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S. 314—THE FREEDOM FROM GOVERNMENT
COMPETITION ACT

WEDNESDAY, JUNE 18, 1997

U.S. SENATE,
OVERSIGHT OF GOVERNMENT MANAGEMENT, RESTRUCTURING,
AND THE DISTRICT OF COLUMBIA SUBCOMMITTEE,
OF THE COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 9:05 a.m., in room
SD-342, Dirksen Senate Office Building, Hon. Sam Brownback,
Chairman of the Subcommittee, presiding.

Present: Senators Brownback and Thomas.

OPENING STATEMENT OF CHAIRMAN BROWNBACK

Senator BROWNBACK. Thank you all for coming today. I want to
welcome you to the first hearing to investigate the opportunities for
greater competitive contracting within the Federal Government as
well as other privatization projects at the national level.

After years of talk and debate, the Federal Government appears
to have finally joined a worldwide trend when it committed itself
to an aggressive privatization program during the 104th Congress.
During those 2 years we enacted more privatization into law than
had occurred during the previous 12 years.

The support for those initiatives was bipartisan and they were
accomplished with the cooperation and support of the President.
When finally implemented, they will lead to an improvement in
services and savings to the taxpayer.

While the most prominent privatization initiatives of the last
Congress focused largely on the divestiture of assets and commer-
cial-like enterprises, such as the Naval Petroleum Reserve and the
Uranium Enrichment Corporation, many believe that the greatest
opportunities at the Federal level involve the competitive contract-
ing of thousands of routine commercial-type services that the gov-
ernment provides to itself and to the public. Although many such
services are already contracted out at the Federal level, a casual
review of most government departments indicates that much more
can be done, and that we have only scratched the surface in sub-
jecting government’s vast array of commercial activities to the ben-
efits of the competitive marketplace.

As several of today’s panelists will testify, when competitive con-
tracting has been tried at the Federal level, the savings have often
been substantial. Department of Defense has averaged savings of
30 percent with its A-76 program, while similar results were ob-
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tained at the General Services Administration during its ambitious
competitive contracting program in the early 1980’s.

Beyond these two agencies, however, not a whole lot has hap-
pened at the Federal level, and the legislation introduced by Sen-
ator Thomas and Representative Duncan is designed to rectify that
neglect by providing strong statutory encouragement to the Federal
establishment. Their legislation is also designed to address another
longstanding problem, and one that may have worsened in recent
years—the proclivity of Federal departments to provide commer-
cial-type services to third parties in direct competition with private
businesses.

While such arrangements were permitted under limited cir-
cumstances by the Economy Act of 1932, new legislation enacted in
the 103rd Congress has expanded that mandate by creating fran-
chise funds within Federal departments. The law allows for the
creation of six demonstration funds and encourages them to seek
contracts from other departments in competition with the private
sector.

Recently the private sector contracting community was outraged
to discover that the Department of Agriculture won a contract with
the Federal Aviation Administration for data processing services.
In addition to private companies bidding on the contract, the De-
partment of Transportation also submitted a bid.

These events raise fundamental questions about the proper role
of the Federal Government and the core missions of our depart-
ments. Are we to believe that their core missions have been fully
satisfied, thereby freeing up management and staff for entre-
preneurial activities that replicate services widely available in the
private sector? If that is the case, then perhaps further savings
from these agencies are in order.

I suspect that some of our witnesses today will be commenting
on this event, and I look forward to hearing these views. I think
we will be joined later by other Members, as well. