maintenance, Other Costs, and General and
Administrative Expense (on the above).

Comments on each of these categories are
contained in the following paragraphs.

B. Contract Price--Llue 10
I. The contract price included in the cost

comparison must be supported by a firm bid
or proposal. The contractor's bid or proposal
must be predicated on the same statement of
work utilized in preparing the Government's
estimate. Also. the solicitation for bide or
promise's will notify the bidders or offerors
that a comparison will be made between the
cost of contracting the effort and performing
it in-house.

2. In determining the amount to be recorded
as the contract price, consideration must be
given to the contract type. The following
guidance is provided in this regard.

a. In the case of an advertised firm fixed
price contract, the price of the low bidder or
offeror will be entered without adjustment. If
a firm fixed price contract is to be negotiated.
the low negotiated price will be entered.

b. When fixed price contracts with flexible
pricing arrangements are contemplated (e.g..
fixed price incentive fee). the target prise of
the apparent low bidder or offeror will be
entered.

c. If a contract with an award fee is
proposed, the performance level comparable
to that attributed to Government employees
in preparing the Government's estimate will
be used to estimate the amount of the fee.
The estimated award fee. plus the contract
costs of the apparent low bidder or offeror
will be entered.

d. If a time and material or labor-hour
contract is proposed, the estimated total cost
of performance may be calculated and
entered. Alternatively. comparable rates can
be developed for the Government cost
estimate and the comparison can be made on
the basis of rates, rather than total costs.

e. If a cost reimbursement-type contract is
required by special circumstances. the

apparent low bidder or offeror's estimated
costs must be subjected to a meticulous
technical and cost evaluation to assure that
the estimated costs are neither over nor
understated. Adjustments to the bidder's or
offeror's estimate need to be reviewed with
the bidder or offeror before the adjusted
contract price is entered.

C. Transportation Cost—Line 11
1. The Government may incur

transportation costs whether a product/
service is provided by an in-house operation
or by a contractor's operation. Transportation
for an in-house operation is normally
associated with the applicable overhead.
This section deals with the cost to the
Government of transportation provided in
connection with a product/service obtained
by contract.

2. The contract documents or negotiation
memoranda will indicate the additional
transportation that is to be furnished or
reimbursed by the Government. These items
are usually clearly indicated. There may be
some transportation in addition to that
spelled out in the contract which require an
estimate. The beet source for obtaining
estimates of the cost of this transportation is
the local transportation or purchasing office.

3. Typical of the transportation costs that
may be incurred by the Government are:

a. Cost of transporting a contractor's
employees:

b. Cost of transporting Government
material, equipment, or supplies to and from
a contractor's site, such as:

(1) Cartage cost from airport. bus, rail or
marine terminals;

(2)The cost of special equipment. like
refrigerated vans or heated containers;

(3) The cost of demurrage on rail cars or
detention charges for trucks:

(4) la exceptional cases, the cost of special
insurance.

4. The supporting documentation for these
costs should describe the transportation to he
provided. the mileage and/or rates utilized in
arriving at the estimates, and the source(s)
from which they were obtained. If
transportation costs were derived in some
way other than by extending applicable
mileage and rates, the methodology used to
arrive at the estimate should be fully
explained.

D. Contract Administration—Line 12

1. Contract administration includes the
costs incurred by the Government in assuring
that the contract Is faithfully executed by
both the Government end the contractor. In
addition to reviewing contractor performance
and compliance with the terms of the
contract, contract administration consists of
processing payments, negotiating change
orders, and monitoring close-out of contract
operations. Centralized agency-wide
contracting costs are also included.

2.The costs of contract administration will
be determined by applying four percent (4%)
to the contract price, line 10. The result will
be entered on line 12 as the cost of contract
administration.

E. Government-Furnished Property—Line 13
1. When Government property is furnished

to a contractor in connection with the
performance of a contract, associated costs
must be considered in determining the overall
cost of the contract Government-furnished
property includes:

a. Property that is in the possession of, or
acquired directly by. the Government and is
subsequently delivered or otherwise made
available to the contractor.

b. Property, acquired by a contractor In
accordance with the terms of the contract.
that does not become a part of the end item
and is not consumed during contract
performance. and title thereto vests in the
Government. Examples of Government-
furnished property are land, buildings.
facilities. equipment. special tooling.
materials, and supplies.

2. The methods for determining the costs
related/a furnishing Government property
will vary with the use made of the property.
Where Government property becomes a part
of the end product (material) or is consumed
in providing a produr. or service (supplies)
the full cost to the Gm crnment of acquiring
and furnishing these materials and supplies
must be added to the cost of contracting.
When property such as land. buildings.
facilities, equipment, and special tooling are
provided for the contractor's use during the
performance of the contract but will be
returned to the Government upon contract
completion, the costs of ownership of these
assets by the Government during the period
of contract performance, plus -any other costs
incurred in connection with furnishing the
property to the contractor must be added to
the cost of contracting. More specific
guidance is contained in the following
paragraphs. The sum of the costs for
Government-furnished materials and supplies
and for Government-furnished facilities, in
accordance with these paragraphs, will be
entered on line 13 of the Cost Comparison
Form.

3. Government-Furnished Material and
Supplies

a. Government-furnished material and
supplies (C,FM&S) is property which may be
incorporated into it attached to a product/
service to be delivered under a contract and
those supplies which may be consumed or
expended in the performance of a contract. It
includes, but is not limited to. such items as
raw materials, parts. subassemblies,
components, and manufacturing supplies.

b. The instructions for estimating the costs
of GFM&S are identical to those for
estimating the cost of in-house material and
supplies (see sections ll1.11.2. and 111.B.3- for
guidance in estimating the cost of GFM&S).
For instructions on the treatment of costs
associated with transporting GFMSS to and
from the contractor's site. see section IV.C.

c. The supporting documentation for
GFM&S shall include a detailed listing of all
the items to be furnished with quantities. unit
prices, suppliers, details of adjustments and
the source(s) of the information. See Figure 1
in section KUL for an illustration of the
supporting documentation required.
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4. Government-Furnished Facilities
(Buildings and Other Lund Improvements'
and Equipment -

a. The costs applicable to facilities and
equipment furnished to contractors by the
Government must be added to the coat of
contracting out for purposes of Circular A-76
comparisons. These costs consist of
depreciation of capitalized equipment or
facilities, or the full expense of miror items of
equipment which do not meet agency
capitalization criteria. Depredation on
government-furnished facilities and
equipment shall be computed in accordance
with the instructions on computing
depredation contained in section 111.114.c.
Only the depreciation costs applicable to the
proposed contract period will be considered
for purposes of the cost comparison.

le When the Government rehabilitates.
modifies. or expands existing Government-
owned facilities or equipment for the purpose
of providing it to a contractor as
Government-furnished property, the related
costs will be treated as follows:

(1) If the rehabilitation, modification or
expansion of the Government facilities or
equipment increases the useful life of the
assets to the Government or the asset value
of the property, the related coats shall be
depredated over the remaining useful life of
the assets. The amount to be included in the
Circular A-7'6 cost comparison us an add-on
to the contract cost shall be limited to the
cost amortization applicable to the period
covered by the proposed contract.

(2) If the rehabilitation or modification
work censists primarily of plant
rearrangement. mince repairs. or other work
which does rag extend the useful life of the
assets or does not increase the value of the
property to the Government the related casts
shall be considered as additional costs of
contracting out. The entire cost of such
rehabilitation or modification will be charged
to the first year of contract operations or
spread over the contract period depending on
the period the costs are determined to
benefit.

(3) While the acquisition nest of lands not
depreciable. the costs of any improvements
or alterations made to land utilized in
performance of the contract. such as
landscaping. special grading. etc.. should be
accumulated and depredated over the
estimated useful fife of the improvements or
alteration. The add-on to the contract cost
will be limited to the depreciation applicable
to the period covered by the 1:FMNSed

contract.
c. Cost estimates will be supported by a

summary listing g all the above types of cost
and the location of the detailed records used
to determine them as follows:

Gavernmenf-FarrAtited Facalbes arnd Equx-vrrerti

cl
!uncut.* 	Retard*

DlidaSelsit
Lird l sevr Mfr - 	 SA.IM 	

&XXX

Government-Famished FaaRies end EquOment-
Continued

Lcceson
Amami	 Records

touPinant 	 	 )coocx 	

VCC.107

MK Expense=
Pant Rorransamort
Wier Rapier
Ohs	

xxx 	

Ws'	 SXXXXX

d. Supporting data should include details
on anginal ant residual value, annual
depreciation. etc.. of the equipment and
facilities.

F. Standby Coats—Line 14

1. In unusual and infrequent instances. it,
may be necessary to hold Government
equipment and/or facilities la a standby
status when an in-house activity is
terminated in favor of contract performance
to assure provisions of the needed product or
service. Costs related to holding equipment
and facilities for any other purpose are not
standby costs for purposes of this Handbook
and should not be added to the contract
price. Standby costs are defined as expenses
necessary for the upkeep of property in
standby states which neither add to the
permanent value of the property nor
appreciably prolong its intended life, but
keep it in an efficient, operating condition or
available for possible use in providing the
needed product or service.

2. Standby cost is not to be confused with
Utilization of Government Capacity or
Disposal of Fixed Assets. Each of these
factors is discussed separately in Chapter V
of this Handbook. In most cases Government
property will be disposed of or put to other
use when a decision is made to obtain a
product or service from the private sector
instead of continuing to produce it in-hoese.
A detailed justification is required for holding
the Government property in standby status.
and a copy of the justification should be
included in documentation supporting the
cost analysis.

3. if it is determined that it is necessary to
hold Government property in a standby
status all related costs must be estimated for
inclusion in the cost comparison analysis.
The estimate of standby costs begins with a
deterrrenation of the facilities and/or
equipment dee will be placed in a standby
status to support a contractor. The next step
is to estimate the cost, if any, of preparing the
facilities and equipment for standby status.
The cost of holding the facilities or equipment
in a standby status must also be estimated in
order to determine the total standby
maintenance cost which would result from
contract ve.-says in-house production. These
costs may be estimated by utilizing
engireering estimates, prior experience, or
experience of other organizations. if similar
standby costs have been incurred previously.

these may be used as a basis for subsequent
costing provided appropriate adjustments
have been made for facilities, equipment, and
pricing variations. When computing the
depreciation cost of property in standby
status. it will be necessary to review the
useful life of the property since useful life
may be increased by the change from
production to standby status. This review
will be necessary even if the depredation is
based on machine hours usage because,
while wear and tear may cease, obsolescence
may continue.

4. When ate estimated standby cost is
determined the total of this cost will be
entered on line 14 of the Cost Comparison
Form. Backup data must be included for all
the cost elements associated with
preparation for and maintenance in standby
status. See Chapter HI for coat estimating
instructions, types of coat elements to be
incleded, and documentation requirements.

G. Other Coats--Line 1$

1. This cost category encorap•sses any
additional Government costs which would
result from contracting and which are not
covered elsewhere in the cost comparison.
This cost category is included to provide foe
unusual circumstances which may be
encountered in particular cost analyses. The
total amount of such other costs should be
entered on line 15 of the Cost Comparison
Form.

2. Supporting data will include a complete
description of the costs involved and the
rationale for including each. together with
cost detail as outlined for the various cost
elements in Chapters 111 and IV.

H. General and Administrative Expense—
Line 16

The general and administrative (CAA)
expense applicable to the in-house effort
related to contracting for a product or service
must be included as part of the cost of
contracting out. The amount of such expenses
to be included will be determined by
applying the G&A rate developed in Chapter
Ill to the total costs of the in-house effort (the
sum of lines 11 through 14).

Inflation of Contracting-Out Costs

1. The four percent inflation factor is
applicable to the costs associated with
contracting-out (lines 11.13. 14. and 15) on a
line by line basis. However. any nonrecurring
costs included in the first year's total should
be identified and removed from the base
figure for purposes of applying the
appropriate factor. For example, assume that
the estimate of transportation costs for the
first year of performance is 55.0100. and that
$3,000 of that total represents the cost of
transportation necessary to enable the
contractor to begin performance. While the
full $5,000 would be entered in Line 11 under
the "First Year" column. only 5`.1100 (55,000-
$3.000) would be incurred in subsequent
years and be subject to inflation. This amount
subject to inflation will be multiplied by 104
for the "Second Year" column.1032 for the
"Third Year" column ,1125 for a fourth year.
and 1.17 for a fifth year.

2- The inflation factor must not be applied
routinely to these first year coets, however. U

xaooc 	
roe
300t
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the Statement of Work does not require
consistent Government support throughout
the period of performance, then first-year
coats should not be inflated. Instead, the
requirements for support in each time period
would have to be separately evaluated, and
the appropriate inflation factor applied to the
estimated cost. Therefore, entries In out-year
columns may bear no direct connection to the
"First Year" entry on the same line. Since
General and Administrative expense is
derived by applying a G&A rate to already-
Inflated figures. the inflation factor shall not
be separately applied to line 18.

3. It is particularly important to identify the
nonrecurring portion of Government-
furnished propertOine 13) and standby
costs (line 14). OM Government-furnished
property costs, only minor repair and "other"
costs are subject to inflation. The standby
cost total must be reduced by the amount
attributable to preparing facilities or
equipment for standby status before the
inflation factor is applied.

CHAPTER V—OTHER CONSIDERATIONS

A. General
Up to this point, the Handbook has been

concerned with determining the cost to the
Government of acquiring a product or service
either by contracting-out or by in-house
performance. The decision as to which
alternative to follow will not usually be made
solely on the basis of the costs of providing
the product or service as developed in
accordance with Chapters III and IV.
Additional costs or revenue losses will
normally be considered to determine the
most economical of the two methods.

B. Shortened Cost Comparison When In-
House Costs are Below Best Offer for a
Conversion

1. After the contracting officer opens the
bids or completes negotiations, he will
indicate in line 10 of the form the lowest
responsible bid or proposal. When the basic
contract price (line 10) exceeds the total in-
house vests (line 33) it can be assumed that
the cost of in-house performance will be less
than the cost of contracting-out. This
assumption precludes the necessity for
completing the portions of the form dealing
with the cost of contracting-out. Completion
of these portions would only serve to
document the net additional costs which
must be added to the contract price. Since the
contract price already exceeds the cost of in-
house performance, such information would
not alter the ultimate conclusion of the
comparison. However, an exception should
be made when it is likely that offsets
resulting from contracting-out (e.g., Federal
Income Tax lost, disposal of Government
facilities, etc.) would reduce the contract cost
below Government cost.

2. When the shortened comparison) is
considered proper and advisable, the
contract price entered in line 10 will also be
entered on line 34. The amount by which the
cost of in-house performance (shown on line
33) is under the contract price (shown on line
34) will be determined and entered on line 35.
The Form will then be signed on the line
entitled "Cost Comparison Completed By,"

by the Task Force Chairman or such other
individual who was assigned the
responsibility. The Form, together with
backup documentation, will then be subject
to audit and other final procedures described
in Chapter IL

C. Detailed Cost Comparison
When total in-house costs (line 33) exceed

the basic contract price (line 10), the full
impact of the two alternatives on the overall
coat of Government operations must be
determined. This will require the decision-
maker to evaluate the following types of
costs, as described in the remainder of this
chapter

1. Loss of opportunity to employ resources
in other areas if performed in-house (cost of
capital);

2. The one-time costs that will be incurred
to start or terminate a Government operation;

3. The impact on remaining operations of
contracting-out a portion of a work center's
effort (utilization of Government capacity);

4. Loss of revenue (Federal taxes) due to in-.
house performance.

D. Cost of Capital
1. The cost of capita/ is defined as an

imputed charge on the Government's
investment in all of the plant facilities and
other assets necessary far the work center to
manufacture products or to provide services.

2. Basically, the imputed charge for the cost
of capital is an opportunity cost; if the capital
had not been devoted to this performance
during the current period. it could have been
devoted to another use which would have
provided other income or avoided interest
expenses. The imputed charge is not an
attempt to recover interest on borrowed
money. For purposes of the comparisons
required by this Handbook, a distinction is
made between those assets which will be
retained and those that will be disposed of if
the product or service is contracted out.
However, all of the required assets will be
considered.

a. The cost of capital for assets that will be
used both for in-house performance and
contractor performance will be determined in
accordance with paragraphs D.3. and D.4.
below. The appropriate amount will be
entered on both lines 18 and 23 for each year
in the period of performance.

b. The cost of capital related to assets that
will be used in the event of in-house
performance but disposed of in the event of
contractor performance will be accorded the
following treatment. The cost of capital
computed as in D.3. and 0.4. below. will be
entered on line 18. In addition. the estimated
gain or loss on the disposal of the assets will
be determined by deducting the net book
value of the assets and the related disposal
costs from the estimated proceeds of the sale
(see "Disposal of Fixed Assets"). A 10% cost
of capital factor will be applied to this gain or
loss and entered on line 28 for each year in
the period of performance. if the disposal
results in a gain, the amount entered on line
28 will reflect a reduction to the cost of
contracting-out. If the disposal results in a
loss, the amount entered on line 28 will be an
additional cost of contracting-out.

c. The coat of capital for assets that will be
used only for1n-house performance but
which must be retained by the Government to
assure performance in the_eve-•! if significant
contract interruption or delay will also be
entered on both lines 18 and 23 for each year
in the period of performance.

d. The cost of capital for assets that will be
used only for in-house performance, but will
be retained by the Government if the function
is contracted out to meet possible future
contingencies, will be entered on line 18 for
each year in the period of performance.

e. The cost of capital for assets that will
not be used by the Government for in-house
performance but will be required to assure
contractor performance will be entered only
on line 23 for each year in the period of
performance.

1. No entry will be made for those assets
that will not be used in in-house performance
but are required to meet possible future
contingencies.

3. Determination of the Cost of Capital for
Fixed Assets.

a. In order to estimate the cost of capital, it
is necessary to determine the net book value
(total acquisition cost less depreciation
accumulated prior to the cost comparison
period) of each tangible capital asset (land.
improvements. buildings, equipment, etc.)
which is related to performance. The
acquisition cost of land and the net book
value of each depreciable tangible asset
should be available from accounting records.
However, if accounting records do not
provide the necessary information, it will be
necessary to utilize engineering estimates,
prior experience, or experience of other
organizations.

b. The cost of capital will be computed by
applying an opportunity coat rate of 10% to
the total net book value of the assets. If the
assets involved are used solely to provide the
product or service being estimated, the total
amount of the cost of capital wilt be entered
in the appropriate line(s) on the Cost
Comparison Form. If the assets involved are
used not only to provide the product or
service being estimated, but other products or
services as well, a proration of the cost of
capital will be made.

4. Prorating Cost of Capital.
a. If the cost of capital were a real rather

than an imputed cost. it would be properly
classified as a General and Administrative
(G&A) expense. Accordingly. its proration to
the product or service being estimated will be
in the same proportion that the total
estimated costs to be incurred (less G&A
expense) for the product or service being
estimated bears to the total estimated cost to
be incurred (less GSA expense) for the
performing organization. This latter amount is
the base for allocation of the GSA expenses
and should be readily obtainable from the
supporting documentation. An example of
this computation is shown, below:

b. From the illustration in section M.G.. the
following data are obtained:
Total costa Ircurned pas GM expenses) tea

the product/ service b *Wilde& .	 $3255.000
Total coats rowed In OrttelxieWn A (tees GSA

expenses).
Assume total wave con OE C10111 ke assets 51 5°C)°C°

moored ..	 ...	 710.400
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The cost of capital applicable to the
product or service being estimated would be
computed as follow: $3.255.000 divided by
S51.560.000 x S2.50,000-415.1300.

5. Disposal of Fixed Assets.
a. When a product/sevice is being

produced in-house by Federal employees, a
decision to contract that operation may
eliminate the need for all or some portion of
the fixed assets used in providing the product
or service. The value to the Government of
reducing this need must be included as a
consideration in the comparative cost
analysis. This section deals with those fixed
assets which will be disposed of if a decision
is made to contract for the product or service.

b. In determining such costs for
consideration in a comparative analysis, the
current market value of each of the fixed
assets must be ascertained_ If the property is
to be disposed of by GSA or the Defense
Property Disposal Service. assistance may be
obtained front the *Mee concerned to
estimate current market value and disposal
costs. Also, estimates of the market value of
equipment may be based on commerical
publications which list sales prices of used
machinery and equipment. Assistance in this
regard may also be available from dealers in
the specific equipment for which an estimate
is needed.

c. After an estimate is made of the current
market value of the fixed asset to be
disposed of. an estimate wilt be made of the
expenses connected with the disposition. i.e..
sales commission, advertising. legal fee,
relocation. etc. The total expenses related to
the disposal will be deducted from the
estimated market value to determine the net
value to the Government of the fixed asset.

d. The net book value of the assets to be
disposed of will be determined by reference
to the amounts determined in 0.3.. above.
The totals of the estimated net value and net
book valve for these assets will be
determined. The net estimated gain or loss
from the disposal of these assets will be
calculated by deducting the net book value
from the estimated net value of the assets. It
is this estimated gain or toss that will be the
basis for calculating the amount to be
included on line zs of the Cost Comparison
Form. The gain or loss will be multiplied by a
factor of W% to ascertain the annual value to
the government of the gain or loss. For
purposes of this cost comparison, the net gain
that could be realized by disposal of the
asses is considered to be a source of
additional revenue to the Government.
Accordingly. when a gain is indicated the
amount determined from applying the cost of
capital factor is considered as potential
revenue and will be treated as an offset
(reduction) to the cost of contra-111g out.
Conversely, when a loss is Mdicated the
amount determined by applying the cost of
capital factor taut be considered as an
addition to the cost of contracting-out.

O. Supporting Documentation.
a. Supporting documentation for the cost of

capital related to the assets to be utilized
shall include a detailed listing of such assets
and the net book value of each. if these
assets have beer pr eously listed in
connection with the computation of

depredation, a reference may be made to
that listing rather than duplicating it. Where.
,because of the magnitude of the assets
involved. it would not be practical to prepare
such a list, the assets may be supported by a
listing of logical groupings by types of assets
and reference made to where the detailed
supporting property records may be
examined.

b. Supporting documentation for the cost of
capital related to the assets to be disposed of
shall include a list of the assets noting the
market value and disposal expenses
associated with each asset. The listing should
also include references to more detailed
documentation which indicates how the
market value and disposal expense figures
were determined.

E. One-Ti®e Costs

1. In every case where the Government
either starts or discontinues an in-house
activity it incurs one-time costs resulting from
changing the source of the product or service
it uses. For new starts, the one-time costs are
those associated with establishing the in-
house capability and discontinuing a contract
arrangement. For conversions, the one-time
costs arise from terminating the in-house
activity and starting a contract arrangement.
Even though these costs ate incurred only
once and will not recur unless the mode of
performance again changes, the impact on
total costs may be significant. All one-time
costs will be allocated over a five-year
period.

Z. Guidance involved in determining one-
time costs for new starts and conversions is
contained in the following paragraphs.
9. One-Time Costs Related to a New Start—
Line 79

a. While a new start may require
substantial new investment by the
Government in facilities and equipment.
these costs should not be included as one-
time costs under this section. Instead, such
costs should be handled in accordance with
the sections of this Handbook which deal
with depredation (III.D.4.c) and cost of
capital (Vie.). The costs of acquiring a
facility, however, and costs incurred for the
acquisition and installation of equipment
(unless included in the capitalized cost).
would need to be included in one-time cost
estimates. Other examples of one-time costs
would include office and plant
rearrangements: employee recruitment.
L.-einem. clearance, and relocation expenses:
and expenses which are the direct result of
discontinuing an existing contract. If the
contract is completed. it is not normal that
any additional costs will be borne by the
Government.

le Determination of the full scope of the
Government's one-time new start costs
should be made in consultation with
engineering. production. management and
contracting persennel. Supporting
documentation should indicate dearly the
type of new start costs anticipated and the
methodology used to estimate the amounts to
be incurred. The detail supporting the
estimate of each element of cue should be
similar to that provided for in Chapter ill.
One-fifth of the total one-time costs should be

added to each year of the cost comparison by
entering the one-fifth figured) on line 19.

4. One-Time Costs Related to a Conversion—
Line CS

a. When the Government discontinues an
in-house activity to obtain the product or
service by contract there are usually
substantial one-time costs associated with
the conversion. These crests are identified
and discussed In the following paragraphs.

b. Material-Related Costs—A conversion
will normally result in certain items of
material (either unissued material, work in
process, or finished goods) becoming excess.

(1) It may be possible to transfer certain of
this material to the contractor who is going to
provide the product or service in the future.
In this case., the material will be treated as
Government-furnished material and priced in
accordance with section IV.E.3.

(Z) In other cases, the material may be
diverted to other uses of the Government.
Only the additional costs incurred in
connection with making the material
available for the other uses will be included
as immersion costs.

(3) When neither of the above disposition*
of the material is practical. the material will
normally be disposed of by sale. If it is
anticipated that the material will be sold. the
estimated gain or loss on the sale must be
considered in determining conversion costs.
The estimated gain or Lose will be computed
by deducting from the estimated sales price
the acquisition cost of the material plus
material overhead (at the rate developed in
Chapter Ill) and all other expenses related to
disposition. such as packing. chipping. etc. If
the material is to be disposed of by either
GSA or the Defense Property Disposal
Service, these agencies should be consulted
in arriving at these costs and estimating the
sales price.

(4) The supporting documentation for such
costs should contain a listing of the items and
the quantity to be disposed of. their
acquisition cost, and the estimated sales
price. In addition, all other expenses such as
packing. shipping. disposal. etc., should be
adequately supported by documentation
describing how the amounts were
determined-

e. Lobar-Related Casts—A conversion will
also normally result in the incurrence of
certain labor-related expenses that are
considered one-time costs. These include
severance pay. homeowner's assistance, pay
rate retention, relocation and retraining
expenses. The amount of these expenses
should be computed in consultation with
management and the personnel department.
Historical data from the agency or from other
agencies gathered from similar circumstances
can be considered in arriving at the
appropriate cost The supporting
documentation should contain appropriate
detail and indicate how the various amounts
were determined.
Num.—When a conversion results in a
reduction in force (RIF). there may be an
impact on Civil Service retirement costs.
Some employees could take premature
retirement. which may Increase costs; others
could withdraw, which would reduce coats.
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The actuarial model used to compute the
standard retirement cost factor (20.4%)
provides for normal levels of early retirement
and withdrawals, but any significant number
of actions could have additional impact. In
cases where this effect is likely to have a
determinative bearing on the outcome of the
cost comparison, the situation will be called
to the attention of the agency official
responsible for Circular A-78, who may
confer with OMB on proper consideration.

d. Other Costs—A con version will
normally require an agency to take certain
actions that would not be necessary if the
activity were to be continued. For example. a
special physical inventory to ascertain the
material (supplies, equipment, small tools,
etc.) on hand may be necessary in connection
with a transfer of accountability to a
contractor. The cost of taking such an
inventory would be a proper conversion cost.
Also, it may not be possible to avoid the
continuation of some costs, such as lease or
rental agreements for facilities or equipment,
beyond the time that they are no longer
required. These are also conversion costs.
Supporting documentation for such costs
should clearly state the purpose for each item
of cost, and how the associated dollar
amount was determined,

e. General and Administrative Expense—
An amount for general and administrative
expense must be included. That amount will
be determined by applying the GSA rate
developed in Chapter III to the sum of the
material-related. labor-related and other
costs.

f. Final Computation and Documentation—
The amount for general and administrative
expense must be added to the sum of the
costs to which the GSA rate was applied to
establish the total one-time costs related to a
conversion. The detail supporting the
estimate of each element of cost should be
similar to that provided for in Chapter III.
One-fifth of the total one-time costs should be
added to each year of the cost comparison by
entering the one-fifth figure(s) on line 25.

F. Utilization of Government Capacity—Line
34

1. The potential impact on a work center of
contracting out for a product or service which
it currently provides must be taken into
consideration before a decision is made. The
decision to contract out crii result in the
work center becoming completely idle,
operating et a reduced rapacity, or operating
at the same or increased capacity.

2. When the decision to contract out will
result in the work center becoming
completely idle because no other use of its
capacity is planned. Ito facilities will either
be disposed of or placed in standby statue.
The circumstances under which the costs
related to placing assets in standby status
will be considered as an additional cost of
contracting out are set forth in the Standby
Costs portion of this Handbook. When the
assets are to be disposed of, they will be
handled in accordance with section V.D.

3. When it is planned that the efforts of the
work center will not be reduced because the
product or service to be contracted out will
be replaced by others, consideration should

be given to any savings or additional costs to
the Government resulting from transferring
the replacement products or services. Where
the transfer of effort will result in the
disposal of Government assets related to the
replacement product or service or the
avoidance of rental costs, these occurrences
should be treated as if they were happening
in the work center which currently provides
the product or service being estimated. See
sections V.D.S. and	 for further
guidance in this regard.

4. Where the decision to contract out will
result in the work center(s) operating at less
than its present level of utilization. the costs
attributable to this underutilized capacity
must be determined. In these cases, some
overhead costs which would be partially
allocable to the product or service being
contracted out may continue. These
continuing overhead costs must be absorbed
by the remaining in-house activities. The
additional amount to be absorbed by the
remaining activities is a cost of contracting
out.

5, For purposes of this Handbook, the cost
of underutilization will be determined as
follows:

a. Step 2: From the supporting
documentation for operations overhead,
determine the total operations overhead
expense pool(s), the total amount of the base
of allocation and the resultant overhead rate.
From the example shown in discussing
operations overhead, these amounts would
be as follows:

Basic pool	 Machina poi'

Overhead &wile 	  $1,500,000 ...— 33.000.000-
Base of	 39,000,000	 50.000 machine

haws.
Overhead Rate 	  11387% of	 $20.00/rnechina

direct costs.	 hour.

b. Step 2: Again. from the supporting detail
of the Government cost estimate, ascertain
the amount of the base(s) of allocation
applicable to the product or service being
estimated. These amount(s) will then be
deducted from the total base(s) of allocation.
As illustrated in section M.D., the product/
service A-3 incurred direct costs of !:1,800,000
and 40,000 machine hours. Thus, we would
show:

Drect	 Machine
costs	 hour*

Total Base al	 ...... 39,000,000 50.000
Lem Applicable to Product/Senk*

Being Estimated (A-3) 	 1.800,000 40.000

Adjusted Base of A/location --- 7,200,000 10,000

c. Step 3: In consultation with accounting
and management personnel, ascertain the
decreases in overhead expenses that can be
expected to occur if the product/service is
contracted out. Deduct these decreases from
the appropriate overhead pool. Assume that,
as a result of contracting out, the total basic
overhead pool will be reduced by $500,000
and the machine poll by $2,000,000. This
would result in the following:

Basic	 Machine

Total Overhead	 1,c00,000 $3,000,000
Less Reductions due to Contracting

Out 	 	 500,000 2,000.000

Acquitted Overhead Pod	 1.000.000 Lamm*

d. Step 4: Ascertain the overhead rate to be
applied to the remaining effort. The overhead
rate will be developed by dividing the
adjusted overhead pool developed in Step 3.

. above, by the adjusted allocation base
developed in Step a as follows:

Adjusted Overhead Pool
(From Stop 3).

Mustard Base of
Allocation (From Step
2).

Overhead Rate
(Pool+ Base).

e. Step .5: Ascertain the difference between
the amount of overhead costs applicable to
the effort which is to be continued in-house in
both circumstances. In our illustration, this
would be done as follows:

inoduollservica (portion Basic (direct 	 PAW*•
of allocation base)	 costs)

A-1..

Total (A) 	

Overheltd Rates It
Perfomsrd In-House
(From Step 1) (B).

Overhead Amount if
Perform! In44ouse
(A)X(B).(C).

Drerhaad Rates 11
Contracted Out (From
Step 4) (0).

Overhead Amount
Contracted Out
(41X(B),-(E)-

Increase (Decrease) in
Ovarhawl Charged to
Remaining Producti
Due to Contracting Out
(E)--(C)•

$4,600,000 5.000 hours.
2,700,000 6,000 hours.

37.200,030 10.000 tours.

See.oeihows.

$1,200,240 3800,000.

13.89% $100.00/hour.

31,000.000 31,000.000.

(3200.240) 3400,000.

f. The increase in cost due to contracting
out is the sum of the differences shown
above, or $199,780 [$400,000—$200,240]. This
'increased cost should be added to the cost of
contracting out for the first year in the period
of performance, and for each subsequent year
unless it is likely that the agency will dispose
/of or be able to more fully utilize the excess
capacity through reorganization or
reallocation of work. The supporting
documentation should contain the
adjustments made to the overhead expense
pool and explain how they were computed.

g. If the product or service being estimated
represents more than 5% of the general and
administrative expense allocation base (total
costs incurred minus general and
administrative expenses). computations
similar to thoes above should also be made
for the general and administrative expense

- Basic	 Machina

51,000.000	 31.000.000.

$7.200.000	 10,000 hours.

13.88% $100.00 per
hour.
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rate. Similarly, the imp act of contracting-out
a product or service on material overhead
should be determined if the material content
of the product or service is 5% of the total
material costs.

G. Federal Taxes--Line 27

1. When comparing the cost to the
Government of a product or service obtained
by contract with the cost of inhouse
performance. the potential Federal income
tax revenues must be considered. Since
contract performance would provide the
contractor with income subject to tax, an
estimated amount of such taxes is an
appropriate deduction from the net cost to the
Government of acquiring the product or
service by contract, unless the prospective
contractor is a tax-exempt organization.

2. To simplify the tax computation, a table
(Appendix 1) prepared by the internal
Revenue Service provides. by types of
industry, appropriate tax rates in relation to
business receipts. The industry groupings
conform to the Enterprise Standard Industrial
Classification issued by the Department of
Commerce. To determine the amount of the
estimated Federal Income tax, the contract
price (line 10 of the Cost Comparison Form)
shall be multiplied by the tax rate in
Appendix 1, which is applicable to the
industry identified with the product or
service under consideration. The result of this
computation, the estimated amount of
Federal income tax, will be entered on line 27
as a deduction from the cost of contracting.

H. Other Additions/Deductions

Space has been provided on the Cos:
Comparison Form for any additions to or
deductions from the cost of in-house
performance or contracting-out not
specifically covered by any of the foregoing
classifications of costs (see lines 20. al. 28.
and 29). Amounts entered on these lines
should be supported by a definition of the
type of cost, a justification for inclusion, a
description of the methods of computation
used, and if appropriate, a detailed listing of
specific cost elements included therein.

CHAPTER VI—COST DIFFERENTIALS

A. General.

Different cost margins have been
established by OMB Circular A-76 that must
be exceeded before initiating a "new start"
(in-house), and before converting as in-house
activity to a contract. Details pertaining to
these cost margins and the methods by which
they are to be determined are set forth in the
following paragraphs.

B. Conversion—lane 32

1. Conversion, for purposes of OMB
Circular A-75 and this Handbook, concerns
only a change from in-house to contract
perloonance. The opposite change, that is.
from a contract to in-house performance. is
considered a "new start" and is covered in
paragraph C below. When a possible
conversion is being considered. a cost margin
equal to 10% of the in-house personnel-
related costs must be added to the cost of
contracting-out on the Cost Comparison
Form. This amount is added to give

consideration in the cost comparison to the
loss of production, the tempmary decrease in
efficiency and effectiveness. and other
unpredictable risks that result any time a
change is made in the method of operation
from in-house to contract. It also takes into
consideration the personnel turbulence that
results from such a change.

2. Computation of this personnel-ralated
cost margin is identical to the computation of
the personnel-related portion of the cost
margin for a new start. Accordingly, the
personnel-related portion of Steps 1 through
6, below, will be followed to compute the cost
margin. The resulting amount will be added
to the cost of contracting-out by entry on line
32 of the Cost Comparison Form for each year
of the analysis.

C. New Start—Line 31

1. A new start, for purposes of OMB
Circular A-76 and this Handbook, refers to
any activity not currently being done in-
house at a particular location. When a
comparative cost analysis is conducted for a
possible "new start", a cost margin equal to
10% of the estimated Government pesonnel-
related costs plus 25% of the estimated cost of
ownership of the required facilities and
equipment must be added to the cost of in-
house performance on the Coat Comparison
Form. For this purpose, ownership costs will
be considered to be the product's or service's
prorate shore of the depreciation and cost of
capital that are applicable to the required
assets.

2. The margin of 10% of estimated
personnel costs is consistent ith the margin
favoring the status quo in studies of existing
Government activities. (See paragraph B.
above.) The additional margin. 25% of the
cost of ownership of the required facilities
and equipment, recognizes the risks inherent
in Government investment in industrial
facilities, and provides a tangible expression
of the basic policy of the circular.

3. The method of computing the cost margin
for a "new start" is illustrated in the
following steps. Data from the Figures
provided in sections HI. D. and G., as they
pertain to Product A-3, will be used to the
extent possible. Since these examples do not
contain all the data necessary for the
computation (e.g., direct labor, material
overhead data). certain additional
assumptions pertaining to Product A-3 are
necessary. These assumptions and the steps
in the computation of the cost margin are
shown below:

a. Step 1. Determine the amount of direct
labor applicable to the product or service
being estimated. This will be the amount
shown on line 3 of the Cost Comparison
Form.

Example: For product A-3, this amount is
assumed to be $1.000,000 of its $i. 800.000
direct costs. Based on this assumption, the
direct labor amount that would be shown on
iine 3 is $1.000,000.

b. Step 2, Determine the prorate share of
the indirect labor and depreciation contained
in each overhead pool that is applicable to
the product or service being estimated. The
total indirect labor and depreciation
contained in each overhead pool should be

readily available from the detail utilized to
develop the various overhead rates, which Is
to be included as supporting documentation.

Example: To the extent data were available
in the examples used in various sections of
the Handbook, they have been utilized:
otherwise. the assumptions made are stated.

(1) Material Overhead Assume that
$600,000 of the direct costs of $1,800,000
shown for Product A-3 in the Operations
Overhead section represent direct material
costs. This would normally be obtained from
line a of the Cost Comparison Form. Also.
assume that in the material overhead pool
there are total indirect labor costs of 5.500.000
and depreciation costs of $100,000; also, the
total material costs (direct and indirect) in
the allocation base are $4,800.000. These data
should normally be available from the
documentation supporting material overhead.
The following computation for Product A-3
can then be made.

(a) Determine the ratio of Product A-3's
direct material cost to the total allocation
base: 800.000/4.8000,000 12.5%.	 '

(b) Apply tha above ratio to the total
indirect labor and depreciation in the
material overhead pool to arrive at the
amounts thereof applicable to Product A-3:

Indirect Labor. $500,000 x 12.5% 502,500.
Depreciation. $100,000 x 12.5% = $12.500.
(2) Operations Overhead From the

Illustration in the Operations Overhead
section. the following data are available:
rota indicant Lea In eagle Pool 	  $1.170,000
Indirect Labor in MaChine Pool 	
Total oepreostion in Basic Pool	 $40,003
Total Depreciation MaChille Pool 	

 $030.000

Thud Allocationtise Wed costs) of Butt WOMB
Pool	

Total allocation base (machine Nun) Of ma- ""(14).°°
chine Pool

Urea Coop of Product A-3-	
$93,1300

	  31010,000
Machine Hours applicable to Product A-3 	 	 340.000

(a) The computations for the two pools
would be as follows:

Basic Pool: $1,800,000/59,000,000=20%. 20%.
Indirect Labor, 51,170,000X 20%=5334.000.
Depreciation. 540.000x 20%--58.000.
Machine Pool: 40,000 hours/50,000

hours =80%.
Indirect Labor. 5930.000 x 80% =5744,000.
Depreciation, S400.000 X 80%=$320.000.
(b) Summary
Total indirect labor in operations overhead

applicable to Product A-3 =S1.078.000.
Total depreciation in operations overhead

applicable to Product A-3 =$328,000.
(3) General and Administrative (G&A/

Expense. From the illustrations in the G&A
Expense section. the following data are
available:
Extr=tiva. Prot ass4onal, and Techrscal Supervi-

sion Salaries 	  $I 450,000
Clams] and Other Salaries... 	 	 1,175,000

Total fndireot labor	 S2625,000

Total Allocation Base (total cost in-
curred. exclusive of GSA).	 	  151.500,000

(a) Assume:
Depreciation included in the 53.100.000 of

Other Expenses is $100,000.
The total incurred costs, exclusive of G&A.

applicable to Product A-3 are $4,940.000.
(b) Then the computation to determine the

indirect labor and depreciation in G&A
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applicable to product A-3 would be as
follows: $4.940.000/851,500,000=9.8%.

Indirect Labor, $2,825.000x9.096=5252,000.
Depreciation. $100,000x9.6%=$0.600.
c. Step 3. Accumulate all the labor costs

applicable to the product or service being
estimated. as developed in Steps I and 2:

Example:
Direct Labor (kom Stop 1) Indirect Mot (from

Step 2►-	 31.000.000
Materiel °vireos' ________________	 62.500
Operations Overhead—	 1,078,000
GM Expense 	  —	 252.000

Total Labor applicable to Product A-3... 32.392.500

d. Step 4. Apply the fringe benefits rate(s)
developed in accordance with section 111.C.2.
to the labor costs developed in Step 3, above.

Example: Assume a single fringe benefit
rate of 36% has been developed. Then,
52,392,500X 313% = $909,150.

e. Step 5. Combine the amounts developed
in Steps 3 and 4 to arrive at total personnel-
related coats.

Example: $2,392,500+$909,150=$3,301,050.
f. Step a Compute 10% of the amount

developed in Step 5 to determine the
personnel-related cost margin.

Example: $3.301.650 X 10% 4330,165.
g. Step 7. Accumulate the depreciation

applicable to the product or service being
estimated as developed in Step 2.

Example: Depreciation from Step 2:

Opsrationa Creerhead--- 	 ,, ,, -	 32%000
General and Administrative Expense 	 0,600

Total depreciation applicable to Product
A-3 	 	 350,100

h. Step & Determine the Cost of Capital
that is applicable to the product or service
being estimated. The Cost of Capital will be
computed in accordance with section V.D.
and entered on line 18 of the Cost
Comparison Form. Assume the cost of capital
applicable to the facilities and equipment
required to provide Product A-3 is $300.000.

i. Step 9. Combine the amounts of
Depreciation and Cost of Capital developed
in Steps 7 and a to arrive at the total
ownership cost of the required facilities and
equipment.

Example: Amounts Applicable to Product
A-3:
Deprecation	 5350.100
Cost of Capital..  	  	  300,000

Tots/ Ownerstep Costs 	 3650.100

I, Step 10. Compute the ownership cost
margin by applying 25% to total ownership
costs.

Example: $650.100 x 25% =$162,525.
k. Step 11. Combine the personnel-related

margin developed in Step 8 and the
ownership margin developed in Step 10 to
arrive at the total cost margin for a new start.

Example:
Personnel margin 	 $330.185
Owners/re margin. 162.525

Total coat margin for new start 	 $492,690

1. Step U. Enter the cost margin developed
in Step 11 an line 31 of the Cost Comparison
Form for each year of the analysis.
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Appendix 1.—rart Computatfon Tab).

[Tax rates ere in retake to business receipts]

Mande:arm

40-24-3550 Spacial industry machinery 2
40-24-3560 General Infiusinal rrischinsy--.— 2

Tax 40-24-3570 Office and computing mectinee----
Code No.	 Industry Rats ' 40-24-3598 Other meclinery, except elledrical 2

(%) 40-25-3666 Radio.	 adrasion.	 communication
equipment_

40-25-3670 Electronic components sod mecca:D-Extractive Industries .4es 2
40-25-306 Other 2

10-01-0400	 Apiculture Production 2
electrlesi equipment

40-25-3710 Motor vehicles and equipoise 1
10-01-0800	 Agricultural Services	 ...... I 4047-3725 Aircraft, guided misfire arid pals......._ 1
20-02-1010 Mining kon 2 40-27-3730 Ship and boat building and repairing..... 2
20-02-1070 Mang Copper, Lead. Zinc. Gold and 40-27-3798 Other trenspottalon equipment, swept

Silver Oros 5 motor vehicles 2—.______—
20-02-1096 Mining Other Mates--..-- 1 40-26-3615 Scientific instruments and mss wring
20-03-1150 Coal Mining 7 device% watches end docks_._....., 2

420-05-1430 Sand. Greek Dimension, Crushed and 40-28-3545 OpticaL medical. end optheirnic goods.
broken Star 2 40-26-3860 Photographic equiprnere end smtftes 7-

40-29-3996 Misoseensoue crenulactizIng ard Rad-

Consauction Picturing not allocable 2

30-06-1510 General betiding (constructi0)-- 1 Transportation And Maas
30-06-1531 Operative builders (construction)...__... 1
30-074600 Heavy corstruction------......... 2 50-30-4000 Railnied kansport0on 2
30	 g-06-4711	 Plumbing. heal% eir-condifionin — 1 50-30-4100 Loci end intsniten pemenger fronds.
30-08-1731	 Electricel oak 1 50-30-4200 Trucking and wirehousIng 1
30-004796 Other special trades 1 50-30-4400 Water transportation 3

50-30-4500 TranepoftelOn by air 1
Manufrctueng 60-30-4000 PO Ina, swept rearal 3

50-30-4700 Tiansportelion earriose, not elearehers
classified.

40-09-2010	 Meal	 ......
4049-2020 Miry products..--,---.--

1
2

1

3
5041-4825 Tallashone. telegraph, and o8. Cam

municalkos
40-004030 Preserved ixits ant Vege10100...— 2 5041-030 Ratio end eiterision buslcaelksg-- 15
40-094040 Grain mill products.----:---- 2 50-32-4910 Electric services 	 2
40-094060
4049-060 Seger and Confectionary groducts.—

1
a

5042-4320 Gas production and distribution—
50-32-400 Combination may serricre_----

3
1

40-09-2089 Bottled son drinks and eavoringe..-- 3 60-32-4990 Water supply end other esrffary sew-
40.09-2096 Other food and Wndred products 2 free- 240-12-2315 Mares end Boy's 1
40-12-2345 Women's end dilktreria clothing--
40-12-2386 Other apparel arid 001ralloriee 2 Wholesale Trade
40-12-2390 Other tatikatecl textile products- 2

61-33-5004 Groceries end related products-- 140-13-2415 Loggkig, sawmills. and Paling entaa- 3
40-13-2430 Paliesk, OproOd, related products__ 1 61-43-5006 Machinery, equiPmenk 	 Win 240-13-2496 Other wood products---. 2 81-36-5010 Motor vehicles and siolve equip-dui
40-14-2500 Furniture and lbduree------ 2 mere 1
40.15+2625 Pup, peps and Strad mile ----- 4 61-35-5030 Lumber and oinitructIon rreiewlele— 1
40-15-2699 Other paper products.—_----.— 4 61-35-5060 Metes end Minerals, emote ()Woburn
40-184710 Newsmen (ffMeng and publishing).... 4 kind scrap 2
40-16-2720 Periodicals (printing end publishing)...... 2

..
61-35-5060 Electric' goode....----......-- 1

40-16-2735 Books, greeting cards, and miscella- 61-35-600 Herdeers punbing. and heeling
neous	 ......... _ 3

—
61-36-5098 Other dyable goalie

40-16-2729 Cornmerdal end own printing and
prIntirsg trade services .------ 2

61-35-51 tO Paper and paper product
261-35-5129 Drugs, crecarels, and ailed products_

40-17-2815	 Industrial chemicals. plastics materials 61-35-5130Apparel. Pax 900d11- end nacos --end
40-17-2830 Drupe
40-17-2840 Soap, deems, and toilet Woods

4
3
4

51-35-6150 Fampoduct me materiels-
61-35-5170 Petroleum and petroleum products--
61-35-5160 Alcoholic beverages....-----—

40-17-2850 Paints and allied products 2

5
61-35-5190 kiricalieneous 	 nondurable	 goo*

wholesale trade not allocable40-17-2698	 Agricultural and other chemical Prod-
ucts.

ir-itrole-um and coal products, not else-
where classified 3 Retail Trade

40-19-3050	 Rubber products:	 footwear,
hoseand belting.._ . ---________— 2 62-38-3220 Building miliaria" dealers

40-19-3070 liescetraneous plastics products._____ 2 62-38-5251 Herdawe stores
40-20-3140 Leather footers 1 82-0-6265 Garden supplies and mobile home
40-20-3198	 Leather and leather products not else- dealers 1

where classified 	 2 6247-5300 General mere muss stores
40-214225 Glees producte---_________ 2 62-38-5400 Food stores
40-214240 Cement, hydraulic -------- 2 62-39-5541 Gamine awls stations 2
4041-3270 Concrete, Mum, and plaster prod- 82-39-5598 Other automotive deeiers_---- 1

ucts 1 62-40-5600 Apparel arid accessory stores- 1
40-21-3298 Other nonmetallic miracle products 	 2 62-41-5100 Furniture end home twisting' Morel.. 1
042-3370 Ferrous metal industries: mieCelts- 82-42-5800 Eating and *Sidon Peas 1

mous primary metal products _—_--.......-- 3 62-43-5912	 Drug stores and propeetwy stores........ 1
40-22-3380	 Nonferrous metal industries...------ 2 82-43-5921	 Liquor .toms._______.__........... 1
40-23-3410 Metal cans and Pipping containers 3 62-43-5995 Other Ms. stones 1
40-23-3428 Cutlery. hard tools. and hardware.

screw machine praises. WU. and Seiler prod-
83-44-5997 Wholesale and retail trade not alloce-

Ns
4

-SeZt;1;40-234.6.1.1 Plumbing and healing, except
and warm elr 	 8 Services

40-23-3440 Falai:Sad structural metal products-- 2
60-52-71.4	 Hotels and other lodging pieces.........._ 140-23-3480 Metal finings us samongs 2

40-23-3470 Casting, anwaving. and gilled services. 2 80-53-7200 Personal servloss-----. 2
40-23-3480 Ordnance and accessories. easel ve- 80-54-7310 Advertising services —_—_-- 1

hicles and guided missiles	 ...... 1 80-54-7389 Brahma services, except advertiaing.- 2
40-23-3490 Miscellaneous tabdcated metal prod- 80-55-7500 Auto repair arid services 1

ucts 3 80-55-7600 Illacellaneous repair reksa..--. 1
40.24-3520 Firm 2 80-56-7612 Motion pictie production, distributors.
40-24-3530 ConarructIon end related machinery.—. 3 and aimless 2
40-24-3540 Metalworking mecNnety_-- 3 60-58-7830 Motion picture theeters....---- 2

204



Federal Ragititse / Vol. 44. No. e7 / Thursday. April 5. ID7D / Notices 20557
	 •n•

13140-7000 Armament ern rearallon sel
amyl -nears Waal 	

	
3

00-674013 Phseidanir einem 	
	

1
83-674021 -errs' senime 	  0.4
so-sr-ease Passim end Muni am WNW
10.67-1W071 Value laborelorim	

	
2

110-157-1100, Ober -erase senten- 	 1
110-57.1111t [Aga imam	

	
OA

SO-WA= Eftcellerai ante. 	
50-87-11600 illenelensous amine. nut eles~1

	dwelled-

Appendix 2— Glossary of Terms
The definitions presented below are taken

from the text of this handbook. pmcurement
regulations, and other authoritative
publications.

Acquisition Cost. The amount paid to
acquire an asset (Chapter M. Operations
Overhead).

Actual Cost An amount based on cost
incurred as distinguished from estimated
costs; includes standard cost properly
adjusted for applicable variance (Chapter III.
Fringe Benefits).

Allocate. To assign an Item of cost or a
group of items of cost to one or more cost
objectives. This term includes both direct
assignment of cost and the reassignment of a
share from an indirect cost pool (Chapter M.
Operations Overhead).

Allocation Base The denominator in the
fraction used to develop an overhead rate. it
is either the total of some element of expense
(or group thereof) or a quantitative measure
that is common to all items or activities to
which the indirect costs are to be allocated
(Chapter Material Overhead. Operations
Overhead, G & A Expenses).

Amortization. The gradual extinguishment
of any amount over a period of time, such as
the write-off of a portion or all the cost of an
asset, or the retirement of a debt over a
period of years (Chapter IV. Government-
Furnished Facilities).

Award-Fee Contract A coat
reimbursement-type contract with special fee
provisions. It provides a means of applying
incentives in contracts which are not
susceptible fo finite measurements of
performance necessary for structuring
incentive contracts (Chapter IV. Contract
Price).

Basic Labor Rate. For Wage Board
employees. the basic labor rate is the hourly
rate to be applied to all hours worked and to
all hours of annual leave earned, and sick.
holiday and other leave taken. The General
Schedule (GS) basic rate is the published
annual rate of pay for the particular GS grade
and step level (Chapter Direct Labor).

Bill of material. A detailed listing of the
material requirements for performing a
service or providing a product (Chapter
Direct Material)

Capitalized Cost The cost of acquiring
installing and modifying a tangible capital
asset that has been added to an asset
account (Chapter V. One-Time Costs).

Cartage. Transportation from a freight
terminal to the point of use or consumption
(Chapter V. Transportation).

Contract Administration Costs. The costs
incurred by the Government in assuring that

a contract le faithfully executed by both the
Government and the contractor (Chapter IV.
Contract Administration).

Conversion. The transfer of work from a
Government commercial or industrial activity
to performance by a contractor (Chapter V.
One-Time Costs).

Cost Comparison (or Comparative Cost
Arri:vsis.) An accurate determination of
whether it is more economical to acquire the
needed products or services from the private
sector or from an existing or proposed
Government commercial or Industrial activity
(Chapter I. Policy).

Cost Differentials. The cost margins
established by OMB Circular A-76 that must
be exceeded before performing a "new-start"
in-house and before converting an in-house
activity to contract performance (Chapter VI.
Cost Differentials).

Cost Element A basic unit of cost. such as
labor or material. The acumulation of all the
basic units related to • given product or
service provides the total cost of that product
or service (Chapter M. General).

Cost Objective. A function, organizational
subdivision. contract, or other work unit for
which cost data are desired aced for which
provision Is made to accumulate and measure
the cost of processes, products, lobs,
capitalized projects, etc. (Chapter
General)

Cost of Capital An Imputed charge on the
Government's investment In all of the plant
facilities and other assets necessary for the
work center to manufacture products or
provide services (Chapter V. Cost of Capital).

Cost of Capital Committed to Facilities. An
imputed cost determined by applying a cost
of money rate to facilities' capital (Chapter V.
Cost of Capital).

Cost Reimbursement Contract. A type of
contract that provides for reimbursement to
the contractor of allowable costs incurred in
the performance of a contract, to the extent
prescribed in the contract (Chapter IV.
Contract Price).

Current Costs. Costs incurred in the current
accounting period (Chapter lfl. Direct
material).

Current market Value. The amount for
which an item could be sold in today's
market (Chapter V. Cost of Capital).

Demurrage. The compensation paid for the
delaying of a ship. freight car. etc.. as by the
failure to load, unload, or dispatch within the
time allowed (Chapter IV, Transportation
Cost).

Depreciation. The method used to spread
the cost of tangible capital assets (plant.
machinery. etc..), less residual value. over
their estimated useful lives in a systematic
and logical manner (Chapter M. Operations
Overhead).

Direct Cost. Any cost which can be
identified specifically with a particular final
cost objective. Direct costs are not limited to
items which are incorporated in the end
product as material or labor. Costs which can
be identified sperifically with a product/
service are direct costs of that product/
service. All costs identified specifically with
other products/services ere direct costs of
those. products/services. (Chapter M.
General).

Direct Labor. That portion of salaries and
wages which, as a practical matter, can be
identified with and charged only to a specific
product or service (Chaptert M. Direct
Labor),

Direct Material. The costs of such goods as
raw material. parts. sub-assemblies,
components and supplies which. as a
practical matter. can be identified specifically
with the product/service (the final objective)
under review (Chapter M. Direct material).

Double-Counting. The treatment of certain
costs as direct costs of the product/service.
while similar coats related to other products/
services are treated as indirect costs and a
portion thereof is allocated to the product/
service for which the estimate is being
prepared (Chapter General).

Estimating Cost. The process of
determining a future or past result In terms of
WSW, based upon information available at
the time (Chapter M. General).

Final Cost Objective. A cost objective
which has allocated to it both direct and
indirect costs. and, in the cost accumulation
system. is one of the final accumulation
points (Chapter General).

Firm-Fixed-Price Conked. A contract
which provides for a price which is not
subject to any adjustment by reason of the
cost experience of the contractor in
performance of the contract (Chapter IV,
Contract Price).

Fiscal Year. The accounting period for
which annual financial statements ars
regularly prepared. The Government's Fiscal
Year begins on October 1. and ends on
September 30 (Chapter Operations
Overhead).

Fixed Price Contract With Flexible Pricing
Arrangements. This type of contract provides
for either a firm-fixed-price for an initial
period and for prospective price
redetermination at stated times during the
performance of the contract or a ceiling price
and retroactive price redetermination after
completion of the contract (Chapter IV.
Contract Price).

Fringe Benefits. Allowances and services
provided employees as compensation in
addition to basic salaries and wages (Chapter
M. Fringe Benefits).

Full Costs. The total of all direct and
indirect costs allocable to a product or
service (Chapter M. Direct Material).

General and Administrative (GOA)
Expense. Any management. financial and
other expense which is incurred by or
allocated to an organizational unit and which
is for the general management and
administration of the unit as a whole. G&A
expense does not include those management
expenses whose beneficial or causal
relationship to cost objectives can be more
directly measured by a base other than a cost
input base representing the total activity of
the unit during a cost accounting period.
(Chapter III. General and Administrative
Expense).

Government•Furnished Facilities and
Equipment. Facilities and equipment in the
possession of or acquired directly by the
Government. and subsequently delivered or
otherwise made available to the contractor
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(Chapter IV. Government-Famished
Property),

Incremental Cost. The increases or
decreases hi total coat, or the changes in
specific elements of cost, that result from
variations in operations (Chapter ILL
Operations Overhead).

Indirect Costa Any cost not directly
identified with a single final cost objective.
but identified with two or more final cost
objectives or with at least one intermediate
cost objective (Chapter III, General).

Indirect Cost (Overhead) Pool. A grouping
of incurred (or projected) mita identified
with two cr snore cost objectives but not
identified specifically with any final cost
objective (Chapter Ma Operations Overhead).

Insurance Costs. The cost to the
Government arising from liabilities and
losses not covered by insurance. The costs
are incurred in consonance with the
Government's policy of acting as a self-
insurer (Chapter III, Operations Overhead).

Interagency Support. Products or services
furnished from the capacity of another
Government agency or organization to the
agency which will provide the product or
service being estimated (Chapter !IL
Interagency Support).

Labor flour Contract. A variant of the time
and material-type contract, differing only in
that materials are not supplied by the
contractor (Chapter IV, Contract Price).

Labor.Time Standard. A preestablished
measure expressed in temporal terms, of the
quantity of labor required to perform a task
(Chapter III, Direct Labor).

Maintenance and Repair. Cost incurred to
keep buildings and equipment in normal
operating condition (Chapter	 Operations
Overhead).

Material Overhead Casts. Indirect costs
related tc an activity or group of activities for
acquiring, handling, and/or controlling
required materials. until the materials are
used or consumed in the production of goods
and services or are sold without processing
(Chapter III. Material Overhead).

Material-Quantity Standard. A
preestablished measure, expressed in
physical terms, of the quantity of material
required for a specific purpose (Chapter III.
Direct Material).

New Book Value. The capitalized cost of
an asset or group of assets shown in the
accounting records, less accumulated
depreciation or other applicable offset
(Chapter V, Cost of Capital).

New Start. A newly established
Government commercial or industrial
activity. including a transfer of work from
contract to in-house performance (Chapter V.
One Time Costs).

No-Cost Basis. The provision of a product
or service without charge or remuneration
(Chapter III, General and Administrative
Expense).

Nominal Cost. Cost of a very minor amount
(Chapter	 Direct Material).

One-Time Costs. The nonrecurring costs to
the Government when it either starts or
discontinues an in-house activity as a result
of a decision to change the source of a
product or service (Chapter V, One-Time
Costs).

Operations Overhead Coate. The indirect
costs which are necessarily incurred during a
fiscal year to produce or deliver the products
or services being provided by a particular
organizational element (Chapter
Operations Overhead).

Opportunity Costs. Other income, or
expense avoidancn. foregone by using limited
resources for a particular purpose (Chapter V.
Cost of Capital).

Other Direct Costs. All those direct costs
(exclusive of direct labor and direct material)
which are identified as having been incurred
specifically for a particular product or service
(Chapter W. Other Direct Costs).

Overhead Rate. A percentage, or monetary
unit related to a quantitative measure,
derived by dividing an indirect cost pool by
an allocation base (Chapter M. General.
Mulerial Overhead, Operations Overhead).

Overtime and Other Premium Pay.
Additional amounts added to biotic salaries
for working longer than theregularly
scheduled hours or under unusual conditions
(Chapter 104 Operations Overhead).

Ownership Cost (or Cost of Ownership). A
product's or service's prorate share of the
depreciation and cost of capital applicable to
the fixed assets required for performance
(Chapter VI, New Start).

Pricing. The process of establishing the
amount or amounts to be paid in return for
goods or services (Chapter III. Direct
Material).

Proposal. Any cffer or other submission
used as a basis for pricing a contract,
contract modification or termination
settlement, or for securing payments
thereunder (Chapter IV. Contract Price).

Rent. The cost incurred for the use of
another entity's tangible assets (land, plant
and machinery, etc.) in providing the
product/service being estimated (Chapter
Operations Overhead).

Residual Value. The proceeds (less
removal and disposal costs, if any) realized
upon disposition of a tangible capital asset. It
usually is measured by the net proceeds from
the sale or other disposition of the asset. or
its fair value if the asset is traded on another
asset (Chapter III, Operations Overhead).

Standard Costs. Any cost computed with
the use of preestablished measures (Chapter

Direct Material, Direct Labor).
Standard Level User Charge (SLUC). The

amount which the General Services
Administration (GSA) messes Federal
agencies for their assigned space in GSA—
controlled buildings. This SLUG rate is a
composite of three ingredients:

a. the fair annual rental appraisal rate for
apace, utilities and normal services;

b. an escalation of this rate; and
c. an added charge for standard protection.
Standby Maintenance Costs. The coats

necessary for the upkeep of property held in
a standby status to assure contract
performance. This maintenance neither adds
value to the property nor appreciably
prolongs its useful life. Rather. the
maintenance keeps the property in an
efficient operating condition so that it will be
available for possible use in case of
nonperformance by the contractor (Chapter
IV. Standby Costs).

Straight-Line Depreciation. A method of
depreciating an asset by charging an equal
amount of its depreciable cost (capitalized
cost leas residual value) to each accounting
period covered by Rs useful life, or by
charging en equal amount of its depreciable
cost to each hour of use, each product
produced. etc. (Chapter III. Operations
Overhead).

Support Costs. Costs incurred by one
organizational unit for the benefit of another
(Chapter III, Operations Overhead).

Surcharge. An additional amount added to
the basic charge to cover expenses incurred
in providing the products or services (Chapter
III, Direct Material. Material Overhead).

Tangible Capital Asset. An asset that has
physical substance, more then minimal value,
and is expected to be held for continued use
or possession beyond the current accounting
period (Chapter III, Depreciation).

Time and Material Contract. A type of
contract which provides for the procurement
of supplies and services on the basis of (i)
direct labor hours at specified fixed hourly
rates (which shall include wages, overhead.
general and administrative expense, and
profit) and (II) material at cost. and where
appropriate, material handling costs at, a part
of material cost (Chapter IV, Contract Price).

Work Center. The lowest organizational
unit at which costs are accumulated (Chapter

Operations Overhead).
Work Statement. A comprehensive

deicriptlon of what is to be done. including
performance standards as appropriate. The
work statement should describe all duties.
tasks. responsibilities, frequency of
performance of repetitive functions, and
requirements for furnishing facilities and
materials (Chapter U. Statement of Work).

Appendix 3—Chronological Outline of
the Cost Comparison Process

Note.—The individual or group noted in the
parentheses after each step is responsible for
completing the action described in the step.

PRE-SOLICITATION PERIOD

Step and handbook reference

1. Establish a task group and
designate a chairman (Approving
Authority). II. 0.1.

2. Establish an overall plan and
schedule (Task Group). II.B.2.

3. Prepare a Statement of Work (Task
Group). Il.C.

4. Review the Statement of Work
(Contracting Officer). II.C.3.

SOLICITATION PERIOD

Step and handbook reference

5. Issue and publicize a solicitation
(Contracting Officer).

0. Prepare bids or proposals
(Prospective Contractors). ll.D.

7. Prepare the in-house cost estimate
(Task Group)."11.D.2.111.

• A detailed checklist for completing this process
is provided on pages 4-8 of this Appendix.
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B. Determine additions to and
deductions from the costs of in-house
performance ;Task Group).**ILD.3.V.

9. Submit bids or proposals
(Prospective Contractors) and the in-
house estimate (Task Group) to the
contracting office by the time and at the
place specified in the solicitation. 11.113.

BID OPENING/CONCLUSION OF
NEGOTIATIONS

Step and handbook reference

10. Determine the "contract price" to
be entered in Line 10 of the Cost
Comparison Form (Contracting Officer).
II.D.4.

COST COMPARISON

Step and handbook reference

11. Complete the Cost Comparison
Form (Task Group).'"11.D.5.

12. Review the Cost Comparison Form
and associated documentation for
conformance to the applicable guidance
(Qualified Independent Party). 11.0.8.

13. Adjust the Cost Comparison Form
and/or data, if necessary (Task Group).
RDA

14. Certify the Cart Comparison
(Qualified Independent Party).11.0.5.

15. Orginate the Decision Summary
Form and send it to the Approving
Authority with recommendation (Task
Group). 11,0.7,8.

18. Send the approved Decision
Summary Form to the Contracting
Officer (Approving Authority). 11.0.9.

17. Announce the results of the cost
study and allow time for interested
parties to review them (Contracting
Officer), ILD.9,

ACTION

Step and handbook reference

18. Act on the decision by awarding a
contract or by cancelling the solicitation
(Contracting Officer). ILD.9.10.

PREPARE THE IN-HOUSE COST
ESTIMATE (Step 7)

Step and handbook reference

7.1. Estimate Direct Material Costs by
preparing a spread sheet similar to
Figure 1, and completing it in
accordance with text references. Enter
the Total Direct Material Costs in Line 1
of the Cost Comparison Form. III.B.2.

7.2. Estimate Direct Labor Costs. using
a spread sheet similar to Figure 3 and
the text zeferences. Enter the Total
Direct Labor Costs in line 3 of the Cost
Comparison Form. fll.C.1.

A detailed checklist for completing this process
is provided on pages 9-12 of this Appendix.

A detailed checklist for completing this
process is provided on pages 13-17 of this
Appendix.

7.3. Estimate any other Direct Costs.
Enter the Total amount in Line 6 of the
Cost Comparison Form. ULF.,
Note.- Steps 7.4 through 7.8 involve
indirect costs (defined in M.A.1.d.).
There are many types of indirect costs,
the most common of which are Indirect
labor. indirect material and supplies.
depreciation, rent maintenance and
repair costs, support costs, utilities.
insurance, and overtime and other
premium pay. Each of these types of
indirect costs is described in 111.114. of
the handbook. in the context of
Operations Overhead expenses.
However, each type is likely to be
represented in all three overhead pools:
Operations Overhead. Material
Overhead (see Figure 2) and General
and Administrative Expense (see
111.G.11.).

7.4. Identify and accumulate Material
Overhead costs. III.B.3. Figure Z.

7.5. Identify and accumulate
Operations Overhead costs. 111.D. Figure
5.

7.6. Identify and accumulate General
and Administrative expenses. M.G.

7.7. Estimate the Cost of Fringe
Benefits applicable to the product/
service being analyzed. IILC.2.

7.7.1. Using the Total Direct Labor
Costs (Step 7.1) and the indirect labor
costs identified in Steps 7.4, 7.5 and 7.5.
prepare and fill in a fringe benefits table
similar to the example in Figure 4. Figure
4.

7.72. Apply the predetermined factors
for retirement end insurance and other
benefits to the appropriate total dollar
amounts. ill.c.2.d.

7.7.3. Apply the actual employer
contribution rate for FICA to the
applicable labor costs attributable to
employees covered by social security.
III.C.2.e. Figure 4.

7.7.4. Sum up the costs of retirement.
FICA, and insurance and other benefits
calculated in Steps 7.7.2 and 7.7.3 to
determine total standard fringe benefits.
Figure 4.

7.7.5. Estimate the Costs of any
additional benefits. III. C.2.f.

7.7.6. Add total standard fringe
benefits and additional benefits together
to determine Total Fringe Benefits.
Figure 4.

7.8. Calculate the Fringe Benefits Rate.
III.C.2.g. Figure 4.

7.9. Determine Total Material
Overhead Expense by developing a
schedule similar to Figure Z with data
developed in Steps 7.4 and 7.5 Figure 2.

7.10_ Compute the base for distributing
Material Overhead Costs. (This wilt
often be Total Material Costs. which
would be the sum of: Direct Material

Costs calculated In Step 71: direct
material costs associated with all other
products/services (those not being
reviewed); and indirect material and
supplies costs identified in Steps 7.4, 7.5
and 7.5.). 111.13.3.d-f.

7.11. Determine the Material
Overhead costs applicable to the
product/service being estimated.

7.11.1 Develop a Material Overhead
Rate by dividing Material Overhead
Costs (Step 7.9) by the appropriate base
( Step 7.10).

7.11.2. Apply the Material Overhead
Rate (Step 7.11.1.) to Direct Material
Costs to determine the Material
Overhead Costs allocable to the ,
product/service being estimated. Enter
this amount in Line 2 of the Cost
Comparison Form. Ill.B.3.e.

7.12. Determine Operations Overhead
costs applicable to the product/service
being estimated. M.D.5.

7.12.1. Determine Total Operations
Overhead costs by completing a
schedule similar to Figure 5. with data
developed in Steps 7.5, 7.8 and 7.11.1.
111.D. Figure 5.

7.12.2. r.stablish an appropriate base
or bases for the allocation of operations
overhead costs to the product/service
being estimated. III.D.5.a.

7.12.3. Develop an applicable
operations overhead rate or rates by
dividing total or the applicable portion
of operations overhead dollars (Step
7.12.1) by the °mixings) of the
applicable established allocation
base(s) (Step 7.12.2). 111.D.S.b.

7.12.4. Apply the operations overhead
rate(s) to the part the allocation bases)
applicable to the product/service being
estimated. This yields the dollar amount
of operations overhead allocated to the
product/service. If more than one rate/
base is involved, sum up the resulting
dollar amounts to obtain an overall
total. Enter this amount in line 5 of the
Cost Comparison Form. Figure 5.

7.13. Determine the General and
Administrative expense applicable to
the product/service being estimated.

7.13.1. Determine total G & A expense
with data developed in Steps 7.6, 7.8 and
7.11.1. III.Gata.

7.13.2. Develop the appropriate
allocation base (total costs incurred by
mission functions of the organization.
exept for G & A expense). III.G.10.
III.G.11.b.

7.13.3. Compute the G & A rate by
dividing total G & A expenses (Step
7.13.1) by the allocation base (Step
7.13.2). III.G.11.c.

7.13.4. Apply the G A rate to the
cost of the product/service less G & A
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expense. Enter the amount in line 7 of
the form. IILG.12.

7.14. Wrap up the Basic In-House
Estimate

7.14.1. Sum up the entries in lines 1
through 7 of the form for the first year,
and enter the total in line 9 under the
"first year"column. Exhibit 1.

7.14.2. For each subsequent year,
calculate the inflation amount to be
entered in line 8. Then sum up lines 1
through 8 and enter the total in line 9.
III.H. Exhibit 1.

DETERMINE ADDITIONS TO AND
DEDUCTIONS FROM THE COSTS OF
1N-HOUSE PERFORMANCE (Step 8) •

Step and handbook reference

8.1. Estimate the cost of capital for
assets related to in-house and/or
contractor performance of the
function(s) being reviewed. V.D.

8.1.1. Decide which of the six possible
"use situations" the assets fall into to
determine what calculations must be
made and which Cost Comparison Form
line numbers must be filled in. V.D.2.

8.1.2. For assets to be utilized:
8.1.2.1. Determine the net book value

of each tangible capital asset related to
performance. Sum these amounts up to
calculate the Total Net Book Value of
the assets. V.D.3.a.

8.1.22. Compute the cost of capital by
multiplying the Total Net Book Value by
.10. V.D.3.b.

8.1.2.3. Are the assets involved to be
used solely to provide the product/
service being estimated? V.D.3.b.

—If "Yes", enter the cost of capital
computed in Step 8.1.2.2 in the
appropriate line(s) of the Cost
Comparison Form. V.D.3.b.

—If "No", prorate the cost of capital
to determine the cost of capital
applicable to the product/service being
estimated. Enter this amount in the
appropriate line(s) on the Cost
Comparison Form. V.D.4.

8.1.3. For assets to be disposed of:
V.D.5.

8.1.3.1. Ascertain the current market
value of each asset. V.D.5.b.

8.1.3.2. Estimate the costs of disposing
of each asset. V.D.5.c.

8.1.3.3. Determine the net value to the
government of each asset by subtracting
disposal expenses from its market value.
Sum up the individual net values to
compute Total Estimated Net Value.
V.D.5.d.

8.1.3.4. Determine the net book value
of each asset. Sum up individual values
to compute the Total Net Book Value of
the assets. V.D.5.d.

8.1.3.5. Calculate the net estimated
gain or loss from the disposal of these

assets by deducting Total Net Book
Value (Step 8.1.3.4) from Total Estimated
Net Value (Step 6.1.3.3). V.D.5.d.

8.1.3.6. Multiply the gain or loss figure
by .10 to ascertain the annual value to
the Government of the gain or loss.
V.D.5.d.

8.1.3.7. Enter the amount calculated in
Step 8.1.3.8 in line 28 of the Cost
Comparison Form. V.D.5.d.

8.2. Estimate one-time new-start costs
(if applicable). V.E.3.

8.2.1. Estimate the cost of acquiring
and installing new facilities and
equipment. V.E.3.a.

8.2.2. Estimate the cost of office and
plant rearrangements. V.E.3.a.

8,2.3. Estimate the cost of employee
recruiting, training, and relocations.
V.E.3.a.

8,2.4. Estimate the cost of other
actions directly resulting from
discontinuing an existing contract.
V.F.3.a.
Note.—The costs of investment in new
facilities and equipment should not be
included in one-time new-start costs, but
should be annualized in the context of
cost of capital and depreciation (see
V.E.3.a.).

8,2.5. Sum up the totals of estimates
derived in Steps 8.2.1 through 8.2.4 to
obtain Total New Start Coots. V.E.3.

8.2.6. Divide the Total New Start Costs
by 5 and enter this amount in Line 19.
V.E.3.b.

8.3. Estimate any other costs of in-
house performance. Enter the aggregate
amount of snrh costs in line 20 of the
Som. V.H.

8.4. Estimate any deductions from the
cost of in-house performance which are
not covered by any of the Handbook's
cost dassifications. Enter the total
amount in line 21. V.H.

8.5. Total the additions and
deductions to obtain the amount to be
entered in line 22 of the form. Exhibit 1.

8.8. Determine the new-start cost
differential (if applicable). (Follow steps
1 through 12 in the text, paragraph
VI.C.3.) Enter the total cost margin in
line 31 of the form. VI.C. Exhibit 1.

8.7. Calculate the adjusted cost of in-
house performance. Enter the amount in
line 33 of the form. Exhibit 1.

COMPLETE THE COST COMPARISON
FORM (Step 11)

Step and Handbook reference

11.1. Determine the cost of
transportation the Government will
provide in connection with the product/
service being obtained by contract.
Enter this total in line 11. IV.C.

11.2. Determine the cost of Contract
Administration by applying 4% to the

contract price. Enter this amount in line
12 of the Form. IV.D.

11.3. Determine the cost of
Government furnished property. IV.E.

11.3.1. Determine the costs connected
with the contractor's use of
Government-furnished materials and
supplies. IV.E.3.

11.3.2. Determine the cost connected
with the contractor's use of
Government-furnished facilities and
equipment. IV.E.4

11.3.3. Sum up the totals derived in
Steps 11.3.1 and 11.3.2 to determine the
total cost of Government-Furnished
Property. Enter this total in line 13.
IV.E.2.

11.4. Determine standby maintenance
costs (see Steps 11.9.2.1-5).

11.5. Determine the amount of any
other costs which would result from
contracting-out. Enter the total amount
of such costs in line 15. IV,G.

11.6. Determine the In-house G&A
expenses associated with contracting-
out by applying the G&A rate developed
in Step 7.13.3 to the total of lines 11
through 14 on the form. Enter this
amount in line 18. N.H.

11.7 Sum up lines 10 through 16 and
enter the total In line 17 (after
completing Steps 11.9.2.3 through
11.9.2.5, if applicable). Exhibit 1.

11.8 Determine Additions to and
deductions from the Costs of
Contracting.

11.8.1 The Cost of Capital to be
entered in line 23 was determined in
Step 8.1.

11.8.2 Estimate one-time conversion
costs (if applicable). V.E.4.

11.8.2.1 Estimate material-related
costs of conversion. V.E.4.b.

11.8.2.1.1 Determine how excess
material will be'disposed of. V.E.4.b.

11.8.2.12 Estimate the gain or loss on
the sale of material expected to be sold.
V.E.4.b.(3)	 ,

11.8.2.1.3 Determine the cost of
transferring any material to the
contractor by following Steps 11.3.1
through 11.3.3. V.E.4.b.(1)

11.8.2.1.4 Estimate the additional costs
to be incurred in making any material
available for other uses in the
Government. V.E.4.b.(2)

11.8.2.1.5 Sum up totals derived in
Steps 11.8.2.1.2 through 11.8.2.1.4.

11.8.2.2 Estimate labor-related costs of
conversion. V.E.4.c.

11.8.2.3 Estimate other costs of
conversion. V.E.4.d.

11.8.2.4 Sum up amounts calculated in
Steps 11.8.2.1.5, 11.8.2.2, and 11.8.2.3 for
a conversion cost subtotal.

11.8.2.5 Multiply the conversion cost
subtotal (Step 11.8.2.4) by the G&A rate
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developed in Step 7.13.3 to arrive at
applicable G&A costs. V.E.4.e.

11.8.2.6 Add the conversion cost
subtotal (Step 11.8.2.4) to applicable
G&A costs (Step 11.8.2.5) for total one-
time costs related to conversion. V.E.4.f.

11.8.2.7 Divide this total (Step 11.a
by 5. Enter the one-fifth figure in line 25.

11.9 Estimate the impact of
Conversion on utilization of Government
capacity.

11.9.1 Determine what will happen to
the existing work center if a contract is
awarded. V.F.

—Will it be completely idle? If so. go
on to Step 11.9.2.

—Will it operate at reduced capacity?
If so. go on to Step 11.9.3.

—Will it operate at the same or
increased capacity? If so, go on to Step
11.9.4.1.

11.9.2 Determine whether work center
facilities will be disposed of or placed in
standby status. V.F.2.

11.9.2.1 For facilities which will be
disposed of, calculate the opportunity
cost to be added to the Government's in-
house estimate. V.D.

11.9.2.2. For facilities that will he
placed in standby status, estimate
standby costs to be added to the costs of
contracting out by following Steps
11.9.2.3 through 11.9.2.5. V.F.Z.

11.9.2.3. Estimate the cost, if any, of
preparing facilities and equipment for
standby status. IV.F.3.

11.9.2.4. Estimate the cost of holding
facilities and equipment in a standby
status (standby maintencance cost).
This should include depreciation. N.F.

11.9.2.5 Add preparation cost (Step
11.9.2.3) to standby maintenance costs
(Step 11.9.2.4) to determine total
estimate standby costs. Enter this
amount in line 14. IV.F.3,4.

11.9.3. Determine costs attributable to
underutilized capacity. V.F.5.

11.9A.1.Estimate the proceeds or costs
of disposing of any government assets
related to the replacement product/
service. V.F.3.

11.9.4.2. Estimate the rental costs
which will be avoided as a result of
transferring the replacement product/
service. V.F.3.

11.9.4.3. Add final totals derived in
Steps 11.9.4.1 and 11.9.4.2 for total
savings (or total additional cost)
resulting from transferring the
replacement product/service. Enter this
total in line 24. V.F.3.

11.10. Estimate the amount of Federal
tax payable on the contract price. Enter
this amount in line 27 as a deduction
from the cost of contracting. IV.G.
Appendix I.

11.11. Estimate any other costs of
contracting out. Enter the total amount
of such costs in line 20. V.H.

11.12. Estimate any other costs which
should be deducted from the cost of
contracting out, but are not covered by
any of the Handbook's classifications of
costs. Enter the total amount in line 29.
V.H.

11.13. Determine the conversion cost
differential (if applicable). VI.B.

11.13.1. Follow steps 1 through 6 in
text paragraph VI. C.3. VI.C.3.

11.13.2. Enter the conversion cost
margin (i.e.. the personnel-related cost
margin calculated In Step 6 of VI.C.3.) in
line 32 of the Form. VI.B.2.
IFR Doc 79-10366 Flied	 &45 am]
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Federal Bureau of Investigation
Mr. Robert W. Knapp, Unit Chief,

Contract Review Unit, Federal
Bureau of Investigation, 10th and
Pennsylvania Avenue, N.W., Room
1839, Washington, D.C. 20535; (202)
324-4182

Federal Communications Commission
Mr. Richard Goodfriend, Management

and Service Branch, Planning and
Analysis Division, Federal
Communications Commission, 1919
M Street, N.W., Room 414,
Washington, D.C. 20554; (202) 632-
7513

Federal Emergency Mangement Agency
Ms. Gail Kercheval, Management

Planning Staff, Office of
Administrative Support, Federal
Emergency Mangement Agency, 500
C Street, S.W., Room 318,
Washington, D.C. 20472; (202) 287-
0293

Federal Home Loan Bank Board
Mr. James Higgs, Procurement Branch

Chief, Federal Home Loan Bank
Board, 1700 G Street, N.W. 4th
Floor, Washington, D.C. 20552; (202)
377-6030

Federal Trade Commission
Mr. Richard Casazza, Code XDSA,

Federal Trade Commission, 6th and
Pennsylvania Avenue, N.W.,
Washington, D.C. 20580; (202) 523-
3361

General Services Administration
Ms. Frances Clark, Office of

Operations (AR), 18th and F Streets,
N.W., Room 6022A, General
Services Administration,
Washington, D.C. 20405; (202) 523-
0100

Department of Health and Human
Services

Mr. Frank Proden, Office of
Procurement, Assistance, and
Logistics, Department of Health and
Human Services, 200 Independence
Avenue, S.W., Hubert Humphrey
Building, Room 538H, Washington,
D.C. 20201; (202) 245-0481

Department of Housing and Urban
Development

Mr. Mike Franklin, Office of
Procurement and Contracts,
Department of Housing and Urban
Development, 451 Seventh Street,
S.W., Room 5260, Washington, D.C.
20410; (202) 755-5294

Department of the Interior
Ms. Cecil Bouchard, Division of

Acquisition and Grants, Department
of the Interior, Room 5529,
Washington, D.C. 20240: (202) 343-
3348

International Communications Agency
Mr. Charles N. Canestro,

Management, Plans and Analysis

Staff, International Communications
Agency, 400 C Street, S.W.,
Washington, D.C. 20547; (202) 485-
8676

Interstate Commerce Commission
Mr. Vergil L. Schultz, Chief, Section of

Administrative Services, Office of
the Managing Director, Interstate
Commerce Commission, Room 1315,
Washington, D.C. 22343; (202) 275-
7236

Internal Revenue Service
Mr. Edwin Murphy, Internal Revenue

Service, Contracts and
Procurements (PM:S:FM:C), 1111
Constitution Avenue, N.W.,
Washington, D.C. 20224; (202) 566-
9140

International Trade Commission
Mr. Richard Arnold, Director, Finance

and Budget, International Trade
Commission, 701 E Street, N.W.,
Room 159, Washington, D.C. 20436;
(202) 523-0035

Department of Justice
Mr. Larry Silvis, Assistant Director,

Procurement and Contracts Staff,
Department of Justice, Room 6213,
Washington, D.C. 20530; (202) 633-
3217

Department of Labor
Mr. Theodore Goldberg, Director,

Office of Procurement and Grant
Policy, Department of Labor, 200
Constitution Avenue, N.W., Room
C4311, Washington, D.C. 20210;
(202) 523-9174

Department of the Navy
For Copies: Office of the Comptroller,

Program/Budget Coordination
Branch, (NCBG-2), Room 4C640,
Pentagon, Washington, D.C. 20350,
Autovon 225-6598 or (202) 695-6598

Questions: Mr. Peter Cirafici, CNO
(OP-443), 1300 Wilson Boulevard,
Room 802, Arlington, Virginia 22209,
Autovon 224-0880 or (202) 694-0880

National Aeronautics and Space
Administration

Mr. Donald L. Hess, Insitutional
Program Analysis Division,
National Aeronautics and Space
Administration (Code BI-5), Room
5003, Washington, D.C. 20503; (202)
755-3430

National Credit Union Administration
Mr. William Poling, Department of

Financial Operations, National
Credit Union Administration, 1776
G Street, N.W., Washington, D.C.
20456; (202) 357-1100

National Science Foundation
Mr. William H. Ward, Division of

Finance, National Science
Foundation, 1800 G Street, N.W.,
Room 431, Washington, D.C. 20550;
L202) 357-7753

Nuclear Regulatory Commission
Mr. Robert E Loach, Resources

Management, Nuclear Regulatory
Commission, 12217 MNBB,
Washington, D.C. 20555; (202) 492-
9805

Office of Personnel Management
Mr. Bruce Fredrics, Office of Planning

and Evaluation, Office of Personnel
Management, 1900 E Street, N.W.,
Room 7486, Washington, D.C. 20415;
(202) 254-5758

Railroad Retirement Board
Mr. J. D. Farr, Bureau of Supply and

Service, U.S. Railroad Retirement
Board, 844 Rush Street, Chicago,
Illinois 60611; FTS 8-387-4520

Small Business Administration
Mr. Richard Sadowski, Administrative

Officer, Small Business
Administration, 1441 L Street, N.W.,
Room 200, Washington, D.C. 20416;
(202) 653-6623

Department of State
Mr. John F. Perdew, Director, OPR/ST,

Department of State, Room 532, SA/
6, Washington, D.C. 20520; (202)
235-9512

Tennessee Valley Authority
Mr. James L. McAnally, Chief,

Financial Management Staff,
Tennessee Valley Authority, 400
West Summit Hill Drive, Knoxville,
Tennessee 37902; FTS 8-856-6960

Department of Transportation
Mr. Angelo Picillo, Deputy Director of

Installations and Logistics,
Department of Transportation, 400
Seventh Street, S.W., Washington,
D.C. 20590; (202) 426-4243

Department of the Treasury
Mr. Robert Howard, Office of

Management and Organization,
Department of the T reasury, Room
4418, Washington, D.C. 20220; (202)
566-2463

Veterans Administration
Mr. Clyde C. Cook, Assistant Deputy

Administrator for Procurement and
Supply (90), Veterans
Administration, 810 Vermont
Avenue, N.W., Washington, D.C.
20420; (202) 389-3808

OMB Contacts

Mr. David Muzio, Mr. Curt Holland, or
Ms. Lee Miller, Office of Federal
Procurement Policy, Office of
Management and Budget, 726 Jackson
Place, N.W., Room 9013, Washington,
D.C. 20503, telephone (202) 395-6810.
Candice C. Bryant,
Deputy Associate Director for
Administration.

August 4, 1983.
[Circular No. A-76 (revised)]
To: The Heads of Executive Departments and

Establishments
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Subject: Performance of Commercial
Activities

1. Purpose. This Circular establishes
Federal policy regarding the performance of
commercial activities. The Sipplement to the
Circular sets forth procedures for determining
whether commercial activities should be
performed under contract with commercial
sources or in-housing using Government
facilities and personnel.

2. Rescission. OMB Circular No. A-76
(revised), dated March 29, 1979; Transmittal
Memoranda 1 through 7; Supplement No. 1 to
the Circular, dated March 1979.

3. Authority. The Budget and Accounting
Act of 1921 (31 U.S.C. 1 et seq.), and the
Office of Federal Procurement Policy Act
Amendments of 1979 (41 U.S.C. 401 et seq.).

4. Background.
a. In the process of governing, the

Government should not compete with its
citizens. The competitive enterprise system,
characterized by individual freedom and
initiative, is the primary source of national
economic strength. In recognition of this
principle, it has been and continues to be the
general policy of the Government to rely on
commercial sources to supply the products
and services the Government needs.

b. This national policy was promulgated
through Bureau of the Budget Bulletins issued
in 1955, 1957, and 1960. OMB Circular No. A-
76 was issued in 1966. The Circular was
revised in 1967 and again in 1979.

5. Policy. It is the policy of the United
States Government to:

a. Achieve Economy and Enhance
Productivity. Competition enhances quality,
economy, and productivity. Whenever
commercial sector performance of a
Government operated commercial activity is
permissible, in accordance with this Circular
and its Supplement, comparison of the cost of
contracting and the cost of in-house
performance shall be performed to determine
who will do the work.

b. Retain Governmental Functions In-
House. Certain functions are inherently
Governmental in nature, being so intimately
related to the public interest as to mandate
performance only by Federal employees.
These functions are not in competition with
the commercial sector. Therefore, these
functions shall be performed by Government
employees.

c. Rely on the Commercial Sector. The
Federal Government shall rely on
commercially available sources to provide
commercial products and services. In
accordance with the provisions of this
Circular, the Government shall not start or
carry on any activity to provide a commercial
product or service if the product or service
can be procured more economically from a
commercial source.

6. Definitions. For purposes of this Circular:
a. A commercial activity is one which is

operated by a Federal executive agency and
which provides a productor service which
could be obtained from a commercial source.
A commercial activity is not a Governmental
function. A representative list of such
activities is provided in Attachment A. A
commercial activity also may be part of an
organization or a type of work that is
separable from other functions or activities
and is suitable for performance by contract.

b. A conversion to contract is the
changeover of an activity from Government
performance to performance under contract
by a commercial source.

c. A conversion to in-house is the
changeover of an activity from performance
under contract to Government performance.

d. A commercial source isa business or
other non-Federal activity located in the
United States, its territories and possessions,
the District of Columbia or the
Commonwealth of Puerto Rico, which
provides a commercial product or service.

e. A Governmental function is a function
which is go intimately related to the public
interest as to mandate performance by
Government employees. These functions
include those activities which require either
the exercise of discretion in applying
Government authority or the use of value
judgment in making decisions for the
Government. Services or products in support
of Governmental functions, such as those
listed in Attachment A, are commercial
activities and are normally subject to this
Circular. Governmental functions normally
fall into two categories:

(1) The act of governing; i.e., the
discretionary exercise of Government
authority. Examples include criminal
investigations, prosecutions and other
judicial functions; management of
Government programs requiring value
judgments, as in direction of the national
defense; management and direction of the
Armed Services; activities performed
exclusively by military personnel who are
subject to deployment in a combat, combat
support or combat service support role;
conduct of foreign relations; selection of
program priorities; direction of Federal
employees; regulation of the use.of space,
oceans, navigable rivers and other natural
resources: direction of intelligence and
counter-intelligence operations; and
regulation of industry and commerce,
including food and drugs.

(2) Monetary transactions and
entitlements, such as tax collection and
revenue disbursements; control of the
treasury accounts and money supply: and the
administration of public trusts.

f. A cost comparison is the process of
developing an estimate of the cost of
Government performance of a commercial
activity and comparing it, in accordance with
the requirements in Paris I1, II1, and IV of the
Supplement, to the cost to the Government
for contract performance of the activity.

g. Directly affected parties are Federal
employees and their representative
organizations and bidders or offerors on the
instant solicitation.

7. Scope.
a. Unless otherwise provided by law, this

Circular and its Supplement shall apply to all
executive agencies and shall provide
administrative direction to heads of agencies.

b. This Circular and its Supplement apply
to printing and binding only in those agencies
or departments which are exempted by law
from the provisions of Title 44 of the United
States Code.

c. This Circular and its Supplement shall
not:

(1) Be applicable when contrary to law,
Executive Orders, or any treaty or
international agreement;

(2) Apply to Governmental functions as
defined in paragraph 6.e.;

P) Apply to the Department of Defense in
times of a declared war or military
mobilization;

(4] Provide authority to enter into
contracts;

(5) Authorize contracts which establish an
employer-employee relationship between the
Government and contractor employees. An
employer-employee relationship involves
close, continual supervision of individual
contractor employees by Government
employees, as distinguished from general
oversight of contractor operations. However,
limited and necessary interaction between
Government employees and contractor
employees, particularly during the transition
period of conversion to contract, does not
establish an employer-employee relationship.
Additional guidance on this subject is
provided in the Federal Personnel Manual
issued by the Office of Personnel
Management;

(6) Be used to justify conversion to contract
solely to avoid personnel ceilings or salary
limitations;

(7) Apply to the conduct of research and
development. However, severable in-house
commercial activities in support of research
and development, such as those listed in
Attachment A, are normally subject to this
Circular and its Supplement; or

(8) Establish and shall not be construed to
create any substantive or procedural basis
for anyone to challenge any agency or
inaction on the basis that such action or
inaction was not in accordance with this
Circular, except as specifically set forth in
Part 1, Chapter 2. paragraph I of the
Supplement, "Appeals of Cost Comparison
Decisions."

8. Government Performance of a
Commercial Activity. Government
performance of a commercial activity is
authorized under any of the following
conditions:

a. No Satisfactory Commerical Source
Available. Either no commercial source is
capable of providing the needed product or
service, or use of such a source would cause
unacceptable delay or disruption of an
essential program. Findings shall be
supported as follows:

(1) If the finding is that no commercial
source is capable of providing the needed
product or service, the efforts made to find
commercial sources must be documented and
made available to the public upon request.
These efforts shall include, in addition to
consideration of preferential procurement
programs (see Part I, Chapter 3. paragraph C
of the Supplement),.at least three notices
describing the requirement in the Commerce
Business Daily over a 9o-day period or, in
cases of bona fide urgency, two notices over
a 30-day period. Specifications and
requirements in the solicitation shall not be
unduly restrictive and shall not exceed those
required of in-house Government personnel
or operations.
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(2) If the finding is that a commercial
source would cause unacceptable delay or
disruption of an agency program, a written
explanation, approved by the assistant
secretary or designee in paragraph 9.a. of the
Circular, must show the specific impact on an
agency mission in terms of cost and
performance. Urgency alone is not adequate
reason to continue in-house operation of a
commercial activity. Temporary disruption
resulting from conversion to contract is not
sufficient support for such a finding, nor is
the possibility of a strike by contract
employees. If the commercial activity has
ever been performed by contract, an
explanation of how the instant circumstances
differ must be documented. These decisions
must be made available to the public upon
request.

(3] Activities may not be justified for in-
house performance solely on the basis that
the activity involves or supports a classified
program or the activity is required to perform
an agency's basic mission.

b. National Defense.
(1) The Secretary of Defense shall establish

criteria for determining when Government
performance of a commercial activity is
required for national defense reasons. Such
criteria shall be furnished to the Office of
Federal Procurement Policy, OMB, upon
request.

(2) Only the Secretary of Defense or his
designee has the authority to exempt
commercial activities for national defense
reasons.

c. Patient Core. Commercial activities
performed at hospitals operated by the
Government shall be retained in-house if the
agency head, in consultation with the
agency's chief medical director, determines
that in-house performance would be in the
best interests of direct patient care.

d. Lower cost. Government performance of
a commercial activity is authorized if a cost
comparison prepared in accordance with
Parts 11, 1Il and IV of the Supplement
demonstrates that the Government is
operating or can operate the activity on an
ongoing basis at an estimated lower cost than
a qualified commercial source.

9. Action Requirements. To ensure that the
provisions of this Circular and its Supplement
are followed, each agency head shall:

a. Designate an official at the assistant
secretary or equivalent level and officials at a
comparable level in major component
organizations to have responsibility for
implementation of this Circular and its
Supplement within the agency.

b. Establish one or more offices as central
points of contacts to-carry out
implementation. These offices shall have
access to all documents and data pertinent to
actions taken under the Circular and its
Supplement and will respond in a timely
manner to all requests concerning
inventories, schedules, reviews, results of
cost comparisons and cost comparison data.

c. Be guided by OFPP Policy Letter No. 78-
3, "Requests for Disclosure of Contractor-
Supplied Information Obtained in the Course
of a Procurement," in considering requests for
information supplied by contractors.

d. Implement this Circular and its
Supplement within 90 days after its issuance

with a minimum of internal instructions. Cost
comparisons shall not be delayed pending
issuance of such instructions. Copies of the
implementing instructions and any
subsequent changes, the appeals procedure
required in Part I, Chapter 2, paragraph I of
the Supplement, and the names of the
designated officials in paragraph 9.a. and the
offices in paragraph 9.b. will be forwarded to
the Office of Federal Procurement Policy,
OMB.

e. Ensure the initial reviews of all existing
in-house commercial activities are completed
in accordance with Part I, Chapter 1,
paragraph C.1. of the Supplement by
September 30, 1987.

10. Annual Reporting Requirement. No
later than March 15 of each year, agencies
shall submit to the Office of Federal
Procurement Policy a report on the
implementation of OMB Circular No. A-76, in
accordance with instructions in Part I,
Chapter 4 of the Supplement.

11. OMB Responsibility and Contact Point.
All questions or inquiries should be
submitted to the Office of Management and
Budget, Office of Federal Procurement Policy,
726 Jackson Place, NW, Room 9013,
Washington, DC 20503. Telephone number
(202) 395-6810.

12. Effective Date. This Circular and its
Supplement are effective immediately, but
need not be applied where a cost comparison
was begun, using the March 1979 Circular,
prior to the effective date.

13. Review. The policy in this Circular will
be reviewed no later than four years from the
date of issuance.
David A. Stockman,
Director.

Attachment A-

Examples of Commercial Activities

Audiovisual Products and Services
Photography (still, movie, aerial, etc.)
Photographic processing (developing,

printing, enlarging, etc.)
Film and videotape production (script

writing, direction, animation,
editing, acting, etc.]

Microfilming and other microforims
Art and graphics services
Distribution of audiovisual materials
Reproduction and duplication of

audiovisual products
Audiovisual facility management and

operation
Maintenance of audiovisual

I This list should be used in conjunction with the
policy and procedures of the Circular to determine
an agency's A-76 commercial activities inventory. It
has been compiled primarily from examples of
commercial activities currently contracted or
operated in-house by agencies. It should not be
considered exhaustive, but should be considered an
aid in identifying commercial activities. For
example, some Federal libraries are primarily
recreational in nature and would be deemed
commercial activities. However, the National
Archives or certain functions within research
libraries might not be considered commercial
activities. Agency management must use informed
judgment on a case-by-case basis in making these
decisions.

equipment
Automatic Data Processing

ADP services-batch processing,
time-sharing, facility management,
etc.

Programming and systems analysis,
design, development, and
simulation

Key punching, data entry,
transmission, and teleprocessing
services

Systems engineering and installation
Equipment installation, operation, and

maintenance
Food Services

Operation of cafeterias, mess halls,
kitchens, bakeries, dairies, and
commissaries

Vending machines
Ice and water

Health Services
Surgical, medical, dental, and

psychiatric care
Hospitalization, outpatient, and

nursing care
Physical examinations
Eye and hearing examinations and

manufacturing and fitting glasses
and hearing aids

Medical and dental laboratories
Dispensaries
Preventive medicine
Dietary services
Veterinary services

Industrial Shops and Services
Machine, carpentry, electrical,

plumbing, painting, and other shops
Industrial gas production and

recharging
Equipment and instrument fabrication,

repair and calibration
Plumbing, heating, electrical, and air

conditioning services, including
repair

Fire protection and prevention
services

Custodial and janitorial services
Refuse collection and processing

Maintenance, Overhaul, Repair, and
Testing

Aircraft and aircrdft components
Ships, boats, and components
Motor vehicles
Combat vehicles
Railway systems
Electronic equipment and systems
Weapons and weapon systems
Medical and dental equipment
Office furniture and equipment
Industrial plant equipment
Photographic equipment
Space systems

Management Support Services
Advertising and public relations

services
Financial and payroll services
Debt collection
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Manufacturing, Fabrication, Processing,
Testing, and Packaging

Ordnance equipment
Clothing and fabric products
Liquid, gaseous, and chemical

products
Lumber products
Communications and electronics

equipment
Rubberjand plastic products
Optical and related products
Sheet metal and foundry products
Machined products
Construction materials
Test and instrumentation equipment

Office and Administrative Services
Library operations
Stenographic recording and

transcribing
Word processing/data entry/typing

services
Mail/messenger
Translation
Management information systems,

products and distribution
Financial auditing and services
Compliance auditing
Court reporting
Material management
Supply services

Other Services
Laundry and dry cleaning
Mapping and charting
Architect and engineer services
Geological surveys
Cataloging
Training-academic, technical,

vocational, and specialized
Operation of utility systems (power,

gas, water, steam, and sewage)
Laboratory testing services

Printing and Reproduction
Facility management and operation
Printing and binding-where the

agency or department is exempted
from the provisions of Title 44 of the
U.S. Code

Reproduction, copying, and
duplication

Blueprinting
Real Property

Design, engineering, construction,
modification, repair, and
maintenance of buildings and
structures; building mechanical and
electrical equipment and systems;
elevators; escalators; moving walks

Construction, alteration, repair, and
maintenance of roads and other
surfaced areas

Landscaping, drainage, mowing and
care of grounds

Dredging of waterways
Security

Guard and protective services
Systems engineering, installation, and

maintenance of security systems
and individual privacy systems

Forensic laboratories

Special Studies and Analyses
Cost benefit analyses
Statistical analyses
Scientific data studies
Regulatory studies
Defense, education, energy studies
Legal/litigation studies
Management studies

Systems Engineering, Installation,
Operation, Maintenance, and
Testing

Communications systems-voice,
message, data, radio, wire,
microwave, and satellite

Missile ranges
Satellite tracking and data acquisition
Radar detection and tracking
Television systems-studio and

transmission equipment,
distribution systems, receivers,
antennas, etc.

Recreational areas
Bulk storage facilities

.Transportation
Operation of motor pools
Bus service
Vehicle operation and maintenance
Air, water, and land transportation of

people and things
Trucking and hauling

FR I)oc. 83-22469 Filed 8-15-83.8:45 am]

BILLING CODE 3110-01-M

OFFICE OF PERSONNEL
MANAGEMENT

Privacy Act of 1974; Publication of
Notices of Systems of Records
AGENCY: Office of Personnel
Management.
ACTION: Notice; publication of notices of
systems of records.

SUMMARY. The purpose of this notice is
to meet the requirement of the Privacy
Act of 1974, as amended by the
Congressional Reports Elimination Act
of 1982 (Pub. L. 97-375), regarding the
publication of an agency's notices of
systems of records when the system is
established or when revisions are made
to an existing system.
DATES: Except for a revised routine use
which appears in several systems and a
new routine use proposed for the OPM/
GOVT-2 system, the other changes
described in this notice become effective
on August 16, 1983. The revised and one
new routine use will become effective,
without further notice, on September 30,
1983, unless comments dictate
otherwise.
ADDRESS: Written comments may be
sent or delivered to: Assistant Director
for Workforce Information, Room 5431,
U.S. Office of Personnel Management,
1900 E Street, N.W., Washington, D.C.
20415.

FOR FURTHER INFORMATION CONTACT:
William H. Lynch, Workforce Records
Management Division, (202) 632-5433.
SUPPLEMENTARY INFORMATION: Under
the Privacy Act of 1974, as amended by
Pub. L. 97-375 agencies are required to
publish a notice of the systems of
records they maintain that are subject to
the Act only when that agency is
establishing a new system or when it
substantively alters an existing system.
A substantive change to an existing
system is one which would also require
a "Report on New Systems" and is
described in the Office of Management
and Budget's Circular A-108,
Transmittal Memorandum No. 1 and No.
3. Thus, a change to the system notice
that does not also require such a report
need only be described in a Federal
Register notice, without the necessity of
publishing the complete text of the
notice. For the convenience of individual
data subjects and other interested
parties, the Office is including in this
notice a citation of the Federal Register
issue where the complete text of all of
the Office's system notices last
appeared.

On January 22, 1982 (47 FR 3231), the
Office published a proposal to modify
an existing system, identified as OPM/
GOVT-1, General Personnel Records,
and to establish a new system of
records to be identified as OPM/GOVT-
2, Employee Performance File System
Records. The notice inadvertently
omitted a statement that the changes
and the new system would become
effective, without further notice, 60 days
from the date of publication, i.e., on
March 22, 1982. Due to an administrative
oversight, no notice has been published
concerning the adoption of those
proposals. Since that notice indicated
that the records covered by the new
OPM/GOVT-2 would continue to be
covered by OPM/GOVT-1 until the new
system became operational, the records
described in the notice have always
been covered for purposes of the
Privacy Act. The Office hereby formally
announces the adoption of the changes
to OPM/GOVT-1 and the new OPM/
GOVT-2 system of records as proposed.

With the adoption of OPM/GOVT-2,
two Internal record systems maintained
by the Office became unnecessary as
the records included in those systems
are now covered by OPM/GOVT-2.
Therefore the Office is deleting the
OPM/Internal-10 system, Employee
Production Records, and the OPM/
Internal-11 system, Investigator
Performance Records from its inventory
of systems and reserving those
identifiers for possible future use.
Additionally, the Office is deleting the
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characterized by the Department of
Energy (DOE) for its suitability as the
possible location of a permanent '
repository for civilian spent fuel and
defense high-level waste. The workshop,
which is open to the public, will be held
at the Stouffer Concourse Hotel, 3801
Quebec Street, Denver, Colorado 80207;
(303) 399-7500.

The workshop tentatively has four
sessions, each of which will consist of a
brief status update by DOE staff and/or
contractors followed by informal round-
table discussion. Tentative session
topics include (1) the baseline ESF-
approaches to developing the baseline
configuration and alternative strategies;
(2) exploration and testing-the
definition of early exploration and
testing, and how the ESF can best be
used to accomplish key elements of the
site-suitability and site-characterization
programs; (3) management and
acquisition strategies-a review of
alternatives for obtaining early delivery
of construction at minimum cost; and (4)
a summary and wrap-up of
recommendations for a preferred
alternative for obtaining early access to
the underground.
. The Board has invited representatives
from the DOE and its contractors and
from the construction industry to the
workshop. Expert consultants to the
Board also will be attending.

Transcripts of the workshop will be
available on a library-basis from
Victoria Reich, Board librarian,
beginning December 17, 1992. For further
information, contact Paula N. Alford,
Director, External Affairs, Nuclear
Water Technical Review Board, 1100
Wilson Boulevard, suite 910, Arlington,
Virginia 22209; (703) 235-4473.

Dated: September 25, 1992.
William Barnard,
Executive Director, Nuclear Technical
Review Board.
[FR Doc. 92-23738 Filed 9-29-92; 8:45 am]
BILUNG CODE 6820-AM-M

OFFICE OF MANAGEMENT AND

BUDGET

Office of Federal Procurement Policy

Policy Letter on Inherently
Governmental Functions

AGENCY: Office of Management and
Budget, Executive Office of the
President, Office of Federal Procurement
Policy.
ACTION: Policy letter on inherently
governmental functions.

SUMMARY: The Office of Federal
Procurement Policy (OFPP) publishes

today the final version of a policy letter
providing guidance to Executive
Departments and agencies on (1] what
functions are inherently governmental
functions that must only be performed
by Government officers and employees
and (2) what contractible functions so
closely support Government officers and
employees in their performance of
inherently governmental functions that
the terms and performance of those
contracts require closer scrutiny from
Federal officials. This policy letter has
been developed because executive
agencies, members of Congress, the
General Accounting Office, and the
public have from time to time either
requested guidance regarding, or
inquired about, the propriety of
awarding contracts for certain types of
functions or administering contracts in
certain ways. Previous guidance on this
issue has also not been as detailed as
that which we now provide.
FOR FURTHER INFORMATION CONTACT:.
Richard A. Ong, Deputy Associate
Administrator, Office of Federal
Procurement Policy, 725 17th Street,
NW.-Suite 9001, Washington, DC 20503
(202) 395-7209. To obtain a copy of this
policy letter, please call OMB's
Publications Office at (202) 395-7332.
SUPPLEMENTARY INFORMATION:
Comments received. We received 34
comments in response to our proposed
policy letter published in the Federal
Register on December 16, 1991 (56 Fed.
Reg. 65279): Eight from industry or trade
groups, four from private individuals,
two from employee organizations, one
from a Federally funded research and
development center, and 19 from
Government agencies.

1. Purpose of the policy k'tter. This
policy letter on inherently governmental
functions is being published to provide
guidance on what kinds of functions, as
a matter of policy, must be performed by
officials of the Executive Branch of the
United States and what kinds of
functions may be performed by private"
persons under contract with the Federal
Government.

Previous guidance on these matters
that has been available to the Executive
Branch has not been detailed and
sometimes Federal agencies have
permitted contractors to perform
functions that should be performed by
Government personnel. We now provide
more detailed guidance.

2. Relationship of policy letter to
other OFPP publications on service
contracting. This policy letter is also one
of several that the Office of Federal
Procurement Policy (OFPP has
published recently that have focused on
some aspect of service contracting in the

Federal Government, At this time, OFPP
has determined it is best to deal with
individual aspects of service contracting
rather than trying to publish
comprehensive guidance in one
document. We will consider collecting
all of the guidance on service contracts
in one document in the future.

Thus, we do not cover in detail in this
policy letter such matters as cost
effectiveness of contracting for services,
conflicts of interest of service
contractors, and management of service
contracts. These issues are dealt with in
OMB Circular No. A-76, Performance of
Commercial Activities, August 4, 1983
(under revision); OFPP Policy Letter 89-
1, Conflict of Interest Policies
Applicable to Consultants, 54 FR 51805
(December 18, 1989); OFPP
Memorandum for Agency Senior
Procurement Executives, Government-
Wide Guidance on Contract
Administration (March 15, 1991); OFPP
Policy Letter 91-2, Service Contracting,
56 FR 15110 (April 15, 1991); proposed
OFPP Policy Letter 92-.-, Past
Performance Information, 56 FR 63988
(December 6, 1991); and proposed OFPP
Policy Letter of 92-_._ Management
of Service Contracting, 56 FR 66091
(December 20, 1991).

3. Relationship to OMB Circular No.
A-76. One commenter asked that we
make clear our apparent intent to clarify
rather than alter the guidance originally
found in OMB Circular No. A-76 on
inherently governmental functions. That
is our intent. No fundamental change is
intended.

We have altered the form of the
original Circular A-76 definition of an
inherently governmental function in the
interest of clarity. Specific examples
cited in the original A-76 definition have
been incorporated into appendix A and
a list of the general principles
underlying the selection of the functions
listed in that appendix has been added
in their stead.

The terms "function" and "activity" as
used in this policy letter and Circular A-
76, respectively, are interchangeable.

The same commenter above suggested
that we add a new appendix C,
containing a nonexclusive list of
functions that are commercial activities
that should be contracted. We have not
adopted this suggestion because the
scheme proposed is the same one we
have implicitly adopted. The proposed
appendix C is nothing more than the list
of examples of commercial activities
found as an Attachment to Circular A-
76. We do not believe it is necessary to
incorporate that A-76 attachment in this
policy letter. The fact that we have not
provided this appendix C thus should

I I I
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not be construed as narrowing the scope
of functions that have been contracted
in the past. Nonetheless, we have added
language to section 5 to clarify the
relationship between Circular A-76 and
this policy letter on this point.

Another commenter stated that the
relationship between this policy letter
and Circular A-76 is unclear. This policy
letter is to be the exclusive source of
guidance on what constitutes, as a
matter of policy, an inherently
governmental function.

4. Libraries. Several persons
questioned the inclusion of library
operations as a ministerial function that
should be contracted out in subsection
7(a) of the December version of the
policy letter. The fact that employees
render professional services in
performing a function does not mean
that the function in question is
necessarily inherently governmental. In
fact, the Government frequently seeks
out contract services precisely because
of the level of sophistication required to
perform a particular function. On the
other hand, agencies may determine that
aspects of their library operations, such
as handling certain types of information
in certain circumstances, involve
performance of an inherently
governmental function. Therefore, we
have removed the reference to libraries.

5. Contract audits for inspectors
general. One commenter suggested that
Federal inspector general (IG) work
should be done by using Government
resources, with exceptions justified on a
case-by-case basis, unless specific
technical expertise is needed
temporarily and is not available within
the Government. This suggestion was
not adopted because (1) Congress has
specifically authorized the use of
contract auditors in I 6(a)(9) of the
Inspector General Act codified at 5
U.S.C. App. 3, and (2) financial and
compliance audit activities are not
considered inherently governmental
functions.

Another commenter questioned
whether subsection 12(g) of Appendix A
pertaining to the determination of
whether contract costs are reasonable,
allocable, and allowable proscribes the
use of contract audit services. It does
not. The decision on what costs are
reasonable, allocable, and allowable is
ultimately a Government decision, but
that decision may be based on
recommendations made by contract
auditors. Certified public accountants,
for example, only render "opinions" and
contracts sometimes provide that audit
reports are advisory only. Moreover, the
use of contract auditors has been
authorized by Congress, as noted above.

6. Agency determinations. One
commenter interpreted the policy letter
as authorizing Federal managers to
make a final determination on whether a
function is an inherently governmental
function, under this policy letter, without
such determination's being subject to
being overturned by the Office of
Management and'Budget (OMB) or being
subject to a cost comparison study
under Circular A-76. In general,
agencies are expected to make their
own determinations, subject to oversight
by OMB. Language has been added to
subsection 7(c) to clarify this point.

7. Agency discretion. One commenter
questioned the need for the language in
former subsection 7(e) regarding agency
discretion to award nonpersonal service
contracts. We agree it is unnecessary. It
is already clear that awarding a contract
is an agency responsibility.

8. Incorporation in OMB Circular No.
A-76, other documents. Several
commenters suggested that the policy
letter be incorporated in Circular A-76,
"Commercial Activities," currently being
revised. We did not incorporate this
suggestion because A-76 is already a
lengthy document. Also, contracting for
inherently governmental functions is
indeed a consideration in contracting
out, but it is not unique to the A-76
program.!All Federal officials who
contract for nonpersonal services must
consider the problem of inherently
governmental functions, and we thus
believe separate guidance applicable to
all such contracting, not just to
nonpersonal service contracting in the
A-76 context, is the better alternative.
Other commenters urged that the policy
letter be combined with one or more
other OFPP policy letters, such as those
on conflict of interest, service
contracting, and past performance and
published in a form other than a policy
letter. This suggestion has merit but we
believe it best to try to deal with
discrete portions of service contracting
rather than to try to deal with all facets
of a complex problem at once, as
discussed in point 2, above.

9. Agency discretion regarding
resource allocation. One commenter
suggested we should address the issues
of the future balance between official
and contractor workforce in the
performance of "basic governmental
work," the specific expertise needed to
manage the contractor workforce now or
in the future, where this expertise
should be located, and the way in which
it can be maintained. We believe this is
a matter for agencies themselves to
determine, given their knowledge of
their mission, their resources, the kinds
of services they wish to contract, and

the size of their service contracting
effort. We merely highlight the problem
of lack of oversight as a loss of
Government control and require
agencies to be aware of their existing
oversight responsibilities. They are,
however, to use their own discretion to
figure out how to manage their
contracts.10. Evaluation of proposals. One
commenter believes there is an apparent
conflict between former subsection 14(b)
in appendix A and section 8 of appendix
B. There is no conflict as new subsection
12(b) refers to participation as a voting
member on source selection boards
only.

11. Appendix B. controls. The same
commenter also suggested that appendix
B should contain a discussion of
possible controls that the Government
should employ to prevent the functions
listed there from being perceived as
inherently governmental function. We
do not believe this is necessary, as any
function that is in appendix B is by
definition not an inherently
governmental function.

12. Applicability to nonpersonal
services. Three commenters questioned
why the policy letter applies only to
nonpersonal service contracts. Upon
consideration; we have accordingly
deleted the definition of "service
contract" in section 5. No useful purpose
is served by defining "personal
services" differendy from the FAR and
no harm arises from having the policy
letter apply to the minimal number of
true personal service contracts. Personal
service contracts that are really
personnel appointments are excluded
from the coverage of the policy letter.
Thus, FAR 37.102(b) need not be
amended as a result of this policy letter.

13. Subcontractors. Commenters
questioned whether subsection 12(d) of
appendix A should apply to
subcontractors. It does not and
clarifying language has been added.

14. Supplies or services purchased by
prime contractors. Some commenters
questioned the apparent effect of
subsection 12 in appendix A of
preventing contractors from buying
supplies and services for their own
account. It is not the intent of this policy
letter to prevent contractor mess halls
from buying food to be prepared for
military personnel. Nor does it affect
what or how contractors buy to be
incorporated into supplies or services to
be delivered to the Government.
Similarly, contractors may purchase
supplies or services for the Government
.while acting within, reasonable
Government guidelines. Section 12 is
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only meant to address the Government's
direct acquisiton of supplies or services.

15. Independent judgemenL The
emphasis placed on independent
judgement by this policy letter does not
preclude the wholesale adoption of
contractor advice, opinions.
recommendations, ideas, or conclusions.
They merely may not be adopted, in
whole or in part, without officials' first
exercising independent judgement.

16. Duties of contracting officers. We
have added language to section 8 to
spell out the analytical steps to be
followed by contracting officers seeking
to comply with this policy letter.

17. Risk of injury to the public. One
commenter stated that the definition of
an inherently governmental function
does not clearly address the danger to
the public interest when a function is
contracted out and the public is at risk if
contractors, such as fire fighters or
military support contractors, fail or
refuse to act in time of crisis. The risk of
injury to the public is an important
consideration. We believe, however,
that 7(b)(5) appropriately identifies this
point as a consideration in determining
whether a function is, as a matter of
policy, an inherently governmental
function. The decision to include several
of the functions listed in appendix A
reflects an underlying concern for this
risk.

18. Binding nature of decisions. This
same commenter noted that it is an
overstatement to say that the use of
discretion (referred to in what is now
subsection 7(a) of the policy letter) must

.have the effect of committing the
Government to a course of action. This
is because a scientific consulting firm,
for example, could submit a study that
would have a tremendous impact or
regulations or other agency actions but
would not necessary lead to a
commitment to a course of action.

We have addressed the element of
discretion in subsection 7(a) to convey
the idea that the mere existence of the
element of discretion is not
determinative of whether, as a matter of
policy, an inherently governmental
function is involved. Moreover, it is
useful to observe that a study that has a
tremendous impact is not per se a bad
thing. A study may have that effect
because of its great merit. We should be
concerned, however, when a study is
allowed to proceed to the point where
alternative views, solutions, research, or
conclusions, and so forth, cannot
realistically be included or taken into
account. In this case, the contractor has
in effect made all important decisions.
Section 7{bX3) addresses this issue.

19. Federally funded research and
development centers (FFRDCq). One

commenter stated that while profit-
making contractors can perform
functions listed in appendix B, the policy
letter should cross-reference FAR 35.017
pertaining to FFRDCs and "recognize
that FFRDCs are an equally viable
source of expertise requiring less
rigorous oversight." We have not
adopted this suggestion. We do not
agree that FFRDCs necessarily require
less oversight. We do recognize,
however, that they are dealt with in
detail in FAR Part 35 and that its
provisions may suffice to enable
satisfactory agency oversight of
FFRDCs. Whether fewer or additional
control measures are necessary to
ensure agency control over FFRDCs is a
matter for agencies to decide in the
circumstances of each case.

20. Architect-engineer evaluation
boards. This same commenter
questioned whether section 3, which
states that services obtained by
personnel appointments and advisory
committees are not covered by this
policy letter, could be construed to
prohibit private individuals appointed to
architect-engineer source evaluation
boards in accordance with FAR 36.802
from voting. To the extent such boards
are advisory committees, the policy
letter is not applicable to them. If they
are not, the commenter makes an
excellent point. FAR 36.602-4 makes
clear that the agency is to make the final
selection and FAR 36.602-3(d) provides
for the evaluation board to set out in its
report the considerations upon which its
recommendations were based. This is
an acceptable mechanism and we have
accordingly revised subsection 12(b) of
appendix A and section 14 of appendix
B to make clear that it is selection of
sources that is the most sensitive
function. Contractor activities that result
in recommendations and that explain
how those recommendations were
arrived at adequately preserve agency
options. A related change has been
made in subsection 7(f) stating that
requiring contractors to explain how
they arrived at their recommendations is
another available control measure.

21. Factors to consider in totality of
the circumstances--(a) Complexity and
oversighL One commenter questioned
the inclusion of 17(dl(2) of the proposed
policy letter relating to the complexity of
the task to be performed. Upon
consideration, we conclude that
complexity is better considered in
conjunction with the provision that was
at 7(d)(12) relating to oversight
procedures, resources, and practices.
We have amended paragraph 12
accordingly and moved it, as well as the
provision In former 7(d)(4) relating to
the duration of the contract, to new

subsection 7(d). Post-award
responsibilities. This was done to
remove questions relating to contract
oversight from the "totality of the
circumstances" test It is important to
understand that, if an agency has
inadequate oversight procedures or poor
oversight practices, the underlying
function of any agency contract affected
by these deficiencies is not thereby
transformed into an inherently
governmental function. As the totality
test focuses on the nature of the function
in question and as there can be a
transfer of oversight responsibility even
if the underlying function is contractible,
the issue of de facto transfer of control
should therefore be dealt with
elsewhere. (Note that a transfer of
contract management responsibility to
the contractor is explicitly not permitted
by appendix A, subsection 12(e).)

(b) Ultimate user of contractor work
product. Several commenters questioned
the inclusion of this factor at 7(d)(3) of
the proposed policy letter. We agree It
should be taken out. Who will use the
contractor's work product is important
and this has bearing on how much
management attention to give to the
contract, but it doesn't say anything
about the nature of the underlying
function or the adequacy of agency
contract administration.

(c) Review of contractor action. The
same commenter questions the
advisablity of including a factor (new
17(d)(5)) that relates to the finality of
any contractor's adjudication of any
claim and the type of agency review of
contractor adjudications. We see no
problem with agencies' providing for
contractor adjudication of claims so long
as citizens know that they have a right
of recourse to agency decisionmakers if
they are dissatisfied with the decision of
the contractor. (Note, however, that
certain kinds of hearings may still not be
conducted by contractors, e.g., hearings
to determine the eligibility of any person
for a security clearance, or hearings
involving actions that affect matters of
personal reputation or eligibility to
participate in Government programs.
See appendix A. section 14.)

Thus, we distinguish between, on the
one hand, holding hearings and making
recommendations and, on the other,
retaining the authority to issue the final
adjudicatory decision. Contractors may
perform the former functions so long as
there is adequate oversight, agencies
retain the authority to issue the final
decision, and the public has a right to
insist that the agency make the final
decision, if is so desires. This is easier to
understand if one views the contractor's
action as more of an advisory action
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than one that binds the daimant with
only limited opportunities to change the
result before the agency. Note that in the
absence of an appeal by a claimant, the
agency need not rule on each contractor
decision or ruling. It should, of course,
inspect or sample contractor decisions
or rulings from time to time to ensure
that contractors comply with agency
guidelines and procedures.

(d) Limiting or extinguishing
discretion. The same commenter noted
that our speaking in terms of contractor
limiting or extinguishing discretion in
former 7(d)(5) could mistakenly create
the impression that some of the
Government's authority can be
exercised by a contractor. The policy
letter attempts to clarify this issue at
subsection 7(a).

(e) Public perception. Several
commenters questioned the inclusion of
this factor at 17(d)(11) of the proposed
policy letter, believing that public
perception is too ambiguous a concept.
We agree. A function can probably be
analyzed in the light of other factors
listed without the need to resort to the
concept of perceptions. Appendix A of
the policy letter is itself an up-to-date
listing that already takes into account
the factor of public perceptions. The
paragraph has been deleted.

(f) Laws applicable to the Civil
Service. Several commenters questioned
the inclusion of this factor at 17(d)(13) of
the proposed policy letter. We agree and
have deleted this factor. The
considerations listed may be relevant to
what good contract management should
require by way of contract conditions,
but they don't say anything about the
nature of the function or the adequacy of
agency contract administration
practices.

(g) Record keeping requirement. One
commenter found the meaning of
paragraph 7(dX15) of the proposed
policy letter unclear. This factor was
included to cover situations such as a
contractor's providing aircraft-related
training. If the contractor proves to be
incompetent or negligent, the fact that
the contractor did maintain or was
required to maintain records of who was
trained permits corrective action to be
taken, such as locating improperly
trained students and requiring
retraining. If records are not maintained.
the Government cannot exercise
ultimate control because it cannot
correct any errors. Nonetheless, the
provision appears to have only limited
application and has been deleted.

22. Collection of fees. Two
commenters questioned the provisions
of section 20 of appendix A of the
proposed policy letter prohibiting
collection of fees or other public

moneys, pointing out that contractors in
mess halls for military personnel
currently collect charges for meals and
Department of Housing and Urban
Development (HUD) contractors collect
fees from purchasers of HUD properties.
We have modified the policy letter to
enable routine collection of fees where
good cash management practices and
other controls are in effect, where there
is little danger of miscalculating the
amount of money ultimately due the
Government. and where there is little
difficulty in obtaining payment. For
example, a contractor could have
discretion to determine that a family
seeking entrance to a park consists of
four people rather than three, and that
one of the four is a child under 12, but
the contractor would not have the
discretion to determine the amount of
the fee to be paid by each person in a
particular category. HUD contractors
may also collect fees from purchasers of
HUD properties in accordance with
subsection 17(a) of appendix A. We also
make clear that routine voucher and
invoice examination by contractors is an
acceptable practice.

23. Contract for one function or
several One comnmenter questioned-
whether the policy letter reflects our
belief that only contracts with multiple
functions are susceptible to confusion
with respect to inherently governmental
functions. This is not our belief. The
policy letter is intended to provide
guidance with respect to discrete
functions regardless of whether there is
a mixture of several functions in a
contract or there is only one function
that is being contracted.

24. Post-award responsibilities.
Section 7(e) has been amended to make
clear that agency contract oversight is to
ensure contractor performance in
accordance with the terms of the
contract, but that oversight must not be
exercised so as to create a personal
service contract. Language from
subsection 7(d) of the proposed policy
letter has been moved to subsection
7(e), as explained in section 21, above.

25. Drafting of Congressional
testimony, responses to Congressional
correspondence, and agency responses
to audit reports from an Inspector
General the General Accounting Office,
or other Federal audit entity. Two
commenters questioned whether
contractors should be able to draft
Congressional testimony, subject to
ultimate agency approval. Approval is a
key power reserved to any official and
we by no means agree that officials do
or will.approve contractor work in a
perfunctory manner. We have
nonetheless reexamined this issue and.
because of the importance of

Congressional tesdtmy and
correspondence and of agency
responses to auwit report, we are now
deciding, a a matter of policy, that
these documents should not be drafted
by contractors. We have thus added a
new subsection (c) to the body of the
policy letter to this effect. We deleted
the relative portions of appendix A
because we do not believe that drafting
documents per se is an inherently
governmental function and failing to
exercise sufficient oversight with
respect to drafting of such documents
does not transform the underlying
function into an inherertly
governmental function, as noted in
subsection 21(a), above. Contractor
reports, conclusions, summaries,
analyses, and other work products may,
of course, still be quoted or otherwise
referenced in Congressional testimony,
correspondence, responses to audit
reports, or set out in such things as
attachments, appendices, or enclosures
thereto.

26. Reliance on contractor support.
One commenter called attention to our
statement in section 4 of the policy letter
that agencies "award service contracts
for various reasons, such as to acquire
special skills not available in the
Government or to meet the need for
intermittent services." The commenter
pointed out that" 'support service'
contractors have come to serve as the
permanent workforce for many
programs" seemingly implying that our
statement does not take this into
account. In fact, our statement is an
accurate one, citing only two of the
reasons why agencies award service
contracts as examples. Contracting
actions under Circular A-76 are also a
reason why agencies award service
contracts.

Whatever the reason for using service
contracts to accomplish agency
missions, it is important to understand
that agency use of service contracts is
limited by our policy letter in-two ways:
the function must not be an inherently
governmental function, and if it is not,
the agency must be able to exercise
effective oversight of any contract
awarded. We make clear that
management of a contract is just as
important as deciding whether the
contract may properly be awarded in
the first place.

Our policy letter is limited in scope
and does not focus on why agencies use
service contracts. Rather we are
concerned that service contracts, when
used, are used only when contractors
may perform the functions in question
and when agencies have the resources
to manage the contracts. It is true that
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agencies have sometimes contracted
functions that we have listed in the
policy letter as inherently governmental
functions, and it is true that they have
sometimes failed to recognize that they
were not exercising effective oversight
over nongovernmental functions that
has been contracted. Nonetheless,
effective corrective action has been
taken by the agencies in the past when
oversight problems were identified.

Additional problems in this area will
probably arise in the future. Even the
General Accounting Office recognized
the difficulty in defining inherently
governmental functions and providing
guidance to agencies on the subject. Are
Service Contractors Performing
Inherently Governmental Functions?,
GAO/GGD-92-11, November 1991, p. 3.
We have every reason to expect,
however, that because our guidance is
much more detailed than anything that
was available to agencies in the past
there will be fewer instances of
problems in this area. We thus disagree
strongly with the commenter that the
policy letter is a mere exhortation to
better management.

27. Other issues. One commenter also
suggested that we should address
whether "contractors who perform work
historically performed by civil servants
should be subjected to comparable
limitations on pay and rules of conduct;"
measurement of the short-term and long-
term costs of reliance on contractors
versus officials; whether Superfund and
the savings and loan bailout programs
"provide models for public management
of the next bailout or cleanup program-"
and the "practical meaning that we will
give to the concept of 'public service' as
the Federal Government heads into the
21st century."

The concept of work "historically
performed" by civil servants is not
useful because a function may have
been performed by civil servants in the
past for reasons other than the belief
that the function was inherently
governmental. In fact, the premise of
Circular No. A-76 is that many functions
historically performed by Government
employees can more appropriately be
performed by the private sector.

We believe that competition is the
most powerful force available to keep
costs down, even though there may be
instances where this will not be so. In
such instances, determinations shall be
made in accordance with Circular No.
A-76.

Measurement of the short- term and
long-term costs of reliance on
contractors versus officials is an aspect
of cost effectiveness of service contracts
and need not be dealt with here.
Similarly, the efficacy of the Superfund

and savings and loan programs is a
matter beyond the scope of this policy
letter.

So far as the practical meaning of the
concept of public service is concerned,
this policy letter attempts to identify
those functions that, as a matter of
policy, should only be performed by
Government officials and those that may
be performed by service contractors. If
our taxonomy and analytical methods
are sound, our policy letter should
define what public service entails in
terms of the functions that officials must
perform for the foreseeable future.

28. Acknowledgement. Finally, we
wish to acknowledge our reliance on the
excellent work of the Environmental
Protection Agency in our drafting of the
appendices to this policy letter. Also, the
comments we received were all
exceptionally well thought out. We are
most grateful for the time, effort, and
Imagination that went into the
preparation of those comments.

Dated: September 23, 1992.
Allan V. Burman,
Administrator.
Policy Letter 92-1
To the Heads of Executive Departments and
Establishments

Subject: Inherently Governmental Functions
September 23, 1992.

1. Purpose. This policy letter establishes
Executive Branch policy relating to service
contracting and inherently governmental
functions. Its purpose is to assist Executive
Branch officers and employees in avoiding an
unacceptable transfer of official
responsibility to Government contractors.

2. Authority. This policy letter is issued
pursuant to subsection 6(a) of the Office of
Federal Procurement Policy (OFPP) Act, as
amended, codified at 41 U.S.C. 405(a).

3. Exclusions. Services obtained by
personnel appointments and advisory
committees are not covered by this policy
letter.

4. Background. Contractors, when properly
used, provide a wide variety of useful
services that play an important part in
helping agencies to accomplish their
missions. Agencies use service contracts to
acquire special knowledge and skills not
available in the Government, obtain cost
effective services, or obtain temporary or
intermittent services, among other reasons.

Not all functions may be performed by
contractors, however. Just as it is clear that
certain functions, such as the command of
combat troops, may not be contracted, it is
also clear that other functions, such as
building maintenance and food services, may
be contracted. The difficulty is in determining
which of these services that fall between
these extremes may be acquired by contract.
Agencies have occasionally relied on
contractors to perform certain functions in
such a way as to raise questions about
whether Government policy is being created
by private persons. Also, from time to time

questions have arisen regarding the extent to
which de facto control over contract
performance has been transferred to
contractors. This policy letter provides an
illustrative list of functions, that are, as a
matter of policy, inherently governmental
(see appendix A), and articulates the
practical and policy considerations that
underlie such determinations (see section 7).

As stated in section 9, however, this policy
letter does not purport to specify which
functions are, as a legal matter, inherently
governmental, or to define the factors used in
making such legal determinations. Thus, the
fact that a function is listed in appendex A,
or a factor is set forth in section 7(b), does
not necessarily mean that the function is
inherently governmental as a legal matter or
that the factor would be relevant in making
the legal determination.

5. Definition. As a matter of policy, an
"inherently governmental function" is a
function that is so intimately related to the
public interest as to mandate performance by
Government employees. These functions
include those activities that require either the
exercise of discretion in applying
Government authority or the making of value
judgements in making decisions for the
Government. Governmental functions
normally fall into two categories: (1) The act
of governing, i.e., the discretionary exercise
of Government authority, and (2) monetary
transactions and entitlements.

An inherently governmental function
involves, among other things, the
interpretation and execution of the laws of
the United States so as to:

(a) Bind the United States to take or not to
take some action by contract, policy,
regulation, authorization, order, or otherwise;

(b) Determine, protect, and advance its
economic, political, territorial, property, or
other interests by military or diplomatic
action, civil or criminal judicial proceedings,
contract management, or otherwise;

(c) Significantly affect the life, liberty, or
property of private persons;

(d) Commission, appoint, direct, or control
officers or employees of the United States; or

(e) Exert ultimate control over the
acquisition, use, or disposition of the
property, real or personal, tangible or
intangible, of the United States, including the
collection, control, or disbursement of
appropriated and other Federal funds.

Inherently governmental functions do not
normally include gathering information for or
providing advice, opinions,
recommendations, or ideas to Government
officials. They also do not include functions
that are primarily ministerial and internal in
nature, such as building security; mail
operations; operation of cafeterias;
housekeeping; facilities operations and
maintenance, warehouse operations, motor
vehicle fleet management and operations, or
other routine electrical or mechanical
services.

The detailed list of examples of commercial
activities found as an'attachment to Office of
Management and Budget (OMB) Cir. No. A-
76 is an authoritative, nonexclusive list of
functions that are not inherently
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governmental functions. These functions
therefore may be contracted.

6. Policy-(a) Accountability. It is the
policy of the Executive Branch to ensure that
Government action is taken as a result of
informed, independent judgments made by
Government officials who are ultimately
accountable to the President, When the
Government uses service contracts, such
informed, independent judgment is ensured
by:

(1) Prohibiting the use of service contracts
for the performance of inherently
governmental functions (See appendix A);

(2) Providing greater scrutiny and an
appropriate enhanced degree of management
oversight (see subsection 7(f)) when
contracting for functions that are not
inherently governmental but closely support
the performance of inherently governmental
functions (see appendix B);

(3) Ensuring, in using the products of those
contracts, that any final agency action
complies with the laws and policies of the
United States and reflects the independent
conclusions of agency officials and not those
of contractors who may have interests that
are not in concert with the public interest,
and who may be beyond the reach of
management controls otherwise applicable to
public employees; and

(4) Ensuring that reasonable identification
of contractors and contractor work products
is made whenever there is arisk that the
public, Congress, or other persons outside of
the Government might confuse them with
Government officials or with Government
work products, respectively.

(b) OMB Circular No. A-76. This policy
letter does not purport to supersede or
otherwise effect any change in OMB Circular
No. A-76, Performance of Commercial
Activities.

(c) Drafting of Congressional testimony,
responses to Congressional correspondence,
and agency responses to. audit reports from
an Inspector General, the General
Accounting Office, or other Federal audit
entity. While the approval of a Government
document is an inherently governmental
function, its drafting is not necessarily such a
function. Accordingly, in most situations the
drafting of a document, or portions thereof,
may be contracted, and the agency should
review and revise the draft document, to the
extent necessary, to ensure that the final
document expresses the agency's views and
advances the public interest. However, even
though the drafting function is not necessarily
an inherently governmental function, it may
be inappropriate, for various reasons, for a
private party to draft a document in
particular circumstances. Because of the
appearance of private influence with respect
to documents that are prepared for Congress
or for law enforcement or oversight agencies
and that may be particularly sensitive,
contractors are not to be used for the drafting
of Congressional testimony; responses to
Congressional correspondence; or agency
responses to audit reports from an Inspector
General, the General Accounting Office, or
other Federal audit entity.

7. Guidelines. If a function proposed for
contract performance is not found in
appendix A, the following guidelines will

assist agencies in understanding the
application of this policy letter, determining
whether the function is, as a matter of policy,
inherently governmental and forestalling
potential problems.

(a) The exercise of discretion. While
inherently governmental functions
necessarily involve the exercise of
substantial discretion, not every exercise of
discretion is evidence that such a function is
involved. Rather, the use 'of discretion must
have the effect of committing the Federal
Government to a course of action when two
or more alternative courses of action exist
(e.g., purchasing a minicomputer rather than a
mainframe computer, hiring a statistician
rather than an economist, supporting
proposed legislation rather than opposing it,
devoting more resources to prosecuting one
type of criminal case than another, awarding
a contract to one firm rather than another,
adopting one policy rather than another, and
so forth].

A contract may thus properly be awarded
where the contractor does not have the
authority to decide on the course of action to
be pursued but is rather tasked to develop
options to inform an agency decision maker,
or to develop or expand decisions already
made by Federal officials. Moreover, the
mere fact that decisions are made by the
contractor in performing his or her duties
(e.g., how to allocate the contractor's own or
subcontract resources, what techniques and
procedures to employ, whether and whom to
consult, what research alternatives to explore
given the scope of the contract, what
conclusions to emphasize, how frequently to
test) is not determinative of whether he or
she Is performing an inherently governmental
function.(b) Totality of the circumstances.
Determining whether a function is an
inherently governmental function often is
difficult and depends upon an analysis of the
facts of the case. Such analysis involves
consideration of a number of factors, and the
presence or absence of any one is not in itself
determinative of the issue. Nor will the same
emphasis necessarily be placed on any one
factor at different times, due to the changing
nature of the Government's requirements.

The following factors should be considered
when deciding whether award of a contract
might effect, or the performance of a contract
has effected, a transfer of official
responsibility:

(1) Congressional legislative restrictions or
authorizations.

(2) The degree to which official discretion
is or would be limited, i.e., whether the
contractor's involvement in agency functions
is or would be so extensive or his or her work
product is so far advanced toward
completion that the agency's ability to
develop and consider options other than
those provided by the contractor is restricted.

(3) In claims adjudication and related
services,

(i) The finality of any contractor's action
affecting individual claimants or applicants,
and whether or not review of the contractor's
action is de novo (i.e., to be effected without
the appellate body's being bound by- prior
legal rulings or factual determinations) on
appeal of his or her decision to an agency
official-

(ii) The degree to which contractor
activities may involve wide-ranging
interpretations of complex, ambiguous case
law and'other legal authorities, as opposed to
being circumscribed by detailed laws,
regulations, and procedures;

(iii) The degree to which matters for
decision by the contractor involve recurring
fact patterns or unique fact patterns; and

(iv) The contractor's discretion to
determine an appropriate award or penalty.

(4) The contractor's ability to take action
that will significantly and directly affect the
life, liberty, or property of individual
members of the public, including the
likelihood of the contractor's need to resort to
force in support of a police or judicial
function: whether force, especially deadly
force, is more likely to be initiated by the
contractor or by some other person; and the
degree to which force may have to be
exercised in public or relatively uncontrolled
areas. [Note that contracting for guard,
convoy security, and plant protection
services, armed or unarmed, is not proscribed
by these policies.)

(5) The availability of special agency
authorities and the appropriateness of their
application to the situation at hand, such as
the power to deputize private persons

(6) Whether the function in question is
already being performed by private persons,
and the circumstances under which it is being
performed by them.

(c) Finality of agency determinations.
Whether or not a function is an inherently
governmental function, the purposes of this
policy letter, is a matter for agency
determination. However, agency decisions
that a function is or is not an inherently
governmental function may be reviewed, and,
if necessary, modified byappropriate OM1
officials.

(d) Preaward responsibilities. Whether a
function being considered for performance by
contract is an inherently governmental
function is an issue-to be addressed prior to
issuance of the solicitation.

(e] Post-award responsibilities, After
award, even when a contract does not
involve performance of an inherently
governmental function, agencies must take
steps to protect the public interest by playing
an active, informed role in contract
administration. This ensures that contractors
comply with the terms of the contract and
that Government policies, rather than private
ones, are implemented. Such participation
should be appropriate to the nature of the
contract, and should leave no doubt that the
contract is under the control of Government
officials. This does not relieve contractors of
their performance responsibilities Under the
contract. Nor does this responsibility to
administer the contract require Government
officials to exercise such control over
contractor activities as to convert the
contract, or portion thereof, to a personal
service contract.

In deciding whether Government officials
have lost or might lose control of the
administration of a contract, the following
are relevant considerations: the degree to
which agencies have effective management
procedures and policies that enable
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meaningful oversight of contractor
performance, the resources available for such
oversight, the actual practice of the agency
regarding oversight, the duration of the
contract, and the complexity of the tasks to
be performed.

(f) Management controls. When functions
described in appendix B are involved,
additional management attention to the terms
of the contract and the manner of
performance is necessary. How close the
scrutiny or how extensive or stringent the
management controls need to be is for
agencies to determine. Examples of
additional control measures that might be
employed are:

(1) Developing carefully crafted statements
of work and quality assurance plans, as
described in OFPP Policy Letter 91-2, Service
Contracting, that focus on the issue of
Government oversight and measurement of
contractor performance;

(2) Establishing audit plans for periodic
review of contracts by Government auditors;

(3) Conducting preaward conflict of interest
reviews to ensure contract performance in
accordance with objective standards and
contract specifications;

(4) Physically separating contractor
personnel from Government personnel at the
worksite; and

(5) Requiring contractors to (a) submit
reports that contain recommendations and
that explain and rank policy or action
alternatives, if any, (b) describe what
procedures they used to arrive at their
recommendations, (c) summarize the
substance of their deliberations, (d) report
any dissenting views, (e) list sources relied
upon, and/or (f) otherwise make clear the
methods and considerations upon which their
recommendations are based.

(g) Identification of contractor personnel
and acknowledgement of contractor
participation. Contractor personnel attending
meetings, answering Government telephones,
and working in other situations where their
contractor status is not obvious to third
parties must be required to identify
themselves as such to avoid creating an
impression in the minds of members of the
public or the Congress that they are
Government officials, unless, in the judgment
of the agency, no harm can come from failing
to identify themselves. All documents or
reports produced by contractors are to be
suitably marked as contractor products.

(h) Degrre of reliance. The extent of
reliance on service contractors is not by itself
a cause for concern. Agencies must, however,
have a sufficient number of trained and
experienced staff to manage Government
programs properly. The greater the degree of
reliance on contractors the greater the need
for oversight by agencies. What number of
Government officials is needed to oversee a
particular contract is a management decision
to be made after analysis of a number of
factors. These include, among others, the
scope of the activity in question; the technical
complexity of the project or its components;
the technical capability, numbers, and
workloads of Federal oversight officials; the
inspection techniques available; and the
importance of the activity. Current contract
administration resources shall not be

determinative. The most efficient and cost
effective approach shall be utilized.

(i) Exercise of approving or signature
authority. Official responsibility to approve
the work of contractors is a power reserved
to Government officials, it should be
exercised with a thorough knowledge and
understanding of the contents of documents
submitted by contractors and a recognition of
the need to apply independent judgment in
the use of these work products.

8. Responsibilities-(a) Heads of agencies.
Heads of departments and agencies are
responsible for implementing this policy
letter. While these policies must be
implemented in the Federal Acquisition
Regulation (FAR), it is expected that agencies
will take all appropriate actions in the
interim to develop implementation strategies
and initiate staff training to ensure effective
implementation of these policies.

(b) Federal Acquisition Regulatory
Council. Pursuant to subsections 6(a] and
25(f) of the OFPP Act, as amended, 41 U.S.C.
405(a) and 421(f), the Federal Acquisition
Regulatory Council shall ensure that the
policies established herein are incorporated
in the FAR within 210 days from the date this
policy-letter is published in the Federal
Register. Issuance of final regulations within
this 210-day period shall be considered
issuance "in a timely manner" as prescribed
in 41 U.S.C. 405(b).

(c) Contracting officers. When
requirements are developed, when
solicitations are drafted, and when contracts
are being performed, contracting officers are
to ensure:

(1) That functions to be contracted are not
among those listed in appendix A of this
letter and do not closely resemble any
functions listed there;

(2) That functions to be contracted that are
not listed in appendix A, and that do not
closely resemble them, are not inherently
governmental functions according to the
totality of the circumstances test in
subsection 7(b), above;

(3) That the terms and the manner of
performance of any contract involving
functions listed in appendix B of this letter
are subject to adequate scrutiny and
oversight in accordance with subsection 7(f),
above; and

(4) That all other contractible functions are
properly managed in accordance with
subsection 7(e), above.

(d) All officials. When they are aware that
contractor advice, opinions,
recommendations, ideas, reports, analyses,
and other work products are to be considered
in the course of their official duties, all
Federal Government officials are to ensure
that they exercise independent judgment and
critically examine these products.

9. Judicial review. This policy letter is not
intended to provide a constitutional or
statutory interpretation of any kind and it is
not intended, and should not be construed, to
create any right or benefit, substantive or
procedural, enforceable at law by a party
against the United States, its agencies, its
officers, or any person. It is intended only to
provide policy guidance to agencies in the
exercise of their discretion concerning
Federal contracting. Thus, this policy letter is

not intended, and should not be construed, to
create any substantive or procedural basis on
which to challenge any agency action or
inaction on the gr6und that such action or
inaction was not in accordance with this
policy letter.

10. Information contact. For information
regarding this policy letter contact Richard A.
Ong, Deputy Associate Administrator, the
Office of Federal Procurement Policy, 725
17th Street, NW., Washington, DC 20503.
Telephone (202) 395-7209.

11. Effective date. This policy letter is
effective 30 days after the date of publication.
Allan V. Burman,
Administrator.

Appendix A

The following is an illustrative list of
functions considered to be inherently
governmental functions:'

1. The direct conduct of criminal
investigations.

2. The control of prosecutions and
performance of adjudicatory functions (other
than those relating to arbitration or other
methods of alternative dispute resolution).

3. The command of military forces,
especially the leadership of military
personnel who are members of the combat,
combat support or combat service support
role.

4. The conduct of foreign relations and the
determination of foreign policy.

5. The determination of agency policy, such
as determining the content and application of
regulations, among other things.

6. The determination of Federal program
priorities or budget requests.

7. The direction and control of Federal
employees.

8. THe direction and control of intelligence
and counter-intelligence operations.

9. The selection or nonselection of
Individuals for Federal Government
employment.

10. The approval of position descriptions
and performance standards for Federal
employees.

11. The determination of what Government
property is to be disposed of and on what
terms (although an agency may give
contractors authority to dispose of property
at prices within specified ranges and subject
to other reasonable conditions deemed
appropriate by the agency).

12. In Federal procurement activities with
respect to prime contracts,

(a) Determining what supplies or services
are to be acquired by the Government
(although an agency may give contractors
authority to acquire supplies at prices within
specified ranges and subject to other
reasonable conditions deemed appropriate by
the agency);

' With respect to the actual drafting of
Congressional testimony, of responses to
Congressional correspondence, and of agency
responses to audit reports from an Inspector
General, the General Accounting Office, or other
Federal audit entity, see special provisions insubsection 0(c) of the text of the policy letter.
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(b) Participating as a voting member on any
source selection boards;

(c) Approval of any contractual documents,
to include documents defining requirements,
incentive plans, and evaluation criteria;

(d) Awarding contracts;
(e) Administering contracts (including

ordering changes in contract performance or
contract quantities, taking action based on
evaluations of contractor performance, and
accepting or rejecting contractor products or
services);

(f) Terminating contracts; and
(g) Determining whether contract costs are

reasonable, allocable, and allowable.
13. The approval of agency responses to

Freedom of Information Act requests (other
than routine responses that, because of
statute, regulation, or agency policy, do not
require the exercise of judgment in
determining whether documents are to be
released or withheld), and the approval of
agency responses to the administrative
appeals of denials of Freedom of Information
Act requests.

14. The conduct of administrative hearings
to determine the eligibility of any person for a
security clearance, or involving actions that
affect matters of personal reputation or
eligibility to participate in Government
programs.

15. The approval of Federal licensing
actions and inspections.

16. The determination of budget policy,
guidance, and strategy.

17. The collection, control, and
disbursement of fees, royalties, duties, fines,
taxes and other public funds, unless
authorized by statute, such as title 31 U.S.C.
952 (relating to private collection contractors)
and title 31 U.S.C. 3718 (relating to private
attorney collection services), but not
including:

(a) Collection of fees, fines, penalties, costs
or other charges from visitors to or patrons of
mess halls, post or base exchange
concessions, national parks, and similar
entities or activities, or from other persons,
where the amount to be collected is easily
calculated or predetermined and the funds
collected can be easily controlled using
standard cash management techniques, and.

(b) Routine voucher and invoice
examination.

18. The control of the treasury accounts.
19. The administration of public trusts.

Appendix B

The following list is of services and actions
that are not considered to be inherently
governmental functions. However, they may
approach being in that category because of
the way in which the contractor performs the
contract or the manner in which the
Government administers contractor
performance. When contracting for such
services and actions, agencies should be fully
aware of the terms of the contract, contractor
performance, and contract administration to
ensure that appropriate agency control is
preserved.

This is an illustrative listing, and is not
intended to promote or discourage the use of
the following types of contractor services:.

1. Services that involve or relate to budget
preparation, including workload modeling,

fact finding, efficiency studies, and should-
cost analyses, etc.

2. Services that involve or relate to
reorganization and planning activities.

3. Services that involve or relate to
analyses, feasibility studies, and strategy
options to be used by agency personnel in
developing policy.

4. Services that involve or relate to the
development of regulations.

5. Services that involve or relate to the
evaluation of another contractor's
performance.

6. Services in support of acquisition
planning.

7. Contractors' providing assistance in
contract management (such as where the
contractor might influence official
evaluations of other contractors).

8. Contractors' providing technical
evaluation of contract proposals.

9. Contractors' providing assistance in the
development of statements of work.

10. Contractors' providing support in
preparing responses to Freedom of
Information Act requests.

11. Contractors' working in any situation
that permits or might permit them to gain
access to confidential business information
and/or any other sensitive information (other
than situations covered by the Defense
Industrial Security Program described in FAR
4.402(b)).

12. Contractors' providing information
regarding agency policies or regulations, such
as attending conferences of behalf of an
agency, conducting community relations
campaigns, or conducting ag~ncy training
courses,

13. Contractors' participating in any
situation where it might be assumed that they
are agency employees or representatives.

14. Contractors' participating as technical
advisors to a source selection board or
participating as voting or nonvoting members
of a source evaluation board.

15. Contractors' serving as arbitrators or
providing alternative methods of dispute
resolution.

10. Contractors' constructing buildings or
structures intended to be secure from
electronic eavesdropping or other penetration
by foreign governments.

17. Contractors' providing inspection
services.

18. Contractors' providing legal advice and
interpretations of regulations and statutes to
Government officials.

19. Contractors' providing special non-law
enforcement, security activities that do not
directly involve criminal investigations, such
as prisoner detention or transport and non-
military national security details.

[FR Doc. 92-23641 Filed 9-29-92; 8:45 am]
BILUNG coDE 3110-01-U

RESOLUTION TRUST CORPORATION

Coastal Barrier Improvement Act;
Property Availability; Kachina Village,
Coconino County, AZ

AGENCY: Resolution Trust Corporation.
ACTION: Notice.

SUMMARY: Notice is hereby given that
the property known as Kachins Village,
located in Coconino County, Arizona, is
affected by section 10 of the Coastal
Barrier Improvement Act of 1990, as
specified below.
DATES: Written notices of serious
interest to purchase or effect other
transfer of the property may be mailed
or faxed to the RTC until December 29,
1992.
ADDRESSES: Copies of detailed
descriptions of the property, including
maps, can be obtained from or are
available for inspection by contacting
the following person: Mr. Robert
Wessel, Resolution Trust Corporation,
c/o Great American FSA, 600 B Street,
M/C 5480, San Diego, CA 92183, (619)
231-3035, Fax (619) 231-4051.

SUPPLEMENTARY INFORMATION: The
Kachina Village property is located in
the unincorporated area of Kachina
Village, south of the City of Flagstaff,
Coconino County, Arizona. The site is
situated west of Tovar Trail and about
200 feet north of Kachina Trail. The
property contains wetlands, has
recreational value and is adjacent to the
Coconino National Forest. The property
is covered property within the meaning
of section 10 of the Coastal Barrier
Improvement Act of 1990, Public Law
101-591 (12 U.S.C. 1441a-3).

Characteristics of the property
include: The property consists of
approximately 57.5 acres of
undeveloped land. Several natural
springs and streams run through the
property and drain into a wash area.
The northeast part of the property is
slightly elevated above the rest of the
property and is partially forested. There
is no developed access to the property.

Property Size: Approximately 57.5
acres.

Written notice of serious interest in
the purchase or other transfer of the
property must be received on or before
December 29, 1992 by the Resolution
Trust Corporation at the address stated
above.

Those entities eligible to submit
written notices of serious interest are:

1. Agencies or entities of the Federal
government;

2. Agencies or entities of State or local
government; and

3. "Qualified organizations" pursuant
to section 170(h)(3) of the Internal
Revenue Code of 1986 (26 U.S.C.
170(h)(3)).

Written notices ofserious interest to
purchase or effect other transfer of the
property must be submittedby , ,.
December 29 1992 toMr'. Robert.Wessel
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Federal Acquisition Regulation 7.503 

(2) Agencies should not rule out the
purchase method of equipment acquisi-
tion in favor of leasing merely because 
of the possibility that future techno-
logical advances might make the se-
lected equipment less desirable. 

(b) Lease method. (1) The lease method
is appropriate if it is to the Govern-
ment’s advantage under the cir-
cumstances. The lease method may 
also serve as an interim measure when 
the circumstances— 

(i) Require immediate use of equip-
ment to meet program or system goals; 
but 

(ii) Do not currently support acquisi-
tion by purchase. 

(2) If a lease is justified, a lease with
option to purchase is preferable. 

(3) Generally, a long term lease
should be avoided, but may be appro-
priate if an option to purchase or other 
favorable terms are included. 

(4) If a lease with option to purchase
is used, the contract shall state the 
purchase price or provide a formula 
which shows how the purchase price 
will be established at the time of pur-
chase. 

[50 FR 35475, Aug. 30, 1985, as amended at 59 
FR 67026, Dec. 28, 1994] 

7.403 General Services Administration 
assistance. 

(a) When requested by an agency, the
General Services Administration (GSA) 
will assist in lease or purchase deci-
sions by providing information such 
as— 

(1) Pending price adjustments to Fed-
eral Supply Schedule contracts; 

(2) Recent or imminent technological
developments; 

(3) New techniques; and
(4) Industry or market trends.
(b) Agencies may request information

from the following GSA offices: 
(1) Center for Strategic IT Analysis

(MKS), Washington, DC 20405, for infor-
mation on acquisition of information 
technology. 

(2) Federal Supply Service, Office of
Acquisition (FC), Washington, DC 
20406, for information on other types of 
equipment. 

[48 FR 42124, Sept. 19, 1983, as amended at 54 
FR 29280, July 11, 1989; 61 FR 41468, Aug. 8, 
1996; 62 FR 40236, July 25, 1997] 

7.404 Contract clause. 
The contracting officer shall insert a 

clause substantially the same as the 
clause in 52.207–5, Option to Purchase 
Equipment, in solicitations and con-
tracts involving a lease with option to 
purchase. 

[59 FR 67026, Dec. 28, 1994] 

Subpart 7.5—Inherently 
Governmental Functions 

SOURCE: 61 FR 2628, Jan. 26, 1996, unless 
otherwise noted. 

7.500 Scope of subpart. 
The purpose of this subpart is to pre-

scribe policies and procedures to ensure 
that inherently governmental func-
tions are not performed by contractors. 
It implements the policies of Office of 
Federal Procurement Policy (OFPP) 
Policy Letter 92–1, Inherently Govern-
mental Functions. 

7.501 [Reserved] 

7.502 Applicability. 
The requirements of this subpart 

apply to all contracts for services. This 
subpart does not apply to services ob-
tained through either personnel ap-
pointments, advisory committees, or 
personal services contracts issued 
under statutory authority. 

7.503 Policy. 
(a) Contracts shall not be used for

the performance of inherently govern-
mental functions. 

(b) Agency decisions which determine
whether a function is or is not an in-
herently governmental function may 
be reviewed and modified by appro-
priate Office of Management and Budg-
et officials. 

(c) The following is a list of examples
of functions considered to be inher-
ently governmental functions or which 
shall be treated as such. This list is not 
all inclusive: 

(1) The direct conduct of criminal in-
vestigations. 

(2) The control of prosecutions and
performance of adjudicatory functions 
other than those relating to arbitra-
tion or other methods of alternative 
dispute resolution. 
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(3) The command of military forces,
especially the leadership of military 
personnel who are members of the com-
bat, combat support, or combat service 
support role. 

(4) The conduct of foreign relations
and the determination of foreign pol-
icy. 

(5) The determination of agency pol-
icy, such as determining the content 
and application of regulations, among 
other things. 

(6) The determination of Federal pro-
gram priorities for budget requests. 

(7) The direction and control of Fed-
eral employees. 

(8) The direction and control of intel-
ligence and counter-intelligence oper-
ations. 

(9) The selection or non-selection of
individuals for Federal Government 
employment, including the inter-
viewing of individuals for employment. 

(10) The approval of position descrip-
tions and performance standards for 
Federal employees. 

(11) The determination of what Gov-
ernment property is to be disposed of 
and on what terms (although an agency 
may give contractors authority to dis-
pose of property at prices within speci-
fied ranges and subject to other reason-
able conditions deemed appropriate by 
the agency). 

(12) In Federal procurement activi-
ties with respect to prime contracts— 

(i) Determining what supplies or
services are to be acquired by the Gov-
ernment (although an agency may give 
contractors authority to acquire sup-
plies at prices within specified ranges 
and subject to other reasonable condi-
tions deemed appropriate by the agen-
cy); 

(ii) Participating as a voting member
on any source selection boards; 

(iii) Approving any contractual docu-
ments, to include documents defining 
requirements, incentive plans, and 
evaluation criteria; 

(iv) Awarding contracts;
(v) Administering contracts (includ-

ing ordering changes in contract per-
formance or contract quantities, tak-
ing action based on evaluations of con-
tractor performance, and accepting or 
rejecting contractor products or serv-
ices); 

(vi) Terminating contracts;

(vii) Determining whether contract
costs are reasonable, allocable, and al-
lowable; and 

(viii) Participating as a voting mem-
ber on performance evaluation boards. 

(13) The approval of agency responses
to Freedom of Information Act re-
quests (other than routine responses 
that, because of statute, regulation, or 
agency policy, do not require the exer-
cise of judgment in determining wheth-
er documents are to be released or 
withheld), and the approval of agency 
responses to the administrative appeals 
of denials of Freedom of Information 
Act requests. 

(14) The conduct of Administrative
hearings to determine the eligibility of 
any person for a security clearance, or 
involving actions that affect matters of 
personal reputation or eligibility to 
participate in Government programs. 

(15) The approval of Federal licensing
actions and inspections. 

(16) The determination of budget pol-
icy, guidance, and strategy. 

(17) The collection, control, and dis-
bursement of fees, royalties, duties, 
fines, taxes, and other public funds, un-
less authorized by statute, such as 31 
U.S.C. 952 (relating to private collec-
tion contractors) and 31 U.S.C. 3718 (re-
lating to private attorney collection 
services), but not including— 

(i) Collection of fees, fines, penalties,
costs, or other charges from visitors to 
or patrons of mess halls, post or base 
exchange concessions, national parks, 
and similar entities or activities, or 
from other persons, where the amount 
to be collected is easily calculated or 
predetermined and the funds collected 
can be easily controlled using standard 
case management techniques; and 

(ii) Routine voucher and invoice ex-
amination. 

(18) The control of the treasury ac-
counts. 

(19) The administration of public
trusts. 

(20) The drafting of Congressional
testimony, responses to Congressional 
correspondence, or agency responses to 
audit reports from the Inspector Gen-
eral, the General Accounting Office, or 
other Federal audit entity. 

(d) The following is a list of examples
of functions generally not considered 
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to be inherently governmental func-
tions. However, certain services and ac-
tions that are not considered to be in-
herently governmental functions may 
approach being in that category be-
cause of the nature of the function, the 
manner in which the contractor per-
forms the contract, or the manner in 
which the Government administers 
contractor performance. This list is 
not all inclusive: 

(1) Services that involve or relate to
budget preparation, including workload 
modeling, fact finding, efficiency stud-
ies, and should-cost analyses, etc. 

(2) Services that involve or relate to
reorganization and planning activities. 

(3) Services that involve or relate to
analysis, feasibility studies, and strat-
egy options to be used by agency per-
sonnel in developing policy. 

(4) Services that involve or relate to
the development of regulations. 

(5) Services that involve or relate to
the evaluation of another contractor’s 
performance. 

(6) Services in support of acquisition
planning. 

(7) Contractors providing assistance
in contract management (such as 
where the contractor might influence 
official evaluations of other contrac-
tors). 

(8) Contractors providing technical
evaluation of contract proposals. 

(9) Contractors providing assistance
in the development of statements of 
work. 

(10) Contractors providing support in
preparing responses to Freedom of In-
formation Act requests. 

(11) Contractors working in any situ-
ation that permits or might permit 
them to gain access to confidential 
business information and/or any other 
sensitive information (other than situ-
ations covered by the National Indus-
trial Security Program described in 
4.402(b)). 

(12) Contractors providing informa-
tion regarding agency policies or regu-
lations, such as attending conferences 
on behalf of an agency, conducting 
community relations campaigns, or 
conducting agency training courses. 

(13) Contractors participating in any
situation where it might be assumed 
that they are agency employees or rep-
resentatives. 

(14) Contractors participating as
technical advisors to a source selection 
board or participating as voting or 
nonvoting members of a source evalua-
tion board. 

(15) Contractors serving as arbitra-
tors or providing alternative methods 
of dispute resolution. 

(16) Contractors constructing build-
ings or structures intended to be secure 
from electronic eavesdropping or other 
penetration by foreign governments. 

(17) Contractors providing inspection
services. 

(18) Contractors providing legal ad-
vice and interpretations of regulations 
and statutes to Government officials. 

(19) Contractors providing special
non-law enforcement, security activi-
ties that do not directly involve crimi-
nal investigations, such as prisoner de-
tention or transport and non-military 
national security details. 

(e) Agency implementation shall in-
clude procedures requiring the agency 
head or designated requirements offi-
cial to provide the contracting officer, 
concurrent with transmittal of the 
statement of work (or any modification 
thereof), a written determination that 
none of the functions to be performed 
are inherently governmental. This as-
sessment should place emphasis on the 
degree to which conditions and facts 
restrict the discretionary authority, 
decision-making responsibility, or ac-
countability of Government officials 
using contractor services or work prod-
ucts. Disagreements regarding the de-
termination will be resolved in accord-
ance with agency procedures before 
issuance of a solicitation. 

[61 FR 2628, Jan. 26, 1996, as amended at 62 
FR 40236, July 25, 1997] 

PART 8—REQUIRED SOURCES OF 
SUPPLIES AND SERVICES 

Sec. 
8.000 Scope of part. 
8.001 General. 
8.002 Priorities for use of Government sup-

ply sources. 
8.003 Use of other Government supply 

sources. 
8.004 Contract clause. 

Subpart 8.1—Excess Personal Property 

8.101 [Reserved] 
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Public Law 105–270
105th Congress

An Act
To provide a process for identifying the functions of the Federal Government that

are not inherently governmental functions, and for other purposes.

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the ‘‘Federal Activities Inventory
Reform Act of 1998’’.
SEC. 2. ANNUAL LISTS OF GOVERNMENT ACTIVITIES NOT INHER-

ENTLY GOVERNMENTAL IN NATURE.

(a) LISTS REQUIRED.—Not later than the end of the third quar-
ter of each fiscal year, the head of each executive agency shall
submit to the Director of the Office of Management and Budget
a list of activities performed by Federal Government sources for
the executive agency that, in the judgment of the head of the
executive agency, are not inherently governmental functions. The
entry for an activity on the list shall include the following:

(1) The fiscal year for which the activity first appeared
on a list prepared under this section.

(2) The number of full-time employees (or its equivalent)
that are necessary for the performance of the activity by a
Federal Government source.

(3) The name of a Federal Government employee respon-
sible for the activity from whom additional information about
the activity may be obtained.
(b) OMB REVIEW AND CONSULTATION.—The Director of the

Office of Management and Budget shall review the executive agen-
cy’s list for a fiscal year and consult with the head of the executive
agency regarding the content of the final list for that fiscal year.

(c) PUBLIC AVAILABILITY OF LISTS.—
(1) PUBLICATION.—Upon the completion of the review and

consultation regarding a list of an executive agency—
(A) the head of the executive agency shall promptly

transmit a copy of the list to Congress and make the
list available to the public; and

(B) the Director of the Office of Management and
Budget shall promptly publish in the Federal Register a
notice that the list is available to the public.
(2) CHANGES.—If the list changes after the publication of

the notice as a result of the resolution of a challenge under
section 3, the head of the executive agency shall promptly—

(A) make each such change available to the public
and transmit a copy of the change to Congress; and

Federal Register,
Publication.

Deadline.

Records.

Federal Activities
Inventory Reform
Act of 1998.
31 USC 501 note.

Oct. 19, 1998
[S. 314]
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(B) publish in the Federal Register a notice that the
change is available to the public.

(d) COMPETITION REQUIRED.—Within a reasonable time after
the date on which a notice of the public availability of a list
is published under subsection (c), the head of the executive agency
concerned shall review the activities on the list. Each time that
the head of the executive agency considers contracting with a pri-
vate sector source for the performance of such an activity, the
head of the executive agency shall use a competitive process to
select the source (except as may otherwise be provided in a law
other than this Act, an Executive order, regulations, or any execu-
tive branch circular setting forth requirements or guidance that
is issued by competent executive authority). The Director of the
Office of Management and Budget shall issue guidance for the
administration of this subsection.

(e) REALISTIC AND FAIR COST COMPARISONS.—For the purpose
of determining whether to contract with a source in the private
sector for the performance of an executive agency activity on the
list on the basis of a comparison of the costs of procuring services
from such a source with the costs of performing that activity by
the executive agency, the head of the executive agency shall ensure
that all costs (including the costs of quality assurance, technical
monitoring of the performance of such function, liability insurance,
employee retirement and disability benefits, and all other overhead
costs) are considered and that the costs considered are realistic
and fair.

SEC. 3. CHALLENGES TO THE LIST.

(a) CHALLENGE AUTHORIZED.—An interested party may submit
to an executive agency a challenge of an omission of a particular
activity from, or an inclusion of a particular activity on, a list
for which a notice of public availability has been published under
section 2.

(b) INTERESTED PARTY DEFINED.—For the purposes of this sec-
tion, the term ‘‘interested party’’, with respect to an activity referred
to in subsection (a), means the following:

(1) A private sector source that—
(A) is an actual or prospective offeror for any contract,

or other form of agreement, to perform the activity; and
(B) has a direct economic interest in performing the

activity that would be adversely affected by a determination
not to procure the performance of the activity from a private
sector source.
(2) A representative of any business or professional associa-

tion that includes within its membership private sector sources
referred to in paragraph (1).

(3) An officer or employee of an organization within an
executive agency that is an actual or prospective offeror to
perform the activity.

(4) The head of any labor organization referred to in section
7103(a)(4) of title 5, United States Code, that includes within
its membership officers or employees of an organization referred
to in paragraph (3).
(c) TIME FOR SUBMISSION.—A challenge to a list shall be submit-

ted to the executive agency concerned within 30 days after the
publication of the notice of the public availability of the list under
section 2.

Federal Register,
Publication.
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(d) INITIAL DECISION.—Within 28 days after an executive agency
receives a challenge, an official designated by the head of the
executive agency shall—

(1) decide the challenge; and
(2) transmit to the party submitting the challenge a written

notification of the decision together with a discussion of the
rationale for the decision and an explanation of the party’s
right to appeal under subsection (e).
(e) APPEAL.—

(1) AUTHORIZATION OF APPEAL.—An interested party may
appeal an adverse decision of the official to the head of the
executive agency within 10 days after receiving a notification
of the decision under subsection (d).

(2) DECISION ON APPEAL.—Within 10 days after the head
of an executive agency receives an appeal of a decision under
paragraph (1), the head of the executive agency shall decide
the appeal and transmit to the party submitting the appeal
a written notification of the decision together with a discussion
of the rationale for the decision.

SEC. 4. APPLICABILITY.

(a) EXECUTIVE AGENCIES COVERED.—Except as provided in sub-
section (b), this Act applies to the following executive agencies:

(1) EXECUTIVE DEPARTMENT.—An executive department
named in section 101 of title 5, United States Code.

(2) MILITARY DEPARTMENT.—A military department named
in section 102 of title 5, United States Code.

(3) INDEPENDENT ESTABLISHMENT.—An independent estab-
lishment, as defined in section 104 of title 5, United States
Code.
(b) EXCEPTIONS.—This Act does not apply to or with respect

to the following:
(1) GENERAL ACCOUNTING OFFICE.—The General Accounting

Office.
(2) GOVERNMENT CORPORATION.—A Government corpora-

tion or a Government controlled corporation, as those terms
are defined in section 103 of title 5, United States Code.

(3) NONAPPROPRIATED FUNDS INSTRUMENTALITY.—A part of
a department or agency if all of the employees of that part
of the department or agency are employees referred to in section
2105(c) of title 5, United States Code.

(4) CERTAIN DEPOT-LEVEL MAINTENANCE AND REPAIR.—
Depot-level maintenance and repair of the Department of
Defense (as defined in section 2460 of title 10, United States
Code).

SEC. 5. DEFINITIONS.

In this Act:
(1) FEDERAL GOVERNMENT SOURCE.—The term ‘‘Federal

Government source’’, with respect to performance of an activity,
means any organization within an executive agency that uses
Federal Government employees to perform the activity.

(2) INHERENTLY GOVERNMENTAL FUNCTION.—
(A) DEFINITION.—The term ‘‘inherently governmental

function’’ means a function that is so intimately related
to the public interest as to require performance by Federal
Government employees.

Deadline.

Deadline.
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Æ

(B) FUNCTIONS INCLUDED.—The term includes activi-
ties that require either the exercise of discretion in applying
Federal Government authority or the making of value judg-
ments in making decisions for the Federal Government,
including judgments relating to monetary transactions and
entitlements. An inherently governmental function in-
volves, among other things, the interpretation and execu-
tion of the laws of the United States so as—

(i) to bind the United States to take or not to
take some action by contract, policy, regulation,
authorization, order, or otherwise;

(ii) to determine, protect, and advance United
States economic, political, territorial, property, or other
interests by military or diplomatic action, civil or crimi-
nal judicial proceedings, contract management, or
otherwise;

(iii) to significantly affect the life, liberty, or prop-
erty of private persons;

(iv) to commission, appoint, direct, or control offi-
cers or employees of the United States; or

(v) to exert ultimate control over the acquisition,
use, or disposition of the property, real or personal,
tangible or intangible, of the United States, including
the collection, control, or disbursement of appropriated
and other Federal funds.
(C) FUNCTIONS EXCLUDED.—The term does not nor-

mally include—
(i) gathering information for or providing advice,

opinions, recommendations, or ideas to Federal Govern-
ment officials; or

(ii) any function that is primarily ministerial and
internal in nature (such as building security, mail oper-
ations, operation of cafeterias, housekeeping, facilities
operations and maintenance, warehouse operations,
motor vehicle fleet management operations, or other
routine electrical or mechanical services).

SEC. 6. EFFECTIVE DATE.

This Act shall take effect on October 1, 1998.

Approved October 19, 1998.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON. D.C. 20503

August 4, 1983  (REVISED 1999)         CIRCULAR NO. A-76

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 

SUBJECT:  Performance of Commercial Activities 

1. Purpose.  This Circular establishes Federal policy regarding the performance of commercial
activities and implements the statutory requirements of the Federal Activities Inventory Reform Act
of 1998, Public Law 105-270.  The Supplement to this Circular sets forth the procedures for
determining whether commercial activities should be performed under contract with commercial
sources or in-house using Government facilities and personnel.

2. Rescission.  OMB Circular No. A-76 (Revised), dated March 29, 1979; and
Transmittal Memoranda 1 through 14 and 16 through 18.

3. Authority.  The Budget and Accounting Act of 1921 (31 U.S.C. 1 et seq.), The Office of
Federal Procurement Policy Act Amendments of 1979. (41 U.S.C. 401 et seq.), and The Federal
Activities Inventory Reform Act of 1998. (P. L. 105-270).

4. Background.

a. In the process of governing, the Government should not compete with its citizens.
The competitive enterprise system, characterized by individual freedom and initiative, is the primary
source of national economic strength.  In recognition of this principle, it has been and continues to
be the general policy of the Government to rely on commercial sources to supply the products and
services the Government needs. 

b. This national policy was promulgated through Bureau of the Budget Bulletins
issued in 1955, 1957 and 1960.  OMB Circular No. A-76 was issued in 1966.  The Circular was
previously revised in 1967, 1979, and 1983.  The Supplement (Revised Supplemental Handbook) was
previously revised in March 1996 (Transmittal Memorandum 15). 

5. Policy.  It is the policy of the United States Government to:

a. Achieve Economy and Enhance Productivity. Competition enhances quality,
economy, and productivity.  Whenever commercial sector performance of a Government operated
commercial activity is permissible, in accordance with this Circular and its Supplement, comparison
of the cost of contracting and the cost of in-house performance shall be performed to determine who
will do the work.  When conducting cost comparisons, agencies must ensure that all costs are
considered and that these costs are realistic and fair.

b. Retain Governmental Functions In-House. Certain functions are inherently
Governmental in nature, being so intimately related to the public interest as to mandate performance
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only by Federal employees.  These functions are not in competition with the commercial sector.
Therefore, these functions shall be performed by Government employees. 

c. Rely on the Commercial Sector. The Federal Government shall rely on commercially
available sources to provide commercial products and services.  In accordance with the provisions
of this Circular and its Supplement, the Government shall not start or carry on any activity to provide
a commercial product or service if the product or service can be procured more economically from
a commercial source.

6. Definitions.  For purposes of this Circular:

a. A commercial activity is one which is operated by a Federal executive agency and
which provides a product or service that could be obtained from a commercial source.  Activities that
meet the definition of an inherently Governmental function provided below are not commercial
activities.  A representative list of commercial activities is provided in Attachment A.  A commercial
activity also may be part of an organization or a type of work that is separable from other functions
or activities and is suitable for performance by contract. 

b. A conversion to contract is the changeover of an activity from Government
performance to performance under contract by a commercial source.

c. A conversion to in-house is the changeover of an activity from performance
 under contract to Government performance.

d. A commercial source is a business or other non-Federal activity located in the
United States, its territories and possessions, the District of Columbia or the Commonwealth of
Puerto Rico, which provides a commercial product or service.

e. An inherently Governmental function is a function which is so intimately related
to the public interest as to mandate performance by Government employees.  Consistent with the
definitions provided in the Federal Activities Inventory Reform Act of 1998 and OFPP Policy Letter
92-1, these functions include those activities which require either the exercise of discretion in applying
Government authority or the use of value judgment in making decisions for the Government.
Services or products in support of inherently Governmental functions, such as those listed in
Attachment A, are commercial activities and are normally subject to this Circular.  Inherently
Governmental functions normally fall into two categories:

(1) The act of governing; i.e., the discretionary exercise of Government authority.
Examples include criminal investigations, prosecutions and other judicial functions;
management of Government programs requiring value judgments, as in direction of the
national defense; management and direction of the Armed Services; activities performed
exclusively by military personnel who are subject to deployment in a combat, combat support
or combat service support role; conduct of foreign relations; selection of program priorities;
direction of Federal employees; regulation of the use of space, oceans, navigable rivers and
other natural resources; direction of intelligence and counter-intelligence operations; and
regulation of industry and commerce, including food and drugs. 

236



(2) Monetary transactions and entitlements, such as tax collection and revenue
disbursements; control of the Treasury accounts and money supply; and the administration
of public trusts. 

f. A cost comparison is the process of developing an estimate of the cost of
 Government performance of a commercial activity and comparing it, in accordance with the
requirements of the Supplement, to the cost to the Government for contract performance of the
activity.

g. Directly affected parties are Federal employees and their representative organizations
and bidders or offerors on the instant solicitation.

h. Interested parties for purposes of challenging the contents of an agency’s Commercial
Activities Inventory under the Federal Activities Inventory Reform Act of 1998 are:

(1) A private sector source that (A) is an actual or prospective offeror for any
contract or other form of  agreement to perform the activity; and (B) has a direct economic
interest in performing the activity that would be adversely affected by a determination not to
procure the performance of the activity from a private sector source.

(2) A representative of any business or professional association that includes
within its membership private sector sources referred to in (1) above.

(3) An officer or employee of an organization within an executive agency that is
an actual or prospective offeror to perform the activity.

(4) The head of any labor organization referred to in section 7103(a) (4) of Title
5, United States Code that includes within its membership officers or employees of an
organization referred to in (3) above.

7. Scope.

a. Unless otherwise provided by law, this Circular and its Supplement shall apply to all
executive agencies and shall provide administrative direction to heads of agencies.

b. This Circular and its Supplement apply to printing and binding only in those agencies
or departments which are exempted by law from the provisions of Title 44 of the U.S. Code.

c. This Circular and its Supplement shall not:

(1) Be applicable when contrary to law, Executive Orders, or any treaty or
international agreement; 

(2) Apply to inherently Governmental functions as defined in paragraph 6.e.;

(3) Apply to the Department of Defense in times of a declared war or military
mobilization; 
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(4) Provide authority to enter into contracts;

(5) Authorize contracts which establish an employer-employee relationship
between the Government and contractor employees.  An employer-employee relationship
involves close, continual supervision of individual contractor employees by Government
employees, as distinguished from general oversight of contractor operations.  However,
limited and necessary interaction between Government employees and contractor employees,
particularly during the transition period of conversion to contract, does not establish an
employer-employee relationship. 

(6) Be used to justify conversion to contract solely to avoid personnel ceilings or
salary limitations; 

(7) Apply to the conduct of research and development. However, severable in-
house commercial activities in support of research and development, such as those listed in
Attachment A, are normally subject to this Circular and its Supplement; or 

(8) Establish and shall not be construed to create any substantive or procedural
basis for anyone to challenge any agency action or inaction on the basis that such action or
inaction was not in accordance with this Circular, except as specifically set forth in Part 1,
Chapter 3, paragraph K of the Supplement, “Appeals of Cost Comparison Decisions” and as
set forth in Appendix 2, Paragraph G, consistent with Section 3 of the Federal Activities
Inventory Reform Act of 1998.

d. The requirements of the Federal Activities Inventory Reform Act of 1998 apply to the
following executive agencies: 

(1) an executive department named in 5 USC 101,

(2) a military department named in 5 USC 102, and

(3) an independent establishment as defined in 5 USC 104.

e. The requirements of the Federal Activities Inventory Reform Act of 1998 do not apply to
the following entities or activities:

(1) the General Accounting Office,

(2) a Government corporation or a Government controlled corporation as defined
in 5 USC 103, 

(3) a non-appropriated funds instrumentality if all of its employees are referred to
in 5 USC 2105(c), or 

(4) Depot-level maintenance and repair of the Department of Defense as defined
in 10 USC 2460.
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8. Government Performance of a Commercial Activity. Government performance of
a commercial activity is authorized under any of the following conditions:

a. No Satisfactory Commercial Source Available. Either no commercial source is
capable of providing the needed product or service, or use of such a source would cause unacceptable
delay or disruption of an essential program. Findings shall be supported as follows: 

(1) If the finding is that no commercial source is capable of providing the needed
product or service, the efforts made to find commercial sources must be documented and
made available to the public upon request. These efforts shall include, in addition to
consideration of preferential procurement programs (see Part I, Chapter 1, paragraph C of
the Supplement) at least three notices describing the requirement in the Commerce Business
Daily over a 90-day period or, in cases of bona fide urgency, two notices over a 30-day
period. Specifications and requirements in the solicitation shall not be unduly restrictive and
shall not exceed those required of in-house Government personnel or operations.

(2) If the finding is that a commercial source would cause unacceptable delay or
disruption of an agency program, a written explanation, approved by the assistant secretary
or designee in paragraph 9.a. of the Circular, must show the specific impact on an agency
mission in terms of cost and performance. Urgency alone is not adequate reason to continue
in-house operation of a commercial activity. Temporary disruption resulting from conversion
to contract is not sufficient support for such a finding, nor is the possibility of a strike by
contract employees. If the commercial activity has ever been performed by contract, an
explanation of how the instant circumstances differ must be documented. These decisions
must be made available to the public upon request. 

(3) Activities may not be justified for in-house performance solely on the basis that
the activity involves or supports a classified program or the activity is required to perform an
agency's basic mission.

b. National Defense.

(1) The Secretary of Defense shall establish criteria for determining when
Government performance of a commercial activity is required for national defense reasons.
Such criteria shall be furnished to OMB, upon request. 

(2) Only the Secretary of Defense or his designee has the authority to exempt
commercial activities for national defense reasons. 

c. Patient Care. Commercial activities performed at hospitals operated by the
Government shall be retained in-house if the agency head, in consultation with the agency's chief
medical director, determines that in-house performance would be in the best interests of direct patient
care. 

d. Lower cost. Government performance of a commercial activity is authorized if a
cost comparison prepared in accordance with the Supplement demonstrates that the Government is
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operating or can operate the activity on an ongoing basis at an estimated lower cost than a qualified
commercial source. 

9. Action Requirements. To ensure that the provisions of this Circular and its Supplement are
followed, each agency head shall:

a. Designate an official at the assistant secretary or equivalent level and officials at a
comparable level in major component organizations to have responsibility for implementation of
this Circular and its Supplement within the agency. 

b. Establish one or more offices as central points of contact to carry out
implementation.  These offices shall have access to all documents and data pertinent to actions taken
under the Circular and its Supplement and will respond in a timely manner to all requests concerning
inventories, schedules, reviews, results of cost comparisons and cost comparison data. 

c. Be guided by Federal Acquisition Regulation (FAR) Subpart 24.2 (Freedom of
Information Act) in considering requests for information. 

d. Implement this Circular and its Supplement with a minimum of internal instructions.
Cost comparisons shall not be delayed pending issuance of such instructions.

e. Ensure the reviews of all existing in-house commercial activities are
completed within a reasonable time in accordance with the Federal Activities Inventory Reform Act
of 1998 and the Supplement.

10. Annual Reporting Requirement.  As required by the Federal Activities Inventory Reform
Act of 1998 and Appendix 2 of the Supplement, no later than June 30 of each year, agencies shall
submit to OMB a Commercial Activities Inventory and any supplemental information requested by
OMB.  After review and consultation by OMB, agencies will transmit a copy of the Commercial
Activities Inventory to Congress and make the contents of the Inventory available to the public.
Agencies will follow the process provided in the Supplement for interested parties to challenge (and
appeal) the contents of the inventory.

11. OMB Responsibility and Contact Point. All questions or inquiries should be submitted to
the Office of Management and Budget, Room 6002 NEOB, Washington, DC 20503. Telephone
number (202) 395-6104, FAX (202) 395-7230.

12. Effective Date. This Circular and the changes to its Supplement are effective immediately.
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EXAMPLES OF COMMERCIAL ACTIVITIES

Audiovisual Products and Services 

    Photography (still, movie, aerial, etc.)
    Photographic processing (developing, printing,
enlarging, etc.)
    Film and videotape production (script writing,
direction, animation, editing, acting, etc.)
    Microfilming and other microforms
    Art and graphics services
    Distribution of audiovisual materials
    Reproduction and duplication of audiovisual products
    Audiovisual facility management and operation
    Maintenance of audiovisual equipment

Automatic Data Processing 

    ADP services - batch processing, time-sharing, facility
management, etc.
    Programming and systems analysis, design,
development, and simulation
    Key punching, data entry, transmission, and
teleprocessing services
    Systems engineering and installation
    Equipment installation, operation, and maintenance

Food Services 

    Operation of cafeterias, mess halls, kitchens, bakeries,
dairies, and commissaries
    Vending machines
    Ice and water

Health Services 

    Surgical, medical, dental, and psychiatric care
    Hospitalization, outpatient, and nursing care
    Physical examinations
    Eye and hearing examinations and manufacturing and
fitting glasses and hearing aids
    Medical and dental laboratories
    Dispensaries
    Preventive medicine
    Dietary services
    Veterinary services

Industrial Shops and Services 

    Machine, carpentry, electrical, plumbing, painting,
and other shops
    Industrial gas production and recharging
    Equipment and instrument fabrication, repair and
calibration
    Plumbing, heating, electrical, and air conditioning
services, including repair

    Fire protection and prevention services
    Custodial and janitorial services
    Refuse collection and processing

Maintenance, Overhaul, Repair, and Testing 

    Aircraft and aircraft components
    Ships, boats, and components
    Motor vehicles
    Combat vehicles
    Railway systems
    Electronic equipment and systems
    Weapons and weapon systems
    Medical and dental equipment
    Office furniture and equipment
    Industrial plant equipment
    Photographic equipment
    Space systems

Management Support Services 

    Advertising and public relations services
    Financial and payroll services
    Debt collection

Manufacturing, Fabrication, Processing, Testing, and
Packaging 

    Ordnance equipment
    Clothing and fabric products
    Liquid, gaseous, and chemical products
    Lumber products
    Communications and electronics equipment
    Rubber and plastic products
    Optical and related products
    Sheet metal and foundry products
    Machined products
    Construction materials
    Test and instrumentation equipment

Office and Administrative Services 

    Library operations
    Stenographic recording and transcribing
    Word processing/data entry/typing services
    Mail/messenger
    Translation
    Management information systems, products and
distribution
    Financial auditing and services
    Compliance auditing
    Court reporting
    Material management
    Supply services
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Other Services 

    Laundry and dry cleaning
    Mapping and charting
    Architect and engineer services
    Geological surveys
    Cataloging
    Training -- academic, technical, vocational, and
specialized Operation of utility systems
    (power, gas, water steam, and sewage)
    Laboratory testing services

Printing and Reproduction 

    Facility management and operation
    Printing and binding -- where the agency or
department is exempted from the provisions of
    Title 44 of the U.S. Code
    Reproduction, copying, and duplication
    Blueprinting

Real Property 

    Design, engineering, construction, modification,
repair, and maintenance of buildings and
    structures; building mechanical and electrical
equipment and systems; elevators; escalators;
    moving walks
    Construction, alteration, repair, and maintenance of
roads and other surfaced areas
    Landscaping, drainage, mowing and care of grounds
    Dredging of waterways

Security 

    Guard and protective services
    Systems engineering, installation, and maintenance of
security systems and individual
    privacy systems
    Forensic laboratories

Special Studies and Analyses 

    Cost benefit analyses
    Statistical analyses
    Scientific data studies
    Regulatory studies
    Defense, education, energy studies
    Legal/litigation studies
    Management studies

Systems Engineering, Installation, Operation,
Maintenance, and Testing

    Communications systems - voice, message, data, radio,
wire, microwave, and satellite
    Missile ranges
    Satellite tracking and data acquisition

    Radar detection and tracking
    Television systems - studio and transmission
equipment, distribution systems, receivers,
    antennas, etc.
    Recreational areas
    Bulk storage facilities

Transportation 

    Operation of motor pools
    Bus service
    Vehicle operation and maintenance
    Air, water, and land transportation of people and
things
    Trucking and hauling
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   EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON,  D .C .  20503  

May 29, 20031,2 

CIRCULAR NO. A-76 (REVISED) 

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 

SUBJECT:  Performance of Commercial Activities 

1. Purpose.  This circular establishes federal policy for the competition of commercial activities.

2. Supersession.  This circular supersedes Office of Management and Budget (OMB) Circular No. A-76
(Revised 1999), August 4, 1983; Circular No. A–76 Revised Supplemental Handbook (Revised 2000),
March 1996; Office of Federal Procurement Policy Letter 92-1, “Inherently Governmental Functions,”
September 23, 1992; and OMB Transmittal Memoranda 1 through 25, Performance of Commercial
Activities.

3. Authority.  Reorganization Plan No. 2 of 1970 (31 U.S.C. § 1111); Executive Order 11541; the Office
of Federal Procurement Policy Act (41 U.S.C. § 405); and the Federal Activities Inventory Reform
(FAIR) Act of 1998 (31 U.S.C. § 501 note).

4. Policy.  The longstanding policy of the federal government has been to rely on the private sector for
needed commercial services.  To ensure that the American people receive maximum value for their tax
dollars, commercial activities should be subject to the forces of competition.  In accordance with this
circular, including Attachments A-D, agencies shall:

a. Identify all activities performed by government personnel as either commercial or inherently
governmental.

b. Perform inherently governmental activities with government personnel.

c. Use a streamlined or standard competition to determine if government personnel should perform a
commercial activity.  [See OMB Memorandum M-08-11 (February 20, 2008), number 4, when
applying this provision]

d. Apply the Federal Acquisition Regulation (FAR), 48 C.F.R. Chapter 1, in conjunction with this
circular, for streamlined and standard competitions.

e. Comply with procurement integrity, ethics, and standards of conduct rules, including the
restrictions of 18 U.S.C. § 208, when performing streamlined and standard competitions.

1 This document reflects changes made by OMB Memorandum M-08-13, Update to Civilian Position Full Fringe Benefit Cost 
Factor, Federal Pay Raise Assumptions, and Inflation Factors used in OMB Circular No. A-76, “Performance of Commercial 
Activities" (March 11, 2008), and a technical correction made by OMB memorandum M-03-20, Technical Correction to OMB 
Circular No. A-76, "Performance of Commercial Activities” (August 15, 2003). 
2 Please see OMB Memoranda M-04-12, Performance Periods in Public-Private Competitions (April 30, 2004), M-06-13, 
Competitive Sourcing under Section 842(a) of P.L. 109-115 (April 24, 2006), and M-08-11, Competitive Sourcing Requirements 
of Division D of Public Law 110-161 (February 20, 2008) when applying the following provisions of OMB Circular A-76: 
Paragraphs 4.c and 5.d; Attachment B, Paragraphs A.5, C.1.a, C.1.c, D.3.a(7), and D.5.b(3); Attachment C, Paragraphs A.5, A.12, 
C.3 and Section D.
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f. Designate, in writing, an assistant secretary or equivalent level official with responsibility for
implementing this circular, hereafter referred to as the competitive sourcing official (CSO).  Except
as otherwise provided by this circular, the CSO may delegate, in writing, specified responsibilities
to senior-level officials in the agency or agency components.

g. Require full accountability of agency officials designated to implement and comply with this
circular by establishing performance standards in annual performance evaluations.

h. Centralize oversight responsibility to facilitate fairness in streamlined and standard competitions
and promote trust in the process.  Agencies shall allocate resources to effectively apply a clear,
transparent, and consistent competition process based on lessons learned and best practices.
Lessons learned and best practices resulting from a streamlined or standard competition process
shall be posted on SHARE A-76!

i. Develop government cost estimates for standard and streamlined competitions in accordance with
Attachment C using the COMPARE costing software.  Agencies shall not use agency budgetary
estimates to develop government cost estimates in a streamlined or standard competition.

j. Track execution of streamlined and standard competitions in accordance with Attachment B.

k. Assist adversely affected federal employees in accordance with 5 C.F.R. Parts 330 and 351.  The
statutory veterans' preference for appointment and retention (5 U.S.C. §§ 1302, 3301, 3302, 3502)
applies to actions taken pursuant to this circular.

l. Not perform work as a contractor or subcontractor to the private sector, unless specific statutory
authority exists or the CSO receives prior written OMB approval.

5. Scope.

a. Except as otherwise provided by law, this circular shall apply to executive departments named in
5 U.S.C. § 101 and independent establishments as defined in 5 U.S.C. § 104.  These departments
and independent establishments are referred to in this circular as “agencies”.  Except as otherwise
provided by law, this circular shall apply to military departments named in 5 U.S.C. § 102.

b. As provided by Attachment A, the CSO may exempt a commercial activity performed by
government personnel from performance by the private sector.

c. The CSO (without delegation) shall receive prior written OMB approval to deviate from this
circular (e.g., time limit extensions, procedural deviations, or costing variations for a specific
streamlined or standard competition, or inventory process deviations).  Agencies shall include any
OMB approved deviations in the public announcement and solicitation for a streamlined or standard
competition.  Agencies are encouraged to use this deviation procedure to explore innovative
alternatives to standard or streamlined competitions, including public-private partnerships, public-
public partnerships, and high performing organizations.

d. A streamlined or standard competition is not required for private sector performance of a new
requirement, private sector performance of a segregable expansion to an existing commercial
activity performed by government personnel, or continued private sector performance of a
commercial activity.  Before government personnel may perform a new requirement, an expansion
to an existing commercial activity, or an activity performed by the private sector, a streamlined or
standard competition shall be used to determine whether government personnel should perform the
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commercial activity.  [See OMB Memorandum M-08-11 (February 20, 2008), number 4, when 
applying this provision] 

 
e. The CSO shall identify savings resulting from completed streamlined and standard competitions in 

accordance with OMB Circular No. A-11, Preparation, Submission, and Execution of the Budget. 
 
f. This circular shall not be construed to alter any law, executive order, rule, regulation, treaty, or 

international agreement. 
 
g. Noncompliance with this circular shall not be interpreted to create a substantive or procedural basis 

to challenge agency action or inaction, except as stated in Attachments A and B. 
 
h. The Department of Defense CSO (without delegation) shall determine if this circular applies to the 

Department of Defense during times of a declared war or military mobilization. 
 
6. Effective Date.  This circular is effective upon publication in the Federal Register and shall apply to 

inventories required, and streamlined and standard competitions initiated, after the effective date. 
 
7. Transition.  Agencies shall apply the following transition procedures to direct conversions and cost 

comparisons, including streamlined cost comparisons, initiated but not completed by the effective 
date of this circular. 
 
a. Agencies shall convert initiated streamlined cost comparisons and direct conversions to 

streamlined or standard competitions under this revised circular. 
 
b. Agencies shall convert initiated cost comparisons for which solicitations have not been issued 

prior to the effective date to standard competitions under this revised circular or, at the agency's 
discretion if permitted by this revised circular, to streamlined competitions. 
 

c. The circular in effect prior to this revision shall govern cost comparisons for which solicitations 
have been issued, unless agencies, at their discretion, convert such cost comparisons to standard 
competitions under this revised circular, or, if permitted by this revised circular, to streamlined 
competitions. 

 
d. In applying transition procedures, agencies shall not combine the requirements of this revised 

circular with those in the prior circular.   
 
e. When complying with the transition procedures required by this paragraph, agencies shall make a 

public announcement within 30 days after the effective date of this revised circular pursuant to 
this transition paragraph.  For conversions made at an agency's discretion, agencies shall make 
public announcement on the date the agency's decision takes effect. 
 

8. Attachments. 
 
Attachment A -- Inventory Process 
Attachment B -- Public-Private Competition 
Attachment C -- Calculating Public-Private Competition Costs 
Attachment D -- Acronyms and Definitions 

 

 Mitchell E. Daniels, Jr. 
 Director 
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A INVENTORY PROCESS 

A. INVENTORY REQUIREMENTS.

1. Agency Inventories.  An agency shall prepare two annual inventories that categorize all activities
performed by government personnel as either commercial or inherently governmental.

2. Annual Requirement.  By June 30 of each year, an agency shall submit the following by
electronic mail (e-mail) to OMB (a) an inventory of commercial activities performed by
government personnel; (b) an inventory of inherently governmental activities performed by
government personnel; and (c) an inventory summary report.  An agency may provide aggregate
data for uniformed services personnel and foreign nationals performing inherently governmental
activities.  For annual inventories, an agency shall use the format and data requirements found at
the OMB web site (www.OMB.gov).

3. OMB Review and Consultation.  OMB shall, on an annual basis, review both agency
inventories and consult with the agency regarding the content of both agency inventories.

4. Congressional and Public Notification.  After OMB review and consultation, an agency shall
make both inventories available to Congress and the public unless the inventory information is
classified or otherwise protected for national security reasons.  OMB shall publish a notice of
availability in the Federal Register.

5. Inventory Summary Report.  An agency shall submit an annual inventory summary in the
format in Figure A1. to identify aggregate data.  The total of the two agency inventories shall
reasonably equate to an agency’s authorized personnel requirements.  An agency shall make the
annual inventory summary report available to the public unless the inventory information is
classified or otherwise protected for national security reasons.

Fiscal Year XXXX Annual Inventory Summary 
COMMERCIAL ACTIVITY INVENTORY Inherently Governmental Inventory 

AGENCY: FAIR Uniformed 
Services Act 

Foreign 
Nationals Other TOTAL Inherently 

Governmental* 
Uniformed 
Services 

Foreign 
Nationals TOTAL 

Agency 
Component A 
Agency 
Component B 

AGENCY 
TOTAL 

*Minus uniformed services personnel and foreign nationals
Figure A1.
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B. CATEGORIZING ACTIVITIES PERFORMED BY GOVERNMENT PERSONNEL AS
INHERENTLY GOVERNMENTAL OR COMMERCIAL.

1. Inherently Governmental Activities.  The CSO shall justify, in writing, any designation of
government personnel performing inherently governmental activities.  The justification shall be
made available to OMB and the public upon request.  An agency shall base inherently
governmental justifications on the following criteria:

a. An inherently governmental activity is an activity that is so intimately related to the public
interest as to mandate performance by government personnel.  These activities require the
exercise of substantial discretion in applying government authority and/or in making
decisions for the government.  Inherently governmental activities normally fall into two
categories: the exercise of sovereign government authority or the establishment of procedures
and processes related to the oversight of monetary transactions or entitlements.  An inherently
governmental activity involves:

(1) Binding the United States to take or not to take some action by contract, policy,
regulation, authorization, order, or otherwise;

(2) Determining, protecting, and advancing economic, political, territorial, property, or
other interests by military or diplomatic action, civil or criminal judicial proceedings,
contract management, or otherwise;

(3) Significantly affecting the life, liberty, or property of private persons; or

(4) Exerting ultimate control over the acquisition, use, or disposition of United States property
(real or personal, tangible or intangible), including establishing policies or procedures for
the collection, control, or disbursement of appropriated and other federal funds.

b. While inherently governmental activities require the exercise of substantial discretion, not
every exercise of discretion is evidence that an activity is inherently governmental.  Rather, the
use of discretion shall be deemed inherently governmental if it commits the government to a
course of action when two or more alternative courses of action exist and decision making is
not already limited or guided by existing policies, procedures, directions, orders, and other
guidance that (1) identify specified ranges of acceptable decisions or conduct and (2) subject
the discretionary authority to final approval or regular oversight by agency officials.

c. An activity may be provided by contract support (i.e., a private sector source or a public
reimbursable source using contract support) where the contractor does not have the authority
to decide on the course of action, but is tasked to develop options or implement a course of
action, with agency oversight.  An agency shall consider the following to avoid transferring
inherently governmental authority to a contractor:

(1) Statutory restrictions that define an activity as inherently governmental;

(2) The degree to which official discretion is or would be limited, i.e., whether
involvement of the private sector or public reimbursable provider is or would be so
extensive that the ability of senior agency management to develop and consider options
is or would be inappropriately restricted;

 A-2
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(3) In claims or entitlement adjudication and related services (a) the finality of any action
affecting individual claimants or applicants, and whether or not review of the provider’s
action is de novo on appeal of the decision to an agency official; (b) the degree to which a
provider may be involved in wide-ranging interpretations of complex, ambiguous case
law and other legal authorities, as opposed to being circumscribed by detailed laws,
regulations, and procedures; (c) the degree to which matters for decisions may involve
recurring fact patterns or unique fact patterns; and (d) the discretion to determine an
appropriate award or penalty;

(4) The provider’s authority to take action that will significantly and directly affect the life,
liberty, or property of individual members of the public, including the likelihood of the
provider’s need to resort to force in support of a police or judicial activity; whether the
provider is more likely to use force, especially deadly force, and the degree to which the
provider may have to exercise force in public or relatively uncontrolled areas. These
policies do not prohibit contracting for guard services, convoy security services, pass and
identification services, plant protection services, or the operation of prison or detention
facilities, without regard to whether the providers of these services are armed or unarmed;

(5) The availability of special agency authorities and the appropriateness of their application
to the situation at hand, such as the power to deputize private persons; and

(6) Whether the activity in question is already being performed by the private sector.

2. Commercial Activities.  A commercial activity is a recurring service that could be performed by
the private sector and is resourced, performed, and controlled by the agency through performance
by government personnel, a contract, or a fee-for-service agreement.  A commercial activity is not
so intimately related to the public interest as to mandate performance by government personnel.
Commercial activities may be found within, or throughout, organizations that perform inherently
governmental activities or classified work.

C. REASON CODES FOR COMMERCIAL ACTIVITIES.

1. Annual Procedures.  An agency shall use reason codes A-F, identified in Figure A2. below, to
indicate the rationale for government performance of a commercial activity.  Annual supplemental
procedures for the use of these reason codes may be found at the OMB web site.

REASON CODES AND DEFINITIONS FOR COMMERCIAL ACTIVITIES INVENTORY 
Codes DEFINITIONS 

A The commercial activity is not appropriate for private sector performance pursuant to a written determination by the CSO. 
B The commercial activity is suitable for a streamlined or standard competition. 
C The commercial activity is the subject of an in-progress streamlined or standard competition. 

D
The commercial activity is performed by government personnel as the result of a standard or streamlined competition (or a cost 
comparison, streamlined cost comparison, or direct conversion) within the past five years. 

E The commercial activity is pending an agency approved restructuring decision (e.g., closure, realignment). 
F The commercial activity is performed by government personnel due to a statutory prohibition against private sector performance. 

Figure A2.
2. Reason Code A.  The CSO may use reason code A to exempt commercial activities performed by

government personnel from private sector performance.  The CSO shall provide sufficient written
justification for reason code A exemptions.  These written justifications for the use of reason code
A shall be available to OMB and the public, upon request.

 A-3

249



OMB Circular No. A-76 Attachment A 
May 29, 2003 Inventory Process 

 A-4

D. INVENTORY CHALLENGE PROCESS.  An agency shall implement the following inventory
challenge process. 

1. Designation of Inventory Challenge and Appeal Authorities.  The head of the agency shall
designate inventory challenge authorities and inventory appeal authorities as follows:

a. Inventory Challenges.  Inventory challenge authorities shall be agency officials at the same
level as, or a higher level than, the individual who prepared the inventory.  Inventory
challenge authorities shall review and respond to challenges of agency inventory decisions.

b. Inventory Appeals.  Inventory appeal authorities shall be agency officials who are
independent and at a higher level in the agency than inventory challenge authorities, and shall
review and respond to appeals of inventory challenge decisions made by inventory challenge
authorities.

2. Submission of an Inventory Challenge.  After publication of OMB’s Federal Register notice
stating that an agency’s inventories are available, an interested party shall have 30 working days
to submit a written inventory challenge.  The inventory challenge shall be limited to (a) the
classification of an activity as inherently governmental or commercial, or (b) the application of
reason codes.  Function codes shall not be subject to the inventory challenge process.  A written
inventory challenge shall be submitted to agency inventory challenge authorities and shall specify
the agency, agency component, agency organization, function(s), and location(s) for the activities
being challenged.

3. Inventory Challenge Decision.  Within 28 working days of receiving the inventory challenge,
inventory challenge authorities shall (a) validate the commercial or inherently governmental
categorization or reason code designation of the activity, in a written inventory challenge
decision; and (b) transmit the inventory challenge decision, including the rationale for the
decision, to the interested party.  Inventory challenge authorities shall include an explanation of
the interested party’s right to file an appeal in any adverse challenge decision.

4. Submission of an Appeal of an Inventory Challenge Decision.  Upon receipt of an adverse
inventory challenge decision, an interested party shall have 10 working days to submit a written
appeal of this decision to inventory appeal authorities.

5. Inventory Appeal Decision.  Within 10 working days of receipt of the appeal, inventory appeal
authorities shall issue and transmit a written inventory appeal decision to the interested party.
This inventory appeal decision shall include the rationale for the decision.

6. Inventory Changes.  When the inventory challenge process results in a change to an agency
inventory, the agency shall (a) transmit a copy of the change to OMB and Congress; (b) make
these changes available to the public; and (c) publish a notice of public availability in the Federal
Register.
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B PUBLIC-PRIVATE COMPETITION 

A. PRELIMINARY PLANNING.  Before the public announcement (start date) of a streamlined or
standard competition, an agency shall complete, at a minimum, the following steps:

1. Scope.  Determine the activities and full time equivalent (FTE) positions to be competed.

2. Grouping.  Conduct preliminary research to determine the appropriate grouping of activities as
business units (e.g., consistent with market and industry structures).

3. Workload Data and Systems.  Assess the availability of workload data, work units, quantifiable
outputs of activities or processes, agency or industry performance standards, and other similar
data.  Establish data collection systems as necessary.

4. Baseline Costs.  Determine the activity’s baseline costs as performed by the incumbent service
provider.

5. Type of Competition.  Determine the use of a streamlined or standard competition.

a. An agency shall use a standard competition if, on the start date, a commercial activity is
performed by:

(1) The agency with an aggregate of more than 65 FTEs; or

(2) A private sector or public reimbursable source and the agency tender will include an
aggregate of more than 65 FTEs.

b. An agency shall use either a streamlined or standard competition if, on the start date, a
commercial activity is performed by:

(1) The agency with an aggregate of 65 or fewer FTEs and/or any number of military
personnel; or

(2) A private sector or public reimbursable source and the agency cost estimate (for a
streamlined competition) or the agency tender (for a standard competition) will include
an aggregate of 65 or fewer FTEs.

[See OMB Memorandum M-08-11 (February 20, 2008), number 4, when applying Paragraph 
A.5.]

6. Schedule.  Develop preliminary competition and completion schedules.

7. Roles and Responsibilities of Participants.  Determine roles and responsibilities of participants
in the process and their availability for the duration of the streamlined or standard competition.

8. Competition Officials.  Appoint competition officials.  The CSO shall appoint competition
officials for each standard competition, and, as appropriate, may appoint competition officials for
streamlined competitions.  The CSO shall appoint all competition officials, in writing, and shall
hold these competition officials accountable for the timely and proper conduct of streamlined or
standard competitions through the use of annual performance evaluations.

B-1
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a. Agency Tender Official (ATO).  The ATO shall (1) be an inherently governmental agency
official with decision-making authority; (2) comply with this circular; (3) be independent of
the contracting officer (CO), source selection authority (SSA), source selection evaluation
board (SSEB), and performance work statement (PWS) team; (4) develop, certify, and
represent the agency tender; (5) designate the most efficient organization (MEO) team after
public announcement of the standard competition; (6) provide the necessary resources and
training to prepare a competitive agency tender; and (7) be a directly interested party.  An
agency shall ensure that the ATO has access to available resources (e.g., skilled manpower,
funding) necessary to develop a competitive agency tender.

b. Contracting Officer (CO).  The CO shall (1) be an inherently governmental agency official;
(2) comply with both the FAR and this circular; (3) be independent of the ATO, human
resource advisor (HRA), and MEO team; and (4) be a member of the PWS team.

c. PWS (Performance Work Statement) Team Leader.  The PWS team leader shall (1) be
an inherently governmental agency official; (2) comply with both the FAR and this circular;
(3) be independent of the ATO, HRA and MEO team; (4) develop the PWS and quality
assurance surveillance plan; (5) determine government-furnished property (GFP); (6) assist
the CO in developing the solicitation; and (7) assist in implementing the performance
decision.

d. Human Resource Advisor (HRA).  The HRA shall (1) be an inherently governmental
agency official and a human resource expert; (2) comply with this circular; (3) be
independent of the CO, SSA, PWS team, and SSEB; (4) participate on the MEO team; and
(5) be responsible for the following:

(1) Employee and Labor-Relations Requirements.  The HRA shall, at a minimum,
perform the following (a) interface with directly affected employees (and their
representatives) from the date of public announcement until full implementation of the
performance decision; (b) identify adversely affected employees; (c) accomplish
employee placement entitlements in accordance with 5 C.F.R. Part 351 (reduction-in-
force procedures); (d) provide post-employment restrictions to employees; (e) determine
agency priority considerations for vacant positions and establish a reemployment
priority list(s) in accordance with 5 C.F.R. Part 330; and (f) provide the CO with a list of
the agency’s adversely affected employees, as required by this attachment and FAR
7.305(c) regarding the right of first refusal for a private sector performance decision.

(2) MEO Team Requirements.  The HRA shall assist the ATO and MEO team in
developing the agency tender.  During development of the agency tender, the HRA shall
be responsible for (a) scheduling sufficient time in competition milestones to accomplish
potential human resource actions in accordance with 5 C.F.R. Part 351; (b) advising the
ATO and MEO team on position classification restrictions; (c) classifying position
descriptions, including exemptions based on the Fair Labor Standards Act (d)
performing labor market analysis to determine the availability of sufficient labor to staff
the MEO and implement the phase-in plan; (e) assisting in the development of the
agency cost estimate by providing annual salaries, wages, night differentials, and
premium pay; (f) assisting in the development of the timing for the phase-in plan based
on MEO requirements; and (g) developing an employee transition plan for the
incumbent agency organization early in the standard competition process.
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e. Source Selection Authority (SSA).  The SSA shall (1) be an inherently governmental
agency official appointed in accordance with FAR Part 15.303; (2) comply with both the
FAR and this circular when performing a streamlined and standard competition; and (3) be
independent of the ATO, HRA, and MEO team.  The SSA shall not appoint an SSEB until
after public announcement.

9. Incumbent Service Providers.  Inform any incumbent service providers of the date that the
public announcement will be made.

B. PUBLIC ANNOUNCEMENTS.

1. Start Date (Public Announcement Date).  An agency shall make a formal public announcement
(at the local level and via FedBizOpps.gov) for each streamlined or standard competition.  The
public announcement shall include, at the minimum, the agency, agency component, location,
type of competition (streamlined or standard), activity being competed, incumbent service
providers, number of government personnel performing the activity, name of the CSO, name of
the contracting officer, name of the ATO, and projected end date of the competition.  The public
announcement date is the official start date for a streamlined or standard competition.

2. End Date (Performance Decision Date).  An agency shall make a formal public announcement
(at the local level and via FedBizOpps.gov) of the streamlined or standard competition
performance decision.  The performance decision date is the official end date for a streamlined or
standard competition.  The end date of a streamlined competition shall be the date that all SLCF
certifications are complete, signifying a performance decision.  The end date of a standard
competition shall be the date that all SCF certifications are complete, signifying a performance
decision.

3. Cancellations.

a. Cancellation of a Streamlined or Standard Competition.  The CSO (without delegation)
may approve, in writing, the cancellation of a streamlined or standard competition.  After
approval by the CSO, the CO shall publish a cancellation notice that includes rationale for the
cancellation at FedBizOpps.gov and the HRA shall notify directly affected employees and
their representatives of the cancellation.  No cancellation is necessary prior to public
announcement of a streamlined or standard competition.

b. Cancellation of a Solicitation. The CO shall be responsible for canceling a solicitation in
accordance with the FAR, and shall publish a cancellation notice at FedBizOpps.gov.  The
HRA shall notify directly affected employees and their representatives of the cancellation.
The cancellation of a solicitation does not result in the cancellation of a streamlined or
standard competition.
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C. STREAMLINED COMPETITION PROCEDURES.
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Figure B1. 

1. Streamlined Competition Form (SLCF).  After public announcement, an agency shall
calculate, compare, and certify costs based upon the scope and requirements of the activity to
determine and document a cost-effective performance decision by completing the SLCF as
follows:

a. Cost of Agency Performance.  An agency shall calculate and certify the cost of performing
the activity with government personnel in accordance with Attachment C for a minimum of
three performance periods by completing SLCF Lines 1, 2, 3 (limited to awarded contracts
supporting agency performance of the activity), 4, and 6.  An agency may base the agency
cost estimate on the incumbent activity; however, an agency is encouraged to develop a more
efficient organization, which may be an MEO.  [See OMB Memoranda M-08-11 (February
20, 2008), number 3, and M-06-13 (April 24, 2006) when applying this provision.]

b. Cost of Private Sector/Public Reimbursable Performance.  An agency shall determine an
estimated contract price for performing the activity with a private sector source, using
documented market research or soliciting cost proposals in accordance with the FAR.  An
agency may also determine an estimated cost for performing the activity with a public
reimbursable source by calculating (or requesting that a public reimbursable source calculate)
SLCF Lines 1a, 2a, 3a (limited to awarded contracts), 4a, and 6a.  An agency shall enter and
certify an estimated contract price or public reimbursable cost on SLCF Line 7 in accordance
with Attachment C for a minimum of three performance periods.

c. Adjusted Cost Estimate.  An agency shall calculate and certify the adjusted costs for SLCF
Lines 8, 12, 13, and 17 to determine and certify a cost effective source as reflected on SLCF
Line 18 in accordance with Attachment C.  An agency shall not calculate any other SLCF
lines for a streamlined competition.  [See OMB Memoranda M-08-11 (February 20, 2008),
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numbers 1 (with Attachment B, number 3) and 3, and M-06-13 (April 24, 2006) when 
applying this provision.] 

 
d. Cost Estimate Firewalls.  An agency shall ensure that the individual(s) preparing the agency 

cost estimate and the individual(s) preparing the private sector/public reimbursable cost 
estimate shall be different, and shall not share information concerning their respective 
estimates. 

 
2. Time Limit.  A streamlined competition shall not exceed 90 calendar days from public 

announcement (start date) to performance decision (end date) unless the CSO grants a time limit 
waiver.  Before the public announcement of each streamlined competition, the CSO may grant a 
time limit waiver, in writing, allowing a specific streamlined competition to exceed the 90 day 
time limit by no more than 45 calendar days, for a maximum of 135 calendar days from public 
announcement (start date) to performance decision (end date).  The CSO may only grant a time 
limit waiver if the CSO expects the agency to create an MEO or issue a solicitation for private 
sector offers.  If an agency cannot complete an announced streamlined competition within the 
time limit, the agency shall either convert the streamlined competition to a standard competition 
or request an additional extension of time from OMB using the deviation procedure in paragraph 
5.c. of this circular. 

 
3. Performance Decision in a Streamlined Competition. 

 
a. SLCF Certifications.  An agency shall make three certifications on the SLCF in accordance 

with Attachment C to determine a performance decision.  A different individual shall make 
each of these certifications.  

 
b. SLCF Review.  Consistent with procurement integrity, ethics, and standards of conduct rules, 

including the restrictions of 18 U.S.C. § 208, agencies shall allow incumbent service 
providers to review the SLCF prior to the public announcement of a performance decision. 

 
c. Public Announcement.  The agency shall make a formal public announcement (at the local 

level and via FedBizOpps.gov) of the performance decision.  The SLCF shall be made 
available to the public, upon request.  If the agency cost estimate includes any support 
contracts, the agency shall not release proprietary information contained in these contracts. 

 
d. Implementing the Streamlined Performance Decision.  An agency shall implement the 

performance decision resulting from a streamlined competition as follows: 
 

(1) Private Sector or Public Reimbursable Performance Decision.  The CO may issue a 
solicitation to determine a private sector or public reimbursable service provider.  For a 
private sector performance decision, the CO shall award a contract in accordance with 
the FAR and shall implement FAR 7.305(c), the right of first refusal.  For a public 
reimbursable performance decision, the CO shall execute a fee-for-service agreement 
with the public reimbursable source. 

 
(2) Agency Performance Decision.  The CO shall execute a letter of obligation with an 

official responsible for performing the commercial activity. 
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D. STANDARD COMPETITION PROCEDURES. 
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Figure B2. 
 
1. Time Limit.  A standard competition shall not exceed 12 months from public announcement 

(start date) to performance decision (end date) unless the CSO (without delegation) grants a time 
limit waiver.  Before the public announcement of each standard competition, the CSO may grant 
a time limit waiver, in writing, allowing a specific standard competition to exceed the 12 month 
time limit by no more than 6 months, for a maximum of 18 months from public announcement 
(start date) to performance decision (end date).  The CSO may only grant a time limit waiver if 
the CSO (a) expects the standard competition to be particularly complex; (b) signs the time limit 
waiver before public announcement; and (c) provides a copy of the time limit waiver to the 
Deputy Director for Management, OMB, before public announcement.  If an agency exceeds 
these time limits, including any extension that is the subject of the CSO’s waiver, the CSO 
(without delegation) shall notify the Deputy Director for Management, OMB, in writing. 

 
2. Team Designations, Responsibilities, and Restrictions. 

 
a. Performance Work Statement (PWS) Team.  After public announcement, the PWS team 

leader shall appoint a PWS team comprised of technical and functional experts.  The PWS 
team shall comply with the FAR and this circular, and assist the PWS team leader with (1) 
developing the PWS including supporting workload data, performance standards, and any 
information relating to the activity being competed; (2) determining GFP; (3) assisting in the 
CO’s development of the solicitation; (4) developing a quality assurance surveillance plan 
and, as required, updating this plan based on the performance decision; and (7) implementing 
the performance decision.  The PWS team leader shall make all final management decisions 
regarding the PWS, GFP, and the quality assurance surveillance plan.  Other individuals with 
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expertise in management analysis, work measurement, value engineering (see OMB Circular 
A-131), industrial engineering, cost analysis, procurement, and the technical aspects of the 
activity may also assist this team.  Directly affected government personnel (and their 
representatives) may participate on the PWS team; however, to avoid any appearance of a 
conflict of interest, members of the PWS team (including, but not limited to, advisors and 
consultants) shall not be members of the MEO team. 

 
b. Most Efficient Organization (MEO) Team.  After public announcement, the ATO shall 

appoint an MEO team comprised of technical and functional experts.  The MEO team shall 
comply with this circular and assist the ATO in developing the agency tender.  The ATO 
shall make all final management decisions regarding the agency tender.  Other individuals 
with expertise in management analysis, position classification, work measurement, value 
engineering (see OMB Circular A-131), industrial engineering, cost analysis, procurement, 
and the technical aspects of the activity may also assist this team.  Directly affected 
government personnel (and their representatives) may participate on the MEO team; 
however, to avoid any appearance of a conflict of interest, members of the MEO team 
(including, but not limited to, the ATO, HRA, advisors and consultants) shall not be members 
of the PWS team. 
 

c. Source Selection Evaluation Board (SSEB).  After public announcement of a standard 
competition that will be a negotiated procurement, the SSA shall appoint an evaluation team 
(referred to as the SSEB) in accordance FAR Subpart 15.303.  The SSA shall ensure that the 
SSEB complies with the source selection requirements of the FAR and this attachment.  PWS 
team members who are not directly affected government personnel may participate on the 
SSEB.  Directly affected personnel (and their representatives) and any individual (including, 
but not limited to, the ATO, HRA, MEO team members, advisors, and consultants) with 
knowledge of the agency tender (including the MEO and agency cost estimate) shall not 
participate in any manner on the SSEB (e.g., as members or advisors). 
 

3. The Solicitation and Quality Assurance Surveillance Plan. 
 

a. Solicitation.3  An agency shall not issue a solicitation that places any prospective provider at 
an unfair competitive advantage.  When developing and issuing a solicitation for a standard 
competition, the CO shall comply with the FAR and the following: 

 
(1) Review and Release of Information.  An agency is encouraged to post a draft of the 

PWS or solicitation for public review and comment, including review and comment by 
directly affected employees and representatives of directly affected employees.  All 
releases of the PWS and solicitation, including drafts, shall be by the CO.  Information 
that is developed by the ATO or MEO team shall be considered procurement sensitive.  
With the exception of information related to the performance or productivity of the 
incumbent agency organization, historical data or other existing information that is 
available to the ATO or MEO team shall be made available to all prospective 
providers.   

 
(2) FAR Provisions.  The CO, in consultation with the PWS team, shall determine the 

acquisition strategy in accordance with FAR Part 7, which may include the use of FAR 
 

3 See OMB Memorandum M-08-11 (February 20, 2008), number 1 and Attachment B, number 2, when preparing solicitations for 
public-private competitions involving more than ten FTEs. 
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Parts 6, 14, 15, or 36.  When the agency is the incumbent service provider, the CO shall 
comply with FAR 7.305(c) regarding the right of first refusal.  The CO shall comply 
with FAR Subpart 22.10 to obtain the applicable wage determinations from the 
Department of Labor. 

 
(3) Acquisition Process and Source Selection Provisions.  The CO shall identify in the 

solicitation whether the acquisition procedures will be sealed bid or negotiated 
procedures.  If negotiated procedures will be used, the CO shall identify in the 
solicitation the type of source selection process (i.e., lowest price technically 
acceptable, phased evaluation, tradeoff).   

 
(a) Evaluation Factors.  All evaluation factors shall be clearly identified in the 

solicitation.  To the extent practicable, evaluation factors shall be limited to 
commonly used factors (e.g., a demonstrated understanding of the government’s 
requirements, technical approach, management capabilities, personnel 
qualifications, manufacturing plan, facilities and equipment).  No solicitation shall 
include evaluation factors that could provide an unfair advantage for or inherently 
benefit a prospective provider, public or private.   

 
(b) Tradeoff Source Selection Solicitation Provisions.  For tradeoff source 

selections, the solicitation shall identify the specific weight given evaluation factors 
and sub-factors, including cost or price.  The specific weight given to cost or price 
shall be at least equal to all other evaluation factors combined unless quantifiable 
performance measures can be used to assess value and can be independently 
evaluated.  The quality of competition will be enhanced by using, to the extent 
practicable, evaluation factors and sub-factors susceptible to objective 
measurement or evaluation.  To encourage prospective providers to submit offers 
and tenders that fall within budgetary constraints, an agency may include a not-to-
exceed cost clause in the solicitation. 

 
(4) Solicitation Provisions Unique to the Agency Tender.  A solicitation shall state that 

the agency tender is not required to include (a) a labor strike plan; (b) a small business 
strategy; (c) a subcontracting plan goal; (d) participation of small disadvantaged 
businesses; (e) licensing or other certifications; and (f) past performance information 
(unless the agency tender is based on an MEO that has been implemented in 
accordance with this circular or a previous OMB Circular A-76). 

 
(5) Solicitation Closing Date.  The date for delivery of offers and tenders shall be the 

same. 
 
(6) Compliance Matrix.  To decrease the complexity of performing source selections, the 

CO may include a cross-reference compliance matrix in section L of the solicitation 
(see Figure B3. below).  A compliance matrix should clearly identify proposal 
reference information as it relates to the PWS, contract line item numbers (CLIN), 
solicitation sections L and M, proposal volume and section, and, if appropriate, contract 
data requirements list (CDRL) references.  This matrix should be modified to account 
for proposed performance standards that differ from the requirements in a solicitation. 
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Example Compliance Matrix 

This matrix is included in the solicitation with the following sections completed. 
Prospective 
Providers 

complete the 
section below. 

DESCRIPTION CLIN CDRL PWS SECTION L SECTION M 
PROPOSAL 

VOLUME AND 
PARAGRAPH # 

Administrative Support  (optional) 1.1 4.3 F1, 1.5.1  
Records Management   1.1.1 4.3.1 F1, SF1  
Forms and Publications   1.1.2 4.3.2 F1, 1.5.1.2  
Operations & Maintenance   1.2 4.4 F2 1.5.2  
Equipment Records   1.2.1.1 4.4.2 F2, SF2  
Maintenance Analysis   1.2.2 4.4.3 SF3 1.5.2.3  
Data Base Management   1.2.2.1 4.4.4 SF4, 1.5.2.4  
Price    5.0 1.5.3  
Performance Risk Assessment    7.0 1.5.4  

Figure B3. 

 
(7) Performance Periods.  An agency shall use a minimum of three full years of 

performance, excluding the phase-in period, in a standard competition.  An agency 
shall not use performance periods for the agency tender that differ from performance 
periods for private sector offers and public reimbursable tenders.  The CSO shall obtain 
prior written approval from OMB to use performance periods that exceed five years 
(excluding the phase-in period).  [See OMB Memorandum M-04-12 (April 30, 2004) 
when applying this provision.] 

 
(8) Government-Furnished Property (GFP).  The PWS team shall be responsible for 

determining whether the agency will make government property available to all 
prospective providers.  Agency determinations to provide or not provide GFP shall be 
justified, in writing, and approved by the CSO.  Consistent with FAR 45.102 and FAR 
Subpart 45.3, solicitations may offer the use of existing government facilities and 
equipment and may make such use mandatory.  The determination to provide 
government property shall not be used to influence the outcome of the competition.  
The ATO, MEO team, and any individual assisting in the development of the agency 
tender, shall not be involved in the determination to provide GFP. 

 
(9) Common Costs.  The CO shall identify common costs in the solicitation. 

 
(10) Performance Bond.  If an agency requires a private sector source to include a 

performance bond, the CO shall obtain prior written approval from the CSO.  The CO 
shall include in the solicitation a separate CLIN for the cost of the performance bond.  
The CO shall exclude the cost of the performance bond from the contract price before 
entering the contract price on SCF Line 7. 

 
(11) Incentive Fee.  In a solicitation for an incentive fee contract, the CO shall require the 

private sector offeror to propose a target cost and target profit or fee.  The CO shall 
include the target cost and target profit or fee on SCF Line 7. 

 
(12) Award Fee.  For solicitations with an award fee for all prospective providers, including 

the agency tender, the CSO shall determine if procedures are in place permitting an 
agency tender to receive such an award fee.   
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(13) Phase-in Plan.  The CO shall include in the solicitation a separate CLIN for a phase-in 
plan.  Private sector, public reimbursable and agency sources shall propose a phase-in 
plan to replace the incumbent service provider.  The CO shall designate the phase-in 
period as the first performance period (see Attachment C).  The CLIN is limited to the 
phase-in costs associated with phase-in actions as documented in the phase-in plan.  
Phase-in plans shall include details to minimize disruption and start-up requirements.  
The phase-in plan shall consider recruiting, hiring, training, security limitations, and 
any other special considerations of the prospective providers to reflect a phase-in 
period of realistic length and requirements. 

 
(14) Quality Control Plan.  The CO shall include in the solicitation a requirement for 

prospective providers to include a quality control plan in offers and tenders. 
 

b. Quality Assurance Surveillance Plan.  The PWS team shall develop the quality assurance 
surveillance plan, which identifies the methods the government will use to measure the 
performance of the service provider against the requirements of the PWS. 
 

c. Competition File.  An agency shall retain the documents created for the standard 
competition.  This competition file shall be included in the government contract files in 
accordance with FAR Subpart 4.8, regardless of the performance decision. 
 

4. The Agency Tender, Private Sector Offers, and Public Reimbursable Tenders. 
 

a. Agency Tender.  The agency tender is the agency’s response to the solicitation. 
 

(1) Developing the Agency Tender.  The ATO shall develop an agency tender that responds 
to the requirements of the solicitation, including section L (Instructions, Conditions, and 
Notices to Offerors or Respondents) and section M (Evaluation Factors for Award).  In 
addition to the requirements of the solicitation, the agency tender shall include the 
following (a) an MEO; (b) a certified agency cost estimate developed in accordance with 
Attachment C (the agency’s cost proposal); (c) the MEO’s quality control plan; (d) the 
MEO’s phase-in plan; and (e) copies of any existing, awarded MEO subcontracts (with 
the private sector providers’ proprietary information redacted).  The ATO shall provide 
the certified agency tender in a sealed package to the CO by the solicitation closing date.  
If the solicitation states that prospective providers may propose alternate performance 
standards that differ from the solicitation’s performance standards, the ATO may propose 
alternate performance standards in the agency tender. 

 
(a) Most Efficient Organization (MEO).  The MEO is an agency’s staffing plan as 

identified in the agency tender.  The MEO is not usually a representation of the 
incumbent organization, but is the product of management analyses that include, 
but are not limited to, activity based costing, business case analysis, consolidation, 
functionality assessment, industrial engineering, market research, productivity 
assessment, reengineering, reinvention, utilization studies, and value engineering.  
The HRA shall develop and classify new position descriptions based on the MEO, 
but the agency shall not hire employees to staff these positions unless the agency is 
the selected provider.  An MEO may be comprised of either (1) government 
personnel or (2) a mix of government personnel and MEO subcontracts (see 
Attachment D). Agencies shall not include new MEO subcontracts that would 
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result in the direct conversion of work performed by government employees.  Other 
elements of the MEO include an organization chart reflecting the MEO; position 
descriptions classified by the HRA for positions projected to be in the MEO; a 
description of the organization that will execute the quality control plan; MEO 
equipment, supplies, material, and facilities; and specific details of MEO 
subcontracts. 

 
(b) Agency Cost Estimate.  The ATO shall develop and certify the agency cost 

estimate (the agency’s cost proposal) in accordance with Attachment C, using the 
COMPARE costing software.  The ATO shall not make changes to the agency cost 
estimate except as provided in paragraph, “Changes to the Agency Tender,” below. 

 
(c) Quality Control Plan.  The ATO shall include a quality control plan in the agency 

tender, as required by the solicitation.  The quality control plan shall, at a 
minimum, include (1) an MEO self-inspection plan; (2) MEO internal staffing 
(which shall be included in the agency cost estimate for personnel costs on SCF 
Line 1); and (3) procedures that the MEO will use to meet the quality, quantity, 
timeliness, responsiveness, customer satisfaction, and other requirements of the 
solicitation. 

 
(d) Phase-in Plan.  The ATO shall include a phase-in plan in the agency tender, as 

required by the solicitation, to replace the incumbent service provider with the 
MEO, even if the agency is the incumbent service provider.  The ATO shall include 
phase-in costs for the agency tender on SCF Lines 1-6. 

 
(2) Submission of the Agency Tender.  The ATO shall deliver the agency tender to the CO 

in a sealed package by the solicitation closing date.  If the ATO does not anticipate 
submitting the agency tender to the CO by the solicitation closing date, the ATO shall 
notify the CO as soon as possible before the solicitation closing date.  The CO, in 
consultation with the CSO, shall determine if amending the solicitation closing date is in 
the best interest of the government. 

 
(3) Changes to the Agency Tender.  After the solicitation closing date, only the ATO may 

make changes to the agency tender, and such changes shall only be in response to the 
following (a) a solicitation amendment issued in accordance with the FAR; (b) the CO’s 
request for final proposal revisions to offers and tenders in accordance with FAR 
15.307; (c) official changes to the standard cost factors identified in Attachment C; (d) 
version upgrades to the COMPARE costing software issued by the Department of 
Defense; or (e) resolution of a contest challenging a performance decision as provided 
by this attachment.  The CO shall retain documentation regarding any changes to the 
agency tender as part of the competition file and in a form suitable for audit. 

 
(4) Procurement Sensitivity.  After resolution of a contest (see paragraph on “Release of 

the Certified SCF and Tenders” in this attachment), or the expiration of the time for 
filing a contest, an agency tender shall be made available to the public, upon request.  If 
an agency tender includes any subcontracts, the agency shall not release proprietary 
information contained in these MEO subcontracts. 

 
b. Private Sector Offers.  Private sector offers respond as required by the solicitation. 
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c. Public Reimbursable Tenders.  When responding to another agency’s solicitation, a public 
reimbursable source shall develop a public reimbursable tender that responds to the 
requirements of the solicitation, including section L (Instructions, Conditions, and Notices to 
Offerors or Respondents) and section M (Evaluation Factors for Award).  In addition to the 
requirements of the solicitation, the public reimbursable tender shall include the following (1) 
a certified cost estimate developed in accordance with Attachment C (the public reimbursable 
source’s cost proposal); (2) a quality control plan, (3) a phase-in plan, and (4) copies of any 
existing, awarded contracts that are included in the tender (with the private sector provider’s 
proprietary information redacted).  A public reimbursable tender may be comprised of either 
(1) government personnel or (2) a mix of government personnel and existing, awarded 
contracts.  Submission of, and changes to, a public reimbursable tender, as well as the 
procurement sensitivity of the public reimbursable tender, shall be subject to the 
corresponding provisions of this attachment applicable to the agency tender (see above). 

 
d. No Satisfactory Private Sector or Public Reimbursable Source.  If an agency attempts to 

perform a standard competition, but does not receive private sector offers or public 
reimbursable tenders, determines that all offers and public reimbursable tenders are non-
responsive, or determines that prospective providers are not responsible, the agency shall take 
the following actions: 

 
(1) Determine Reasons.  The CO shall consult with private sector sources to identify (a) 

restrictive, vague, confusing, or misleading portions of the solicitation; (b) the reasons 
provided by sources for not submitting responses; and (c) possible revisions to the 
solicitation to enhance competition.  The CO shall, in writing, describe the results of 
these consultations and propose a course of action to the CSO. 

 
(2) Required Action.  The CSO shall evaluate the CO’s written documentation and make a 

written determination to either (a) revise the solicitation or (b) implement the agency 
tender.  If revising a solicitation would result in exceeding the established time limit for 
the standard competition, the CSO (without delegation) shall consult with the Deputy 
Director for Management, OMB.  The CO’s written documentation, as well as the 
CSO’s decision to either revise the solicitation or implement the agency tender, shall be 
retained as part of the competition file. 

 
(a) Revise the Solicitation.  Before revising or reissuing the solicitation, the CO shall 

return the sealed agency tender to the ATO.  The CO shall then revise and reissue 
the solicitation. 

 
(b) Implement the Agency Tender.  If the CSO decides to implement the agency 

tender, the CO shall proceed to evaluate the agency tender as required by this 
attachment and the solicitation.  The agency shall complete the SCF, leaving Line 7 
blank, omit the costs on lines 8-12 and annotate “agency” on Line 18.  The SSA 
shall state, in the certification on the SCF, that the CSO implemented the agency 
tender because (1) the agency received no offers or tenders in response to the 
solicitation; (2) no offers or tenders received were responsive; or (3) no prospective 
providers were responsible.  The SSA and CO shall sign the SCF to certify the 
performance decision and retain the SCF and agency tender with the competition 
file.  The agency shall make a public announcement of the performance decision (at 
the local level and via FedBizOpps.gov).  The CO shall make the SCF (including the 
documentation of no satisfactory private sector source) available to the public, upon 
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request.  The CO shall notify the ATO of the performance decision and the HRA 
shall notify directly affected employees (and their representatives). 

 
5. The Source Selection Process and Performance Decision.  An agency shall select one of the 

procedures described below to conduct a standard competition and shall not employ any other 
procedure in conducting the standard competition. 

 
a. Sealed Bid Acquisition.  An agency shall conduct a sealed bid acquisition in accordance 

with FAR Subparts 14.1 through 14.4 and this attachment.  On the solicitation closing date, 
the CO shall open the agency tender, private sector bids, and public reimbursable tenders.  
The CO shall enter the price of the apparent lowest priced private sector bid or public 
reimbursable tender on SCF Line 7, to complete the SCF calculations.  The CO shall then 
evaluate private sector bids for responsiveness and responsibility in accordance with the FAR 
and determine if SCF Lines 8-18 have been prepared in accordance with Attachment C.  The 
CO shall certify the SCF in accordance with Attachment C.  The CO makes the performance 
decision by certifying the SCF. 
 

b. Negotiated Acquisition. 
 

(1) Lowest Price Technically Acceptable Source Selection.  An agency shall conduct a 
lowest price technically acceptable source selection in accordance with FAR 15.101-2 
and this attachment.  During the source selection process, the CO shall open and evaluate 
all offers and tenders (including the agency tender) to determine technical acceptability.  
The performance decision shall be based on the lowest cost of all offers and tenders 
determined to be technically acceptable.  The CO shall conduct price analysis and cost 
realism as required by this attachment.  The CO may conduct exchanges, in accordance 
with FAR Subpart 15.306 and this attachment, to determine the technical acceptability of 
each offer and tender.  The CO shall enter the lowest contract price or public 
reimbursable cost on SCF Line 7 to complete the SCF calculations.  The CO shall sign 
the SCF, and the SSA shall certify the SCF, in accordance with Attachment C.  The SSA 
makes the performance decision by certifying the SCF. 

 
(2) Phased Evaluation Source Selection Process.  An agency shall conduct a phased 

evaluation source selection in accordance with FAR Part 15 and this attachment.  In the 
phased evaluation process, an agency shall evaluate technical capability in phase one and 
cost in phase two.  The performance decision shall be based on the lowest cost of all 
technically acceptable offers and tenders from all offerors, public reimbursable sources, 
and the ATO.  The solicitation shall require the submission of complete offers and 
tenders, including separate technical proposals and cost proposals/estimates, by the 
solicitation closing date.  The solicitation shall permit submission of alternate 
performance standards that differ from the solicitation’s performance standards.  To 
differentiate between the alternate standards and the solicitation’s standards, the 
solicitation shall require that offers and tenders include a compliance matrix specifying 
(a) the alternate performance standards; (b) an explanation of how the alternate standards 
differ from the solicitation standards; (c) the cost of meeting each alternate standard; (d) 
the cost difference between the alternate and solicitation standard; (e) a cost-benefit 
analysis explaining the rationale for each alternate standard; and (f) proposed language to 
include alternate performance standards in an amended solicitation.  If the agency 
receives no alternate performance standards, or does not accept any of the alternate 
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standards, then the SSA shall determine a performance decision based on the 
solicitation’s performance standards. 
 
(a) Phase One.  In phase one, the CO shall open and evaluate the technical proposals 

(submitted by private sector offerors, public reimbursable sources, and the ATO).  
The CO shall not open or evaluate agency or public reimbursable cost estimates or 
private sector price proposals during phase one.  The CO may conduct exchanges, 
in accordance with FAR Subpart 15.306 and this attachment, to determine the 
technical acceptability of each offer and tender.  If an agency receives offers and 
tenders that include alternate performance standards, the CO shall (1) evaluate each 
alternate performance; (2) consider the discrete cost or price difference associated 
with the alternate standard; (3) determine, in consultation with the requiring 
activity, whether an alternate standard is necessary and, if so, within the agency’s 
budget limitations; and (4) document, in writing, the evaluation of each alternate 
performance standard.  If the SSA accepts an alternate performance standard, the 
CO shall issue an amendment to the solicitation to (1) identify the specific change 
to the solicitation’s performance standard, without conveying proprietary 
information about technical approaches or solutions to meet the new performance 
standard; and (2) request the resubmission of offers and tenders in response to the 
amended solicitation.  Upon receiving revisions to offers and tenders, the CO may 
conduct exchanges, in accordance with FAR Subpart 15.306 and this attachment, to 
determine the technical acceptability of each offer and tender. 

 
(b) Phase Two.  In phase two, the CO shall perform price analysis and cost realism of 

private sector cost proposals, public reimbursable cost estimates, and the agency 
cost estimate, in accordance with this attachment, on all offers and tenders 
determined to be technically acceptable at the conclusion of phase one.  The CO 
then shall enter the lowest contract price or public reimbursable cost on SCF Line 7 
to complete the SCF calculations.  The SSA shall certify the SCF and the CO shall 
sign the SCF in accordance with Attachment C.  The SSA shall make the 
performance decision by certifying the SCF, which is the performance decision 
document. 

 
(3) Tradeoff Source Selection Process.  [See OMB Memoranda M-08-11 (February 20, 

2008), number 3, and M-06-13 (April 24, 2006) when applying this provision.]  A 
tradeoff source selection may be appropriate in a standard competition when an agency 
wishes to consider award to other than the lowest priced source.  An agency may use the 
tradeoff processes under FAR Subpart 15.101-1 in a standard competition of (a) 
information technology activities (as defined in Attachment D); (b) commercial 
activities performed by a private sector source; (c) new requirements; or (d) segregable 
expansions.  An agency also may use a tradeoff source selection process for a specific 
standard competition if prior to the public announcement of the competition, the CSO 
(without delegation) (a) approves, in writing, the use of the tradeoff source selection 
process; and (b) notifies OMB of the approval by forwarding a copy of the written 
approval.  An agency shall not use a tradeoff source selection process for activities 
currently performed by government personnel except as provided in this paragraph.  
When an agency uses a tradeoff source selection process in a standard competition, an 
agency shall comply with FAR Part 15 unless otherwise noted in this attachment.  Under 
a tradeoff source selection process, an agency may select an offer or tender that is not 
the lowest priced offer or tender only if the decision is within the agency’s budgetary 
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limitation.  An agency shall not use a tradeoff source selection to justify increases in the 
agency’s budgetary authorization.  Prospective providers may propose alternate 
performance standards that differ from the solicitation’s performance standards.  The 
CO shall conduct price analysis and cost realism as required by this attachment.  The 
CO may conduct exchanges, in accordance with FAR Subpart 15.306 and this 
attachment.  The CO’s rationale for tradeoffs shall be (a) documented, in writing; (b) 
attached to the SCF; and (c) retained with the competition file for the standard 
competition.  The CO shall enter the contract price and public reimbursable cost 
estimate, for each offer and tender determined to be technically acceptable, on SCF Line 
7.  The CO then shall sign the SCF.  The SSA may decide to award to the low-cost 
provider, or other than the low-cost provider, as follows: 

 
(a) Low Cost Performance Decision.  For a decision to award to the low-cost 

provider, the SSA shall certify the SCF in accordance with Attachment C.  The 
SSA makes the performance decision by certifying the SCF, which is the 
performance decision document. 

 
(b) Other Than Low Cost Performance Decision.  For a decision to award to other 

than the low-cost provider, the SSA shall certify the SCF, in accordance with 
Attachment C, and shall document the following on the SCF (1) a summary of the 
source selection decision document; (2) a narrative explanation of the tradeoffs 
performed; and (3) a rationale for the decision to award to other than the low-cost 
provider.  The SSA makes the performance decision by certifying the SCF.  The 
SCF, combined with the source selection decision document, is the performance 
decision document. 

 
c. Special Considerations. 

 
(1) Evaluation of Private Sector Offers, Public Reimbursable Tenders, and Agency 

Tender.  The CO shall not evaluate the private sector offers separately from the agency 
tender.  The CO, SSA, and SSEB shall not (a) convey, require, make, direct, or request 
adjustments to a tender or offer that would identify any proprietary or procurement 
sensitive information from another offer or tender; or (b) require, direct, or make 
specific changes to an offer or tender, including the approach and staffing requirements 
(e.g., adding a specific number of employee positions to the MEO).  The CO shall 
ensure that oral presentations do not provide an unfair advantage for or inherently 
benefit a prospective provider, public or private.   

 
(2) Exchanges with Private Sector, Public Reimbursable, and Agency Sources.  If the 

CO conducts exchanges with private sector offerors, public reimbursable sources, and 
the ATO, during the course of the standard competition, those exchanges shall be in 
accordance with FAR 15.306, with the following exceptions.  For an agency tender, the 
CO shall correspond with the ATO, in writing, and shall maintain records of all such 
correspondence as part of the competition file.  The CO and ATO shall include clear, 
sufficient, and unambiguous information in the correspondence to adequately convey 
concerns, responses, or information regarding the agency tender. 

 
(3) Deficiencies in an Offer or Tender.  If the CO perceives that a private sector offer, 

public reimbursable tender, or agency tender is materially deficient, the CO shall ensure 
that the ATO, private sector offeror, or the public reimbursable tender official receives a 
deficiency notice.  The CO shall afford the ATO, the private sector offeror, or the public 
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reimbursable tender official a specific number of days to address the material deficiency 
and, if necessary, to revise and recertify the tender or offer.  If the ATO is unable to 
correct the material deficiency, the CSO shall determine if a commitment of additional 
resources will enable the ATO to correct the material deficiency within the specified 
number of days.  If the CSO determines that the ATO cannot correct the material 
deficiency with a reasonable commitment of additional resources, the CSO may advise 
the SSA to exclude the agency tender from the standard competition.  If the CO 
determines that a private sector offeror or public reimbursable tender official has not 
corrected a material deficiency, the SSA may exclude the private sector offer or public 
reimbursable tender from the standard competition.  If the agency tender is excluded 
from the standard competition, an agency shall calculate the SCF as required by 
Attachment C and the SSA shall make the performance decision based upon the source 
selection decision document and shall document the reason for elimination of the agency 
tender on the SCF.   

 
(4) Price Analysis and Cost Realism of Private Sector Cost Proposals, Public 

Reimbursable Cost Estimates and Agency Cost Estimates. 
 

(a) General.  Regardless of the contract type stated in the solicitation, the CO shall 
perform price analysis and cost realism (as defined in FAR Part 2) on all private 
sector cost proposals, public reimbursable cost estimates (SCF Lines 1a-6a), and 
the agency cost estimate (SCF Lines 1-6).  Cost analysis (in accordance with FAR 
Part 15) is not required for a standard competition but may be performed at the 
discretion of the SSA.  

 
(b) Agency and Public Reimbursable Cost Estimates.  The CO shall ensure that the 

agency and public reimbursable cost estimates (1) are calculated in accordance 
with Attachment C; (2) are based on the standard cost factors in effect on the 
performance decision date; and (3) use the version of the COMPARE costing 
software that is in effect on the performance decision date. 

 
(c) Conversion Differential.  All standard competitions shall include the conversion 

differential.  The CO shall ensure that the conversion differential is calculated in 
accordance with Attachment C and reflected on SCF Line 14.  The conversion 
differential is a cost that is the lesser of 10 percent of the MEO’s personnel-related 
costs (reflected on SCF Line 1) or $10 million over all the performance periods 
stated in the solicitation.  This conversion differential is added to the cost of 
performance by a non-incumbent source.  If the incumbent provider is a private 
sector or public reimbursable source, the conversion differential is added to the cost 
of agency performance.  If the agency is the incumbent provider, the conversion 
differential is added to the cost of private sector or public reimbursable 
performance.  The conversion differential precludes conversions based on marginal 
estimated savings, and captures non-quantifiable costs related to a conversion, such 
as disruption and decreased productivity. 

 
(d) SCF Overview.  As part of the requirement to conduct price analysis and cost 

realism, the CO shall ensure that the SCF has been prepared in accordance with 
Attachment C and that the required signatures and certifications are on the SCF.  
Figure B4. provides an overview of the detailed guidance for developing the 
agency and public reimbursable cost estimates in Attachment C. 
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Summary of the Standard Competition Form (SCF) 
COST OF AGENCY PERFORMANCE 

SCF Line 1:  Personnel Costs.  Agency labor costs for direct and indirect labor necessary to meet the requirements in the solicitation. 
SCF Line 2:  Material and Supply Costs.  Agency cost of materials and supplies such as office supplies, including handling and inflation. 
SCF Line 3:  Other Specifically Attributable Costs.  Other agency costs such as the cost of capital, depreciation capital assets, rent, utilities, 
insurance, and MEO subcontracts.  
SCF Line 4:  Overhead Costs.  Twelve percent of agency personnel costs reflected on SCF Line 1. 
SCF Line 5:  Additional Costs.  Agency costs not otherwise accounted for on SCF Lines 1-4, such as phase-in costs and one-time conversion 
costs for an expansion, new requirement, or conversion from a private sector or public reimbursable provider to agency performance. 
SCF Line 6:  Total Cost of Agency Performance.  The sum of SCF Lines 1-5. 

COST OF PUBLIC REIMBURSABLE PERFORMANCE 
The guidance for a public reimbursable source to complete SCF Lines 1a-6a is the same as the guidance to complete SCF Lines 1-6. 

ADJUSTED COST OF PRIVATE SECTOR OR PUBLIC REIMBURSABLE PERFORMANCE 
SCF Line 7:  Contract Price or Public Reimbursable Cost Estimate.  The contract price (based on the type of acquisition, source selection 
process, and contract type required by the solicitation), or the public reimbursable cost on SCF Line 6a. 
SCF Line 8:  Contact Administration Costs.  Costs for administering the contract. 
SCF Line 9:  Additional Costs.  Costs incurred by the agency that are added to the private sector or public reimbursable provider’s price/cost. 
SCF Line 10:  One-time Conversion Costs.  Costs based on 5% of Line 1, incurred by the agency as a result of awarding a contract.   
SCF Line 11:  Gain on Assets.  Revenue generated from the sale/transfer of agency assets when converting from agency performance. 
SCF Line 12:  Federal Income Tax Adjustment.  Revenue for the government when a private sector provider pays federal income tax.  
SCF Line 13:  Total Adjusted Cost of Private Sector or Public Reimbursable Performance.  The sum of Lines 7-12. 

COST OF PERFORMANCE DECISION CALCULATIONS 
SCF Line 14:  Conversion Differential.  The lesser of 10% of agency labor costs or $10 M is added to the non-incumbent provider.  
SCF Line 15:  Adjusted Total Cost of Agency Performance.  If a private sector or public reimbursable source is the incumbent provider, the 
conversion differential is added to the cost of agency performance (SCF Line 6) and the sum is the “adjusted total cost of agency performance” 
on SCF Line 15. 
SCF Line 16:  Adjusted Total Cost of Private Sector or Public Reimbursable Performance.  If the agency is the incumbent provider, the 
conversion differential is added to SCF Line 13 and the sum is the “adjusted total cost of private sector or public reimbursable performance” on 
SCF Line 16. 
SCF Line 17:  Cost Difference.  SCF Line 15 is subtracted from SCF Line 16 to reflect the “cost difference” on SCF Line 17.  A positive number 
indicates performance decision for agency performance and a negative number indicates a performance decision for a private sector or public 
reimbursable provider.   
SCF Line 18:  Low-Cost Provider. The low-cost provider based on the calculations on the SCF. 

Figure B4. 
 
 
6. Performance Decision in a Standard Competition. 
 

a. Certification.  To certify a performance decision in a standard competition, the SSA and CO 
shall sign the SCF. 

 
b. End Date.  The end date of a standard competition shall be the date that all SCF certifications 

are complete, signifying a performance decision.  An agency shall not make any changes 
(including corrections) to the SCF, agency tender, or public reimbursable tender after this 
date, except in response to a contest under paragraph F of this Attachment. 

 
c. Public Announcement of the Performance Decision.  An agency shall make a formal 

public announcement (at the local level and via FedBizOpps.gov) of the performance 
decision.  In the announcement of a performance decision for a sealed bid acquisition, the 
agency shall include the information made public at bid opening, under FAR Subpart 14.4.  
In the announcement of a performance decision for a negotiated acquisition, the agency shall 
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include the information regarding offers and tenders identified in FAR 15.503(b).  If an 
agency tender includes any MEO subcontracts, the agency shall not release proprietary 
information contained in these subcontracts. 

 
d. Debriefing.  The SSA shall ensure that the CO offers a debriefing to all private sector 

offerors, public reimbursable sources, the ATO, and directly affected government personnel 
(and their representatives), in accordance with FAR 15.503. 

 
e. Release of the Certified SCF and Tenders.  An agency shall release the certified SCF, 

agency tender, and public reimbursable tenders, only as provided in this paragraph.  Until 
resolution of any contest under paragraph F. of this Attachment, or expiration of the time for 
filing a contest, only legal agents for directly interested parties shall have access to the 
certified SCF, agency tender, and public reimbursable tenders.  The agency shall require, as a 
condition of access, that a legal agent of a directly interested party sign a non-disclosure 
agreement.  The agreement shall provide that a signatory may share the information covered 
by the agreement only with other signatories, and only for purposes of challenging the 
performance decision.  Upon resolution of a contest challenging a performance decision (i.e., 
when the agency renders a written decision in compliance with FAR Subpart 33.103, as 
required by paragraph F.1.b. of this Attachment), or expiration of the time for filing such a 
contest, the certified SCF, agency tender, and public reimbursable tenders, shall be available 
to the public, upon request.  Proprietary information of private sector providers of sub-
contracts included in agency or public reimbursable tenders shall not be released. 

 
f. Implementing a Performance Decision.  An agency shall implement the performance 

decision resulting from a standard competition as follows: 
 

(1) Private Sector Provider. 
 

(a) Awarding the Contract.  For a performance decision favoring a private sector 
source, the CO shall award a contract in accordance with the FAR. 

 
(b) Right of First Refusal.  When the agency is the incumbent service provider, the CO 

shall comply with FAR 7.305(c) regarding the right of first refusal.  The HRA shall 
provide the CO with a list of adversely affected employees as soon as possible after 
the performance decision is made. 

 
(2) Public Reimbursable Provider.  For a performance decision favoring a public 

reimbursable source, the CO shall develop a fee-for-service agreement with the public 
reimbursable source.  The CO shall incorporate appropriate portions of the solicitation 
and public reimbursable tender into the fee-for-service agreement and distribute the 
agreement to the appropriate individuals. 

 
(3) Agency Provider.  For a performance decision favoring the agency, the CO shall 

establish an MEO letter of obligation with an official responsible for performance of 
the MEO.  The CO shall incorporate appropriate portions of the solicitation and the 
agency tender into the MEO letter of obligation and distribute the letter to appropriate 
individuals including the ATO. 
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E. POST COMPETITION ACCOUNTABILITY FOR STREAMLINED AND STANDARD 

COMPETITIONS. 
 

1. Best Practices and Lessons Learned.  Agencies shall post best practices and lessons learned 
resulting from a streamlined or standard competition process on SHARE A-76! at 
http://sharea76.fedworx.org/sharea76/Home.aspx.  An agency shall maintain the accuracy and 
currency of their agency’s information, including links, on SHARE A-76! 

 
2. Execution Tracking of Streamlined and Standard Competitions.  Agencies shall maintain a 

database to track the execution of agency streamlined and standard competitions.  Agencies shall 
maintain a database that (1) assigns a unique tracking number to each streamlined and standard 
competition, (2) includes data fields as defined on the OMB web site at www.omb.gov, (3) tracks 
each streamlined and standard competition as events occur (real-time) from the date of public 
announcement through either completion of the last performance period or cancellation of the 
competition, and (4) retains historical records of streamlined and standard competitions after the 
last performance period has been completed. 

 
3. Competitive Sourcing Quarterly Report.  An agency shall submit a Competitive Sourcing 

Quarterly Report to OMB, by the end of each fiscal quarter (December, March, June, September), 
that includes the following (1) in-progress streamlined and standard competitions (i.e., 
competitions with start dates and pending performance decisions); and (2) completed streamlined 
and standard competitions (i.e., competitions with performance decisions).  The required format 
for these reports can be found on the OMB web site at www.omb.gov. 
 

4. Monitoring Performance.  Regardless of the selected service provider, after implementing a 
performance decision, an agency shall (1) monitor performance for all performance periods stated 
in the solicitation; (2) implement the quality assurance surveillance plan; (3) retain the solicitation 
and any other documentation from the streamlined or standard competition as part of the 
competition file; (4) maintain the currency of the contract file, consistent with FAR Subpart 4.8, for 
contracts, MEO letters of obligation, and fee-for-service agreements; (5) record the actual cost of 
performance by performance period; and (6) monitor, collect, and report performance information, 
consistent with FAR Subpart 42.15, for purposes of past performance evaluation in a follow-on 
streamlined or standard competition.  To record the actual cost of performance for a specific 
performance period, the agency shall adjust actual costs for scope, inflation, and wage rate 
adjustments made during a specific performance period.  The agency shall compare the actual costs 
to the costs recorded on SCF Lines 6 and 7 when the performance decision was made. 
 

5. Option Years of Performance and Follow-on Competition. 
 
a. Option Years of Performance.  The CO shall make option year exercise determinations for 

agency, public reimbursable, and private sector performance decisions in accordance with 
FAR 17.207.  Consistent with the FAR, the CO shall not approve performance periods that 
exceed the total number of years specified in the solicitation used in the standard competition. 

 
b. Follow-on Competition.  For agency or public reimbursable performance decisions, an 

agency shall complete another streamlined or standard competition of the activity by the end 
of the last performance period on the SCF or SLCF unless a specific exemption is granted by 
the CSO (without delegation) before the end of the last performance period.  The CSO may 
extend the performance period for a high performing organization if the CSO (a) determines 
that continued cost savings justifies the extension; (b) documents these cost savings through 
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the use of a COMPARE generated SCF or SLCF; (c) limits the extension to no more than 3 
years after the last performance period; and (d) makes a formal announcement of the 
extension via FedBizOpps.gov.  For private sector performance decisions, the CO shall 
comply with the FAR for follow-on competition. 

 
6. Terminations. 

 
a. Terminations Based on Failure to Perform. 

 
(1) Notification.  Consistent with FAR Part 49, the CO shall notify a service provider (i.e., 

private sector contractor, public reimbursable provider, or MEO) of poor performance 
through cure notices and show cause notices.  The CO shall inform the head of the 
requiring activity of such notices. 

 
(2) Termination.  If the CO determines that a service provider (i.e., private sector 

contractor, public reimbursable provider, or MEO) has failed to perform to the extent 
that a termination for default is justified, the CO shall issue a notice of termination, 
consistent with FAR Part 49.  Upon terminating an MEO letter of obligation, an agency 
shall change the inventory coding to reflect that the activity is no longer performed by 
an MEO and shall perform either a streamlined or standard competition. 

 
(3) Temporary Remedies.  If the CO terminates a contract, fee-for-service agreement, or 

MEO letter of obligation for the service provider’s failure to perform, an agency may 
use interim contracts, public reimbursable sources, or government personnel on an 
emergency basis.  An agency shall not allow these temporary remedies to be used for 
longer than one year from the date of termination. 

 
b. Terminations Based on Reasons Other than Failure to Perform.  If an agency determines 

that performance by a service provider (i.e., private sector contractor, public reimbursable, or 
MEO) is to be terminated for reasons other than failure to perform, the CSO (without 
delegation) shall approve such terminations, in writing, and provide a copy to OMB before 
the termination.  Examples of these terminations include, but are not limited to, elimination of 
an agency requirement through divestiture, privatization, reorganization, restructuring, 
national defense, or homeland security. 

 
F. CONTESTS. 
 

1. Standard Competitions.  A directly interested party (see Attachment D) may contest any of the 
following actions taken in connection with a standard competition:  (1) a solicitation; (2) the 
cancellation of a solicitation; (3) a determination to exclude a tender or offer from a standard 
competition; (4) a performance decision, including, but not limited to, compliance with the 
costing provisions of this circular and other elements in an agency's evaluation of offers and 
tenders; or (5) a termination or cancellation of a contract or letter of obligation if the challenge 
contains an allegation that the termination or cancellation is based in whole or in part on 
improprieties concerning the performance decision.  The pursuit of a contest by a directly 
interested party and the resolution of such contest by the agency shall be governed by the 
procedures of FAR Subpart 33.103. 

 
2. Streamlined Competitions.  No party may contest any aspect of a streamlined competition. 
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C CALCULATING PUBLIC-PRIVATE COMPETITION COSTS 
 
 
A. OVERVIEW. 
 

1. Public-Private Competition Costs.  To reflect the full cost of performance by the government, 
agencies and public reimbursable sources shall calculate cost estimates in accordance with this 
attachment for public-private competitions.  An agency shall not deviate from this attachment 
except as provided by paragraph 5.c. of this circular.  A private sector source shall propose a 
price or estimated cost in accordance with Attachment B and the FAR. 

 
2. COMPARE.  Agencies shall use COMPARE (the costing software that incorporates the 

costing procedures of this circular) in conjunction with this Attachment to develop cost 
estimates and generate the SCF or SLCF.  The COMPARE version in effect as of the 
performance decision date shall be used when determining a performance decision. 

 
a. COMPARE Maintenance.  The Department of Defense shall maintain the currency and 

accuracy of COMPARE, COMPARE User’s Guide, and COMPARE tables (e.g., 
inflation cost factors, tax rates, useful life and disposal values, cost of capital cost factors, 
OPM wage rates) with OMB oversight.  The Department of Defense shall maintain a 
COMPARE version control log for all changes to the costing software and shall 
coordinate COMPARE version changes with OMB prior to release.  An agency shall 
submit requests for COMPARE changes to the Department of Defense and OMB.  The 
Department of Defense shall evaluate the requested COMPARE changes and review the 
impact of the change with OMB.  OMB shall approve version changes to COMPARE.   

 
b. COMPARE Calculations.  Many of the calculations required by this attachment are 

embedded directly into the COMPARE software code.  These COMPARE calculations 
are dependent upon accurate cost data that agencies shall determine and manually enter 
into COMPARE.  For example, when cost data for the various costing requirements are 
manually entered, COMPARE will then automatically calculate costs such as basic pay, 
fringe benefits, insurance, inflation, FTEs, cost of capital, depreciation, minor item 
replacement, overhead, severance pay, and federal taxes.   

 
(1) Standard Competitions.  Agencies shall calculate and manually enter the required 

cost data for SCF Lines 1, 2, 3, 5, 9, and 11.  COMPARE then automatically 
computes SCF Lines 4, 6, 8, and 10.  After the CO enters the required data for SCF 
Lines 7 and 12, COMPARE automatically computes SCF Lines 12, 13, 14, 15, 16, 
17 and 18 and no further manual calculations are required for the SCF.  After all 
costs have been entered into COMPARE the SCF is automatically generated for 
signature and certification of the performance decision.  Public reimbursable cost 
estimates shall be calculated and manually entered based on the required cost data 
for SCF Lines 1a, 2a, 3a, and 5a.  COMPARE then automatically computes SCF 
Lines 4a and 6a. 

 
(2) Streamlined Competitions.  Agencies shall calculate and manually enter the 

required data for SLCF Lines 1, 2, 3, 7 and 12.  COMPARE then automatically 
computes SLCF Lines 4, 6, 8, 12, 13, 17 and 18 and no further manual calculations 
are required for the SLCF.  After all costs have been entered into COMPARE the 
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SLCF is automatically generated for signature and certification of the performance 
decision.  For public reimbursable cost estimates, agencies shall calculate and 
manually enter the required cost data for SLCF Lines 1a, 2a, and 3a.  COMPARE 
then automatically calculates SLCF Lines 4a and 6a. 

 
3. Competitions Between Private Sector and Public Reimbursable Sources.  A public 

reimbursable source may only respond to a solicitation by submitting a public reimbursable 
tender that is developed in accordance with Attachment B.  The public reimbursable tender 
includes a cost estimate that shall be calculated in accordance with this attachment and entered 
on SCF Lines 1a-6a.  The CO shall determine the cost adjustments to be included on SCF Line 
8 (Contract Administration) and SCF Line 12 (Federal Income Tax Adjustment).  The CO shall 
ensure no costs are entered on SCF Lines 9, 10, 11, and 14. 

 
4. Excluded Costs.  Agency and public reimbursable sources shall not include the following in 

cost estimates (a) retained rate of basic pay for civilian employees (5 C.F.R. Part 536); (b) costs 
for conducting the streamlined or standard competitions; and (c) agency separation incentive 
programs such as Voluntary Early Retirement Authority (VERA) and Voluntary Separation 
Incentive Pay (VSIP), which are programs used to preclude involuntary civilian separations 
resulting from reductions in force (RIF). 

 
5. Conversion Differential.  In a standard competition, an agency shall determine the conversion 

differential, in accordance with paragraph D of this attachment.  The conversion differential is 
added to a non-incumbent’s cost of performance and is the lesser of 10 percent of the MEO’s 
personnel-related costs (SCF Line 1) or $10 million over all performance periods stated in the 
solicitation.  (See Attachment B, Conversion Differential.)  Agencies shall not calculate the 
conversion differential in a cost estimate for a streamlined competition.  [See OMB Memoranda 
M-08-11 (February 20, 2008), number 3, and M-06-13 (April 24, 2006) when applying this 
provision.] 

 
6. Performance Periods.  An agency or a public reimbursable source shall reflect the same 

performance periods required by the solicitation on the SCF. 
 
7. Rounding Rule.  An agency or a public reimbursable source shall round all line entries on the 

SCF/SLCF to the nearest dollar. 
 
8. Phase-in Costs.  An agency or public reimbursable source shall reflect phase-in costs that are 

associated with the specific phase-in actions and are documented in the phase-in plan.  Agency 
and public reimbursable sources shall calculate the phase-in costs associated with the change 
from the incumbent provider on SCF Lines 1-5 or SCF Lines 1a-5a, as appropriate. 

 
9. Inflation.  OMB issues a transmittal memorandum in the Federal Register to identify changes 

to the federal pay raise assumptions and inflation factors (based on the President’s annual 
budget).  These annual pay raise assumptions and inflation factors shall be used in an agency or 
a public reimbursable cost estimate for pay and non-pay categories of cost as follows:  (a) 
through the end of the last performance period for pay and non-pay categories of cost that are 
not subject to an economic price adjustment, and (b) through the end of the first performance 
period for pay and non-pay categories of cost that are subject to an economic price adjustment.  
COMPARE automatically computes inflation on a daily basis, which is calculated using 365.25 
days per year to account for leap years. 
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10. Standard Cost Factors.  Agencies and public reimbursable sources shall use the standard A-76 
costing factors identified at Figure C1. to calculate cost estimates.  Figure C1. identifies the 
types of and sources for standard costing factors as well as specific costing factors in effect at 
the time of publication of this circular.  Updates to these cost factors will be posted on the 
OMB web site at www.OMB.gov.  When a standard cost factor changes, the Department of 
Defense shall update the tables in COMPARE and post the table update on SHARE A-76!  
Prior to posting a table update, the Department of Defense shall test the change to the software, 
and review the change with OMB.  An agency shall not deviate from the cost factors required 
by this attachment except as provided by paragraph 5.c. of this circular, in which case the 
agency shall notify the Department of Defense of the change, fund any resulting modifications 
to COMPARE to accommodate the agency-specific cost factor, and maintain the currency of 
the agency-specific cost factor.  When preparing cost estimates, agency and public 
reimbursable sources shall (a) use the standard cost factors that are in effect as of the 
solicitation closing date; and (b) apply known, projected changes to these standard cost factors, 
if the agency or public reimbursable source will incur these costs before the end of the first 
performance period.  If a standard cost factor changes before the performance decision date, the 
CO shall ensure the agency and public reimbursable cost estimates reflect the standard cost 
factors that are in effect on the performance decision date. 

 
11. Standard Competition Form (SCF).  Agencies and public reimbursable sources shall use the 

SCF at Figure C2. for a standard competition.  The ATO, public reimbursable source, CO, and 
SSA shall sign the certification statements as reflected on the SCF in Figure C2. 
 

a. Agency Cost Estimate.  Based on the agency tender, the solicitation, and Attachment B, 
the ATO shall calculate and certify the agency cost estimate on SCF Lines 1-6, and 
calculate SCF Lines 8-17.   

 

b. Public Reimbursable Cost Estimate.  Based on the public reimbursable tender, the 
solicitation, and Attachment B, a public reimbursable source shall calculate and certify the 
public reimbursable cost estimate on SCF Lines 1a-6a. 

 

c. Negotiated Acquisition.  For a negotiated acquisition, the CO shall determine, through 
price analysis and cost realism as required by Attachment B, if the agency cost estimate 
(SCF Lines 1-6) and a public reimbursable cost estimate (SCF 1a-6a) are calculated in 
accordance with this attachment.  The SSA ensures the performance decision is based on 
evaluating offers and tenders in accordance with Attachment B, and certifies either a low-
cost performance decision as supported by SCF Line 17 or an other-than-low-cost 
performance decision as supported by the source selection decision documentation. 

 

d. Sealed Bid Acquisition.  For sealed bid and negotiated acquisitions, the CO shall 
determine (as required by Attachment B) if the costs entered on SCF Lines 8-18 are 
accurate and calculated in accordance with this attachment.  Agencies and public 
reimbursable sources shall reflect cost estimates using the SCF in Figure C2. 

 
12. Streamlined Competition Form (SLCF).  When performing a streamlined competition, an 

agency shall calculate and certify SLCF Lines 1, 2, 3, 4, 6, 7, 8, 12, 13, 17, and 18 in 
accordance with Attachments B and C.  The cost estimate for a public reimbursable source shall 
be calculated and certified on SLCF Lines 1a, 2a, 3a, 4a, and 6a.  Agencies shall reflect cost 
estimates using the SLCF in Figure C3.  The certification statements as reflected on the SLCF 
in Figure C3, shall be signed by different individuals, as required by Attachment B.  [See OMB 
Memorandum M-08-11 (February 20, 2008), numbers 1 (with Attachment B, number 3) and 3, 
when applying this provision.] 
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Figure C1. 
Table of Standard A-76 Costing Factors 

Title Category of 
Cost Originating Source Factor1 

Casualty Insurance Cost Factor  OMB Transmittal Memoranda Non-pay 0.5% 
Civilian Position Full Fringe Benefit Cost Factor OMB Transmittal Memoranda Pay 36.25% 
Contract Administration Cost Factors and Allowable 
Grades OMB Circular A-76 Pay Figure C6. 

Conversion Differential OMB Circular A-76 Non-pay 10% or $10 
million 

Cost of Capital Cost Factors 
OMB Circular A-94, Discount Rates to be Used in 
Evaluating Time-Distributed Costs and Benefits (Appendix 
C) 

Non-pay Depends Upon 
Capital Asset 

Insurance and Health Benefit Cost Factor OMB Transmittal Memoranda Pay 7.0% 
Federal Insurance Contribution Act (FICA) Cost Factor2 Social Security Administration Pay 7.65% 

Federal Wage System (FWS) Pay Schedules Civilian Personnel Management Service Wage and Salary 
Division Pay Multiple Wages 

Foreign Country Operations & Maintenance Inflation 
Cost Factors  Local Determination Non-pay Depends  Upon 

Location 

Fuels Inflation Cost Factors 
Office of the Under Secretary of Defense (Comptroller), 
National Defense Budget Estimates for the FYxx Budget 
(Green Book) 

Non-pay Depends Upon 
Fiscal Year 

Full-Time, Part-Time & Temporary Annual Productive 
Hours for Civilian Positions OMB Circular A-76 Not Applicable 1,776 Hours 

General Schedule (GS) Pay Schedules OPM Office of Compensation Administration Pay Multiple Salaries 
Intermittent Annual Productive Hours for Civilian 
Positions OMB Circular A-76 Not Applicable 2,007 Hours 

Labor Inflation Cost Factors for Civilian Positions OMB Transmittal Memoranda Pay Depends  Upon 
Fiscal Year 

Labor Inflation Cost Factors for Military/Uniformed 
Services Positions OMB Transmittal Memoranda Pay Dependent Upon 

Fiscal Year 
Medicare Benefit Cost Factor Social Security Administration Pay 1.45% 

Military/Uniformed Services Composite Pay Rates 

Military Departments:  Office of the Under Secretary of 
Defense (Comptroller) FYxx Department of Defense 
Reimbursable Rates Tab K (All Services) 
Other Uniformed Services: Dependent Upon Agency 
Comptroller Determination 

Pay 
Depends Upon 
Uniformed 
Service and 
Fiscal Year 

Miscellaneous Fringe Benefit Cost Factor OMB Transmittal Memoranda Pay 1.7% 

Non-Appropriated Fund Pay Schedules Civilian Personnel Management Service Wage and Salary 
Division Pay Multiple Wages 

Old Age and Survivors Death Insurance Maximum 
Taxable Earnings (salary limit) Social Security Administration Pay $87,000 

Old Age and Survivors Death Insurance Cost Factor Social Security Administration Pay 6.2% 

Operations & Maintenance Inflation Cost Factors Office of Management and Budget Transmittal Memoranda Non-pay Depends Upon 
Fiscal Year 

Overhead Factor OMB Circular A-76 Pay and Non-pay 12% 
Personnel Liability Insurance Cost Factor OMB Transmittal Memoranda Pay 0.7% 
Other One-Time Conversion Cost Factor OMB Circular A-76 Non-pay 1% 
Severance Pay One-Time Conversion Cost Factor  OMB Circular A-76 Pay 4% 
Special Class Retirement Cost Factor  
(Law Enforcement & Fire Protection) OMB Transmittal Memoranda Pay 40.4% 

Special Class Retirement Cost Factor (Air Traffic 
Control) OMB Transmittal Memoranda Pay 38.5% 

Standard Civilian Retirement Benefit Cost Factor OMB Transmittal Memoranda Pay 26.1% 

Tax Rates 
Internal Revenue Service Statistics of Income Division 
Statistics of Income Corporation Sourcebook and North 
American Industry Classification System  

Non-pay 

Depends Upon 
Industry 
Grouping in 
Source 
Document 

Useful Life and Disposal Values OMB Transmittal Memoranda Non-pay 
Depends Upon 
the Capital 
Asset 

1 The factors listed in this column are factors in effect on February 2008.  Agencies should refer to the COMPARE Web site at 
www.compareA76.com for the updated COMPARE master tables and other updated information.  
2 For social security (i.e., Old Age and Survivors Death Insurance and Medicare). 
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Figure C2. 

STANDARD COMPETITION FORM 
Agency:   Agency Component: Competition Number: Competition Title:    Competition Location: 
Solicitation Closing Date: Solicitation Number: 

Line # Line Title 1st Performance Period 
(Phase-in Period) 

2nd Performance  
Period 

3rd Performance  
Period 

4th Performance  
Period Total 

COST OF AGENCY PERFORMANCE 
1. Personnel Costs $000 $000 $000 $000 $000 
2. Material and Supply Costs $000 $000 $000 $000 $000 
3. Other Specifically Attributable Costs $000 $000 $000 $000 $000 
4. Overhead Costs $000 $000 $000 $000 $000 
5. Additional Costs $000 $000 $000 $000 $000 
6. Total Cost of Agency Performance $000 $000 $000 $000 $000 
AGENCY TENDER CERTIFICATION:  I certify, to the best of my knowledge, that this agency tender (1) meets the requirements of the solicitation; (2) reflects a most efficient organization (MEO) that is fully capable of performing the requirements of the solicitation; 
(3) includes an agency cost estimate that is accurate and calculated in accordance with OMB Circular A-76; and (4) has the approval of the agency, allowing for implementation of the organizational structure, the personnel requirements, capital investments, and 
budgetary requirements. 
Agency Tender Official’s Signature: Date: 
Printed Full Name: Title: Agency (Component): Phone #: 

COST OF PUBLIC REIMBURSABLE PERFORMANCE 
1a. Personnel Costs $000 $000 $000 $000 $000 
2a. Material and Supply Costs $000 $000 $000 $000 $000 
3a. Other Specifically Attributable Costs $000 $000 $000 $000 $000 
4a. Overhead Costs $000 $000 $000 $000 $000 
5a. Additional Costs $000 $000 $000 $000 $000 
6a. Total Cost of Public Reimbursable Performance $000 $000 $000 $000 $000 
PUBLIC REIMBURSABLE TENDER CERTIFICATION:  I certify, to the best of my knowledge, that this public reimbursable tender (1) meets the requirements of the solicitation; (2) reflects an organization that is fully capable of performing the requirements of the 
solicitation; (3) includes a cost estimate that is accurate and calculated in accordance with OMB Circular A-76; and (4) has the approval of my agency, allowing for implementation of the organizational structure, the personnel requirements, capital investments, and 
budgetary requirements. 
Official’s Signature: Date: 
Printed Full Name: Title: Agency (Component): Phone #: 

ADJUSTED COST OF PRIVATE SECTOR OR PUBLIC REIMBURSABLE PERFORMANCE 
7. Private Sector Price or Public Reimbursable Cost Estimate $000 $000 $000 $000 $000 
8. Contract Administration Costs $000 $000 $000 $000 $000 
9. Additional Costs $000 $000 $000 $000 $000 
10. One-Time Conversion Costs $000 $000 $000 $000 $000 
11. Gain From Disposal or Transfer of Assets ($000) ($000) ($000) ($000) ($000) 
12. Federal Income Tax Adjustment ($000) ($000) ($000) ($000) ($000) 
13. Total Adjusted Cost of Private Sector or Public 

Reimbursable Performance 
$000 $000 $000 $000 $000 

DECISION CALCULATIONS 
14. Conversion Differential $000 
15. Adjusted Total Cost of Agency Performance $000 
16. Adjusted Total Cost of Private Sector or Public Reimbursable Performance $000 
17. Cost Difference  (Enter:  Line 16 – Line 15) $000 
18. LOW-COST PROVIDER □  Agency Provider  □  Private Sector Provider □  Public Reimbursable Provider 

PERFORMANCE DECISION 
SEALED BID ACQUISITION 

CONTRACTING OFFICER’S CERTIFICATION:  I certify that, to the best of my knowledge (1) the agency tender meets the requirements of the solicitation; (2) the private sector offer meets the requirements of the solicitation, the offeror is responsible, and the 
contract price is reasonable [include only if a contract price is entered on Line 7], or the public reimbursable tender meets the requirements of the solicitation [include only if a public reimbursable cost estimate is entered on both SCF Line 6a and 7]; and (3) the costs 
on SCF Lines 8-18 are accurate and calculated in accordance with OMB Circular A-76, and (4) the performance decision is a low-cost decision supported by SCF Line 17. 

Contracting Officer’s Signature: Date: 
Printed Full Name: Title: Agency (Component): Phone #: 

NEGOTIATED ACQUISITION 
CONTRACTING OFFICER’S CERTIFICATION:  I certify that price analysis and cost realism (as defined in FAR Part 2) was performed on all offers and tenders; and that, to the best of my knowledge (1) the agency tender meets the requirements of the solicitation;  
(2) the agency cost estimate reflected on SCF Lines 1-6 is accurate and calculated in accordance with OMB Circular A-76; (3) the private sector offer meets the requirements of the solicitation, the offeror is responsible, and the contract price is reasonable [include 
only when a contract price(s) is entered on Line 7] and/or the public reimbursable tender meets the requirements of the solicitation and the cost estimate reflected on SCF Lines 1a-6a is accurate and calculated in accordance with OMB Circular A-76  [include only 
when a public reimbursable cost estimate is entered on SCF Line 6a]; and (4) the costs on SCF Lines 8-18 are accurate and calculated in accordance with OMB Circular A-76. 
Contracting Officer’s Signature: Date: 
Printed Full Name: Title: Agency (Component): Phone #: 
SOURCE SELECTION AUTHORITY’S CERTIFICATION:  
FOR A LOW-COST PERFORMANCE DECISION:  I certify that the performance decision on SCF Line 18 is (1) based on evaluating offers and tenders in accordance with Attachment B to OMB Circular A-76, and (2) a low-cost performance decision supported by 
SCF Line 17. 
Source Selection Authority’s Signature:  Date: 
Printed Full Name: Title: Agency (Component): Phone #: 
FOR AN OTHER-THAN-LOW-COST PERFORMANCE DECISION:  I certify that the performance decision on this SCF is (1) is based on evaluating offers and tenders in accordance with Attachment B to OMB Circular A-76, and (2) an other-than-low-cost 
performance decision is supported by my source selection decision document as summarized below.  
Summary of Source Selection Decision Document:: Date: 
Narrative of Trade-offs Performed:  Date: 

Rationale for an Other-Than-Low-Cost Provider: 
Source Selection Authority’s Signature:  Date: 
Printed Full Name: Title: Agency (Component): Phone #: 
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Figure C3. 
STREAMLINED COMPETITION FORM 

Agency:   Agency Component: Competition Number: Competition Title:    Competition Location: 
Solicitation Closing Date (if applicable) Solicitation Number (if applicable): 

Line # Line Title 
1st Performance Period 

(Phase-in Period) 
(if applicable) 

2nd Performance  
Period 

3rd Performance  
Period 

4th Performance  
Period Total 

 ESTIMATED COST OF AGENCY PERFORMANCE 
1. Personnel Costs $000 $000 $000 $000 $000 
2. Material and Supply Costs $000 $000 $000 $000 $000 
3. Other Specifically Attributable Costs $000 $000 $000 $000 $000 
4. Overhead Costs $000 $000 $000 $000 $000 
6. Total Cost of Agency Performance $000 $000 $000 $000 $000 
AGENCY TENDER CERTIFICATION:  I certify, to the best of my knowledge, that this agency cost estimate on SLCF Lines 1, 2, 3, 4, and 6 is (1) based on the scope and requirements of the activity being competed, and (2) is calculated in accordance with OMB 
Circular A-76. 
Agency Official’s Signature: Date: 
Printed Full Name: Title: Agency (Component): Phone #: 

ESTIMATED COST OF PUBLIC REIMBURSABLE PERFORMANCE 
1a. $000 Personnel Costs $000 $000 $000 $000 
2a. Material and Supply Costs $000 $000 $000 $000 $000 
3a. Other Specifically Attributable Costs $000 $000 $000 $000 $000 
4a. Overhead Costs $000 $000 $000 $000 $000 
6a. Total Cost of Public Reimbursable Performance $000 $000 $000 $000 $000 
PUBLIC REIMBURSABLE TENDER CERTIFICATION:  I certify, to the best of my knowledge, that the cost estimate on SLCF Line 7 is based on (1) calculating SLCF Lines 1a, 2a, 3a, 4a, and 6a in accordance with OMB Circular A-76; and (2) the scope and 
requirements of the activity being competed. 
Agency Official’s Signature: Date: 
Printed Full Name: Title: Agency (Component): Phone #: 

ESTIMATED COST OF PRIVATE SECTOR OR PUBLIC REIMBURSABLE PERFORMANCE 
7. Private Sector Price or Public Reimbursable Cost Estimate $000 $000 $000 $000 $000 
CERTIFICATION OF ESTIMATED COST OF PRIVATE SECTOR PERFORMANCE:  I certify, to the best of my knowledge, that the cost estimate on SLCF Line 7 is based on (1) documented market research or soliciting cost proposals in accordance with the FAR 
[OR a public reimbursable source estimate as reflected on SLCF Line 6a]; and (2) the scope and requirements of the activity being competed. 
Agency Official’s Signature: Date: 

Printed Full Name: Title: Agency (Component): Phone #: 
ADJUSTED COST OF PRIVATE SECTOR OR PUBLIC REIMBURSABLE PERFORMANCE 

8. $000 Contract Administration Costs $000 $000 $000 $000 
12. Federal Income Tax Adjustment ($000) ($000) ($000) ($000) ($000) 
13. Total Adjusted Cost of Private Sector or Public 

Reimbursable Performance 
$000 $000 $000 $000 $000 

DECISION CALCULATIONS 
17. Cost Difference  (Enter:  Line 13 – Line 6) $000 
18. LOW –COST PROVIDER □  Agency Provider  □  Private Sector Provider □  Public Reimbursable Provider 

PERFORMANCE DECISION 
CERTIFICATION OF ADJUSTED COSTS:  I certify that to the best of my knowledge, the costs on SLCF Lines 8, 12, 13, and 17 are accurate and calculated in accordance with OMB Circular A-76; and that the performance decision reflected on SLCF Line 18 is cost 
effective. 
Agency Official’s Signature:  Date: 
Printed Full Name: Title: Agency (Component): Phone #: 
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B. COST OF AGENCY PERFORMANCE (SCF/SLCF LINES 1-6). 

COST OF PUBLIC REIMBURSABLE PERFORMANCE (SCF/SLCF LINES 1a-6a). 
 

1. Scope.  Unless otherwise provided, agency cost estimates and public reimbursable cost estimates 
shall be calculated in accordance with paragraph B of this attachment.  

 
2. Personnel Costs (SCF/SLCF Line 1/1a).  Personnel costs for an agency cost estimate shall be 

entered on SCF Line 1 for a standard competition or SLCF Line 1 for a streamlined competition.  
Personnel costs in a public reimbursable cost estimate shall be entered on SCF Line 1a for a 
standard competition or SLCF Line 1a for a streamlined competition.  Agency and public 
reimbursable sources shall include sufficient written documentation of all personnel costs 
included in cost estimates for the CO to conduct price analysis and cost realism as required by 
Attachment B.  Personnel costs for agency and public reimbursable cost estimates shall be 
calculated as provided below.  Agencies shall determine and manually input the cost data for this 
SCF/SLCF line into COMPARE.  COMPARE automatically computes Line 1 and Line 1a totals 
based upon user inputs. 

 
a. Labor Costs.  Agency and public reimbursable sources shall calculate all labor costs to 

reflect the staffing (e.g., MEO) necessary to meet the solicitation requirements and include 
these costs in cost estimates.  These labor costs include, but are not limited to, direct labor; 
labor for supervision and management related support to the tender (e.g., MEO) such as labor 
for quality control, labor for MEO administration and inspection based on the MEO letter of 
obligation, labor for contract administration and surveillance for MEO subcontract, and 
indirect labor.  An agency shall determine direct labor costs based on the government 
personnel costs for labor that will be dedicated to the MEO.  To calculate direct labor, an 
agency shall identify the specific MEO staffing, wage/grade classifications, salaries, wages 
and other entitlements such as fringe benefits, overseas allowances, uniform allowances and 
overtime and other local personnel costs expended to perform the MEO.  Direct labor 
includes resources dedicated to performing the requirements of the solicitation and labor for 
supervision and management related support to the tender (e.g., MEO) such as labor for 
quality control. 

 
b. Prorated Labor.  Agency and public reimbursable sources shall prorate the cost of 

government personnel who will not be 100 percent dedicated to the organization in the tender 
(e.g., MEO) based on the amount of dedicated time the agency expects these civilian 
positions to provide to the organization (e.g., MEO).  For example, if a GS-13 position 
spends 20 percent of their time performing management oversight of an activity being 
competed, the prorated cost is entered on SCF Line 1 as 0.20 FTE in the grade of GS-13, step 
5.  Agencies and public reimbursable sources shall calculate prorated labor in cost estimates 
and enter these costs on SCF Line 1 or Line 1a, as appropriate. 

c. Administration and Inspection Costs for an MEO Letter of Obligation.  The agency cost 
estimate shall include labor costs for MEO administration and inspection.  These costs 
include, but are not limited to, monitoring performance and compliance with the MEO letter 
of obligation for all performance periods.  A public reimbursable cost estimate shall not 
include these administration costs since they are accounted for on SCF/SLCF Line 8. 

 
d. Full-Time Equivalents (FTE).  Based on workload requirements, agency and public 

reimbursable sources shall determine the productive work hours for the organization in the 
tender (e.g., MEO) and then convert these productive hours into FTE positions.  After the 
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FTE determination, an agency shall establish the staffing for the organization in the tender 
(e.g., MEO), which includes the number of positions and grades necessary to meet the FTE 
requirements.  For example, if an agency determines that 35.789 FTEs of direct labor will be 
necessary to meet the workload requirements, the agency will then convert the 35.789 FTE 
requirement into the number of positions and corresponding grades necessary to fill these 
requirements, resulting in a staffing level of 36 positions for the organization in the agency 
tender.  The agency then calculates the cost of the 36 positions and enters the cost on Line 1 
or Line la, as appropriate.  In this example, the work associated with the 0.789 FTEs was 
converted into a whole position based on a specific staffing approach; however, another 
agency might elect to use intermittent or part-time positions to accomplish the 0.789 FTE 
requirement.  After these FTE calculations and staffing determinations, agency and public 
reimbursable sources shall determine and add the staffing for indirect labor to the 
organization in the tender to support the direct labor (man-year) requirements. 

 
(1) FTE Rounding.  An agency shall round FTE calculations to three decimal places (for 

example:  0.000 FTEs). 
 
(2) Full-time, Part-time, Temporary, and Seasonal FTEs.  An agency shall determine the 

required number of FTEs by identifying the total hours required, by skill and grade, and 
then divide by 1,776 annual productive hours.  The productive hours shall exclude annual 
leave, sick leave, administrative leave, training, and other nonproductive hours. 

 
(3) Intermittent FTEs.  An agency shall determine the required number of FTEs by 

identifying the total hours required, by skill and grade, and then divide by 2,007 annual 
productive hours. 

 
e. Civilian Position Pay and Wages.  
 

(1) Calculation.  Agency and public reimbursable sources shall calculate civilian pay and 
wages for cost estimates using (a) local pay salaries and wages at a rate of step 5 for GS, 
and step 4 for FWS, positions; (b) the mid-grade, or mid-band and mid-step level for pay-
banded or demonstration project positions; (c) the locality pay for the location, or each 
location in a multi-location competition; and (d) the length of time in grade for each 
grade in a developmental series, as determined by the HRA. 

 
(2) Pay Rate Changes.  Agency and public reimbursable sources shall implement pay rate 

changes in cost estimates when the pay rate changes become “known.” The specific point 
at which these pay rate changes become “known” is after the President signs the 
executive order approving the pay rate changes and the executive order is made available 
to the public.  The cost of a pay rate change is incurred by the government based upon the 
effective date of the pay tables, regardless of whether the President signs the 
treasury/postal authorization bill for a given fiscal year.  Therefore, agency and public 
reimbursable sources shall incorporate pay rate changes in cost estimates if (a) the 
effective date of the new pay table is prior to or the same day as the first day of the phase-
in period; and (b) the signed Presidential executive order approving the pay rate changes 
is available to the public.  If an agency or public reimbursable source has prepared a cost 
estimate but a performance decision is pending, the agency or public reimbursable source 
shall update the cost estimate to reflect these “known” pay rate changes prior to the 
performance decision being made. 
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f. Civilian Position Fringe Benefits and Federal Insurance Contribution Act (FICA).  
Agency and public reimbursable sources shall calculate civilian fringe benefits and FICA 
based upon the basic pay for each position in the cost estimate.  Basic pay for GS positions is 
the position’s annual salary plus any applicable “other civilian position pay entitlements” (see 
“Other Civilian Pay Entitlements” paragraph below).  Basic pay for FWS positions is the 
position’s annual wages including shift differential pay and environmental pay plus any 
applicable “other civilian pay entitlements” (see “Other Civilian Pay Entitlements” paragraph 
below).  Agency and public reimbursable sources shall multiply basic pay by the following 
government-wide standard factors.  COMPARE automatically computes the costs for these 
entries. 

 
(1) Full-time and Part-time Permanent Civilian Positions.  Full-time and part-time 

permanent civilian positions receive the civilian position full fringe benefit cost factor of 
36.25 percent of the position’s basic pay.  The 36.25 percent civilian position full fringe 
benefit cost factor is the sum of the standard civilian position retirement benefit cost 
factor (26.1 percent), insurance and health benefit cost factor (7.0 percent), Medicare 
benefit cost factor (1.45 percent), and miscellaneous fringe benefit cost factor (1.7 
percent).  

 
(a) Retirement Benefit Cost Factors.  The standard civilian retirement benefit cost 

factor represents the cost of the weighted Civil Service Retirement System/Federal 
Employees Retirement System to the government, based upon the full dynamic 
normal cost of the retirement systems, the normal cost of accruing retiree health 
benefits based on average participation rates, social security, and Thrift Savings Plan 
contributions.  The standard civilian retirement benefit cost factor for civilian 
positions is 26.1 percent of the position’s basic pay (21.0 percent retirement pension 
plus 5.1 percent for retiree health).  The retirement cost factors for special class 
civilian positions are: 38.5 percent of basic pay for air traffic controllers (33.4 percent 
retirement pension plus 5.1 percent for retiree health) and 40.4 percent of basic pay 
for law enforcement and fire protection (35.3 percent retirement pension plus 5.1 
percent for retiree health). 

 
(b) Insurance and Health Benefit Cost Factor.  The insurance and health benefit cost 

factor for civilian positions, based on actual cost, is 7.0 percent of the position’s basic 
pay (0.2 percent for life insurance benefits and 6.8 percent for health benefits). 

 
(c) Medicare Benefit Cost Factor.  On the publication date of this circular, the 

Medicare benefit cost factor is 1.45 percent of the civilian position’s basic pay. 
 

(d) Miscellaneous Fringe Benefit Cost Factor.  As of the publication date of this 
circular, the miscellaneous fringe benefits cost factor for civilian positions 
(workmen's compensation, bonuses, awards, and unemployment programs) is 1.7 
percent of the position’s basic pay.  Based on the OPM civilian award policy, there 
are two general categories for civilian awards.  Category one is for special acts (e.g., 
cash awards, bonuses) that are over and above a civilian employee’s expected annual 
performance, and category two is for awards that are based on a civilian employee’s 
annual performance rating (e.g., cash awards, bonuses, quality step increases).  
Category one civilian awards are not included in the 1.7 percent miscellaneous fringe 
benefit factor (these costs are entered under “Other Civilian Pay”).  Category two 
civilian awards are included in the 1.7 percent miscellaneous fringe benefit factor. 
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(2) Temporary and Intermittent Civilian Positions.  The full benefit factor is not applied 
to temporary and intermittent civilian positions.  Agencies and public reimbursable 
sources shall apply the FICA cost factor to civilian positions not covered by Civil 
Servant Retirement System or Federal Employee Retirement System (typically 
intermittent and temporary civilian positions).  On the publication date of this circular, 
the FICA cost factor is 7.65 percent of salaries or wages subject to federal income tax.  
The FICA cost factor equates to 6.2 percent for Old Age and Survivors Death Insurance 
benefits and 1.45 percent for Medicare benefits.  There is an annual maximum earnings 
limitation of $87,000 for the Old Age and Survivors Death Insurance benefit portion of 
the FICA tax. 

 
(3) Seasonal Civilian Positions.  Seasonal civilian positions are employed on a recurring 

basis for less than 12 months each year.  Agencies and public reimbursable sources shall 
calculate the cost of a seasonal position based on 1,776 annual productive hours, and 
determine the number of seasonal civilian positions as a seasonal full-time or seasonal 
part-time position based on the number of annual hours the civilians will be scheduled to 
work.  Agencies and public reimbursable sources shall then calculate permanent 
seasonal civilian positions using the civilian position full fringe benefit cost factor, and 
temporary seasonal civilian positions using the FICA cost factor. 

 
g. Other Civilian Pay.  Agency and public reimbursable sources shall calculate other civilian 

pay for each position in the cost estimate, when applicable.  Other civilian pay includes pay 
that is subject only to FICA taxes.  Examples of this type of pay include, but are not limited 
to, premium pay, night differential pay for GS positions, overtime pay, holiday pay, category 
one civilian awards, civilian bonuses, and uniform allowances. 

 
h. Other Civilian Pay Entitlements.  Agency and public reimbursable sources shall calculate 

other civilian pay entitlements for each civilian position in the cost estimate, when applicable.  
Agency and public reimbursable sources shall identify these entitlements and use current cost 
factors for each entitlement identified in cost estimates.  In a standard competition, the HRA 
shall identify these entitlements and obtain the current cost factors for each entitlement 
identified in the agency cost estimate.  Examples of these entitlements include, but are not 
limited to, night differential pay for FWS positions, environmental differential pay and 
premium pay (for civilian fire fighters and law enforcement officers).  Agencies shall 
determine and manually input the cost data for this cost entry into COMPARE. 

 
i. Non-Foreign Area Civilian Employee Cost-Of-Living Allowance.  Agency and public 

reimbursable sources shall calculate cost-of-living allowances for each position in the cost 
estimate, when applicable.  A cost-of-living allowance is applied to any civilian employee 
position that will physically perform work in the following locations:  Alaska, Hawaii, Guam, 
Puerto Rico, the United States Virgin Islands, and the Commonwealth of the Northern 
Mariana Islands.  Agencies shall determine and manually input the cost data for this cost 
entry into COMPARE. 

 
j. Administration and Surveillance for MEO Subcontracts.  If a mix of government 

positions and subcontracts is included in a tender, agency and public reimbursable sources 
shall calculate the cost of labor for the administration and surveillance of these subcontracts 
and enter the cost on Line 1 or 1a, as appropriate.  An agency shall enter the actual costs of 
MEO subcontracts and fee-for-service agreements, as well as the cost of government-
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furnished material, equipment, facilities, and services for these subcontracts, on Line 3 or 
Line 3a, as appropriate.  A public reimbursable source shall enter the actual costs of 
subcontracts and fee-for-service agreements, as well as the cost of public reimbursable 
furnished material, equipment, facilities, and services for these subcontracts, on Line 3a.  
Agencies shall determine and manually input the cost data for this cost entry into 
COMPARE. 

 
k. Labor Escalation.  Inflation for wages and salaries of civilian positions and private sector 

service positions (often referred to as “labor escalation”) is included in private sector cost 
proposals, agency cost estimates, and public reimbursable cost estimates based on the 
solicitation requirements for economic price adjustment for labor inflation.  An economic 
price adjustment for services and construction labor is determined by the Service Contract 
Act (SCA), the Davis-Bacon Act and FAR Part 22.  To calculate inflation for civilian 
positions in cost estimates, agency and public reimbursable sources shall comply with the 
following guidance, which is consistent with the requirements in FAR Part 22 for submission 
of private sector offers.  COMPARE automatically computes the applicable inflation costs 
based on the user input selections in accordance with the following: 

 
(1) If a solicitation does not include either FAR clause 52.222-43 or 52.222-44, an agency 

shall apply inflation to all civilian positions for all performance periods through the end 
of the last performance period stated in the solicitation. 

 
(2) If a solicitation does include either FAR clause 52.222-43 or 52.222-44, agency and 

public reimbursable sources shall inflate labor costs in cost estimates as follows:  (a)  
For civilian positions that are subject to an economic price adjustment (i.e., the position 
description states the position is nonexempt under the Fair Labor Standards Act, 
inflation is applied only through the end of the first period of full performance; or (b) 
For civilian positions that are not subject to an economic price adjustment (i.e., the 
position description states the position is exempt under the Fair Labor Standards Act 
inflation) is applied for all performance periods through the end of the last performance 
period stated in the solicitation. 

 
(3) SCA and the Davis-Bacon Act do not apply to civilian positions; however, the Fair 

Labor Standards Act can be applied to civilian positions consistent with SCA since both 
the Fair Labor Standards Act and SCA use the same definitions for employees that 
perform services.  On the basis of these common definitions, and since the private sector 
uses the SCA and the Davis-Bacon Act (as prescribed in FAR Part 22) to determine 
which private sector positions are subject to an economic price adjustment, agencies and 
public reimbursable sources shall use the Fair Labor Standards Act to determine which 
civilian positions are subject to an economic price adjustment in cost estimates.  The 
determination of whether a civilian position is exempt or nonexempt under the Fair 
Labor Standards Act is required by OPM when civilian position descriptions are 
classified.  Therefore, when an official civilian position description is classified as 
exempt under the Fair Labor Standards Act, the civilian position is not subject to an 
economic price adjustment and labor costs are inflated for all performance periods 
through the end of the last performance period stated in the solicitation.  When a 
position description is classified as nonexempt under the Fair Labor Standards Act, the 
civilian position is subject to an economic price adjustment but only if the solicitation 
includes FAR clause 52.222-43 or FAR 52.222-44; in that case, labor costs for non-
exempt positions are inflated through the end of the first period of full performance. 
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l. Labor Inflation Cost Factors.  As provided in paragraph A of this Attachment, an annual 

OMB Transmittal Memorandum identifies the federal pay raise assumptions and inflation 
cost factors (i.e., pay increases expressed in percentages) for civilian positions.  This 
transmittal memorandum provides an update to the pay inflation cost factors used to estimate 
projected civilian pay costs and to specify the year in which these labor inflation cost factors 
become effective.  Agency and public reimbursable sources shall apply the labor inflation 
cost factors (specified in the annual OMB transmittal memorandum) on the day immediately 
following the end of the effective period of the GS or FWS pay schedules used in the agency 
cost estimate. 
 
(1) General Schedule (GS).  Since GS pay schedules are effective on the first day of the 

first full pay period beginning on or after January 1 of each year, agency and public 
reimbursable sources shall apply the labor inflation cost factors in January of each year 
following the end of the effective period for the pay schedule used in cost estimates for 
GS positions.  For example, if the GS pay schedule in use is effective on January 12, 
2003, the 2004 pay inflation factor is applied on January 12, 2004.  The labor inflation 
cost factor for each year provided in the transmittal memorandum is applied on January 
12 of each subsequent year of performance included in the cost estimate as required by 
the performance periods stated in the solicitation. 

 
(2) Federal Wage System (FWS).  FWS pay schedules are effective for a 12-month period, 

and differ from GS pay schedules in that effective dates for FWS pay schedules (a) occur 
during any month of the year and (b) vary by location.  For FWS positions, agency and 
public reimbursable sources shall apply the labor inflation cost factors at the end of the 
effective period of the FWS pay schedule used in the cost estimates.  Agency and public 
reimbursable sources shall apply FWS labor inflation cost factors to FWS pay as follows: 

 
(a) January to September Effective Dates.  For FWS pay schedules with effective 

dates from January 1 through September 30, agency and public reimbursable sources 
shall use the labor inflation cost factor that corresponds to the year of the end date of 
the effective period for the FWS pay schedule.  For example, if an FWS pay schedule 
is effective from April 20, 2003 to April 19, 2004, the 2004 labor inflation cost factor 
is used on April 20, 2004.  On April 20 of each subsequent year, the labor inflation 
cost factor that corresponds to each subsequent year is used. 

 
(b) October to December Effective Dates.  For FWS pay schedules with effective dates 

from October 1 through December 31, agency and public reimbursable sources shall 
use the labor inflation cost factor that corresponds to the year following the end date 
of the effective period for the FWS pay schedule.  For example, if an FWS pay 
schedule is effective from October 20, 2003 to October 19, 2004, the 2005 labor 
inflation cost factor is used on October 20, 2004.  On October 20 of each subsequent 
year, the labor inflation cost factor that corresponds to each subsequent year is used. 

 
m. Uniformed Services Labor.  Agency and public reimbursable sources may include 

uniformed services labor in tenders, only under the following conditions:  (a) uniformed 
services positions in the tender (e.g., MEO) shall not exceed the number of pre-
competition uniformed services positions performing the activity and (b) civilian 
employee positions shall not be converted to uniformed services positions.  If uniformed 
services labor is used in a tender, the agency or public reimbursable source shall develop 
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productive hours for the uniformed services positions that include annual leave, sick 
leave, administrative leave, training, and other nonproductive hours.  Agency and public 
reimbursable sources shall calculate the cost of uniformed services positions using the 
military/uniformed services composite pay rate, apply the labor inflation cost factor, and 
enter this cost data for Line 1 or Line 1a calculations, as appropriate.  COMPARE 
automatically computes the Line 1 or Line 1a entry based on the user inputs. 

 
3. Material and Supply Costs (SCF/SLCF Line 2/2a).  Material and supply costs in an agency 

cost estimate shall be entered on SCF Line 2 for a standard competition or SLCF Line 2 for a 
streamlined competition.  Material and supply costs in a public reimbursable cost estimate shall 
be entered on SCF Line 2a for a standard competition or SLCF Line 2a for a streamlined 
competition.  Agency and public reimbursable sources shall include sufficient written 
documentation of all material and supply costs included in cost estimates for the CO to conduct 
price analysis and cost realism as required by Attachment B.  Agencies and public reimbursable 
cost estimates shall calculate material and supply costs as follows.  Agencies shall determine and 
manually input the cost data for this SCF/SLCF line into COMPARE. 

 
a. General.  Material and supply costs are incurred in each performance period for goods such 

as raw materials, parts, subassemblies, components, fuel, and office supplies.  Agency and 
public reimbursable sources shall adjust historical or engineering estimates of material and 
supply use, and cost data, to reflect the solicitation requirements in cost estimates.  An agency 
shall calculate material and supply costs and include these costs in the agency cost estimate 
only if the materials and supplies are required for the agency tender but are not provided to 
all prospective providers as GFP in the solicitation.  The CO includes instructions for material 
and supply costs in the solicitation (FAR 51.101).  Agency and public reimbursable sources 
shall comply with the solicitation instructions for calculating the cost of materials and 
supplies in cost estimates and enter the costs on Line 2 or 2a, as appropriate.  For material 
and supplies not provided as GFP but needed to meet the requirements of the solicitation, a 
public reimbursable source shall calculate the cost of materials and supplies in accordance 
with this paragraph, reflect these costs in the cost estimate, and enter the costs on Line 2a. 

 
b. Cost Ceiling.  If the solicitation includes a material and supply cost ceiling, agency and 

public reimbursable sources shall include this ceiling cost in cost estimates and enter the cost 
on Line 2 or Line 2a, as appropriate.  If a solicitation does not include a material and supply 
cost ceiling, agency and public reimbursable sources shall calculate the full cost of materials 
and supplies, including inflation if required, and enter these costs on Line 2 or 2a, as 
appropriate. 

 
c. Material Related Costs.  Agency and public reimbursable sources shall list required material 

by the quantity needed, unit price, inflation for out-years, and enter the total cost in cost 
estimates on Line 2 or Line 2a, as appropriate.  Material costs include, but are not limited to, 
material, transport, handling, availability, delay costs, and established allowances for normal 
scrap, spoilage, overruns and defective work.  Agency and public reimbursable sources may 
make a single entry for miscellaneous items such as office supplies in cost estimates. 

 
d. Inflation.  Agency and public reimbursable sources shall calculate an estimate for material 

and supply costs in cost estimates for all performance periods, including adjustments for non-
pay inflation identified in the annual update of non-pay inflation factors issued by an OMB 
Transmittal Memorandum.  Agency and public reimbursable sources shall calculate unit 
prices to the end of the first period of full performance and inflate and/or prorate the cost of 
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materials and supplies in the cost estimate in accordance with instructions in the solicitation.  
Agency and public reimbursable sources shall review section B (Supplies or Services and 
Prices) and any special clauses in section H (Special Contract Requirements) of the 
solicitation to determine if an economic price adjustment applies to materials and supplies.  If 
materials and supplies listed in section B are subject to an economic price adjustment, agency 
and public reimbursable sources shall inflate these costs through the end of the first period of 
full performance in cost estimates.  If materials and supplies listed in section B are not subject 
to an economic price adjustment, agency and public reimbursable sources shall inflate these 
costs by applying the applicable inflation factors (if any) for all performance periods through 
the end of the last performance period stated in the solicitation.  If fuel costs are entered on 
Line 2 or Line 2a, the fuels (non-pay) inflation cost factor shall be used to apply inflation to 
the fuel costs. 

 
4. Other Specifically Attributable Costs (SCF/SLCF Line 3/3a).  Other specifically attributable 

costs in an agency cost estimate shall be entered on SCF Line 3 for a standard competition or 
SLCF Line 3 for a streamlined competition.  Other specifically attributable costs in a public 
reimbursable cost estimate shall be entered on SCF Line 3a for a standard competition or SLCF 
Line 3a for a streamlined competition.  Agency and public reimbursable sources shall include 
sufficient written documentation for all other specifically attributable costs included in cost 
estimates for the CO to conduct price analysis and cost realism as required by Attachment B.  
Agencies and public reimbursable cost estimates shall calculate other specifically attributable 
costs as follows: 

 
a. Depreciation.  Agency and public reimbursable sources shall use the Useful Life and 

Disposal Value Table to calculate residual value, and The Federal Accounting Standards for 
Property, Plant and Equipment (both documents are posted on the OMB website) to establish 
depreciation schedules, rates of depreciation, and other related guidance.  If a capital asset is 
(1) fully depreciated; (2) used in the tender; and (3) not provided to all prospective providers 
as GFP in the solicitation, agency and public reimbursable sources shall extend the life of the 
capital asset for all performance periods through the end of the last performance period stated 
in the solicitation or until replacement.  Agency and public reimbursable sources shall 
calculate the depreciation using the extended life and original acquisition cost.  If a capital 
asset involves a capital improvement, agency and public reimbursable sources shall calculate 
the cost of the capital improvement as a separate asset in cost estimates and enter this cost on 
Line 3 or 3a, as appropriate.  The cost of capital improvements shall be entered as a separate 
asset entry because capital improvement costs are depreciated from the date of the capital 
improvement, not from the original acquisition date.  The total depreciable acquisition cost is 
the sum of the capital asset’s acquisition, transportation, and installation costs minus the 
capital asset’s residual value.  COMPARE automatically computes the costs required for this 
entry based upon the cost data entered for this line. 
 
(1) Minor Items.  Minor items are individual assets costing less than $25,000.  Agency and 

public reimbursable sources shall not depreciate minor items in cost estimates.   
 

(2) Capital Assets.  Capital assets are major items costing $25,000 or more.  An agency shall 
depreciate capital assets not provided to all prospective providers as GFP in the 
solicitation and enter the depreciation cost on Line 3 or 3a, as appropriate.  If a capital 
asset is (a) to be jointly used in the agency tender (e.g., MEO) and another agency 
activity that is not included in the streamlined or standard competition, and (b) not 
provided to all prospective providers as GFP in the solicitation, an agency shall prorate 
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the cost of this joint usage of the capital asset on Line 3.  For capital assets not provided 
as GFP but needed to meet the requirements of the solicitation, a public reimbursable 
source shall calculate depreciation costs for major items in the cost estimate and enter the 
cost on Line 3a beginning with the first performance period the major item is required 
and all subsequent performance periods stated in the solicitation.  COMPARE 
automatically computes the costs required for this entry based upon the cost data entered 
for this line. 

 
 

(3) Calculation Method.  Agency and public reimbursable sources shall calculate 
depreciation using straight line accounting methods and enter this depreciation on Line 3 
or Line 3a, as appropriate, as annual depreciation for each performance period stated in 
the solicitation.  If a major item was acquired through transfer, seizure or forfeiture, an 
industry specific standard or engineering appraisal may be used to establish the market or 
"acquisition" value of the asset.  COMPARE automatically computes the costs required 
for this entry based upon the cost data entered for this line. 

 
b. Facilities.  If facilities are not provided to all prospective providers as GFP in the solicitation, 

an agency shall use the useful life expectancies listed by type of facility in Figure C4. to 
estimate the cost of facilities in the agency cost estimate and enter this cost on Line 3 or 3a, 
as appropriate.  If the useful life has been exceeded, an agency shall use an engineering 
projection of anticipated remaining useful life.  An agency shall prorate these costs in the 
agency cost estimate by a unit of measure that varies directly with consumption (e.g., floor 
space, type of facility, number of telephones).  An agency shall base estimates of expenses to 
be incurred for the first period of full performance on recent experience, appropriately 
adjusted for anticipated requirements.  An agency shall use engineering estimates when 
historical data is not available.  If an asset such as a facility has a capital improvement (such 
as renovation), an agency shall calculate the cost of the capital improvement (renovation 
costs) as a separate asset in the agency cost estimate.  The cost of capital improvements is 
calculated as a separate asset because the capital improvement costs (renovation costs) are 
depreciated from the date of the capital improvement (renovation) not the original acquisition 
or construction date.  An agency shall include costs for facilities and equipment used in the 
agency tender, but not provided to all prospective providers as GFP in the solicitation, on 
Line 3.  For facilities not provided as GFP but needed to meet the requirements of the 
solicitation, a public reimbursable source shall calculate facilities costs in accordance with 
this paragraph, reflect these costs in the cost estimate, and enter the costs on Line 3a.  
COMPARE automatically computes the costs required for this entry based upon the cost data 
entered for this line. 

 
Table of Facility Useful Life Expectancies 

Facility Category Useful Life 
Permanent 75 years 

Semi-Permanent 50 years 
Temporary 25 years 

Figure C4. 
 
c. Cost of Capital.  An agency shall only calculate the cost of capital for capital assets included 

in the agency cost estimate if the item is (1) not provided to all prospective providers as GFP 
in the solicitation, and (2) scheduled for purchase within any of the performance periods 
stated in the solicitation.  An Agency shall enter the appropriate cost of capital costs on Line 
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3.  To estimate the annual cost of capital, an agency shall first identify the total depreciable 
acquisition cost of new purchased capital assets or the market value of capital assets acquired 
by transfer, forfeiture or seizure.  An agency shall base the total depreciable acquisition cost 
on the value of the capital asset, plus transportation costs (if not already included in the 
purchase price) and installation costs to place the capital asset in operation minus any 
applicable residual value.  An agency shall compute the cost of capital by applying the 
applicable nominal rate (cost of capital factors) provided by OMB Circular A-94, Guidelines 
for Discount Rates for Benefit-Cost Analysis of Federal Programs, to the determined total 
depreciable acquisition cost of the purchased capital assets or to the market value of capital 
assets acquired by transfer, forfeiture or seizure.  If a major item is to be jointly used between 
the tender (e.g., MEO) and another agency activity that is not included in the streamlined or 
standard competition, an agency shall prorate the capital asset’s cost of capital on Line 3 
based on the percentage used by the agency.  For capital assets not provided to all prospective 
providers as GFP in the solicitation, but needed to meet the requirements of the solicitation, a 
public reimbursable source shall calculate the cost of capital in accordance with this 
paragraph, reflect this cost in the cost estimate, and enter the costs on Line 3a.  COMPARE 
automatically computes the costs required for this entry based upon the cost data entered for 
this line. 

 
d. Rent.  If rented or leased assets are used in the agency tender but are not provided to all 

prospective providers as GFP in the solicitation, an agency shall calculate rental and lease 
costs in the agency cost estimate and enter the cost on Line 3.  Rent is incurred for, but not 
limited to, the use, operation and maintenance of land, building space, plant and machinery.  
An agency shall calculate rental or lease costs that are associated with the agency tender on 
an allocated basis for all performance periods for which the costs will be incurred.  For rent 
not provided as GFP but needed to meet the requirements of the solicitation, a public 
reimbursable source shall calculate rental and/or lease costs in accordance with this 
paragraph, reflect these costs in the cost estimate, and enter the costs on Line 3a.  Agencies 
shall determine and manually input the cost data for this cost entry into COMPARE. 

 
e. Utilities.  If utilities are provided for the agency tender but are not provided for all prospective 

providers as GFP in the solicitation, an agency shall calculate and enter the cost of utilities on 
Line 3.  Utility costs include, but are not limited to, electricity, telephone, water, and sewage 
services.  An agency shall calculate the amount of these utility costs on an allocated or a 
metered basis for all performance periods for which costs will be incurred.  For utilities not 
provided as GFP but needed to meet the requirements of the solicitation, a public 
reimbursable source shall calculate costs for utilities in accordance with this paragraph, 
reflect these costs in the cost estimate, and enter the costs on Line 3a.  Agencies shall 
determine and manually input the cost data for this cost entry into COMPARE. 

 
f. Insurance.   

 
(1) Casualty Insurance.  Agency and public reimbursable sources shall calculate casualty 

insurance premiums in cost estimates and enter these costs on Line 3 or Line 3a as 
appropriate for all materials and supplies, minor items, and capital assets that are not 
provided to all prospective providers as GFP in the solicitation, or if the solicitation 
includes terms that specify that property losses may be assessed to private sector 
sources.  Agency and public reimbursable sources shall calculate casualty insurance 
premiums for capital assets by multiplying the net book value of each capital asset as of 
the beginning of each performance period that the agency will use the capital asset by 
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0.005 (the casualty insurance cost factor).  Agency and public reimbursable sources 
shall calculate casualty insurance premiums for minor items not provided to all 
prospective providers by multiplying the annual cost, inflated as appropriate, of each 
minor item by 0.005 (the casualty insurance cost factor).  Agency and public 
reimbursable sources shall calculate casualty insurance premiums for materials and 
supplies by multiplying a one-month average value of material and supplies by 0.005 
(the casualty insurance cost factor) times a one-month average value of material and 
supplies.  Agency and public reimbursable sources shall calculate casualty insurance 
premiums for each performance period that they will use the capital assets, minor items, 
materials, and supplies.  COMPARE automatically calculates this entry if the items are 
not government furnished.  Agencies shall determine and manually input the cost data 
into COMPARE for solicitations that specify that property losses may be assessed to 
private sector sources. 

 
(2) Government Furnished Property (GFP) Casualty Insurance.  While the FAR 

includes many GFP clauses that may be included in a solicitation, the following table 
provides an extract of FAR GFP clauses that a solicitation is likely to contain for a 
standard competition.  The GFP clause, included in the solicitation, determines whether 
casualty insurance costs for GFP should be included on Line 3 or Line 3a, as 
appropriate.  For solicitations that include both firm-fixed-price and cost reimbursement 
CLINs in section B, the solicitation identifies the GFP clause that applies to a specific 
CLIN.  For example, the solicitation may apply FAR clause 52.245-5 to the material and 
supply ceiling cost, indicating that insurance is not required for the material and supply 
dollars.  The same solicitation may designate FAR clause 52.245-2 to GFP vehicles, 
indicating that the vehicles require casualty insurance.  When vehicles leased from the 
General Services Administration are used in the agency tender but are not provided to 
all prospective providers as GFP in the solicitation, an agency shall include the cost of 
casualty insurance on Line 3 if the General Services Administration lease terms make 
the lessee liable for vehicle damage.  Based upon the FAR provisions included in the 
solicitation, agencies may be required to determine and manually input the cost data into 
COMPARE. 

 
GFP CLAUSES AND CASUALTY INSURANCE REQUIREMENTS 

Is GFP Casualty Insurance Required in the Agency Cost Estimate? FAR 
Reference 

Liability Assigned to Private Sector 
and Public Reimbursable Sources Materials Capital Assets Minor Items 

52.245-2 Yes Yes Yes Yes 
52.245-2 Alt I No No No No 
52.245-4 Yes Yes Yes Yes 
52.245-5 No No No No 

Figure C5. 
 

(3) Liability Insurance.  Agency and public reimbursable sources shall calculate the cost of 
personnel liability insurance in cost estimates and enter the cost on Line 3 or Line 3a, as 
appropriate.  Agency and public reimbursable sources shall calculate the cost of 
personnel liability insurance by multiplying the total personnel-related costs on Line 1 
(or Line 1a, as appropriate) by 0.007 (the personnel liability insurance cost factor).  
Agency and public reimbursable sources shall calculate the cost of additional liability 
insurance (not associated with personnel liability) that is assigned to the private sector in 
the solicitation by multiplying the estimated liability ceiling identified in the solicitation 
by 0.007 (the personnel liability insurance cost factor).  If the solicitation requires 
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additional liability insurance to cover certain high-risk activities (e.g., environmental, air 
traffic control, child care, ammunition handling, air cargo, nuclear fuel handling), 
agency and public reimbursable sources shall calculate the cost of this additional 
liability insurance in cost estimates and enter this cost on Line 3 or Line 3a, as 
appropriate.  COMPARE automatically calculates this entry. 

 
g. Travel.  Agency and public reimbursable sources shall calculate the costs for travel not 

provided as government furnished to all prospective providers in the solicitation and enter 
these costs on Line 3 or Line 3a, as appropriate.  Agency and public reimbursable sources 
shall calculate the projected cost of travel that will be expended by agency or public 
reimbursable sources and identified in tenders unless the solicitation includes a ceiling cost 
for travel reimbursement or states that travel is government-furnished for all prospective 
providers.  If the solicitation includes a cost ceiling for travel, agency and public 
reimbursable sources shall include the cost ceiling in cost estimates and enter the cost on Line 
3 or Line 3a, as appropriate.  Unless a cost ceiling is provided, agency and public 
reimbursable sources shall inflate travel costs for all performance periods through the end of 
the last performance period stated in the solicitation or as required by the economic price 
adjustment clause in the solicitation.  Agencies shall determine and manually input the cost 
data for this cost entry into COMPARE. 

 
h. MEO Subcontracts.  Agency and public reimbursable sources shall include the cost of each 

subcontract included in a tender but not made available to all prospective providers in the 
solicitation as a subcontract in cost estimates and enter the costs on Line 3 or Line 3a, as 
appropriate.  Agency and public reimbursable sources shall calculate the total cost of a 
subcontract by including the following in cost estimates  (1) the contract price for each 
contract, or cost estimate for each fee-for-service agreement; (2) the cost of any related 
government-furnished material, equipment, facilities, and services not provided to all 
prospective providers as GFP in the solicitation; (3) inflation for all performance periods 
through the end of the last performance period stated in the solicitation, as appropriate; and 
(4) the offset for federal income tax for each subcontract with the tax rate applicable to each 
subcontract (see paragraph C12. in this attachment).  Agencies shall determine and manually 
input the cost data for this cost entry into COMPARE.  COMPARE automatically computes 
the applicable inflation and federal income tax offset. 

 
(1) Nonrecurring Workload.  Agency and public reimbursable sources may calculate 

overtime and surge or other types of nonrecurring workload as an MEO subcontract cost, 
if the services are purchased using either a government purchase card or a task order 
under an existing contract.  When purchasing services with a government purchase card 
or task order under an existing contract, agencies and public reimbursable sources shall 
calculate the cost of the purchased services in the cost estimate and include (a) the offset 
for federal income tax for each subcontract with the tax rate applicable to each 
subcontract (see the “Federal Income Tax Adjustment” paragraph in this attachment), and 
(b) inflation for all performance periods through the end of the last performance period 
stated in the solicitation, as appropriate. 

 
(2) Administration and Surveillance of Subcontracts.  Agencies and public reimbursable 

sources shall calculate the cost of labor for (a) the administration and surveillance for 
each subcontract (for both recurring and nonrecurring workload); and (b) administration 
of the government purchase card program. 
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i. Maintenance and Repair Costs.  Agency and public reimbursable sources shall calculate the 
cost of maintenance and repair, if applicable, for capital assets and minor items to account for 
the cost of routine maintenance on buildings and for equipment and enter these costs on Line 
3 or 3a, as appropriate.  These costs do not include capital improvements that add value to a 
capital asset, which are calculated in depreciation costs.  Agency and public reimbursable 
sources shall calculate maintenance and repair costs (1) for capital assets and minor items that 
are not provided to all prospective providers as GFP in the solicitation, and (2) for capital 
assets or minor items that are provided to all prospective service providers as GFP in the 
solicitation but maintenance, replacement, or repair are not provided as GFP in the 
solicitation.  Agencies shall determine and manually input the cost data for this cost entry into 
COMPARE. 

 
j. Other Costs.  Agencies and public reimbursable sources shall include costs that do not fit the 

other Line 3 or Line 3a categories of cost in the “other costs” category of Line 3 or Line 3a.  
Examples of "other costs" include, but are not limited to, purchased services for packaging 
and crating (if not already a included in the cost of material and supplies), transportation 
costs; royalties, overhead projectors, office equipment, tools, chairs, desks, and cabinets. 
 
(1) Minor Items.  As part of “other costs,” agencies shall include 10 percent of the 

replacement cost of minor items not provided to all prospective providers as GFP in the 
solicitation, for each performance period included in the solicitation.  If the minor item is 
(a) to be jointly used by the agency tender (e.g., MEO) and another agency activity that is 
not included in the streamlined or standard competition, and (b) not provided to all 
prospective providers as GFP in the solicitation, an agency shall prorate the cost of this 
joint usage of a minor item on Line 3 based upon 10 percent of the purchase price.  For 
minor items not provided as GFP but needed to meet the requirements of the solicitation, 
a public reimbursable source shall calculate 10 percent of the replacement value of the 
minor items in the cost estimate and enter the cost on Line 3a, beginning with the first 
performance period the public reimbursable source expects to replace the minor item and 
for all subsequent performance periods stated in the solicitation.  For minor items, and 
any necessary replacements, that are provided as GFP in the solicitation, agencies and 
public reimbursable sources shall not include costs.  When minor items are provided as 
GFP and prospective providers are responsible for replacement, agencies and public 
reimbursable sources shall include 10 percent of the replacement cost of the minor items 
in cost estimates, beginning with the first performance period where replacement of the 
minor item is required and all subsequent performance periods stated in the solicitation.  
Agencies and public reimbursable sources shall include costs for casualty insurance of 
minor items that are not GFP, including instances where the replacement of the minor 
items is the responsibility of prospective providers.  Agencies shall determine and 
manually input the cost data for this SCF/SLCF line into COMPARE.  COMPARE 
automatically computes the 10 percent minor item replacement cost. 

 
(2) Award Fee.  Before a solicitation may include an award fee for an agency source (in 

addition to other prospective providers), the CSO shall determine if an agency source 
may receive such an award fee.  If the award fee arrangements are approved by the CSO 
and the solicitation states that the award fee will be available for all prospective 
providers, the agency shall include the award fee in the cost estimate and enter the fee on 
Line 3 as “other costs.”  A public reimbursable source shall include the award fee in the 
cost estimate and enter the fee on Line 3a as “other costs.”  Agency and public 
reimbursable sources shall not inflate the cost of the award fee in cost estimates.  Agency 
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and public reimbursable sources shall not inflate the cost of the award fee in cost 
estimates.  Agencies shall determine and manually input the cost data for this cost entry 
into COMPARE. 

 
(3) Training Costs.  Agency and public reimbursable sources shall calculate training costs 

for training not made available as government furnished to all prospective providers in 
the solicitation and enter these costs on Line 3 or 3a, as appropriate.  Agency and public 
reimbursable sources shall calculate training costs, including travel costs, for recurring 
and/or specialized training necessary to maintain required licensing or certification.  
Agencies shall determine and manually input the cost data for this cost entry into 
COMPARE. 

 
5. Overhead (SCF/SLCF Line 4/4a).  Agency and public reimbursable sources shall enter 

overhead in cost estimates on Line 4 or 4a, as appropriate.  An agency shall include overhead for 
a standard or streamlined competition by overhead for each performance period by multiplying 
the SCF Line 1 civilian position costs, including fringe benefits, by 12 percent (the overhead 
factor).  A public reimbursable cost estimate shall include overhead for a streamlined or standard 
competition by calculating overhead for each performance period by multiplying the SCF Line 1a 
civilian position costs, including fringe benefits, by 12 percent (the overhead factor).  Agency and 
public reimbursable sources shall not calculate overhead for uniformed services labor costs.  
COMPARE automatically calculates this SCF/SLCF line. 

 
6. Additional Costs (SCF Line 5/5a).  This SCF line includes costs not otherwise represented or 

accounted for on Lines 1-4 or Lines 1a-4a.  An agency shall enter additional costs on SCF Line 5.  
A public reimbursable source shall enter additional costs on SCF Line 5a.  Additional costs 
include, but are not limited to, costs resulting from unusual or special circumstances.  When these 
costs are included the source shall provide additional documentation to explain the underlying 
assumptions and methods of computation.  Agency and public reimbursable sources shall include 
sufficient written documentation of all additional costs included in cost estimates for the CO to 
conduct price analysis and cost realism as required by Attachment B.  Agencies and public 
reimbursable sources shall not use Line 5 or Line 5a in a streamlined competition.  Agencies shall 
determine and manually input the cost data for this SCF/SLCF line into COMPARE. 
  
a. Expansions of Existing Activities, New Requirements, or Conversions From Private 

Sector to Agency Performance.  An agency shall enter the one-time additional costs of an 
expansion, new requirement or conversion from a private sector or public reimbursable 
source to agency performance on Line 5.  An agency shall not include any new investment by 
the agency in facilities and equipment as one-time costs.  An agency shall include the costs 
incurred when acquiring facilities or equipment and installing the equipment in the 
capitalized cost.  Government facilities and equipment shall not normally be expanded to 
accommodate new or expanded agency requirements if cost-effective private sector or public 
reimbursable facilities and equipment are available.  If the agency tender is dependent upon 
the agency’s purchase or construction of new facilities or other capital asset purchases, the 
standard competition should be delayed until the approval to purchase or construct such items 
is obtained. 

 
b. Medical Physical Exams.  Agency and public reimbursable sources shall calculate the costs 

associated with the civilian safety and health requirements of 29 C.F.R., including medical 
physical examinations, and enter these costs on Line 5 or 5a, as appropriate.  The cost of 
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performing medical physical exams is not included in the 12 percent overhead factor.  These 
medical physical exams are a direct cost to all prospective providers.  

 
7. Total Cost of Agency Performance (SCF/SLCF Line 6/6a).  The total agency cost estimate 

calculated on Line 6 is the sum of Lines 1-5.  The total public reimbursable cost estimate 
calculated on Line 6a is the sum of Lines 1a-5a.  COMPARE automatically calculates this 
SCF/SLCF line. 

 
C. ADJUSTED COST OF PRIVATE SECTOR OR PUBLIC REIMBURSABLE 

PERFORMANCE (SCF/SLCF LINES 7-13). 
 

1. Contract Price or Public Reimbursable Cost Estimate (SCF/SLCF Line 7).  In a standard 
competition, the CO shall enter the private sector contract price(s), or public reimbursable cost 
estimate(s) on SCF Line 7, as appropriate.  In a streamlined competition, the agency shall enter an 
estimated contract price or public reimbursable cost estimate on SLCF Line 7. 

 
a. Contract Price.  If a contract price(s) is entered on Line 7, the CO shall comply with the 

source selection process requirements in Attachment B and shall determine the contract price 
based on the contract type stated in the solicitation. 

 
(1) Sealed Bid Acquisition.  The CO shall enter the firm fixed price of the low responsible, 

responsive private sector offeror on Line 7. 
 
(2) Negotiated Acquisition. 
 

(a) Firm Fixed Price Contract.  The CO shall enter the negotiated contract price on 
SCF Line 7. 

 
(b) Firm Fixed Price Incentive Fee Contract.  The CO shall enter the target cost and 

target profit on SCF Line 7. 
 

(c) Cost-Reimbursement Contracts (FAR 16.3). 
 

1. Cost Plus Incentive Fee Contract.  The CO shall enter the negotiated estimated 
cost plus incentive fee. 
 
2. Cost Plus Award Fee Contract.  The CO shall enter the negotiated estimated 
cost plus award fee. 

 
3. Cost Plus Fixed Fee Contract.  The CO shall enter the negotiated estimated cost 
plus fixed fee. 

 
4. Cost Sharing Contract.  The CO shall enter the negotiated estimate. 
 

b. Public Reimbursable Cost Estimate.  If a cost estimate is submitted by a public 
reimbursable source(s), the CO shall make the following calculations to determine the cost to 
enter on SCF/SLCF Line 7 (1) calculate the federal tax adjustment for any private sector 
contract price(s); (2) subtract this federal tax calculation from the private sector contract 
price(s); (3) compare these adjusted private sector contract price(s), with all public 
reimbursable cost estimate(s) to determine the lowest cost provider; and (4) enter the lowest 
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cost on SCF/SLCF Line 7.  The CO shall enter the cost estimate submitted by a tax exempt 
organization on SCF/SLCF Line 7 only if the calculations required by this paragraph indicate 
the tax exempt organization is the lowest cost provider.  The CO shall document these 
calculations as part of the SCF supporting documentation. 

 
c. Tax-Exempt Organization.  If a cost estimate is submitted by a tax-exempt organization(s), 

the CO shall make the following calculations to determine the cost to enter on SCF/SLCF 
Line 7 (1) calculate the federal tax adjustment for any non-tax-exempt contract price(s); (2) 
subtract this federal tax calculation from non-tax-exempt contract price(s); (3) compare these 
adjusted private sector contract price(s), with any tax-exempt organization(s) cost estimates 
and any public reimbursable cost estimate(s) to determine the lowest cost provider; and (4) 
enter the lowest cost on SCF Line 7.  The CO shall enter the cost estimate submitted by a tax 
exempt organization on SCF/SLCF Line 7 only if the calculations required by this paragraph 
indicate the tax exempt organization is the lowest cost provider.  The CO shall document 
these calculations as part of the SCF supporting documentation. 

 
d. Performance Bond.  When a solicitation requires private sector sources to provide a 

performance bond, the CO shall exclude the cost from the private sector source’s contract 
price on SCF Line 7.  The solicitation bid structure should facilitate the elimination of this 
cost (see Attachment B). 

 
2. Contract Administration Costs (SCF/SLCF Line 8).  An agency shall calculate and enter 

contract administration costs on Line 8 using the Contract Administration Cost Factors and 
Allowable Grades in Figure C6. based on the total MEO staffing (total Line 1 FTEs plus an 
estimate of labor for MEO subcontracts).  These contract administration cost factors account for a 
full range of labor and non-labor requirements for contract administration. Contract 
administration costs include the costs associated with reviewing compliance with the terms of the 
contract, processing payments, negotiating change orders, and monitoring the closeout of contract 
operations.  An agency shall not include the cost of surveillance performed by quality assurance 
evaluators, as required by the quality assurance surveillance plan, on SCF Line 8, since these are 
common costs regardless of the source of the selected service provider (i.e., agency, public 
reimbursable, private sector).  Agencies shall inflate contract administration costs using the Labor 
Inflation Cost Factors for Civilian Positions in Figure C1.  COMPARE automatically computes 
the costs required for this SCF/SLCF line based on the factors in Figure C6. and agencies shall 
not include any other contract administration costs. 
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Contract Administration Factors and Allowable Grades 
GRADES CONTRACT 

ADMINISTRATION  FTE MEO STAFFING* GS-12 GS-11 GS-9 GS-6 
10 or less .5 1 0 0 0 
11 – 20 1 1 0 0 0 
21 – 50 2 1 1 0 0 
51 – 75 3 1 1 1 0 
76 – 100 4 1 1 1 1 
101 – 120 5 1 1 2 1 
121 – 150 6 1 2 2 1 
151 – 200 7 1 2 2 2 
201 – 250 8 2 2 2 2 
251 – 300 9 2 2 3 2 
301 – 350 10 2 3 3 2 
351 – 450 11 2 3 4 2 

451 and above 2.5% of agency MEO staffing Distribution automatically calculated by 
COMPARE 

Figure C6. 
 

3. Additional Costs (SCF Line 9).  [See OMB Memorandum M-08-11 (February 20, 2008), 
number 1 (with Attachment B, number 3) when applying this provision.]  SCF Line 9 shall 
include any additional costs to the agency, such as transportation or purchased services, resulting 
from unusual or special circumstances.  An agency shall document these additional costs to 
describe the nature of the cost item, and indicate the reason the additional cost will not be 
incurred if the activity is performed by the agency source.  When performance of an activity is 
converted from agency performance to either a private sector or public reimbursable source and 
the agency elects to retain existing equipment and facilities on standby, solely for the purpose of 
maintaining an agency performance capability, an agency shall not add these standby costs to the 
cost of the private sector or public reimbursable performance on SCF Line 9.  An agency source 
shall include sufficient written documentation of all additional costs included in cost estimates for 
the CO to conduct price analysis and cost realism as required by Attachment B.  Agencies shall 
not calculate Line 9 in a streamlined competition.  Agencies shall determine and manually input 
the cost data for this SCF/SLCF line into COMPARE. 
 
a. Nonprofit Agency Fees.  When a Javits-Wagner-O'Day participating nonprofit agency (as 

defined by FAR Part 8), such as NISH or the National Institute for the Blind, participates in a 
standard competition, the CO shall include the 4 percent fee paid to the Committee for 
Purchase from People Who Are Blind, NISH, or National Institute for the Blind on SCF Line 
9.  The CO shall determine if the 4 percent is included in or excluded from the contract price.  
If the 4 percent is included in the contract price, the CO shall enter the contract price on SCF 
Line 7 and shall not enter the 4 percent on SCF Line 9.  If the 4 percent is excluded from the 
contract price, the CO shall enter the contract price on SCF Line 7 and shall enter the 4 
percent fee on SCF Line 9. 

 
b. Incentive Fees.  When an Indian Tribe competes as a private sector source in a standard 

competition, or is a subcontractor to a competing private sector source, and the Indian 
Incentive Program described in FAR Part 26 is authorized, the CO shall include the 5 percent 
incentive fee identified in FAR Part 26 on SCF Line 9. 

 
4. One-time Conversion Costs (SCF Line 10).  When an agency converts an activity performed by 

government personnel to a private sector or public reimbursable source, one-time conversion 
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costs may be incurred by the agency.  An agency source shall include sufficient written 
documentation of all one-time conversion costs included in cost estimates for the CO to conduct 
price analysis and cost realism as required by Attachment B.  Agencies shall not calculate Line 10 
in a streamlined competition.  Agencies shall calculate one-time conversion costs for severance 
costs and other costs as provided below and shall not calculate any other one-time conversions 
costs.  COMPARE automatically calculates this SCF/SLCF line. 
 
a. Severance Costs.  An agency shall calculate one-time conversion costs for severance pay at 4 

percent (the Severance Pay One-time Conversion Cost Factor) of SCF Line 1 basic pay, 
adjusted for inflation, for the first period of full performance (not the phase-in period) stated 
in the solicitation.  If the first period of full performance is less than one full year, an agency 
shall annualize the basic pay only for the purpose of determining one full year of severance 
pay one-time conversion costs.   

 
b. Other Costs.  An agency shall calculate other one-time conversion costs as 1 percent (the 

Other Pay One-time Conversion Cost Factor) of SCF Line 1 basic pay, adjusted for inflation, 
for the first period of full performance stated in the solicitation (not the phase-in period).  
Agencies shall not calculate any other one-time conversion costs except this 1 percent.  This 
“other cost” accounts for all other one-time conversion costs such as relocation and 
retraining.  If the first period of full performance (not the phase-in period) is less than one full 
year, an agency shall annualize the basic pay only for the purpose of determining one full 
year of other pay one-time conversion costs. 

 
c. Annualize Basic Pay.  To annualize basic pay, divide the total inflated basic pay reflected in 

the first period of full performance on SCF Line 1 by the number of days in the second 
performance period and then multiply the result by 365.25 days (which accounts for leap 
year). 

 
5. Gain on Assets (SCF Line 11).  An agency shall calculate the estimated gain on assets on SCF 

Line 11, with supporting documentation to justify the type and calculation of asset disposal or 
transfer.  The SCF Line 11 entry is the gain from the sale or transfer of government assets at the 
net book value of the asset as of the start date of the first performance period.  An agency shall 
calculate this gain to account for government material or equipment included in the agency tender 
when this material or equipment (a) is not provided to all prospective providers as GFP in the 
solicitation and (b) is not needed by the agency if the standard competition results in either a 
private sector or public reimbursable performance decision.  This gain on assets generates 
revenue for the government; therefore, the cost reduces the total cost of private sector or public 
reimbursable performance.  An agency shall only enter a negative number or zero on SCF Line 
11 to represent a gain on assets.  An agency source shall include sufficient written documentation 
of all gain on assets costs included in cost estimates for the CO to conduct price analysis and cost 
realism as required by Attachment B.  Agencies shall not calculate Line 11 in a streamlined 
competition.  COMPARE automatically calculates this SCF/SLCF line after the agency manually 
selects the period in which the capital asset is disposed of or transferred. 

 
6. Federal Income Tax Adjustment (SCF/SLCF Line 12).  The cost entered on Line 12 represents 

revenue generated for the government that is subtracted from the total cost of private sector 
performance.  An agency shall only enter these costs as a negative number, unless the private 
sector source is a tax-exempt organization.  When entering the contract price, the CO shall 
determine and enter the appropriate industry code from the Tax Rate Table, which is based on the 
North American Industry Classification System, to calculate Line 12.  An agency shall use the Tax 
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Rate Table on the OMB website to calculate Line 12 for each performance period stated in the 
solicitation.  An agency shall enter on Line 12 the net increase of federal income tax that is 
expected if a performance decision results in a conversion from agency performance to private 
sector performance.  The Internal Revenue Service provides the Tax Rate Table by types of 
industry and appropriate tax rates in relation to business receipts.  The industry groupings are 
based on the North American Industry Classification System.  COMPARE automatically 
calculates this SCF/SLCF line based on the tax rate table entry input by an agency. 

 
GAIN ON CAPITAL ASSETS (SAMPLE CALCULATION) 

(C) Accumulated 
Depreciation (A) Capital Asset (B)Original Acquisition Cost (D) Net Book Value 

(B minus C) 
Capital Equipment = Bus $30,000 $24,900 $5,100 

Capital Facility = Cafeteria $625,000 $502,000 $123,000 
Column Instructions 

A.  Capital Asset Identify the name of each specific capital asset 

B.  Original Acquisition Cost Enter the original acquisition cost of the asset, plus transportation and installation costs if not 
included in the purchase price, plus any capital improvement costs made to that asset 

C.  Accumulated Depreciation Enter the accumulated depreciation for the asset 

D.  Net Book Value 
Enter the net book value at the date of the first performance period.  This is the gain on 

asset cost entered on the SCF.  The cost of disposal or transfer is not included in the 
net book value  

Figure C.7 
 

7. Total Adjusted Cost of Private Sector or Public Reimbursable Performance (SCF/SLCF 
Line 13).  In a standard competition, the cost on Line 13 represents the total cost to the 
government of private sector performance (or public reimbursable performance if a public 
reimbursable cost estimate is entered on SCF Line 7), which is the sum of SCF Lines 7, 8, 9, 10, 
11, and 12.  In a streamlined competition, the cost on Line 13 represents the total cost to the 
government of private sector performance (or public reimbursable performance if a public 
reimbursable cost estimate is entered on SLCF Line 7), which is the sum of SLCF Lines 7, 8, 9, 
and 12.  COMPARE automatically calculates this SCF/SLCF line. 

 
D. CONVERSION DIFFERENTIAL (SCF LINE 14).  [See OMB Memoranda M-08-11 (February 

20, 2008), number 3, and M-06-13 (April 24, 2006) when applying this provision.]  An agency shall 
calculate the conversion differential by multiplying SCF Line 1 personnel costs for all performance 
periods by 10 percent.  If the calculated conversion differential is less than $10 million, the agency 
shall enter the calculated conversion differential on Line 14.  If the calculated conversion differential 
is greater than or equal to $10 million, the agency shall enter $10 million on Line 14.  Agencies shall 
not calculate Line 14 in a streamlined competition.  COMPARE automatically calculates this 
SCF/SLCF line. 

 
1. Expansions, New Requirements, or Conversions From Contract To Agency Performance.  

An agency shall add the conversion differential to SCF Line 6 of the agency cost estimate when 
an agency is performing a standard competition and the potential exists for (a) a conversion from 
a private sector provider (contract performance) to agency performance with government 
personnel; (b) agency performance of a new requirement with government personnel; or (c) 
agency performance with government personnel of an expansion of requirements for an existing 
commercial activity.  Since agency performance of a new requirement or an expansion of an 
existing commercial activity is justified based upon a standard competition, an agency shall 
calculate the conversion differential as if the private sector source is the incumbent provider for a 
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new requirement or an expansion of an existing commercial activity.  For a standard competition 
of an expansion, the conversion differential is distributed to agency, private sector, and public 
reimbursable sources based on the percentage of SCF Line 1 attributed to the expansion 
workload, as follows: 

 
a. Standard Competition of a Segregable Expansion.  For a standard competition of the 

segregable 30 percent of an expansion, an agency shall add all of SCF Line 14 (conversion 
differential) to the total cost of agency performance reflected on SCF Line 6 to generate the 
adjusted total cost of agency performance on SCF Line 15. 

 
b. Standard Competition of Activity and Expansion.  For a standard competition of an entire 

expansion of a commercial activity (i.e., the existing commercial activity performed by 
government positions plus the 30+ percent expansion), an agency shall (1) multiply the 
conversion differential on SCF Line 14 by the percentage of government position costs on 
SCF Line 1 that represents the expansion of recurring workload; (2) add the result to the total 
cost of agency performance reflected on SCF Line 6; and (3) enter the adjusted total cost of 
agency performance on SCF Line 15.  The agency shall (1) multiply the percentage of SCF 
Line 1 (personnel) costs that represents the agency work currently performed by SCF Line 14 
(conversion differential); (2) add the result to the total cost of private sector or public 
reimbursable performance on SCF Line 13; and (3) enter the total adjusted cost of private 
sector or public reimbursable performance on SCF Line 16.  The agency shall divide the total 
SCF Line 1 costs assigned to the expanded work for all performance periods by the total SCF 
Line 1 costs for all performance periods to generate the percentage of agency position costs 
for the expanded work.  To generate the percentage of agency position costs for the work 
performed by the agency, the agency shall divide the total SCF Line 1 costs assigned to the 
work performed by the agency for all performance periods by the total SCF Line 1 costs for 
all performance periods. 

 
2. Partial Conversion From Private Sector to Agency Performance.  For a standard competition 

of a commercial activity where the incumbent providers are a combination of private sector and 
agency sources, and the agency tender converts the portion of the work performed by the private 
sector performance to agency performance using government positions, the agency shall 
apportion the conversion differential to each source based upon the percentage of work performed 
by each incumbent source at the time of public announcement.  Therefore, an agency shall 
calculate the conversion differential as follows:  (a) calculate the conversion differential for the 
agency tender, (b) calculate the value of the conversion differential for the work performed by the 
private sector that will be converted to agency performance using government positions, and (c) 
enter the difference on SCF Line 14.  If the agency tender includes an MEO subcontract, the 
agency shall not calculate any conversion differential for the MEO subcontract on the SCF. 

 
E. ADJUSTED TOTAL COST OF AGENCY PERFORMANCE (SCF LINE 15).  If a standard 

competition is conducted to determine whether a commercial activity should be converted from 
private sector or public reimbursable performance to agency performance, the agency shall add the 
conversion differential from SCF Line 14 to SCF Line 6 and enter the sum on SCF Line 15.  The total 
amount for all performance periods on SCF Line 13 is then replicated on SCF Line 16.  Agencies 
shall not calculate Line 15 in a streamlined competition.  COMPARE automatically calculates this 
SCF/SLCF line. 
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F. ADJUSTED TOTAL COST OF PRIVATE SECTOR OR PUBLIC REIMBURSABLE 
PERFORMANCE (SCF LINE 16).  If a standard competition is conducted to determine whether an 
activity should be converted from agency performance to private sector or public reimbursable 
performance, the agency shall add the conversion differential from SCF Line 14 to SCF Line 13 and 
enter the sum on SCF Line 16.  The total amount for all performance periods on SCF Line 6 is then 
replicated on SCF Line 15.  Agencies shall not calculate Line 16 in a streamlined competition.  
COMPARE automatically calculates this SCF/SLCF line. 
 

G. THE COST DIFFERENCE (SCF/SLCF LINE 17).  In a standard competition, the agency shall 
calculate the cost difference by subtracting SCF Line 15 from SCF Line 16 and shall enter the sum on 
SCF Line 17.  In a streamlined competition, the agency shall calculate the cost difference by 
subtracting SLCF Line 13 from SLCF Line 6 and shall enter the sum on SLCF Line 17.  COMPARE 
automatically calculates this SCF/SLCF line. 

 
H. LOW-COST PROVIDER (SCF/SLCF LINE 18).  For a low-cost decision in a standard 

competition, a positive number on Line 17 indicates a decision for agency performance by 
government personnel, and a negative number indicates a decision for a private sector or public 
reimbursable performance.  For either a low-cost decision or an other-than-low-cost decision in a 
standard competition, the SSA’s decision is indicated by an “x” on SCF Line 18.  For an other-than-
low-cost decision, the SSA shall document the reasons for such a decision in accordance with 
Attachment B.  For a streamlined competition, the cost difference entered on SLCF Line 17 indicates 
the low cost performance decision.  COMPARE automatically calculates this SCF/SLCF line. 
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D ACRONYMS AND DEFINITIONS 
 
 

A. ACRONYMS. 
 

Acronym Clear Text 
ATO Agency Tender Official 
CDRL Contract Data Requirements List 
C.F.R. Code of Federal Regulations 
CLIN Contract Line Item Number 
CO Contracting Officer 
CSO Competitive Sourcing Official 
FAIR Federal Activities Inventory Reform  
FAR Federal Acquisition Regulation 
FICA Federal Insurance Contribution Act 
FTE Full-time Equivalent 
FWS Federal Wage System 
GAO General Accounting Office 
GFP Government-Furnished Property 
GS General Schedule 
HRA Human Resource Advisor 
MEO Most Efficient Organization 
OMB Office of Management and Budget 
OPM Office of Personnel Management 
PWS Performance Work Statement 
SCA Service Contract Act 
SCF Standard Competition Form 
SLCF Streamlined Competition Form 
SSA Source Selection Authority 
SSEB Source Selection Evaluation Board 
U.S.C. United States Code 
VERA Voluntary Early Retirement Authority 
VSIP Voluntary Separation Incentive Pay 

 
 
B. DEFINITIONS.  Agencies shall use these definitions to implement and comply with this circular and 

the Attachments.   
 
Activity.  A specific task or grouping of tasks that provides a specialized capability, service or product 
based on a recurring government requirement.  Depending on the grouping of tasks, an activity may be an 
entire function or may be a part of a function.  An activity may be inherently governmental or commercial 
in nature. 
 
Adversely Affected Employees.  Federal civilian employees serving competitive or excepted service 
appointments in Tenure Groups I, II, or III, who are identified for release from their competitive level by 
an agency, in accordance with 5 C.F.R. Part 351 and 5 U.S.C. Chapter 35, as a direct result of a 
performance decision resulting from a streamlined or standard competition.   
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Agency Cost Estimate.  The part of the agency tender in a standard competition that includes the 
agency’s cost proposal and represents the full cost of agency performance of the commercial activity, 
based on the requirements in the solicitation and the costing policy in Attachment C.  The agency cost 
estimate for a streamlined competition is developed in accordance with Attachments B and C. 
 
Agency Performance.  Performance of a commercial or inherently governmental activity with 
government personnel.  Often referred to as “in-house performance.” 
 
Agency Source.  A service provider staffed by government personnel. 
 
Agency Tender.  The agency management plan submitted in response to a solicitation for a standard 
competition.  The agency tender includes an MEO, agency cost estimate, MEO quality control plan, MEO 
phase-in plan, and copies of any MEO subcontracts (with the private sector providers’ proprietary 
information redacted).  The agency tender is prepared in accordance with Attachment B and the 
solicitation requirements.   
 
Agency Tender Official (ATO).  An inherently governmental agency official with decision-making 
authority who is responsible for the agency tender and represents the agency tender during source 
selection. 
 
Annualize.  The calculation method to convert a cost to an annual basis.  The calculation converts a cost 
for a performance period that is less than one full year into an annual cost to correctly reflect the cost in a 
government cost estimate.  This calculation is performed by first dividing the cost in the performance 
period by the number of days in the performance period to determine the corresponding daily cost and 
then multiplying the daily cost by 365.25 days to determine the annualized cost.  To account for leap 
years, 365.25 is the average number of days in a year. 
 
Basic Pay.  Basic pay for GS employees is a position’s annual salary plus any other applicable civilian 
employee pay entitlements.  Basic pay for FWS employees is a position’s annual wages including shift 
differential pay and environmental pay, plus any other applicable civilian employee pay entitlements.  
Examples of other civilian employee pay entitlements include, but are not limited to, night differential 
pay for FWS employees, environmental differential pay, and premium pay (for civilian employee fire 
fighters and law enforcement officers).   
 
Capital Improvement.  An expenditure for a physical improvement to an existing capital asset such as 
additions and major alterations that are intended to improve performance or increase useful life. 
 
Civilian Employee.  An individual who works for a federal agency on an appointment without time 
limitation who is paid from appropriated funds, which includes working capital funds.  A foreign national 
employee, temporary employee, term employee, non-appropriated fund employee, or uniformed 
personnel is not included in this definition. 
 
Commercial Activity.  A recurring service that could be performed by the private sector.  This recurring 
service is an agency requirement that is funded and controlled through a contract, fee-for-service 
agreement, or performance by government personnel.  Commercial activities may be found within, or 
throughout, organizations that perform inherently governmental activities or classified work.   
 
Common Costs.  Specific costs identified in the solicitation that will be incurred by the government 
regardless of the provider (private sector, public reimbursable, or agency).  Common costs are sometimes 
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referred to as wash costs.  Examples of common costs include government-furnished property, security 
clearances, and joint inventories.   
 
COMPARE.  The windows-based A-76 costing software that incorporates the costing procedures of this 
circular.  Agencies must use COMPARE to calculate and document the costs on the SLCF for a 
streamlined competition or the SCF for a standard competition.  The software is available through the 
SHARE A-76! web site at http://sharea76.fedworx.org/sharea76/Home.aspx. 
 
COMPARE Version Control Log.  The document that describes each of the changes made in a 
particular version of the COMPARE software.  This document includes a brief description of the change, 
the area of the software program affected by the change, and the impact the change has on the SCF/SLCF 
and/or documentation. 
 
COMPARE User's Guide.  A detailed guidebook for actual users of COMPARE that includes an in-
depth explanation of the use and features of the COMPARE software program. 
 
COMPARE Tables.  A specific set of master tables incorporated into the COMPARE costing software 
that includes all of the approved standard cost factors and rates used to calculate the SCF/SLCF costs. 
 
Competition.  A formal evaluation of sources to provide a commercial activity that uses pre-established 
rules (e.g., the FAR, this circular).  Competitions between private sector sources are performed in 
accordance with the FAR.  Competitions between agency, private sector, and public reimbursable sources 
are performed in accordance with the FAR and this circular.  The term “competition,” as used in this 
circular includes streamlined and standard competitions performed in accordance with this circular, and 
FAR-based competitions for agency-performed activities, contracted services, new requirements, 
expansions of existing work, and activities performed under fee-for-service agreement.  The term also 
includes cost comparisons, streamlined cost comparisons, and direct conversions performed under 
previous versions of OMB Circular A-76. 
 
Competition File.  The documents used in a standard competition in addition to the government contract 
files required by FAR Subpart 4.8.  Agencies maintain this file regardless of the source selected to 
perform the activity. 
 
Competition Officials.  The agency officials appointed before a standard competition is announced.  
These individuals perform key roles and have essential responsibilities for the successful completion of 
the standard competition.  Competition officials are the agency tender official, contracting officer, source 
selection authority, human resource advisor, and PWS team leader. 
 
Competitive Sourcing Official (CSO).  An inherently governmental agency official responsible for the 
implementation of this circular within the agency. 
 
Component.  An organizational grouping within an agency, such as a bureau, center, military service, or 
field activity. 
 
Contracting Officer (CO).  An inherently governmental agency official who participates on the PWS 
team, and is responsible for the issuance of the solicitation and the source selection evaluation 
methodology.  The CO awards the contract and issues the MEO letter of obligation or fee-for-service 
agreement resulting from a streamlined or standard competition.  The CO and the SSA may be the same 
individual. 
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Conversion From Contract.  A change in the performance of a commercial activity from a private sector 
provider to agency performance. 
 
Conversion To Contract.  A change in the performance of a commercial activity from agency 
performance to a private sector provider. 
 
Depreciation.  The decline in the value of a capital asset.  Depreciation represents a cost of ownership 
and the consumption of an asset’s useful life. 
 
Direct Labor.  Manpower resources dedicated to performing the requirements of the solicitation and 
labor for supervision and management related support to the tender (e.g., MEO) such as labor for quality 
control. 
 
Directly Affected Employees.  Civilian employees whose work is being competed in a streamlined or 
standard competition. 
 
Directly Affected Government Personnel.  Government personnel whose work is being competed in a 
streamlined or standard competition. 
 
Directly Interested Party.  The agency tender official who submitted the agency tender; a single 
individual appointed by a majority of directly affected employees as their agent; a private sector offeror; 
or the official who certifies the public reimbursable tender. 
 
Divestiture.  An agency’s decision to eliminate a government requirement for a commercial activity.  No 
service contract or fee-for-service agreement exists between the agency and the private sector after a 
divestiture.  By divesting of a commercial activity, an agency elects not to control the activity and cedes 
ownership and control of the activity’s associated assets (e.g., equipment, facilities, property) and 
resources (agency manpower and budgeting for the activity).  The agency has no role in the financial 
support, management, regulation, or oversight of a divested activity.  Moving, transferring, or converting 
a commercial activity from government performance to private sector or public reimbursable performance 
is not a divestiture.  
 
Employee Transition Plan.  A written plan developed by the HRA for the potential transition of the 
agency’s civilian employees to an MEO, or to private sector or public reimbursable performance.  This 
plan is developed early in the streamlined or standard competition process, based on the incumbent 
government organization, to identify projected employee impacts and the time needed to accommodate 
such impacts, depending on the potential outcomes of the competition.  The employee transition plan 
differs from a phase-in plan, which is developed by prospective providers responding to a solicitation. 
 
End Date.  The end date for a streamlined or standard competition is the date that all SCF certifications 
are completed, signifying an agency’s performance decision. 
 
Expansion.  An increase in the operating cost of an existing commercial activity based on modernization, 
replacement, upgrade, or increased workload.  An expansion of an existing commercial activity is an 
increase of 30 percent or more in the activity’s operating costs (including the cost of FTEs) or total capital 
investment. 
 
FedBizOpps.gov.  The website where the government electronically advertises solicitations or 
requirements. 
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Fee-for-Service Agreement.  A formal agreement between agencies, in which one agency provides a 
service (a commercial activity) for a fee paid by another agency.  The agency providing the service is 
referred to in this circular as a public reimbursable source.  
 
First Period of Full Performance.  The performance period following the phase-in period when the 
service provider becomes fully responsible for performing the activity.  The first performance period is 
used to implement the new service provider’s phase-in plan; therefore, full performance of the service 
provider does not occur until the second performance period, which may be referred to as the base period, 
full performance, or the first period of full performance.  This first period of full performance may be less 
than or more than 12 months.  The first period of full performance is the second performance period (the 
performance period immediately following phase-in period) regardless of the second performance 
period’s length. 
 
Foreign National Employee.  An employee that is not a United States citizen who is employed by the 
United States Government and works outside the United States, its territories or possessions, under a 
system in which an Executive Agency is the official employer of the foreign national employee and 
assumes responsibility for all administration and management functions associated with the employee’s 
employment.  
 
Full-Time Equivalent (FTE).  The staffing of Federal civilian employee positions, expressed in terms of 
annual productive work hours (1,776) rather than annual available hours that includes non-productive 
hours (2,080 hours).  FTEs may reflect civilian positions that are not necessarily staffed at the time of 
public announcement and staffing of FTE positions may fluctuate during a streamlined or standard 
competition.  The staffing and threshold FTE requirements stated in this circular reflect the workload 
performed by these FTE positions, not the workload performed by actual government personnel.  FTEs do 
not include military personnel, uniformed services, or contract support. 
 
Function Code.  The numerical code used to categorize an agency’s commercial and inherently 
governmental activities for inventory reporting purposes. 
 
Government Furnished Property (GFP).  Facilities, equipment, material, supplies, or other services 
provided by the government for use by all prospective providers in the solicitation.  Costs for GFP 
included in a solicitation are considered common costs.  Replacement costs, insurance, maintenance and 
repair costs for GFP may or may not be government-furnished, depending on the provisions in the 
solicitation. 
 
Government Personnel.  Civilian employees, foreign national employees, temporary employees, term 
employees, non-appropriated fund employees, and uniformed services personnel employed by an agency 
to perform activities.  
 
Human Resource Advisor (HRA).  An inherently governmental agency official who is a human 
resource expert and is responsible for performing human resource-related actions to assist the ATO in 
developing the agency tender.  
 
Incumbent Service Provider.  The source (i.e., agency, private sector, or public reimbursable source) 
providing the service when a public announcement is made of the streamlined or standard competition. 
 
Information Technology.  Any equipment or interconnected system(s) or subsystem(s) of equipment 
used in the automatic acquisition, storage, manipulation, management, movement, control, display, 
switching, interchange, transmission, or reception of data or information by the agency.  For purposes of 
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this definition, equipment is used by an agency if the equipment is used directly by the agency, or is used 
by a contractor under a contract with the agency that requires (1) its use or (2) to a significant extent, its 
use in the performance of a service or the furnishing of a product.  The term "information technology" 
includes computers, ancillary equipment, software, firmware and similar procedures, services (including 
support services), and related resources, and does not include any equipment that is acquired by a 
contractor incidental to a contract; or contains imbedded information technology that is used as an 
integral part of the product, but the principal function of which is not the acquisition, storage, 
manipulation, management, movement, control, display, switching, interchange, transmission, or 
reception of data or information.  For example, heating, ventilation, and air conditioning equipment, such 
as thermostats or temperature control devices, and medical equipment where information technology is 
integral to its operation, are not information technology. 
 
Inherently Governmental Activities.  An activity that is so intimately related to the public interest as to 
mandate performance by government personnel as provided by Attachment A.  
 
Interested Parties.  For purposes of challenging the contents of an agency’s commercial activities 
inventory pursuant to the Federal Activities Inventory Reform Act, an interested party is (1) a private 
sector source that is an actual or prospective offeror for a contract or other form of agreement to perform 
the activity and has a direct economic interest in performing the activity that would be adversely affected 
by a determination not to procure the performance of the activity from a private sector source; (2) a 
representative of any business or professional association that includes within its membership private 
sector sources referred to in (1) above; (3) an officer or employee of an organization within an executive 
agency that is an actual or prospective offeror to perform the activity; (4) the head of any labor 
organization referred to in section 7103(a)(4) of title 5, United States Code, that includes within its 
membership officers or employees of an organization referred to in paragraph (3).  
 
Inventory.  A list of government personnel, by location, function, and position, performing either 
commercial activities or inherently governmental activities.  
 
MEO Letter of Obligation.  A formal agreement that an agency implements when a standard or 
streamlined competition results in agency performance (e.g., MEO). 
 
MEO Subcontracts.  Contracts between an agency and the private sector that are included in the agency 
tender or fee-for service agreements with a public reimbursable source that are included in the agency 
tender.  In addition to the cost of MEO subcontracts, agency or public reimbursable cost estimates must 
include support costs associated with MEO subcontracts such as government-furnished property, and 
contract administration, inspection, and surveillance. 
 
MEO Team.  A group of individuals, comprised of technical and functional experts, formed to assist the 
ATO in developing the agency tender. 
 
Military Personnel.  Officers [as defined in 10 U.S.C. § 101(b)(1)] and enlisted members [as defined in 
10 U.S.C. § 101(b)(6)] of the military services (defined as the Army, Navy, Air Force, and Marine Corps). 
 
Most Efficient Organization (MEO).  The staffing plan of the agency tender, developed to represent the 
agency’s most efficient and cost-effective organization.  An MEO is required for a standard competition 
and may include a mix of government personnel and MEO subcontracts. 
 
New Requirement.  An agency’s newly established need for a commercial product or service that is not 
performed by (1) the agency with government personnel; (2) a fee-for-service agreement with a public 
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reimbursable source; or (3) a contract with the private sector.  An activity that is performed by the agency 
and is reengineered, reorganized, modernized, upgraded, expanded, or changed to become more efficient, 
but still essentially provides the same service, is not considered a new requirement.  New ways of 
performing existing work are not new requirements. 
 
Non-Pay Categories of Costs.  Costs in a cost estimate that are not related to pay.  Non-pay categories of 
costs include, but are not limited to, materials, supplies, equipment, facilities, capital assets, and minor 
items and the inflation for these costs. 
 
Offer.  A private sector source’s formal response to a request for proposals or invitation for bid.  The term 
“offeror” refers to the specific source rather than the response. 
 
Overhead.  Overhead includes two major categories of cost, operations overhead and general and 
administrative overhead.  Operations overhead includes costs that are not 100 percent attributable to the 
activity being competed but are generally associated with the recurring management or support of the 
activity.  General and administrative overhead includes salaries, equipment, space, and other tasks related 
to headquarters management, accounting, personnel, legal support, data processing management, and 
similar common services performed external to the activity, but in support of the activity being competed.  
A standard twelve percent overhead factor is an estimated federal agency overhead factor that is 
calculated in agency and public reimbursable cost estimates for streamlined and standard competitions.   
 
Past Performance.  An indicator that may be used in the source selection process to evaluate a 
prospective provider’s previous performance on work comparable to that being competed, for the purpose 
of predicting the quality of future performance relative to other offers or public reimbursable tenders.  
FAR 42.1501 describes the information used to evaluate past performance, and FAR 15.305(a)(2) 
provides guidance for the consideration of past performance in the source selection process. 
 
Pay Categories of Cost.  Costs in a cost estimate associated with the payroll for government personnel, 
including inflation. 
 
Performance Decision.  The outcome of a streamlined or standard competition, based on SLCF or SCF 
certifications.   
 
Performance Standards.  Verifiable, measurable levels of service in terms of quantity, quality, 
timeliness, location, and work units.  Performance standards are used in a performance-based PWS to (1) 
assess (i.e., inspect and accept) the work during a period of performance; (2) provide a common output-
related basis for preparing private sector offers and public tenders; and (3) compare the offers and tenders 
to the PWS.  The requiring activity’s acceptable levels of service are normally stated in the PWS.  The 
solicitation includes performance standards.   
 
Performance Work Statement (PWS).  A statement in the solicitation that identifies the technical, 
functional, and performance characteristics of the agency’s requirements.  The PWS is performance-based 
and describes the agency’s needs (the “what”), not specific methods for meeting those needs (the “how”).  
The PWS identifies essential outcomes to be achieved, specifies the agency’s required performance 
standards, and specifies the location, units, quality and timeliness of the work. 
 
Phase-in Plan.  A prospective provider’s plan to replace the incumbent provider(s) that is submitted in 
response to the solicitation.  The phase-in plan is implemented in the first performance period and includes 
details on minimizing disruption, adverse personnel impacts, and start-up requirements.  The phase-in plan 
is different from the employee transition plan developed by the HRA. 
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Privatization.  A federal agency decision to change a government-owned and government-operated 
commercial activity or enterprise to private sector control and ownership.  When privatizing, the agency 
eliminates associated assets and resources (manpower for and funding of the requirement).  Since there is 
no government ownership and control, no service contract or fee-for-service agreement exists between the 
agency and the private sector after an agency privatizes a commercial activity or enterprise.  Moving 
work from agency performance with government personnel to private sector performance where the 
agency still funds the activity is not privatization. 
 
Prospective Providers.  Private sector, public reimbursable, and agency sources that may submit 
responses (offers or tenders) in response to an agency’s solicitation. 
 
Provider.  An agency, private sector, or public reimbursable source that is performing, or will perform, a 
commercial activity; sometimes referred to as a service provider. 
 
Public Announcement.  An agency’s formal declaration that the agency has made a (1) decision to 
perform a streamlined or standard competition, or (2) performance decision in a streamlined or standard 
competition.  The CO makes these announcements via FedBizOpps.gov. 
 
Public Reimbursable Source.  A service provider from a federal agency that could perform a 
commercial activity for another federal agency on a fee-for-service or reimbursable basis by using either 
civilian employees or federal contracts with the private sector. 
 
Public Reimbursable Tender.  A federal agency’s formal response to another federal agency’s 
solicitation for offers or tenders.  The public reimbursable tender is developed in accordance with this 
circular and includes a cost estimate, prepared in accordance with Attachment C. 
 
PWS Team.  A group of individuals, comprised of technical and functional experts, formed to develop 
the PWS and quality assurance surveillance plan, and to assist the CO in developing the solicitation.   
 
Quality Assurance Surveillance.  The government’s monitoring of a service provider’s performance in 
accordance with the quality assurance surveillance plan and the performance requirements identified in 
the solicitation. 
 
Quality Assurance Surveillance Plan.  The government’s inspection plan.  The quality assurance 
surveillance plan documents methods used to measure performance of the service provider against the 
requirements in the PWS.  The agency relies on the service provider to monitor daily performance using 
their own quality control plan, but retains the right to inspect all services.  When the agency makes a 
performance decision, the agency re-evaluates and modifies the existing quality assurance surveillance 
plan, based upon the selected provider and the selected provider’s accepted quality control plan. 
 
Quality Control Plan.  A self-inspection plan that is included in all offers and tenders.  The quality 
control plan describes the internal staffing and procedures that the prospective provider will use to meet 
the quality, quantity, timeliness, responsiveness, customer satisfaction, and other service delivery 
requirements in the PWS.  
 
Representatives of Directly Affected Employees.  In the case of directly affected employees represented 
by a labor organization accorded exclusive recognition under 5 U.S.C. § 7111, a representative is an 
individual designated by that labor organization to represent its interests.  In the case of directly affected 
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employees not represented by a labor organization under 5 U.S.C. § 7111, a representative is an 
individual appointed by directly affected employees as their representative. 

Residual Value.  The estimated value of a capital asset at the end of its useful life as determined by 
application of the Useful Life and Disposal Value Cost Factor.  

Resources.  Funding allocated for contracts, manpower, facilities, material, or equipment to perform 
agency requirements. 

Segregable Expansion.  An increase to an existing commercial activity that can be separately competed.   

SHARE A-76!  The Department of Defense A-76 knowledge management system used to share 
knowledge, information, and experience about public-private competitions.  This public site contains A-
76-related guidance, sample documents, best practices, tools, and links to other A-76 websites and
sources for A-76-related information.  Users may post best practices used in public-private competitions,
research A-76 through the use of search engines, and submit internet links to add to the available links in
SHARE A-76!  The web site address is http://sharea76.fedworx.org/sharea76/Home.aspx

Solicitation Closing Date.  The due date for delivery of private sector offers, public reimbursable 
tenders, and the agency tender, as stated in the solicitation. 

Source.  One of three specific categories of service providers (i.e., agency, private sector, or public 
reimbursable) that can perform a commercial activity for an agency. 

Source Selection Authority (SSA).  A competition official with decision-making authority who is 
responsible for source selection as required by the FAR and this circular.  The SSA and CO may be the 
same individual. 

Source Selection Evaluation Board (SSEB).  The team or board appointed by the SSA to assist in a 
negotiated acquisition. 

Standard Competition Form (SCF).  The agency form that documents and certifies all costs calculated 
in the standard competition. 

Start Date.  The start date for a streamlined or standard competition is the date that the agency makes a 
formal public announcement of the agency’s decision to perform a streamlined or standard competition. 

Streamlined Competition Form (SLCF).  The agency form that documents and certifies all costs 
calculated in the streamlined competition, in accordance with Attachment C. 

Uniformed Services.  Members of the armed forces (i.e., Army, Navy, Air Force, Marine Corps, and 
Coast Guard) and other uniformed services (e.g., National Oceanic and Atmospheric Administration, 
Public Health Service). 

Useful Life.  The estimated period of economic usefulness of a capital asset. 
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Memorandum of March 4, 2009 

Government Contracting 

Memorandum for the Heads of Executive Departments and Agencies 

The Federal Government has an overriding obligation to American taxpayers. 
It should perform its functions efficiently and effectively while ensuring 
that its actions result in the best value for the taxpayers. 

Since 2001, spending on Government contracts has more than doubled, 
reaching over $500 billion in 2008. During this same period, there has 
been a significant increase in the dollars awarded without full and open 
competition and an increase in the dollars obligated through cost-reimburse-
ment contracts. Between fiscal years 2000 and 2008, for example, dollars 
obligated under cost-reimbursement contracts nearly doubled, from $71 bil-
lion in 2000 to $135 billion in 2008. Reversing these trends away from 
full and open competition and toward cost-reimbursement contracts could 
result in savings of billions of dollars each year for the American taxpayer. 

Excessive reliance by executive agencies on sole-source contracts (or contracts 
with a limited number of sources) and cost-reimbursement contracts creates 
a risk that taxpayer funds will be spent on contracts that are wasteful, 
inefficient, subject to misuse, or otherwise not well designed to serve the 
needs of the Federal Government or the interests of the American taxpayer. 
Reports by agency Inspectors General, the Government Accountability Office 
(GAO), and other independent reviewing bodies have shown that non-
competitive and cost-reimbursement contracts have been misused, resulting 
in wasted taxpayer resources, poor contractor performance, and inadequate 
accountability for results. 

When awarding Government contracts, the Federal Government must strive 
for an open and competitive process. However, executive agencies must 
have the flexibility to tailor contracts to carry out their missions and achieve 
the policy goals of the Government. In certain exigent circumstances, agencies 
may need to consider whether a competitive process will not accomplish 
the agency’s mission. In such cases, the agency must ensure that the risks 
associated with noncompetitive contracts are minimized. 

Moreover, it is essential that the Federal Government have the capacity 
to carry out robust and thorough management and oversight of its contracts 
in order to achieve programmatic goals, avoid significant overcharges, and 
curb wasteful spending. A GAO study last year of 95 major defense acquisi-
tions projects found cost overruns of 26 percent, totaling $295 billion over 
the life of the projects. Improved contract oversight could reduce such 
sums significantly. 

Government outsourcing for services also raises special concerns. For dec-
ades, the Federal Government has relied on the private sector for necessary 
commercial services used by the Government, such as transportation, food, 
and maintenance. Office of Management and Budget Circular A–76, first 
issued in 1966, was based on the reasonable premise that while inherently 
governmental activities should be performed by Government employees, 
taxpayers may receive more value for their dollars if non-inherently govern-
mental activities that can be provided commercially are subject to the forces 
of competition. 

However, the line between inherently governmental activities that should 
not be outsourced and commercial activities that may be subject to private 
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sector competition has been blurred and inadequately defined. As a result, 
contractors may be performing inherently governmental functions. Agencies 
and departments must operate under clear rules prescribing when outsourcing 
is and is not appropriate. 

It is the policy of the Federal Government that executive agencies shall 
not engage in noncompetitive contracts except in those circumstances where 
their use can be fully justified and where appropriate safeguards have been 
put in place to protect the taxpayer. In addition, there shall be a preference 
for fixed-price type contracts. Cost-reimbursement contracts shall be used 
only when circumstances do not allow the agency to define its requirements 
sufficiently to allow for a fixed-price type contract. Moreover, the Federal 
Government shall ensure that taxpayer dollars are not spent on contracts 
that are wasteful, inefficient, subject to misuse, or otherwise not well designed 
to serve the Federal Government’s needs and to manage the risk associated 
with the goods and services being procured. The Federal Government must 
have sufficient capacity to manage and oversee the contracting process from 
start to finish, so as to ensure that taxpayer funds are spent wisely and 
are not subject to excessive risk. Finally, the Federal Government must 
ensure that those functions that are inherently governmental in nature are 
performed by executive agencies and are not outsourced. 

I hereby direct the Director of the Office of Management and Budget (OMB), 
in collaboration with the Secretary of Defense, the Administrator of the 
National Aeronautics and Space Administration, the Administrator of General 
Services, the Director of the Office of Personnel Management, and the heads 
of such other agencies as the Director of OMB determines to be appropriate, 
and with the participation of appropriate management councils and program 
management officials, to develop and issue by July 1, 2009, Government- 
wide guidance to assist agencies in reviewing, and creating processes for 
ongoing review of, existing contracts in order to identify contracts that 
are wasteful, inefficient, or not otherwise likely to meet the agency’s needs, 
and to formulate appropriate corrective action in a timely manner. Such 
corrective action may include modifying or canceling such contracts in 
a manner and to the extent consistent with applicable laws, regulations, 
and policy. 

I further direct the Director of OMB, in collaboration with the aforementioned 
officials and councils, and with input from the public, to develop and 
issue by September 30, 2009, Government-wide guidance to: 

(1) govern the appropriate use and oversight of sole-source and other
types of noncompetitive contracts and to maximize the use of full and 
open competition and other competitive procurement processes; 

(2) govern the appropriate use and oversight of all contract types, in
full consideration of the agency’s needs, and to minimize risk and maximize 
the value of Government contracts generally, consistent with the regulations 
to be promulgated pursuant to section 864 of Public Law 110–417; 

(3) assist agencies in assessing the capacity and ability of the Federal
acquisition workforce to develop, manage, and oversee acquisitions appro-
priately; and 

(4) clarify when governmental outsourcing for services is and is not appro-
priate, consistent with section 321 of Public Law 110–417 (31 U.S.C. 501 
note). 

Executive departments and agencies shall carry out the provisions of this 
memorandum to the extent permitted by law. This memorandum is not 
intended to, and does not, create any right or benefit, substantive or proce-
dural, enforceable at law or in equity by any party against the United 
States, its departments, agencies, or entities, its officers, employees, or agents, 
or any other person. 
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The Director of OMB is hereby authorized and directed to publish this 
memorandum in the Federal Register. 

THE WHITE HOUSE, 
Washington, March 4, 2009 

[FR Doc. E9–4938 

Filed 3–5–09; 8:45 am] 

Billing code 3110–01–P 
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nonresponse in key Bureau surveys. 
Moreover, as the use of Web-based 
surveys continues to grow, so too will 
the need for careful tests of instrument 
design and usability, human-computer 
interactions, and the impact of multiple 
modes on data quality. The BSRL is 
uniquely equipped with both the skills 
and facilities to accommodate these 
demands. 

The extension of the accompanying 
clearance package reflects an attempt to 
accommodate the increasing interest by 
BLS program offices and other agencies 
in the methods used, and the results 
obtained, by the BSRL. This package 
reflects planned research and 
development activities for FY2012 
through FY2014, and its approval will 
enable the continued productivity of a 
state-of-the-art, multi-disciplinary 
program of behavioral science research 
to improve BLS survey methodology. 

III. Desired Focus of Comments 
The Bureau of Labor Statistics is 

particularly interested in comments 
that: 

• Evaluate whether the proposed 
collection of information is necessary 
for the proper performance of the 
functions of the agency, including 
whether the information will have 
practical utility. 

• Evaluate the accuracy of the 
agency’s estimate of the burden of the 
proposed collection of information, 
including the validity of the 
methodology and assumptions used. 

• Enhance the quality, utility, and 
clarity of the information to be 
collected. 

• Minimize the burden of the 
collection of information on those who 
are to respond, including through the 
use of appropriate automated, 
electronic, mechanical, or other 
technological collection techniques or 
other forms of information technology, 
e.g., permitting electronic submissions 
of responses. 

Type of Review: Extension of a 
currently approved collection. 

Agency: Bureau of Labor Statistics. 
Title: Cognitive and Psychological 

Research. 
OMB Number: 1220–0141. 
Affected Public: Individuals and 

Households, Private Sector. 
Total Respondents: 1,200. 
Frequency: One time. 
Total Responses: 1,200. 
Average Time per Response: 60 

minutes. 
Estimated Total Annual Burden 

Hours: 1,200 hours. 
Total Burden Cost (capital/startup): 

$0. 
Total Burden Cost (operating/ 

maintenance): $0. 

Comments submitted in response to 
this notice will be summarized and/or 
included in the request for Office of 
Management and Budget approval of the 
information collection request; they also 
will become a matter of public record. 

Signed at Washington, DC this 31st day of 
August 2011. 
Kimberley D. Hill, 
Chief, Division of Management Systems, 
Bureau of Labor Statistics. 
[FR Doc. 2011–23209 Filed 9–9–11; 8:45 am] 

BILLING CODE 4510–24–P 

OFFICE OF MANAGEMENT AND 
BUDGET 

Office of Federal Procurement Policy 

Publication of the Office of Federal 
Procurement Policy (OFPP) Policy 
Letter 11–01, Performance of 
Inherently Governmental and Critical 
Functions 

AGENCY: Office of Management and 
Budget, Office of Federal Procurement 
Policy. 
ACTION: Notice of final policy letter. 

SUMMARY: The Office of Federal 
Procurement Policy (OFPP) in the Office 
of Management and Budget (OMB) is 
issuing a policy letter to provide to 
Executive Departments and agencies 
guidance on managing the performance 
of inherently governmental and critical 
functions. The guidance addresses 
direction to OMB in the Presidential 
Memorandum on Government 
Contracting, issued on March 4, 2009, to 
clarify when governmental outsourcing 
of services is, and is not, appropriate, 
consistent with section 321 of the 
Duncan Hunter National Defense 
Authorization Act (NDAA) for Fiscal 
Year 2009 (Pub. L. 110–417). Section 
321 requires OMB to: (i) Create a single 
definition for the term ‘‘inherently 
governmental function’’ that addresses 
any deficiencies in the existing 
definitions and reasonably applies to all 
agencies; (ii) establish criteria to be used 
by agencies to identify ‘‘critical’’ 
functions and positions that should only 
be performed by Federal employees; and 
(iii) provide guidance to improve 
internal agency management of 
functions that are inherently 
governmental or critical. The 
Presidential Memorandum is available 
at http://www.whitehouse.gov/ 
the_press_office/Memorandum-for-the- 
Heads-of-Executive-Departments-and- 
Agencies-Subject-Government/. Section 
321 may be found at http:// 
www.dod.gov/dodgc/olc/docs/ 
2009NDAA_PL110–417.pdf. 

DATES: The effective date of OFPP 
Policy 11–01 is October 12, 2011. 

FOR FURTHER INFORMATION CONTACT: 
Mathew Blum, OFPP, (202) 395–4953 or 
mblum@omb.eop.gov, or Jennifer 
Swartz, OFPP, (202) 395–6811 or 
jswartz@omb.eop.gov. 

SUPPLEMENTARY INFORMATION: 

A. Overview 

OFPP is issuing a policy letter to 
provide guidance on managing the 
performance of inherently governmental 
and critical functions. The policy letter 
is intended to implement direction in 
the President’s March 4, 2009, 
Memorandum on Government 
Contracting that requires OMB to 
‘‘clarify when governmental outsourcing 
for services is and is not appropriate, 
consistent with section 321 of Public 
Law 110–417 (31 U.S.C. 501 note).’’ The 
policy letter: 

• Clarifies what functions are 
inherently governmental and must 
always be performed by Federal 
employees. The policy letter provides a 
single definition of ‘‘inherently 
governmental function’’ built around 
the well-established statutory definition 
in the Federal Activities Inventory 
Reform Act (FAIR Act), Public Law 105– 
270. The FAIR Act defines an activity as 
inherently governmental when it is so 
intimately related to the public interest 
as to mandate performance by Federal 
employees. The definition provided by 
this policy letter will replace existing 
definitions in regulation and policy, 
including the Federal Acquisition 
Regulation (FAR). The policy letter 
provides examples and tests to help 
agencies identify inherently 
governmental functions. 

• Explains what agencies must do 
when work is ‘‘closely associated’’ with 
inherently governmental functions. 
Specifically, when functions that 
generally are not considered to be 
inherently governmental approach being 
in that category because of the nature of 
the function and the risk that 
performance may impinge on Federal 
officials’ performance of an inherently 
governmental function, agencies must 
give special consideration to using 
Federal employees to perform these 
functions. If contractors are used to 
perform such work, agencies must give 
special management attention to 
contractors’ activities to guard against 
their expansion into inherently 
governmental functions. The policy 
letter includes examples to help 
agencies identify closely associated 
functions and a checklist of 
responsibilities that must be carried out 
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when agencies rely on contractors to 
perform these functions. 

• Requires agencies to identify their 
‘‘critical functions’’ in order to ensure 
they have sufficient internal capability 
to maintain control over functions that 
are core to the agency’s mission and 
operations. The policy letter holds an 
agency responsible for making sure it 
has an adequate number of positions 
filled by Federal employees with 
appropriate training, experience, and 
expertise to understand the agency’s 
requirements, formulate alternatives, 
manage work product, and monitor any 
contractors used to support the Federal 
workforce. Federal officials must 
evaluate, on a case-by-case basis, 
whether they have sufficient internal 
capability, taking into account factors 
such as the agency’s mission, the 
complexity of the function, the need for 
specialized staff, and the potential 
impact on mission performance if 
contractors were to default on their 
obligations. 

• Outlines a series of agency 
management responsibilities to 
strengthen accountability for the 
effective implementation of these 
policies. Agencies must take specific 
actions, before and after contract award, 
to prevent contractor performance of 
inherently governmental functions and 
overreliance on contractors in ‘‘closely 
associated’’ and critical functions. 
Agencies are also required to develop 
agency-level procedures, provide 
training, and designate senior officials 
to be responsible for implementation of 
these policies. 

OFPP will work with the Federal 
Acquisition Regulatory Council, the 
Defense Acquisition Regulations 
Council and the Civilian Agency 
Acquisition Council to develop and 
implement appropriate changes to the 
FAR to implement this policy letter. In 
addition, OFPP will review other 
relevant policy documents, such as 
guidance in OMB Circular A–76 
implementing the FAIR Act, and take 
appropriate action to ensure they 
conform to the policies in this letter. 
Finally, OFPP will work with the 
Federal Acquisition Institute and the 
Defense Acquisition University on 
appropriate training materials for the 
acquisition workforce and other affected 
stakeholders. 

B. Summary of Proposed and Final 
Policy Letters 

The Presidential Memorandum on 
Government Contracting required the 
Director of OMB to develop guidance 
addressing when governmental 
outsourcing of services is, and is not, 
appropriate. The Memorandum states 

that the line between inherently 
governmental activities that should not 
be outsourced and commercial activities 
that may be subject to private-sector 
performance has become blurred, which 
may have led to the performance of 
inherently governmental functions by 
contractors and, more generally, an 
overreliance on contractors by the 
government. It directs OMB to clarify 
when outsourcing is, and is not, 
appropriate, consistent with section 321 
of the NDAA for Fiscal Year (FY) 2009. 

Section 321 directs OMB to: (1) Create 
a single, consistent definition for the 
term ‘‘inherently governmental 
function’’ that addresses any 
deficiencies in the existing definitions 
and reasonably applies to all agencies; 
(2) develop criteria for identifying 
critical functions with respect to the 
agency’s mission and operations; (3) 
develop criteria for determining 
positions dedicated to critical functions 
which should be reserved for Federal 
employees to ensure the department or 
agency maintains control of its mission 
and operations; (4) provide criteria for 
identifying agency personnel with 
responsibility for (a) maintaining 
sufficient expertise and technical 
capability within the agency, and (b) 
issuing guidance for internal activities 
associated with determining when work 
is to be reserved for performance by 
Federal employees; and (5) solicit the 
views of the public regarding these 
matters. 

1. Proposed Policy Letter 

OMB’s OFPP issued a proposed 
policy letter on March 31, 2010, entitled 
‘‘Work Reserved for Performance by 
Federal Government Employees,’’ to 
implement the requirements of the 
President’s Memorandum and section 
321 (75 FR 16188–97). The proposed 
policy letter, which was issued after 
OFPP reviewed current laws, 
regulations, policies, and reports 
addressing the definition of inherently 
governmental functions, as well as 
feedback from a public meeting held in 
the summer of 2009, proposed to 
consolidate in one document a number 
of policies, definitions, and procedures 
associated with identifying when work 
must be performed by Federal 
employees that are currently addressed 
in multiple guidance documents, 
including the Federal Acquisition 
Regulation (FAR), OMB Circular A–76, 
and various OMB memoranda. The 
document proposed the following 
policy actions to address inherently 
governmental functions, functions 
closely associated with inherently 
governmental functions, and functions 

that are critical to the agencies’ mission 
and operations. 

a. Proposed Steps To Address 
Inherently Governmental Functions 

• Create a single definition for the 
term ‘‘inherently governmental 
function’’ by directing agencies to 
adhere to the statutory definition for 
this term set forth in the FAIR Act and 
eliminate variations of this definition 
found in other documents, such as the 
FAR and OMB Circular A–76. 

• Preserve a long-standing list of 
examples set out in the FAR of the most 
common inherently governmental 
functions, such as the determination of 
agency policy, hiring of Federal 
employees, and awarding of Federal 
contracts. 

• Refine existing criteria (e.g., 
addressing the exercise of discretion) 
and provide new ones (e.g., focused on 
the nature of the function), to help an 
agency decide if a particular function 
that is not identified on the list of 
examples is, nonetheless, inherently 
governmental. 

b. Proposed Steps To Address Functions 
Closely Associated With Inherently 
Governmental Functions 

• Reiterate requirements in the 
Omnibus Appropriations Act, 2009 
(Pub. L. 111–8) to give special 
consideration to Federal employee 
performance of functions closely 
associated with inherently 
governmental ones. 

• Reinforce and refine guidance in 
the FAR and Attachment A of OMB 
Circular A–76 requiring special 
management attention when contractors 
perform functions closely associated 
with inherently governmental functions 
to guard against their expansion into 
inherently governmental functions. 
Steps might entail providing clearer 
prescriptions in the statement of work of 
what the contractor may and may not 
do, and ensuring adequate and 
adequately trained personnel to oversee 
the contractor’s work. 

• Preserve a long-standing list of 
examples set out in the FAR of the most 
common functions closely associated 
with inherently governmental functions, 
such as support for policy development 
or support for the selection of 
contractors. 

c. Proposed Steps To Address Critical 
Functions 

• Recognize a new category of work, 
‘‘critical functions,’’ which must be 
evaluated to determine the extent to 
which performance by Federal 
employees is required. Define the term 
as a function that is ‘‘necessary to the 
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agency being able to effectively perform 
and maintain control of its mission and 
operations.’’ 

• Hold an agency responsible for 
making sure that, for critical functions, 
it has an adequate number of positions 
filled by Federal employees with 
appropriate training, experience, and 
expertise to understand the agency’s 
requirements, formulate alternatives, 
manage work product, and monitor any 
contractors used to support the Federal 
workforce. To meet this responsibility, 
require Federal officials to evaluate, on 
a case-by-case basis, whether they have 
sufficient internal capability, taking into 
account factors such as the agency’s 
mission, the complexity of the function, 
the need for specialized staff, and the 
potential impact on mission 
performance if contractors were to 
default on their obligations. 

• Make clear that, so long as agencies 
have the internal capacity needed to 
maintain control over their operations, 
they are permitted to allow contractor 
performance of positions within critical 
functions (subject to any other 
applicable legal or regulatory 
requirements). 

Finally, the proposed policy letter 
would require agencies to take specific 
actions, before and after contract award, 
to prevent contractor performance of 
inherently governmental functions and 
overreliance on contractors in the 
performance of ‘‘closely associated’’ and 
critical functions. Agencies would also 
be required to develop agency-level 
procedures, provide training, and 
designate senior officials to be 
responsible for implementation of these 
policies. The proposed policy letter 
emphasized the need for a shared 
responsibility between the acquisition, 
program and human capital offices 
within the agency to effectively 
implement its provisions. 

The proposed policy letter was 
published in the Federal Register on 
March 31, 2010 (75 FR 16188–97) for 
public comment. OFPP encouraged 
respondents to offer their views on a 
series of questions to elicit feedback on 
some of the more difficult or pressing 
policy challenges, such as whether and 
how best to use the ‘‘discretion’’ test to 
identify inherently governmental 
functions, how best to explain the 
difference between critical functions 
and functions that are closely associated 
with the performance of inherently 
governmental functions, and how to 
properly classify certain functions 
related to acquisition support and 
security. 

For additional background on the 
proposed policy letter, see discussion in 
the preamble at 75 FR16188–94. 

2. Final Policy Letter 

Based on public comments received 
in response to the proposed policy letter 
(which are discussed in greater detail 
below), and additional deliberations 
within the Executive Branch, OFPP has 
refined the proposed policy letter to: 

• Rename the policy letter 
‘‘Performance and Management of 
Inherently Governmental and Critical 
Functions’’ to more accurately capture 
its scope and purpose; 

• Add to the illustrative list of 
inherently governmental functions the 
following: (i) All combat, (ii) security 
operations in certain situations 
connected with combat or potential 
combat, (iii) determination of an offer’s 
price reasonableness, (iv) final 
determinations about a contractor’s 
performance, including approving 
award fee determinations or past 
performance evaluations and taking 
action based on those evaluations, and 
(v) selection of grant and cooperative 
agreement recipients; 

• Clarify the illustrative list of 
functions closely associated with the 
performance of inherently governmental 
functions to expressly recognize a 
variety of work to support Federal 
acquisitions that includes conducting 
market research, developing inputs for 
independent government cost estimates, 
drafting the price negotiations 
memorandum and collecting 
information, performing an analysis or 
making a recommendation for a 
proposed performance rating to assist 
the agency in determining its evaluation 
of a contractor’s performance; 

• Establish a comprehensive 
responsibilities checklist for functions 
closely associated with inherently 
governmental functions; 

• Caution that, in many cases, 
functions include multiple activities 
that may be of a different nature—some 
activities within a function may be 
inherently governmental, some may be 
closely associated, and some may be 
neither—and by evaluating work at the 
activity level, an agency may be able to 
more easily differentiate tasks within a 
function that may be performed only by 
Federal employees from those tasks that 
can be performed by either Federal 
employees or contractors; 

• Clarify that determining the 
criticality of a function depends on the 
mission and operations, which will 
differ between agencies and within 
agencies over time; 

• Establish that if an agency makes a 
decision to insource some portion of a 
function that is currently being 
performed for the agency by a 
combination of small and large 

businesses, the ‘‘rule of two’’ should be 
applied to determine who will perform 
the work that remains in the private 
sector (the ‘‘rule of two’’ requires that 
acquisitions be reserved for award to 
small businesses, or certain subsets of 
small businesses, if there are two or 
more responsible small businesses 
capable of performing the work at fair 
market prices); and 

• Reorganize and consolidate the 
discussion of management associated 
with inherently governmental, closely 
associated, and critical functions to 
more clearly recognize that oversight 
responsibilities for these functions are 
interrelated and should not be stove- 
piped. 

C. Public Comments 
OFPP received public comments from 

more than 30,350 respondents on the 
proposed policy letter. All but 
approximately 110 comments were 
submitted in the format of a form letter. 
Respondents were divided in their 
reaction to the proposed guidance. One 
form letter, submitted by approximately 
30,000 respondents, expressed concern 
about excessive outsourcing and 
recommended expanding the definition 
of an inherently governmental function 
to encompass critical functions and 
functions closely associated with 
inherently governmental functions. The 
letter also proposed augmenting the list 
of inherently governmental functions to 
include all security functions and 
intelligence activities, training for 
interrogation, military and police, and 
maintenance and repair of weapons 
systems. A second form letter, 
submitted by approximately 240 
respondents, raised significantly 
different concerns, cautioning that the 
policy letter and the increased attention 
on having non-inherently governmental 
functions performed by Federal 
employees will inappropriately 
discourage Federal managers and 
agencies from taking full and effective 
advantage of the private sector and the 
benefits of contracting. The roughly 110 
responses that were not form letters 
were generally supportive of OFPP’s 
efforts to clarify policies and 
management responsibilities, though 
respondents were divided over whether 
too much or not enough work would be 
reserved for Federal employees if 
policies were implemented as proposed. 

Copies of the public comments 
received are available for review at 
http://www.regulations.gov (Docket ID 
OFPP–2010–0001). A short summary 
description of the comments and 
OFPP’s responses and changes adopted 
in the final policy letter are set forth 
below. 
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1. Scope of the Policy Letter 

A number of respondents offered 
views on the general focus of the policy 
letter. Several respondents stated that 
the policy letter was too narrowly 
focused and cautioned that the overall 
tone of the policy letter, as set by the 
title and purpose section, could be 
construed as being concerned only 
about ensuring that work is properly 
reserved for Federal employees—as 
opposed to also needing to strike the 
right balance between work that may be 
contracted out and work that must be 
reserved. Some respondents 
recommended that the scope of the 
policy letter be broadened to more 
expressly address the performance of 
commercial activities and advisory and 
assistance services. 

Response: OFPP concurs that the 
overall purpose of the policy letter 
should be clarified. While a key goal of 
the policy letter is to ensure that 
inherently governmental work is 
reserved for Federal employees, 
agencies have an equally important 
responsibility, in cases where work is 
not inherently governmental, to evaluate 
how to strike the best balance in the mix 
of work performed by Federal 
employees and contractors to both 
protect the public’s interest and serve 
the American people in a cost-effective 
manner. The policy letter’s title and 
purpose statement have been revised 
accordingly. In particular, rather than 
focusing the title on work reserved for 
Federal employees, it now focuses on 
performance of inherently governmental 
and critical functions, which expressly 
acknowledges that functions closely 
associated with inherently 
governmental functions and critical 
functions are often performed by both 
Federal employees and contractors, and 
states that reliance on contractors is not, 
by itself, a cause for concern, provided 
that the work that they perform is not 
work that should be reserved for Federal 
employees and that Federal officials are 
appropriately managing contractor 
performance. 

OFPP does not believe the scope of 
the policy letter should be broadened to 
include an extended discussion of 
contractor performance of commercial 
activities and instead prefers to keep the 
main focus on inherently governmental 
functions, functions closely associated 
with them, and critical functions. 
Recent studies of the role of employees 
and contractors, and the overall increase 
in reliance on contractors over the past 
decade, do not suggest a general 
difficulty or hesitation in taking 
advantage of contractors to provide 
expertise, innovation, and cost-effective 

support to Federal agencies. By contrast, 
these studies and general contracting 
trends, as well as the President’s 
Memorandum on Government 
Contracting in March 2009, point to a 
need for guidance to clarify when work 
must be performed by Federal 
employees and the steps agencies need 
to take to ensure they maintain control 
of their mission and operations, when 
extensive work is performed by 
contractors. OFPP believes any 
questions regarding the intended use of 
contractors will largely be addressed by 
clarifying the overall scope of the policy 
letter, as described above, and 
reinforcing that an agency may 
frequently be able to address 
overreliance on contractors by allocating 
additional resources to contract 
management while continuing to use 
contractors for support. 

OFPP carefully considered the merits 
of adding discussion on advisory and 
assistance services and other 
professional and technical services. 
These functions are likely to be 
commonly found among those 
considered to be either critical or 
closely associated with inherently 
governmental functions and spending in 
this area has grown disproportionately 
over the past few years. In November 
2010, OFPP identified these functions 
for special management consideration 
based on concern of increased risk of 
losing control of mission and operations 
as identified through a review of reports 
issued in recent years, such as by the 
Government Accountability Office, the 
Commission on Wartime Contracting, 
agency Inspectors General, 
Congressional Committees, and the 
Acquisition Advisory Panel. Agencies 
were instructed to consider if contractor 
support for these ‘‘special interest 
functions’’ is being used in an 
appropriate and effective manner and if 
the mix of Federal employees and 
contractors in the agency is 
appropriately balanced. See OFPP 
Memorandum, Service Contract 
Inventories, Memorandum to Chief 
Acquisition Officers and Senior 
Procurement Executives (November 5, 
2010), available at http:// 
www.whitehouse.gov/sites/default/files/
omb/procurement/memo/service- 
contract-inventories-guidance-
11052010.pdf. OFPP will work with 
agencies as they review their use of 
support contractors in these areas and 
consider the need for additional 
guidance in conjunction with these 
efforts. 

2. Inherently Governmental Functions 
Respondents offered a number of 

comments regarding the scope of the 

definition of ‘‘inherently governmental 
function,’’ the tests proposed to 
determine whether or not a function is 
inherently governmental, and the 
illustrative list of examples. 

a. Definition. Many respondents 
stated that use of the FAIR Act 
definition of an inherently 
governmental function is reasonable. 
Some respondents, including those 
offered through one of the two form 
letters, urged that the definition be 
expanded to include functions closely 
associated with inherently 
governmental functions and critical 
functions, in order to effectively prevent 
the inappropriate outsourcing of work 
that should be reserved for performance 
by Federal employees. A number of 
respondents inquired as to OMB’s plans 
for ensuring that, going forward, the 
definition set forth in the policy letter 
is recognized as the single authorized 
definition for the term. 

Response: Based on its review of 
public comments, prior feedback 
(including that provided at a public 
meeting held in the summer of 2009, in 
connection with the President’s 
Memorandum on Government 
Contracting) and its review of relevant 
reports (such as the report of the 
Congressionally-chartered Acquisition 
Advisory Panel), OFPP believes the 
FAIR Act definition is reasonable. OFPP 
does not believe it is appropriate to 
expand the definition to encompass 
closely associated or critical functions. 
Agencies must give special attention to 
functions falling into those categories to 
ensure that the government does not 
lose control of either inherently 
governmental functions (in the case of 
closely associated functions) or 
activities that are core to the agency’s 
mission or operations (in the case of 
critical functions), but such functions 
can, in appropriate circumstances, be 
performed by contractors. 

To ensure that the definition in the 
FAIR Act is recognized as the single 
authorized definition for the term, OFPP 
intends to work with the Federal 
Acquisition Regulatory Council, the 
Defense Acquisition Regulations 
Council and the Civilian Agency 
Acquisition Council to develop and 
implement appropriate changes to the 
FAR to implement this policy letter. In 
addition, OFPP will review other 
relevant policy documents, such as 
OMB Circular A–76, and take 
appropriate action to ensure they 
conform to the policies in this letter. 

b. Tests. Respondents generally did 
not raise concerns regarding the 
continued use of tests to help agencies 
determine if functions are inherently 
governmental, but a number cautioned 
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of potential pitfalls, and others offered 
suggestions for how application of the 
tests could be improved. A number of 
recommendations, mostly clarifications, 
were offered to help improve the 
‘‘discretion’’ test, which asks agencies to 
evaluate if the discretion associated 
with the function, when exercised by a 
contractor, would have the effect of 
committing the government to a course 
of action. Recommendations included: 
(i) Emphasizing that the evaluation 
should generally focus on how much 
discretion is left to government 
employees as opposed to how much 
discretion has been given to contractors, 
and (ii) distinguishing between fact- 
finding and making decisions based on 
the fact-finding. A number of comments 
questioned the likely effectiveness of 
the proposed ‘‘nature of the function 
test,’’ which would ask agencies to 
consider if the direct exercise of 
sovereign power is involved. Some 
respondents suggested that the term 
‘‘sovereign’’ be explained while others 
concluded that the manner in which 
sovereign authority is exercised is so 
varied that it is better explained by 
example than further definition. A few 
respondents recommended that the final 
policy letter adopt a new ‘‘principal- 
agent’’ test that would require agencies 
to identify functions as inherently 
governmental where serious risks could 
be created by the performance of these 
functions by those outside government, 
because of the difficulty of ensuring 
sufficient control over such 
performance. 

Response: OFPP has made 
refinements to the ‘‘discretion’’ test. 
First, it has more fully distinguished the 
type of discretion that may be 
appropriately exercised by a contractor 
from that which would not be 
appropriately exercised by a contractor. 
Second, it has clarified that 
inappropriate delegations of discretion 
can be avoided by: (i) Carefully 
delineating in the statement of work 
contractor responsibilities and types of 
decisions expected to be made in 
carrying out these responsibilities and 
effectively overseeing them and (ii) 
subjecting the contractor’s discretionary 
decisions and conduct to meaningful 
oversight and, whenever necessary, to 
final approval by an agency official. 
OFPP agrees that it is appropriate to 
consider how much discretion is left to 
government employees but, at the same 
time, also believes there is merit in 
considering the nature of the discretion 
given to contractors, as well as whether 
circumstances, such as time constraints, 
may limit the ability to effectively 
manage the contractor’s actions or 

inappropriately restrict government 
employees’ final approval authority. It 
also concluded that the proposed 
language was sufficiently clear to help 
agency officials differentiate between 
fact-finding that could appropriately be 
performed by contractors from binding 
decision-making based on fact-finding 
that needed to be performed by Federal 
employees. 

Only minimal changes were made to 
the ‘‘nature of the function test.’’ OFPP 
appreciates that the value of this test 
may be limited, but believes it still can 
contribute to an agency’s overall 
understanding and analysis in 
differentiating between functions that 
are inherently governmental and those 
that are not. OFPP considered, but did 
not adopt, the ‘‘principal-agent’’ test. 
While recognizing that risk is an 
underlying factor in reserving work for 
Federal employees and the definition of 
inherently governmental function, OFPP 
concluded that the test would not likely 
lead to identification of significantly 
different functions as inherently 
governmental and was concerned that 
application of the test could lead to 
greater confusion about what may be 
performed by contractors and what must 
be performed by Federal employees. 

c. Examples. While most respondents 
did not object to retaining a list with 
illustrative examples, they offered 
mixed reactions to the specific examples 
given. A number of respondents felt the 
proposed list is too narrow and should 
be modified to add additional functions 
while at least one respondent thought 
the list was too broad. Many of those 
who believed the list was too narrow 
suggested the addition of functions 
involving private security contractors, 
especially when performed in hostile 
environments or involving intelligence. 
Some acquisition functions were also 
recommended for the list, such as 
developing independent government 
cost estimates, and preparing 
documentation in support of a price 
negotiation memorandum and price 
reasonableness determination. One 
respondent who thought the list was too 
broad recommended refinements to 
more precisely identify the inherently 
governmental characteristic of the 
action, such as ‘‘a judge exercising the 
authority of the Federal government’’ 
rather than ‘‘the performance of 
adjudicatory functions.’’ The 
respondent explained that deciding a 
dispute is not, per se, inherently 
governmental since arbitration and 
alternative dispute resolution processes 
can be performed by non-Federal 
employees, even when one of the parties 
is a Federal agency. 

Response: Based on public comment 
and additional deliberations, OFPP has 
added to the list of inherently 
governmental functions: (i) All combat 
and (ii) security operations in certain 
situations connected with combat or 
potential combat. OFPP concluded these 
were clear examples of functions so 
intimately related to public interest as to 
require performance by Federal 
Government employees; hence, the 
addition of these activities to the list of 
inherently governmental functions 
would contribute to clarifying the line 
between what work must be reserved for 
Federal employees and what work may 
be performed by contractors. OFPP also 
clarified that making final 
determinations about a contractor’s 
performance (including approving 
award fee determinations or past 
performance evaluations) and taking 
action based on these assessments are 
also inherently governmental because 
such actions involve the exercise of 
substantial discretion. In addition, 
OFPP added selection of grant and 
cooperative agreement recipients to the 
list of examples of inherently 
governmental functions because such 
actions bind the government. 

With respect to contract pricing, the 
list identifies price reasonableness 
determinations as inherently 
governmental. This includes approval of 
any evaluation relied upon to support a 
price reasonableness determination, 
such as a price negotiation 
memorandum or approval of 
documentation cited as the 
government’s independent cost 
estimate, which, by definition, must be 
the government’s own final analysis. 
That said, an agency is not precluded 
from using the services of a contractor 
to develop inputs for government cost 
estimates or to draft a price negotiation 
memorandum as long as whatever the 
government relies upon to determine 
price reasonableness has been reviewed 
and approved by a government 
employee. As in other situations where 
a Federal official must review and 
approve documents prepared by a 
contractor, the Federal official’s review 
and approval must be meaningful; that 
is to say, it cannot be a ‘‘rubber stamp’’ 
where the government is completely 
dependent on the contractor’s superior 
knowledge and is unable to 
independently evaluate the merits of the 
contractor’s draft or to consider 
alternatives to that draft. For that 
reason, while an agency may 
appropriately choose to have Federal 
employees prepare documentation in 
support of a price negotiation 
memorandum and price reasonableness 
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determination, OFPP does not view this 
work as inherently governmental, but 
rather closely associated with an 
inherently governmental function—and 
has added this work to the list of closely 
associated functions. If this work is 
performed by contractors, the agency 
must apply special management 
attention to ensure the work does not 
expand to include decision-making 
(which is inherently governmental) or 
otherwise interfere with the 
government’s ability to exercise 
independent judgment, in this case, to 
determine that offered prices are fair 
and reasonable. 

Regarding the performance of 
adjudicatory functions, OFPP retained 
the language on the proposed list, 
without change, and notes that the 
language currently in the FAR and the 
proposed policy letter already provides 
a carve-out for certain types of 
adjudicatory functions that are not 
inherently governmental, such as those 
relating to arbitration or other methods 
of alternative dispute resolution. 

Similar to the list appearing in the 
FAR today, the list in the final policy 
letter is illustrative and not exhaustive. 
In addressing security operations, for 
example, the list identifies where 
security operations would be inherently 
governmental in connection with 
combat. This should not be read as a 
determination that all security 
performed in any hostile situation other 
than actual combat may be performed 
by contractors. Rather it means that 
those situations should be evaluated on 
a case-by-case basis to determine what 
security functions and activities are 
inherently governmental and what can 
be performed by contractors with 
appropriate management and oversight. 

Finally, OFPP has added a caveat to 
recognize that many functions include 
multiple activities, some of which may 
not be inherently governmental. These 
other activities performed in 
conjunction with the function may be 
closely associated or neither inherently 
governmental nor closely associated. 
This caveat helps to clarify that the 
identification of a function on the list 
does not mean every action associated 
with the function is inherently 
governmental. For additional 
discussion, see response to comment no. 
5, below. 

3. Functions Closely Associated With 
Inherently Governmental Functions 

Respondents offered a range of 
comments. Some call into question the 
purpose of this category; others raise 
concerns about the extent to which 
contractors should perform these 

functions; still others offer refinements 
to the proposed list of examples. 

a. Purpose. A number of respondents 
recommended that the guidance on 
closely associated functions be clarified. 
Many of them pointed out that 
discussion of this concept appears to 
overlap with the new concept of critical 
function in that both appear to address 
the same risk, namely of the government 
losing control of its operations. Some 
thought this confusion might be avoided 
by defining the term ‘‘closely 
associated’’ so that its scope as a 
functional category can be more clearly 
understood. Others favored adding an 
explanation of the different purposes 
served by the two concepts. Some 
proposed doing away with the category, 
pointing out that the ‘‘closely 
associated’’ concept is more 
appropriately viewed as a management 
practice rather than as a separate 
functional category. 

Response: OFPP does not agree that 
the concept of ‘‘closely associated’’ 
should be eliminated, as it serves an 
important management purpose in 
helping agencies guard against losing 
control of inherently governmental 
functions. However, OFPP agrees that 
the concept is more relevant to 
management practices, or internal 
control mechanisms, as opposed to 
serving as a stand-alone functional 
category. For this reason, the discussion 
of this concept in the policy letter has 
been reorganized so that it is now 
addressed as part of the discussion on 
identifying inherently governmental 
functions. This reorganization should 
also help to clarify the different reasons 
for tracking contractors who are 
performing closely associated functions 
and those who are performing critical 
functions. In the case of closely 
associated functions, the agency is 
trying to prevent contractor performance 
from interfering with Federal 
employees’ ability to perform inherently 
governmental functions. In the case of 
critical functions, the agency is looking 
to determine if the agency is at risk of 
losing control of its ability to perform its 
mission and operations. OFPP does not 
believe a definition will necessarily 
provide greater clarity, but has created 
a new checklist to summarize in one 
place the various actions that must be 
taken if the agency determines that 
contractor performance of a function 
closely associated with an inherently 
governmental function is appropriate. 

b. Performance. A number of 
respondents (including those using one 
of the two form letters) stated that only 
Federal employees should be allowed to 
perform functions closely associated 
with inherently governmental functions 

(with contractor performance allowed 
only in limited or exceptional 
circumstances). These respondents 
generally recommended that the 
concept of ‘‘closely associated’’ be 
incorporated into the definition of 
inherently governmental function to 
effectively protect the government 
against improper reliance on 
contractors. 

Response: Agencies must carefully 
guard against contractor performance of 
inherently governmental functions, but 
managing this risk does not require that 
performance of closely associated 
functions be reserved exclusively for 
Federal employees. Such a bar would 
inappropriately limit an agency’s ability 
to take advantage of a contractor’s 
expertise and skills to support the 
agency in carrying out its mission. For 
example, limiting performance of 
functions closely associated with 
inherently governmental functions 
could inappropriately limit an agency’s 
ability to take advantage of a Federally 
Funded Research Development Center 
(FFRDC) or University Affiliated 
Research Center that provides essential 
engineering, research, development, and 
analysis capabilities to support agencies 
in the performance of their 
responsibilities and mission. As 
explained in FAR 35.017: ‘‘An FFRDC 
meets some special long-term research 
or development need which cannot be 
met as effectively by existing in-house 
or contractor resources. FFRDCs enable 
agencies to use private sector resources 
to accomplish tasks that are integral to 
the mission and operation of the 
sponsoring agency.’’ 

Effective risk management can be 
achieved if agencies are mindful of their 
responsibility to give special 
consideration to Federal employee 
performance and effectively apply 
special management attention when 
contractor performance is determined to 
be appropriate. With respect to special 
consideration, the policy letter reminds 
agencies of their responsibilities under 
the law and OMB’s management 
guidance on this issue. (These 
responsibilities are also reiterated in 
guidance OFPP issued last fall to help 
agencies in evaluating the activities of 
their service contractors in accordance 
with section 743 of Division C of the 
Consolidated Appropriations Act, 2010 
(Pub. L. 111–117). See OFPP 
Memorandum Service Contract 
Inventories (refer to response to 
comment no. 1, above, for cite). 

With respect to contractor 
performance of closely associated 
functions, the final policy letter 
includes a new checklist that 
summarizes the various contract 
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management actions that agencies must 
take to ensure contractors are not 
performing, interfering with, or 
undermining the agency’s decision- 
making responsibilities. The checklist, 
which is largely taken from existing 
guidance in the FAR and other 
documents, identifies steps such as: (i) 
Establishing specified ranges of 
acceptable decisions and/or conduct in 
the contract, (ii) assigning a sufficient 
number of qualified government 
employees to perform contract 
management, (iii) ensuring reasonable 
identification of contractors and 
contractor work products if there is a 
risk that the public will confuse 
contractor personnel or work products 
with government officials or work 
products, and (iv) avoiding or mitigating 
conflicts of interest. 

In the case of an FFRDC, the FAR has 
long required that such organizations 
conduct their business in a manner 
befitting their special relationship with 
the government—which includes 
access, beyond that which is common to 
the normal contractual relationship, to 
government and supplier data, 
including sensitive and proprietary 
data, and to employees and installations 
equipment and real property. As stated 
in FAR 35.017, FFRDCs must operate in 
the public interest with objectivity and 
independence, be free from 
organizational conflicts of interest, and 
have full disclosure of their affairs to the 
sponsoring agency. 

c. Examples. Respondents offered 
varied reactions to maintaining a list of 
examples of ‘‘closely associated’’ 
functions. Several felt a list should not 
be included in the final policy letter 
because it introduces unnecessary 
ambiguity and allows for unnecessarily 
broad interpretation that could include 
either an inappropriate presumption in 
favor of insourcing or an inappropriate 
presumption that the work is 
appropriately performed by a contractor. 
Of those who favored (or did not 
oppose) the continued use of a list, 
some felt the list was too broad, either 
because it included functions where the 
potential for encroaching on inherently 
governmental responsibilities should 
not be viewed as a significant concern 
in need of heightened scrutiny or 
because the function as described was 
indistinguishable from those identified 
as inherently governmental. 

Response: OFPP believes the list, 
which is currently set forth in the FAR, 
continues to serve as a useful tool to 
assist agencies in identifying functions 
where they must give special 
consideration to performance by Federal 
employees or special contract 
management attention if performed by 

contractors. The reorganized discussion 
of this issue (as described above) in 
combination with the checklist should 
help to avoid inappropriate 
presumptions regarding the 
performance of these functions. 

With respect to the substance of the 
list, OFPP has made three types of 
modifications. First, as was done with 
the list of inherently governmental 
functions, OFPP has added a caveat that 
many functions include multiple 
activities, only some of which are 
closely associated with inherently 
governmental. Other activities 
performed in conjunction may be 
inherently governmental or not closely 
associated. This caveat helps to clarify 
that the identification of a function on 
the list does not mean every action 
associated with the function is closely 
associated with an inherently 
governmental function. (See comment 
no. 5, below for additional discussion.) 
Second, the list more carefully 
delineates activities that are performed 
in direct support of inherently 
governmental functions (e.g., analyses 
and feasibility studies to support the 
development of policy), which are 
closely associated activities, from those 
that involve making binding decisions 
(e.g., the final shape of a policy), which 
are inherently governmental. Third, 
OFPP has added additional examples to 
further describe the types of acquisition 
support that are closely associated 
functions. These added functions 
include: Conducting market research, 
developing inputs for independent 
government cost estimates, assisting in 
the development of a price negotiation 
memorandum, and supporting agency 
personnel in evaluating a contractor’s 
performance, such as by collecting 
information or conducting an analysis 
that can be used by a Federal employee 
to make a determination about the 
quality of the contractor’s performance. 

4. Critical Functions 
A number of respondents recognized 

that the creation of ‘‘critical function’’ as 
a new category helps to fill a void in 
current policy, but sought clarification 
and recommended refinements to 
ensure agencies properly identify and 
address functions that are at the core of 
an agency’s mission and operations. 
Some confusion was voiced, as noted 
above, regarding the difference between 
critical functions and closely associated 
with inherently governmental functions. 
Some respondents suggested that a list 
providing examples of critical functions 
be developed, similar to that developed 
for inherently governmental and closely 
associated functions, but others advised 
against developing a list, noting that the 

criticality of a function depends on an 
agency’s mission and current 
capabilities. A number of respondents 
addressed how an agency might go 
about differentiating between a critical 
and a non-critical function. Some 
suggested that agencies be authorized, if 
not encouraged, to identify categories of 
service contracts that may be presumed 
to be non-critical in order to avoid 
unnecessary analyses. Others expressed 
concern that a list will lead to 
inappropriate generalizations that will 
hinder, rather than facilitate, 
meaningful rebalancing. 

Response: OFPP intends to work with 
FAI and DAU to develop appropriate 
training to support the successful 
implementation of the policy letter. 
However, OFPP does not support the 
creation of a list of critical functions. A 
function’s criticality is dependent on an 
agency’s mission and operations. The 
policy letter has been clarified to 
emphasize that the criticality of a 
function depends on mission and 
operations, which will differ between 
agencies and potentially within agencies 
over time. Whether an agency is over 
reliant on a contractor to perform a 
critical function also will vary from 
agency to agency depending on its 
current internal capabilities compared 
to those needed to maintain control of 
its mission and operations. Similarly, 
OFPP does not support the creation of 
a government-wide list of non-critical 
functions, as this may also differ 
between agencies based on their mission 
and operations. 

5. Terminology 
Several respondents raised concerns 

regarding how the policy letter uses the 
terms ‘‘function,’’ ‘‘activity,’’ and 
‘‘position.’’ These respondents state that 
the terms are used interchangeably to 
cover different concepts, namely: (1) A 
process, (2) tasks undertaken in 
conjunction with the process, and (3) 
billets filled by individuals to perform 
tasks. They recommend that 
clarification be provided, perhaps with 
the addition of definitions. 

Response: OFPP recognizes that the 
terms have different meanings and 
agrees that more careful use of these 
terms may help to avoid inappropriately 
broad generalizations regarding the 
characterization of work. A function, for 
example, often includes multiple 
activities, or tasks, some of which may 
be inherently governmental, some of 
which may be closely associated with 
inherently governmental work, and 
some may be neither. By identifying 
work at the activity level, an agency can 
more easily differentiate tasks within a 
function that may be performed only by 
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Federal employees from those tasks that 
can be performed by either Federal 
employees or contractors without 
blurring the line between the role of 
Federal employees and contractors. The 
chart below provides several examples. 
For instance, within the function of 
source selection, the tasks of 

determining price reasonableness and 
awarding a contract are inherently 
governmental, the task of preparing a 
technical evaluation and price 
negotiation memorandum are closely 
associated (provided the government 
has sufficient time and knowledge to 
independently evaluate alternative 

recommendations and decide which is 
in the government’s best interest) and 
(although not shown on the table), the 
task of ensuring the documents are in 
the contract file is neither inherently 
governmental nor closely associated. 

Function Work that is inherently governmental and therefore 
must be performed by Federal employees 

Work that is closely associated with inherently govern-
mental functions and that may be performed by either 

Federal employees or contractors 

Budget development ............ The determination of budget policy, guidance, and 
strategy, and the determination of Federal program 
priorities or budget requests. 

Support for budget preparation, such as workforce 
modeling, fact finding, efficiency studies, and should- 
cost analyses. 

Policy and regulatory devel-
opment.

The determination of the content and application of 
policies and regulations. 

Support for policy development, such as drafting policy 
documents and regulations, performing analyses, 
feasibility studies, and strategy options. 

Human resources manage-
ment.

The selection of individuals for Federal Government 
employment, including the interviewing of individuals 
for employment, and the direction and control of Fed-
eral employees. 

Support for human resources management, such as 
screening resumes in accordance with agency guide-
lines. 

Acquisition planning, execu-
tion, and management.

During acquisition planning: 
(1) Determination of requirements, 
(2) approval of a contract strategy, statement of 

work, incentive plans, and evaluation criteria, 
(3) independent determination of estimated cost 

based on input from either in-house or contractor 
sources or both. 

Support acquisition planning by: 
(1) Conducting market research, 
(2) developing inputs for government cost esti-

mates, and 
(3) drafting statements of work and other pre- 

award documents. 

During source selection: 
(1) Determination of price reasonableness of of-

fers, 
(2) participation as a voting member on a source 

selection board, and 
(3) awarding of contracts. 

Support source selection by: 
(1) Preparing a technical evaluation and associated 

documentation; 
(2) participating as a technical advisor to a source 

selection board or as a nonvoting member of a 
source evaluation board; and 

(3) drafting the price negotiation memorandum. 
During contract management: 

(1) Ordering of any changes required in contract 
performance or contract qualities, 

(2) determination of whether costs are reasonable, 
allocable, and allowable, 

(3) participation as a voting member on perform-
ance evaluation boards, 

(4) approval of award fee determinations or past 
performance evaluations, and 

(5) termination of contracts. 

Support contract management by: 
(1) Assisting in the evaluation of a contractor’s per-

formance (e.g., by collecting information, per-
forming an analysis, or making a recommenda-
tion for a proposed performance rating); and 

(2) providing support for assessing contract claims 
and preparing termination settlement documents. 

Further analyzing work from the 
perspective of the number of positions 
required to perform an activity enables 
an agency to differentiate those tasks 
that may require rebalancing from those 
that do not. The fact that contractors are 
performing some portion of a particular 
activity is not an automatic signal that 
rebalancing is required, except where 
work is inherently governmental. In 
other cases, the number of positions, or 
slots, that should be held by government 
employees versus contractor personnel 
to perform a particular activity will 
depend on a number of considerations, 
such as whether the work is critical or 
closely associated with inherently 
governmental functions, the particular 
mission of the agency, the current 
capability of government employees to 
understand the mission and manage 
contractors, and how the function will 

be delivered to the agency by the 
contractor. 

A number of clarifications have been 
made throughout the document to 
capture these differences, such as in 
connection with the lists of inherently 
governmental and closely associated 
functions in Appendix A and Appendix 
B. OFPP does not believe definitions 
need to be added to the policy letter at 
this time, but will review with the FAR 
Council if further clarification is 
required as regulatory changes are 
develop to implement the policy letter. 

6. Small Business Contracting 

Many respondents expressed concern 
that the rebalancing called for in the 
policy letter could harm small 
businesses. These respondents offered a 
number of recommendations to mitigate 
this impact, such as excluding all 
contracts that were awarded under set- 

asides from insourcing without a formal 
justification and approval, and having 
the Small Business Administration 
review proposed insourcing actions. 

Response: OFPP does not anticipate a 
widespread shift away from contractors 
as a result of the requirements in the 
policy letter. As the policy letter 
explains, insourcing is intended to be a 
management tool—not an end in itself— 
to address certain types of overreliance 
on contractors. In many cases, 
overreliance may be corrected by 
allocating additional resources to 
contract management—i.e., an agency 
does not necessarily need to take work 
away from contractors and have it 
performed by Federal employees. 
However, some insourcing is taking 
place and will be undertaken in the 
future in some situations, such as where 
an agency determines that outsourced 
work is inherently governmental or 
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where the agency is at risk of losing 
control of its operations regarding work 
of a critical nature. To minimize the 
negative impact of these actions on 
small businesses, the final policy letter 
requires agencies to take two actions. 
First, when prioritizing what contracted 
work should be reviewed for potential 
insourcing, agencies are instructed to 
generally place a lower priority on 
reviewing work performed by small 
businesses where the work is not 
inherently governmental and where 
continued contractor performance does 
not put the agency at risk of losing 
control of its mission and operations. 
Second, agencies are instructed to apply 
the ‘‘rule of two’’ to work that will 
continue to be performed by contractors 
following the insourcing of part of the 
work (the rule of two calls for a contract 
to be set aside for small businesses 
when at least two small businesses can 
do the work for a fair market price). 
Application of this rule should increase 
the amount of residual work remaining 
in the hands of small businesses that 
can perform the work cost effectively. 

7. Human Capital Planning 
A number of respondents 

acknowledged the connection that exists 
between human capital planning, clear 
guidance on the performance of 
inherently governmental, closely 
associated, and critical functions, and 
the ability to effectively evaluate the 
need for rebalancing. However, 
reactions were mixed regarding the 
value of addressing hiring ceilings and 
funding constraints. Some thought these 
were appropriate considerations for 
assessing the current and desired mix of 
Federal employees and contractors in an 
organization. Others felt that the 
assessment should remain focused 
exclusively on the nature of the 
function. 

Response: Striking the right balance of 
work performed by Federal employees 
and contractors is a shared 
responsibility between human capital, 
acquisition, program, and financial 
management offices. Issues such as 
hiring ceilings and funding constraints 
were referenced in the guidance 
document because these issues are part 
of the challenges that agency officials 
must address in executing their 
responsibilities and determining the 
best mix of labor resources. OFPP and 
other organizations within OMB are 
working with the Chief Human Capital 
Officers (CHCO) Council to ensure 
agency human capital officers 
understand their role and 
responsibilities. OMB will work with 
the CHCO Council to determine the 
appropriate type of supplementary 

materials that might be needed when 
the policy letter is finalized. 

8. Other Issues 
a. The role of cost in rebalancing 

decisions. Several respondents raised 
concern that the policy letter provides 
insufficient guidance on the parameters 
for insourcing when based on a 
determination that public sector 
performance is more cost effective than 
private sector performance. They 
suggested that the policy letter lay out 
the steps for performing a cost 
comparison and define key terms such 
as ‘‘cost effective,’’ ‘‘fully loaded cost’’ 
and ‘‘indirect cost.’’ 

Response: The proposed policy 
letter’s discussion of insourcing focuses 
primarily on situations where an agency 
identifies improper reliance on 
contractors, namely, where the 
outsourced work is inherently 
governmental, or where the agency is at 
risk of losing control of its mission and 
operations. These circumstances, in 
particular, were highlighted in section 
321 of the FY 2009 NDAA and the 
President’s Memorandum on 
Government Contracting and have been 
the subject of reports issued in recent 
years addressing the use of contractors. 
The policy letter acknowledges that cost 
may also be a basis for insourcing, and 
requires in such situations that agency 
officials ensure that the agency’s 
analysis fairly takes into account the full 
cost of performance by both sectors to 
support a determination that insourcing 
will save money. OFPP agrees that 
additional guidance in this area may be 
beneficial, and is reviewing the need for 
such guidance, but believes that 
additional coverage of the type 
described by the respondents, if 
appropriate, is better addressed as a 
supplement to existing guidance on 
insourcing, such as that in Appendix 3 
of OMB Memorandum M–09–26, 
Managing the Multi-Sector Workforce 
(July 29, 2009), which implements 
section 736 of Division D of the 
Omnibus Appropriations Act, 2009 
(Pub. L. 111–8), or Circular A–76, which 
addresses the use of public-private 
competition to outsource or insource 
work that may appropriately be 
performed by either sector. 

b. Management responsibilities. Some 
respondents recommended that the 
contents of the policy letter be 
reorganized, such as by consolidating 
the discussion of management 
responsibilities, rather than addressing 
these responsibilities separately for 
inherently governmental, closely 
associated and critical functions. A few 
respondents also recommended listing, 
either in the text or an additional 

appendix, all laws that require work to 
be performed by Federal employees. 

Response: OFPP has reorganized the 
policy letter to create a comprehensive 
and consolidated discussion of 
management responsibilities that 
agencies must undertake before and 
after awarding a contract to ensure 
proper and effective implementation of 
policies associated with the 
performance of inherently 
governmental, closely associated, and 
critical functions. This consolidated 
discussion of pre-award and post-award 
responsibilities more clearly recognizes 
that oversight responsibilities for each 
of these functional categories are 
interrelated. The policy letter includes 
citations to relevant laws with 
government-wide or broad applicability 
but does not include a list of all laws 
requiring reservation, a number of 
which are agency-specific and best 
addressed individually by affected 
agencies. 

c. Tribal organizations. 
Representatives of Tribal organizations 
requested that language be added to the 
policy letter exempting Federal 
government agreements with Tribal 
government organizations under the 
Indian Self-Determination and 
Education Assistance Act (ISDEAA), as 
amended, 25 U.S.C. 450 et seq. They 
provided a number of statutory and 
policy reasons for differentiating these 
agreements, which address a 
government-to-government relationship, 
from government procurement 
contracts, the principal purpose of 
which is to acquire products and 
services for the direct benefit or use of 
the United States Government. They 
stated that the ISDEAA, at 25 U.S.C. 
458aaa–9, expressly exempts the former 
agreements from the application of 
Federal acquisition regulations. 

Response: The policy letter is issued 
pursuant to section 6(a) of the Office of 
Federal Procurement Policy Act, which 
charges the Administrator for Federal 
Procurement Policy with providing 
overall policy direction for agencies’ 
acquisition of products and services. In 
accordance with the OFPP Act, the 
policy letter focuses on the relationship 
between the Federal government and its 
contractors—that is, entities who are 
providing a product or service for the 
direct benefit of an agency under a 
Federal procurement contract. The 
policy letter is not intended to modify 
or otherwise affect any rights or 
limitations set forth under the Act, 
including either the right of Tribal 
governments to assume and carry out 
functions under the ISDEAA or 
limitations imposed by the ISDEAA on 
a Tribal government’s ability to assume 
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responsibility for an inherently Federal 
function as that term is used under the 
Act. 

d. Foreign indirect hire employees 
working with U.S. Forces. During the 
disposition of comments, a question was 
raised regarding the applicability of this 
guidance to foreign indirect hire 
employees, as that term is defined in 
Defense Department (DoD) guidance. 

Response: DoD guidance defines 
indirect hire employees as ‘‘local 
national personnel assigned by the host 
government to work with U.S. Forces.’’ 
This guidance goes on to state that such 
personnel are not employees of the 
United States and cannot perform 
inherently governmental functions.’’ See 
DOD Financial Management Regulation, 
Volume 5, Chapter 33, ¶ 330204 (August 
2010). Nothing in this policy letter is 
intended to modify the Department’s 
guidance. Thus, restrictions on the use 
of contractors to perform inherently 
governmental functions would also 
apply to foreign indirect hire employees 
working with U.S. Forces. 

Daniel I. Gordon, 
Administrator. 

POLICY LETTER 11–01 

TO THE HEADS OF CIVILIAN 
EXECUTIVE DEPARTMENTS AND 
AGENCIES 

SUBJECT: Performance of Inherently 
Governmental and Critical Functions 

1. Purpose. This guidance establishes 
Executive Branch policy addressing the 
performance of inherently governmental 
functions and critical functions. The 
policy is intended to assist agency 
officers and employees in ensuring that 
only Federal employees perform work 
that is inherently governmental or 
otherwise needs to be reserved to the 
public sector. The policy is further 
intended to help agencies manage 
functions that are closely associated 
with inherently governmental functions 
and critical functions, which are often 
performed by both Federal employees 
and contractors. 

Nothing in this guidance is intended 
to discourage the appropriate use of 
contractors. Contractors can provide 
expertise, innovation, and cost-effective 
support to Federal agencies for a wide 
range of services. Reliance on 
contractors is not, by itself, a cause for 
concern, provided that the work that 
they perform is not work that should be 
reserved for Federal employees and that 
Federal officials are appropriately 
managing and overseeing contractor 
performance. 

2. Authority. This policy letter is 
issued pursuant to section 6(a) of the 

Office of Federal Procurement Policy 
Act, 41 U.S.C. 405(a), the President’s 
March 4, 2009, Memorandum on 
Government Contracting, and section 
321 of the Duncan Hunter National 
Defense Authorization Act for Fiscal 
Year 2009, Public Law 110–417. 

3. Definitions. 
‘‘Inherently governmental function,’’ 

as defined in section 5 of the Federal 
Activities Inventory Reform Act, Public 
Law 105–270, means a function that is 
so intimately related to the public 
interest as to require performance by 
Federal Government employees. 

(a) The term includes functions that 
require either the exercise of discretion 
in applying Federal Government 
authority or the making of value 
judgments in making decisions for the 
Federal Government, including 
judgments relating to monetary 
transactions and entitlements. An 
inherently governmental function 
involves, among other things, the 
interpretation and execution of the laws 
of the United States so as — 

(1) to bind the United States to take 
or not to take some action by contract, 
policy, regulation, authorization, order, 
or otherwise; 

(2) to determine, protect, and advance 
United States economic, political, 
territorial, property, or other interests by 
military or diplomatic action, civil or 
criminal judicial proceedings, contract 
management, or otherwise; 

(3) to significantly affect the life, 
liberty, or property of private persons; 

(4) to commission, appoint, direct, or 
control officers or employees of the 
United States; or 

(5) to exert ultimate control over the 
acquisition, use, or disposition of the 
property, real or personal, tangible or 
intangible, of the United States, 
including the collection, control, or 
disbursement of appropriations and 
other Federal funds. 

(b) The term does not normally 
include— 

(1) gathering information for or 
providing advice, opinions, 
recommendations, or ideas to Federal 
Government officials; or 

(2) any function that is primarily 
ministerial and internal in nature (such 
as building security, mail operations, 
operation of cafeterias, housekeeping, 
facilities operations and maintenance, 
warehouse operations, motor vehicle 
fleet management operations, or other 
routine electrical or mechanical 
services). 

‘‘Critical function’’ means a function 
that is necessary to the agency being 
able to effectively perform and maintain 
control of its mission and operations. 

Typically, critical functions are 
recurring and long-term in duration. 

4. Policy. It is the policy of the 
Executive Branch to ensure that 
government action is taken as a result of 
informed, independent judgments made 
by government officials. Adherence to 
this policy will ensure that the act of 
governance is performed, and decisions 
of significant public interest are made, 
by officials who are ultimately 
accountable to the President and bound 
by laws controlling the conduct and 
performance of Federal employees that 
are intended to protect or benefit the 
public and ensure the proper use of 
funds appropriated by Congress. To 
implement this policy, agencies must 
reserve certain work for performance by 
Federal employees and take special care 
to retain sufficient management 
oversight over how contractors are used 
to support government operations and 
ensure that Federal employees have the 
technical skills and expertise needed to 
maintain control of the agency mission 
and operations. 

(a) Performance of work by Federal 
employees. To ensure that work that 
should be performed by Federal 
employees is properly reserved for 
government performance, agencies 
shall: 

(1) ensure that contractors do not 
perform inherently governmental 
functions (see section 5–1); 

(2) give special consideration to 
Federal employee performance of 
functions closely associated with 
inherently governmental functions and, 
when such work is performed by 
contractors, provide greater attention 
and an enhanced degree of management 
oversight of the contractors’ activities to 
ensure that contractors’ duties do not 
expand to include performance of 
inherently governmental functions (see 
sections 5–1(a) and 5–2(a) and 
Appendices B and C); and 

(3) ensure that Federal employees 
perform and/or manage critical 
functions to the extent necessary for the 
agency to operate effectively and 
maintain control of its mission and 
operations (see sections 5–1(b) and 5– 
2b). 

(b) Management and oversight of 
Federal contractors. When work need 
not be reserved for Federal performance 
and contractor performance is 
appropriate, agencies shall take steps to 
employ and train an adequate number of 
government personnel to administer 
contracts and protect the public interest 
through the active and informed 
management and oversight of contractor 
performance, especially where contracts 
have been awarded for the performance 
of critical functions, functions closely 
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associated with the performance of 
inherently governmental functions, or 
where, due to the nature of the contract 
services provided, there is a potential 
for confusion as to whether work is 
being performed by government 
employees or contractors. Contract 
management should be appropriate to 
the nature of the contract, ensure that 
government officials are performing 
oversight at all times, and make clear to 
other government organizations or to the 
public when citizens are receiving 
service from contractors. 

(c) Strategic human capital planning. 
(1) As part of strategic human capital 

planning, agencies shall— 
(i) dedicate a sufficient amount of 

work to performance by Federal 
employees in order to build 
competencies (both knowledge and 
skills), provide for continuity of 
operations, and retain institutional 
knowledge of operations; 

(ii) ensure that sufficient personnel 
with appropriate training, experience, 
and expertise are available, and will 
remain available for the duration of the 
contract, to manage and oversee every 
contractor’s performance and evaluate 
and approve or disapprove the 
contractor’s work products and services, 
recruiting and retaining the necessary 
Federal talent where it is lacking; and 

(iii) consider the impact of decisions 
to establish a specified level of 
government employee authorizations (or 
military end strength) or available 
funding on the ability to use Federal 
employees to perform work that should 
be reserved for performance by such 
employees and take appropriate action 
if there is a shortfall. 

(2) Agencies’ annual Human Capital 
Plan for Acquisition shall identify 
specific strategies and goals for 
addressing both the size and capability 
of the acquisition workforce, including 
program managers and contracting 
officer’s representatives. The number of 
personnel required to administer a 
particular contract is a management 
decision to be made after analysis of a 
number of factors. These include, 
among others: 

(i) scope of the activity in question; 
(ii) technical complexity of the project 

or its components; 
(iii) technical capability, numbers, 

and workload of Federal management 
officials; 

(iv) inspection techniques available; 
(v) proven adequacy and reliability of 

contractor project management; 
(vi) sophistication and track record of 

contract administration organizations 
within the agency; 

(vii) importance and criticality of the 
function; and 

(viii) the level of risk associated with 
performance of the function and its 
performance by a contractor. 

5. Implementation guidelines and 
responsibilities. Agencies shall use the 
guidelines below to determine: (1) 
whether their requirements involve the 
performance of inherently governmental 
functions, functions closely associated 
with inherently governmental functions, 
or critical functions; and (2) the type 
and level of management attention 
necessary to ensure that functions that 
should be reserved for Federal 
performance are not materially limited 
by or effectively transferred to 
contractors and that functions that are 
suitable for contractor performance are 
properly managed. Determining the type 
and level of management required 
typically requires agencies to consider 
the totality of circumstances 
surrounding how, where, and when 
work is to be performed. Special 
exceptions to these guidelines may 
exist, such as for statutorily authorized 
personal services contracting. 

5–1. Guidelines for identifying 
inherently governmental functions and 
critical functions. Agencies must ensure 
that inherently governmental functions 
are reserved exclusively for performance 
by Federal employees. Agencies must 
further ensure that a sufficient number 
of Federal employees are dedicated to 
the performance and/or management of 
critical functions so that Federal 
employees can provide for the 
accomplishment of, and maintain 
control over, their mission and 
operations. Proper identification of 
inherently governmental and critical 
functions is the first step for meeting 
these requirements. 

(a) Determining whether a function is 
inherently governmental. Every Federal 
Government organization performs 
some work that is so intimately related 
to the public interest as to require 
performance by Federal Government 
employees. Agencies should review the 
definition of inherently governmental 
functions in section 3, any other 
statutory provisions that identify a 
function as inherently governmental, 
and the illustrative list of inherently 
governmental functions in Appendix A. 
In no case should any function 
described in the definition, identified in 
statute as inherently governmental, or 
appearing on the list be considered for 
contract performance. If a function is 
not listed in Appendix A or identified 
in a statutory provision as inherently 
governmental, agencies should 
determine whether the function 
otherwise falls within the definition in 
section 3 by evaluating, on a case-by- 
case basis, the nature of the work and 

the level of discretion associated with 
performance of the work using the tests 
below. 

(1) Tests for identifying inherently 
governmental functions. A function 
meeting either of the following tests 
should be considered inherently 
governmental. 

(i) The nature of the function. 
Functions which involve the exercise of 
sovereign powers of the United States 
are governmental by their very nature. 
Examples of functions that, by their 
nature, are inherently governmental are 
officially representing the United States 
in an inter-governmental forum or body, 
arresting a person, and sentencing a 
person convicted of a crime to prison. 
A function may be classified as 
inherently governmental based strictly 
on its uniquely governmental nature 
and without regard to the type or level 
of discretion associated with the 
function. 

(ii) The exercise of discretion. 
(A) A function requiring the exercise 

of discretion shall be deemed inherently 
governmental if the exercise of that 
discretion commits the government to a 
course of action where two or more 
alternative courses of action exist and 
decision making is not already limited 
or guided by existing policies, 
procedures, directions, orders, and other 
guidance that: 

(I) identify specified ranges of 
acceptable decisions or conduct 
concerning the overall policy or 
direction of the action; and 

(II) subject the discretionary decisions 
or conduct to meaningful oversight and, 
whenever necessary, final approval by 
agency officials. 

(B) A function may be appropriately 
performed by a contractor consistent 
with the restrictions in this section— 
including those involving the exercise 
of discretion that has the potential for 
influencing the authority, 
accountability, and responsibilities of 
government officials—where the 
contractor does not have the authority to 
decide on the overall course of action, 
but is tasked to develop options or 
implement a course of action, and the 
agency official has the ability to 
override the contractor’s action. The fact 
that decisions are made, and discretion 
exercised, by a contractor in performing 
its duties under the contract is not, by 
itself, determinative of whether the 
contractor is performing an inherently 
governmental function. For instance, 
contractors routinely, and properly, 
exercise discretion in performing 
functions for the Federal Government 
when, providing advice, opinions, or 
recommended actions, emphasizing 
certain conclusions, and, unless 
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specified in the contract, deciding what 
techniques and procedures to employ, 
whether and whom to consult, what 
research alternatives to explore given 
the scope of the contract, or how 
frequently to test. 

(C) A function is not appropriately 
performed by a contractor where the 
contractor’s involvement is or would be 
so extensive, or the contractor’s work 
product so close to a final agency 
product, as to effectively preempt the 
Federal officials’ decision-making 
process, discretion or authority. Such 
circumstances may be avoided by: (i) 
carefully delineating in the statement of 
work the contractor’s responsibilities 
and types of decisions expected to be 
made in carrying out these 
responsibilities and (ii) having Federal 
employees oversee and, as necessary, 
give final approval of contractor 
conduct and decisions. This requires 
that a sufficient number of in-house 
personnel with the appropriate training 
and expertise be available and remain 
available through the course of the 
contract to make independent and 
informed evaluations of the contractor’s 
work, approve or disapprove that work, 
perform all inherently governmental 
functions, and preclude the transfer of 
inherently governmental responsibilities 
to the contractor. Agencies should 
consider whether time constraints, the 
operational environment, or other 
conditions may limit their ability to 
effectively manage the contractor’s 
actions or inappropriately restrict their 
final approval authority. If this is the 
case, government performance may be 
the only way that Federal officials can 
retain control of their inherently 
governmental responsibilities. For 
example, providing security in a 
volatile, high-risk environment may be 
inherently governmental if the 
responsible Federal official cannot 
anticipate the circumstances and 
challenges that may arise, and cannot 
specify the range of acceptable conduct 
(as required by paragraph 5–1(a)(1)(ii)). 
Agencies should also consider if the 
level of management and oversight that 
would be needed to retain government 
control of the operation and preclude 
the transfer of inherently governmental 
responsibilities to the contractor would 
result in unauthorized personal 
services. In such cases, the function 
should not be contracted out. 

(2) Functions closely associated with 
inherently governmental functions. As 
agencies identify inherently 
governmental functions, they should 
bear in mind that certain services and 
actions that generally are not considered 
to be inherently governmental functions 
may approach being in that category 

because of the nature of the function 
and the risk that performance may 
impinge on Federal officials’ 
performance of an inherently 
governmental function. See Appendix B 
for list of examples. Although closely 
associated functions are not reserved 
exclusively for performance by Federal 
employees, section 736 of Division D of 
the Omnibus Appropriations Act, 2009, 
Public Law 111–8, requires civilian 
agencies subject to the FAIR Act to give 
special consideration to using Federal 
employees to perform these functions. 
Similarly, the Department of Defense is 
required to ensure special consideration 
is given to Federal employee 
performance consistent with the 
requirements of 10 U.S.C. 2463. The 
Department is further required, to the 
maximum extent practicable, to 
minimize reliance on contractors 
performing functions closely associated 
with inherently governmental functions 
consistent with 10 U.S.C. 2330a. 
Civilian agencies shall refer to OMB 
Memorandum M–09–26, Managing the 
Multi-Sector Workforce (July 29, 2009), 
Attachment 3 for criteria addressing the 
in-sourcing of work under Public Law 
111–8. The OMB Memorandum is 
available at http:// 
www.whitehouse.gov/sites/default/ 
files/omb/assets/memoranda_fy2009/m- 
09-26.pdf. 

(b) Determining whether a function is 
critical. Determining the criticality of a 
function requires the exercise of 
informed judgment by agency officials. 
The criticality of the function depends 
on the mission and operations, which 
will differ between agencies and within 
agencies over time. In making that 
determination, the officials shall 
consider the importance that a function 
holds for the agency and its mission and 
operations. The more important the 
function, the more important that the 
agency have internal capability to 
maintain control of its mission and 
operations. Examples of critical 
functions might include: analyzing areas 
of tax law that impose significant 
compliance burdens on taxpayers for 
the Internal Revenue Service’s Office of 
the Taxpayer Advocate and performing 
mediation services for the Federal 
Mediation and Conciliation Service. 
Where a critical function is not 
inherently governmental, the agency 
may appropriately consider filling 
positions dedicated to the function with 
both Federal employees and contractors. 
However, to meet its fiduciary 
responsibility to the taxpayers, the 
agency must have sufficient internal 
capability to control its mission and 

operations and must ensure it is cost 
effective to contract for the services. 

(1) Sufficient internal capability— 
(i) generally requires that an agency 

have an adequate number of positions 
filled by Federal employees with 
appropriate training, experience, and 
expertise to understand the agency’s 
requirements, formulate alternatives, 
take other appropriate actions to 
properly manage and be accountable for 
the work product, and continue critical 
operations with in-house resources, 
another contractor, or a combination of 
the two, in the event of contractor 
default; and 

(ii) further requires that an agency 
have the ability and internal expertise to 
oversee and manage any contractors 
used to support the Federal workforce. 

(2) Determinations concerning what 
constitutes sufficient internal capability 
must be made on a case-by-case basis 
taking into account, among other things 
the: 

(i) agency’s mission; 
(ii) complexity of the function and the 

need for specialized skill; 
(iii) current strength of the agency’s 

in-house expertise; 
(iv) current size and capability of the 

agency’s acquisition workforce; and 
(v) effect of contractor default on 

mission performance. 
(c) Handling of work performed by 

Federally Funded Research and 
Development Centers (FFRDCs) and 
University Affiliated Research Centers 
(UARCs). In some circumstances, work 
that is closely associated with the 
performance of inherently governmental 
functions, or work that is critical to 
maintaining control of an agency’s 
mission and operations, may be 
performed by FFRDCs or UARCs (with 
appropriate oversight by Federal 
officials and pursuant to properly 
executed contracts). These contractors 
provide essential engineering, research, 
development, and analysis capabilities 
to support agencies in the performance 
of their responsibilities and mission. 
FFRDCs and UARCs and their 
employees are not allowed to perform 
inherently governmental functions. 
Agencies shall also refer to the 
requirements in FAR Part 37 regarding 
requirements pertaining to the conduct 
of FFRDCs. 

5–2. Management responsibilities in 
connection with the planning and 
awarding of contracts. 

(a) Pre-award. As part of acquisition 
planning, agencies shall confirm that 
the services to be procured do not 
include work that must be reserved for 
performance by Federal employees and 
that the agency will be able to manage 
the contractor consistent with its 
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responsibility to perform all inherently 
governmental functions and maintain 
control of its mission and operations. 
For the procurement of services above 
the simplified acquisition threshold, the 
contract file shall include 
documentation of this confirmation 
from the agency head or designated 
requirements official to the contracting 
officer. The contract file should include 
analysis that establishes, at a minimum, 
that: 

(1) the function to be contracted does 
not appear on the list of inherently 
governmental functions in Appendix A 
and does not otherwise qualify as an 
inherently governmental function, 
taking into consideration, as necessary, 
the tests in subsection 5–1(a); 

(2) a statute, such as an annual 
appropriations act, does not identify the 
function as inherently governmental or 
otherwise require it to be performed by 
Federal employees; 

(3) the proposed role for the 
contractor is not so extensive that the 
ability of senior agency management to 
develop and consider options or take an 
alternative course of action is or would 
be preempted or inappropriately 
restricted; 

(4) if the function is closely associated 
with an inherently governmental one— 

(i) special consideration has been 
given to using Federal employees to 
perform the function in accordance with 
applicable law and implementing 
guidance; 

(ii) the agency has sufficient capacity 
and capability to give special 
management attention to contractor 
performance, limit or guide the 
contractor’s exercise of discretion, 
ensure reasonable identification of 
contractors and contractor work 
products, avoid or mitigate conflicts of 
interest, and preclude unauthorized 
personal services; 

(iii) the agency will comply with the 
checklist of responsibilities in 
Appendix C; and 

(5) if the function is a critical 
function, the agency has sufficient 
internal capability to control its mission 
and operations as provided at 
subsection 5–1(b). 

(b) Post-award. Agencies should 
review, on an ongoing basis, the 
functions being performed by their 
contractors, paying particular attention 
to the way in which contractors are 
performing, and agency personnel are 
managing, contracts involving functions 
that are closely associated with 
inherently governmental functions (see 
subsection 5–1(a) and Appendix B) and 
contracts involving critical functions 
(see subsection 5–1(b)). These reviews 
should be conducted in connection with 

the development and analysis of 
inventories of service contracts. 
Through the use of an inventory, an 
agency manager can gain insight into 
where, and the extent to which, 
contractors are being used to perform 
activities by analyzing how contracted 
resources are distributed by function 
and location across the agency and 
within its components. Civilian 
agencies should refer to section 743 of 
Division C of the Consolidated 
Appropriations Act, 2010 (Public Law 
111–117) and OFPP Memorandum to 
Chief Acquisition Officers and Senior 
Procurement Executives, Service 
Contract Inventories, November 5, 2010. 
Department of Defense services and 
agencies should refer to section 2330a of 
Title 10 of the United States Code. 

(1) Contractor performance of 
inherently governmental functions. If a 
determination is made that a contractor 
is performing work that is inherently 
governmental (or involves unauthorized 
personal services), but the contract, 
properly defined, does not entail 
performance of inherently governmental 
functions or unauthorized personal 
services, the agency shall take prompt 
corrective actions. In some cases, 
government control over, and 
performance of, inherently 
governmental responsibilities can be 
reestablished by strengthening contract 
oversight using government employees 
with appropriate subject matter 
expertise and following the protocols 
identified in FAR 37.114 (see also 
Appendix C). However, agencies must 
ensure that increasing the level of 
government oversight and control does 
not result in unauthorized personal 
services as provided by FAR 37.104 If 
government control of inherently 
governmental functions cannot be 
reestablished, agencies will need to in- 
source work on an accelerated basis 
through the timely development and 
execution of a hiring plan timed, if 
possible, to permit the non-exercise of 
an option or the termination of that 
portion of the contract being used to 
fulfill inherently governmental 
responsibilities. 

(2) Overreliance on contractors to 
perform critical functions. While 
contractor performance of critical 
functions is common, if the agency 
determines that internal control of its 
mission and operations is at risk due to 
overreliance on contractors to perform 
critical functions, requiring activities 
should work with their human capital 
office to develop and execute a hiring 
and/or development plan. Requiring 
activities should also work with the 
acquisition office to address the 
handling of ongoing contracts and the 

budget and finance offices to secure the 
necessary funding to support the needed 
in-house capacity. Agencies should also 
consider application of the 
responsibilities outlined in Appendix C, 
as appropriate. 

If an agency has sufficient internal 
capability to control its mission and 
operations, the extent to which 
additional work is performed by Federal 
employees should be based on cost 
considerations. Supporting cost analysis 
should address the full costs of 
government and private sector 
performance and provide like 
comparisons of costs that are of a 
sufficient magnitude to influence the 
final decision on the most cost effective 
source of support for the organization. 

(c) Analyzing functions. A function 
often includes multiple activities, or 
tasks, some of which may be inherently 
governmental, some of which may be 
closely associated with inherently 
governmental work, and some may be 
neither. By evaluating work at the 
activity level, an agency may be able to 
more easily differentiate tasks within a 
function that may be performed only by 
Federal employees from those tasks that 
can be performed by either Federal 
employees or contractors without 
blurring the line between the role of 
Federal employees and contractors. 

5–3. Management responsibilities in 
connection with small business 
contracting. 

(a) Lower prioritization for review. 
When prioritizing what outsourced 
work should be reviewed for potential 
insourcing, agencies generally should 
place a lower priority on reviewing 
work performed by small businesses 
when the work is not inherently 
governmental and where continued 
contractor performance does not put the 
agency at risk of losing control of its 
mission or operations, especially if the 
agency has not recently met, or 
currently is having difficulty meeting, 
its small business goals, including any 
of its socioeconomic goals. The agency 
should involve its small business 
advocate if considering the insourcing 
of work currently being performed by 
small businesses. 

(b) Considerations when contracted 
work is identified for insourcing. If part 
of a contracted function to be insourced 
is currently being performed by both 
small and large businesses, the ‘‘rule of 
two’’ should be applied in deciding 
between small and large businesses that 
will perform the contracted work that 
remains in the private sector. The ‘‘rule 
of two’’ set out in FAR subpart 19.5 
requires that acquisitions be reserved for 
award to small businesses, or certain 
subsets of small businesses, if there are 
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two or more responsible small 
businesses capable of performing the 
work at fair market prices. The agency 
should involve its small business 
representative in the same manner as it 
would in working with the acquisition 
and program office in evaluating 
opportunities for small businesses for 
new work. In addition, if contracted 
work not currently being performed by 
small businesses is reduced as part of an 
insourcing, the agency should carefully 
consider during recompetition whether 
it can be totally or partially set-aside for 
small businesses. 

5–4. Additional agency management 
responsibilities. 

(a) Duty of Federal employees. Every 
Federal manager and their employees 
have an obligation to help avoid 
performance by contractors of 
responsibilities that should be reserved 
for Federal employees. Although 
contractors provide important support 
to the agency, they may not be 
motivated solely by the public interest, 
and may be beyond the reach of 
management controls applicable to 
Federal employees. As part of this 
obligation, Federal managers and 
employees who rely on contractors or 
their work product must take 
appropriate steps, in accordance with 
agency procedures, to ensure that any 
final agency action complies with the 
laws and policies of the United States 
and reflects the independent 
conclusions of agency officials and not 
those of contractors. These steps shall 
include increased attention and 
examination where contractor work 
product involves advice, opinions, 
recommendations, reports, analyses, 
and similar deliverables that are to be 
considered in the course of a Federal 
employee’s official duties and may have 
the potential to influence the authority, 
accountability, and responsibilities of 
the employee. 

(b) Development of agency 
procedures. Agencies shall develop and 
maintain internal procedures to address 
the requirements of this guidance. 
Those procedures shall be reviewed by 
agency management no less than every 
two years. 

(c) Training. Agencies shall take 
appropriate steps to help their 
employees understand and meet their 
responsibilities under this guidance. 
Steps should include training, no less 
than every two years, to improve 
employee awareness of their 
responsibilities. 

(d) Review of internal management 
controls. Agencies should periodically 
evaluate the effectiveness of their 
internal management controls for 
reserving work for Federal employees 

and identify any material weaknesses in 
accordance with OMB Circular A–123, 
Management’s Responsibility for 
Internal Control, and OFPP’s Guidelines 
for Assessing the Acquisition Function, 
available at http:// 
www.whitehouse.gov/omb/ 
circulars_a123/. 

(e) Designation of responsible 
management official(s). Each Federal 
agency with 100 or more full-time 
employees in the prior fiscal year shall 
identify one or more senior officials to 
be accountable for the development and 
implementation of agency policies, 
procedures, and training to ensure the 
appropriate reservation of work for 
Federal employees in accordance with 
this guidance. Each such agency shall 
submit the names and titles of the 
designated officials, along with contact 
information, by June 30 annually to 
OMB on the following MAX Web site: 
https://max.omb.gov/community/x/ 
VwkQIg. 

6. Judicial review. This policy letter 
is not intended to provide a 
constitutional or statutory interpretation 
of any kind and it is not intended, and 
should not be construed, to create any 
right or benefit, substantive or 
procedural, enforceable at law by a 
party against the United States, its 
agencies, its officers, or any person. It is 
intended only to provide policy 
guidance to agencies in the exercise of 
their discretion concerning Federal 
contracting. Thus, this policy letter is 
not intended, and should not be 
construed, to create any substantive or 
procedural basis on which to challenge 
any agency action or inaction on the 
ground that such action or inaction was 
not in accordance with this policy letter. 

7. Effective date. This policy letter is 
effective October 12, 2011. 
Daniel I. Gordon, 
Administrator. 

Appendix A. Examples of inherently 
governmental functions 

The following is an illustrative list of 
functions considered to be inherently 
governmental. This list should be 
reviewed in conjunction with the list of 
functions closely associated with 
inherently governmental functions 
found in Appendix B to better 
understand the differences between the 
actions identified on each list. 

Note: For most functions, the list also 
identifies activities performed in 
connection with the stated function. In 
many cases, a function will include 
multiple activities, some of which may 
not be inherently governmental. 

1. The direct conduct of criminal 
investigation. 

2. The control of prosecutions and 
performance of adjudicatory functions 
(other than those relating to arbitration 
or other methods of alternative dispute 
resolution). 

3. The command of military forces, 
especially the leadership of military 
personnel who are performing a combat, 
combat support or combat service 
support role. 

4. Combat. 
5. Security provided under any of the 

circumstances set out below. This 
provision should not be interpreted to 
preclude contractors taking action in 
self-defense or defense of others against 
the imminent threat of death or serious 
injury. 

(a) Security operations performed in 
direct support of combat as part of a 
larger integrated armed force. 

(b) Security operations performed in 
environments where, in the judgment of 
the responsible Federal official, there is 
significant potential for the security 
operations to evolve into combat. Where 
the U.S. military is present, the 
judgment of the military commander 
should be sought regarding the potential 
for the operations to evolve into combat. 

(c) Security that entails augmenting or 
reinforcing others (whether private 
security contractors, civilians, or 
military units) that have become 
engaged in combat. 

6. The conduct of foreign relations 
and the determination of foreign policy. 

7. The determination of agency 
policy, such as determining the content 
and application of regulations. 

8. The determination of budget policy, 
guidance, and strategy. 

9. The determination of Federal 
program priorities or budget requests. 

10. The selection or non-selection of 
individuals for Federal Government 
employment, including the interviewing 
of individuals for employment. 

11. The direction and control of 
Federal employees. 

12. The direction and control of 
intelligence and counter-intelligence 
operations. 

13. The approval of position 
descriptions and performance standards 
for Federal employees. 

14. The determination of what 
government property is to be disposed 
of and on what terms (although an 
agency may give contractors authority to 
dispose of property at prices with 
specified ranges and subject to other 
reasonable conditions deemed 
appropriate by the agency). 

15. In Federal procurement activities 
with respect to prime contracts: 

(a) determining what supplies or 
services are to be acquired by the 
government (although an agency may 
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give contractors authority to acquire 
supplies at prices within specified 
ranges and subject to other reasonable 
conditions deemed appropriate by the 
agency); 

(b) participating as a voting member 
on any source selection boards; 

(c) approving of any contractual 
documents, including documents 
defining requirements, incentive plans, 
and evaluation criteria; 

(d) determining that prices are fair 
and reasonable; 

(e) awarding contracts; 
(f) administering contracts (including 

ordering changes in contract 
performance or contract quantities, 
making final determinations about a 
contractor’s performance, including 
approving award fee determinations or 
past performance evaluations and taking 
action based on those evaluations, and 
accepting or rejecting contractor 
products or services); 

(g) terminating contracts; 
(h) determining whether contract 

costs are reasonable, allocable, and 
allowable; and 

(i) participating as a voting member 
on performance evaluation boards. 

16. The selection of grant and 
cooperative agreement recipients 
including: (a) approval of agreement 
activities, (b) negotiating the scope of 
work to be conducted under grants/ 
cooperative agreements, (c) approval of 
modifications to grant/cooperative 
agreement budgets and activities, and 
(d) performance monitoring. 

17. The approval of agency responses 
to Freedom of Information Act requests 
(other than routine responses that, 
because of statute, regulation, or agency 
policy, do not require the exercise of 
judgment in determining whether 
documents are to be released or 
withheld), and the approval of agency 
responses to the administrative appeals 
of denials of Freedom of Information 
Act requests. 

18. The conduct of administrative 
hearings to determine the eligibility of 
any person for a security clearance, or 
involving actions that affect matters of 
personal reputation or eligibility to 
participate in government programs. 

19. The approval of Federal licensing 
actions and inspections. 

20. The collection, control, and 
disbursement of fees, royalties, duties, 
fines, taxes and other public funds, 
unless authorized by statute, such as 
title 31 U.S.C. 952 (relating to private 
collection contractors) and title 31 
U.S.C. 3718 (relating to private attorney 
collection services), but not including: 

(a) collection of fees, fines, penalties, 
costs or other charges from visitors to or 
patrons of mess halls, post or base 

exchange concessions, national parks, 
and similar entities or activities, or from 
other persons, where the amount to be 
collected is predetermined or can be 
readily calculated and the funds 
collected can be readily controlled using 
standard cash management techniques, 
and 

(b) routine voucher and invoice 
examination. 

21. The control of the Treasury 
accounts. 

22. The administration of public 
trusts. 

23. The drafting of official agency 
proposals for legislation, Congressional 
testimony, responses to Congressional 
correspondence, or responses to audit 
reports from an inspector general, the 
Government Accountability Office, or 
other Federal audit entity. 

24. Representation of the government 
before administrative and judicial 
tribunals, unless a statute expressly 
authorizes the use of attorneys whose 
services are procured through contract. 

Appendix B. Examples Of Functions 
Closely Associated With The 
Performance Of Inherently 
Governmental Functions 

The following is an illustrative list of 
functions that are generally not 
considered to be inherently 
governmental but are closely associated 
with the performance of inherently 
governmental functions. This list should 
be reviewed in conjunction with the list 
of inherently governmental functions in 
Appendix A to better understand the 
differences between the actions 
identified on each list. 

Note: For most functions, the list also 
identifies activities performed in 
connection with the stated function. In 
many cases, a function will include 
multiple activities, some of which may 
not be closely associated with 
performance of inherently governmental 
functions. 

1. Services in support of inherently 
governmental functions, including, but 
not limited to the following: 

(a) performing budget preparation 
activities, such as workload modeling, 
fact finding, efficiency studies, and 
should-cost analyses. 

(b) undertaking activities to support 
agency planning and reorganization. 

(c) providing support for developing 
policies, including drafting documents, 
and conducting analyses, feasibility 
studies, and strategy options. 

(d) providing services to support the 
development of regulations and 
legislative proposals pursuant to 
specific policy direction. 

(e) supporting acquisition, including 
in the areas of: 

i) acquisition planning, such as by— 
I) conducting market research, 
II) developing inputs for government 

cost estimates, and 
III) drafting statements of work and 

other pre-award documents; 
ii) source selection, such as by— 
I) preparing a technical evaluation 

and associated documentation; 
II) participating as a technical advisor 

to a source selection board or as a 
nonvoting member of a source selection 
evaluation board; and 

III) drafting the price negotiations 
memorandum; and 

iii) contract management, such as 
by— 

I) assisting in the evaluation of a 
contractor’s performance (e.g., by 
collecting information performing an 
analysis, or making a recommendation 
for a proposed performance rating), and 

II) providing support for assessing 
contract claims and preparing 
termination settlement documents. 

(f) Preparation of responses to 
Freedom of Information Act requests. 

2. Work in a situation that permits or 
might permit access to confidential 
business information or other sensitive 
information (other than situations 
covered by the National Industrial 
Security Program described in FAR 
4.402(b)). 

3. Dissemination of information 
regarding agency policies or regulations, 
such as conducting community relations 
campaigns, or conducting agency 
training courses. 

4. Participation in a situation where it 
might be assumed that participants are 
agency employees or representatives, 
such as attending conferences on behalf 
of an agency. 

5. Service as arbitrators or provision 
of alternative dispute resolution (ADR) 
services. 

6. Construction of buildings or 
structures intended to be secure from 
electronic eavesdropping or other 
penetration by foreign governments. 

7. Provision of inspection services. 
8. Provision of legal advice and 

interpretations of regulations and 
statutes to government officials. 

9. Provision of non-law-enforcement 
security activities that do not directly 
involve criminal investigations, such as 
prisoner detention or transport and non- 
military national security details. 

Appendix C. Responsibilities Checklist 
For Functions Closely Associated With 
Inherently Governmental Functions 

If the agency determines that 
contractor performance of a function 
closely associated with an inherently 
governmental function is appropriate, 
the agency shall— 
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1 On August 22, 2011, petitioner, Ms. Bell, also 
filed a petition for rulemaking, coupled with a 
request to suspend licensing decision. Those 
requests are under review by Commission advisers 
as a separate action. 

(1) limit or guide a contractor’s 
exercise of discretion and retain control 
of government operations by both— 

(i) establishing in the contract 
specified ranges of acceptable decisions 
and/or conduct; and 

(ii) establishing in advance a process 
for subjecting the contractor’s 
discretionary decisions and conduct to 
meaningful oversight and, whenever 
necessary, final approval by an agency 
official; 

(2) assign a sufficient number of 
qualified government employees, with 
expertise to administer or perform the 
work, to give special management 
attention to the contractor’s activities, in 
particular, to ensure that they do not 
expand to include inherently 
governmental functions, are not 
performed in ways not contemplated by 
the contract so as to become inherently 
governmental, do not undermine the 
integrity of the government’s decision- 
making process as provided by 
subsections 5–1(a)(1)(ii)(b) and (c), and 
do not interfere with Federal employees’ 
performance of the closely-associated 
inherently governmental functions (see 
subsection 5–2(b)(2) for guidance on 
steps to take where a determination is 
made that the contract is being used to 
fulfill responsibilities that are 
inherently governmental); 

(3) ensure that the level of oversight 
and management that would be needed 
to retain government control of 
contractor performance and preclude 
the transfer of inherently governmental 
responsibilities to the contractor would 
not result in unauthorized personal 
services as provided by FAR 37.104; 

(4) ensure that a reasonable 
identification of contractors and 
contractor work products is made 
whenever there is a risk that Congress, 
the public, or other persons outside of 
the government might confuse 
contractor personnel or work products 
with government officials or work 
products, respectively; and 

(5) take appropriate steps to avoid or 
mitigate conflicts of interest, such as by 
conducting pre-award conflict of 
interest reviews, to ensure contract 
performance is in accordance with 
objective standards and contract 
specifications, and developing a conflict 
of interest mitigation plan, if needed, 
that identifies the conflict and specific 
actions that will be taken to lessen the 
potential for conflict of interest or 
reduce the risk involved with a 
potential conflict of interest. 
[FR Doc. 2011–23165 Filed 9–9–11; 8:45 am] 

BILLING CODE P 

THE NATIONAL FOUNDATION ON THE 
ARTS AND THE HUMANITIES 

Meetings of Humanities Panel 

AGENCY: The National Endowment for 
the Humanities, The National 
Foundation on the Arts and the 
Humanities. 
ACTION: Cancellation of panel meeting. 

Notice is hereby given of the 
cancellation of the following meeting of 
the Humanities Panel at the Old Post 
Office, 1100 Pennsylvania Avenue, 
NW., Washington, DC 20506 which was 
published in the Federal Register on 
August 23, 2011, 76 FR 52698. 
Dates: September 27, 2011. 

Time: 9 a.m. to 5 p.m. 
Room: 315. 
Program: This meeting will review 

applications for Request for 
Proposals for A Cooperative 
Agreement with NEH to Support 
Bridging Cultures at Community 
Colleges, submitted to the Division 
Education Programs at the August 
23, 2011 deadline. 

Michael P. McDonald, 
Advisory Committee, Management Officer. 
[FR Doc. 2011–23264 Filed 9–9–11; 8:45 am] 

BILLING CODE 7536–01–P 

NUCLEAR REGULATORY 
COMMISSION 

[Docket No. 50–397–LR; ASLBP No. 11– 
912–03–LR–BD01] 

Energy Northwest; Establishment of 
Atomic Safety and Licensing Board 

Pursuant to delegation by the 
Commission dated December 29, 1972, 
published in the Federal Register, 37 FR 
28,710 (1972), and the Commission’s 
regulations, see, e.g., 10 CFR 2.104, 
2.105, 2.300, 2.309, 2.313, 2.318, and 
2.321, notice is hereby given that an 
Atomic Safety and Licensing Board 
(Board) is being established to preside 
over the following proceeding: 

Energy Northwest (Columbia 
Generating Station) 

This proceeding involves an 
application by Energy Northwest to 
renew for twenty years its operating 
license for Columbia Generating Station, 
which is located near Richland, 
Washington. The current operating 
license expires on December 20, 2023. 
In response to a Notice of Opportunity 
for Hearing, published in the Federal 
Register on March 11, 2010 (75 FR 
11,572), a request for hearing was 
submitted by Nina Bell, Executive 

Director, Northwest Environmental 
Advocates. The request, entitled 
‘‘Petition for Hearing and Leave to 
Intervene in Operating License Renewal 
for Energy Northwest’s Columbia 
Generating Station,’’ was received via E- 
Filing on August 22, 2011.1 

The Board is comprised of the 
following administrative judges: 
Alan S. Rosenthal, Chair, Atomic Safety 

and Licensing Board Panel, U.S. 
Nuclear Regulatory Commission, 
Washington, DC 20555–0001. 

Dr. Gary S. Arnold, Atomic Safety and 
Licensing Board Panel, U.S. Nuclear 
Regulatory Commission, Washington, 
DC 20555–0001. 

Dr. William H. Reed, Atomic Safety and 
Licensing Board Panel, U.S. Nuclear 
Regulatory Commission, Washington, 
DC 20555–0001. 
All correspondence, documents, and 

other materials shall be filed in 
accordance with the NRC E-Filing rule, 
which the NRC promulgated in August 
2007 (72 FR 49,139). 

Issued at Rockville, Maryland this 6th day 
of September 2011. 
E. Roy Hawkens, 
Chief Administrative Judge, Atomic Safety 
and Licensing Board Panel. 
[FR Doc. 2011–23199 Filed 9–9–11; 8:45 am] 

BILLING CODE 7590–01–P 

NUCLEAR REGULATORY 
COMMISSION 

[Docket Nos. 52–018–COL, 52–019–COL, 
52–025–COL, 52–026–COL; ASLBP No. 11– 
913–01–COL–BD01] 

Duke Energy Carolinas, LLC; Southern 
Nuclear Operating Company; 
Establishment of Atomic Safety and 
Licensing Board 

Pursuant to delegation by the 
Commission dated December 29, 1972, 
published in the Federal Register, 37 FR 
28,710 (1972), and the Commission’s 
regulations, see, e.g., 10 CFR 2.104, 
2.105, 2.300, 2.309, 2.313, 2.318, and 
2.321, notice is hereby given that an 
Atomic Safety and Licensing Board 
(Board) is being established to preside 
over this proceeding, which involves 
the following captioned cases: 
Duke Energy Carolinas, LLC, (William 

States Lee III Nuclear Station, Units 1 
and 2), Docket Nos. 52–018–COL & 
52–019–COL; 

Southern Nuclear Operating Company, 
(Vogtle Electric Generating Plant, 
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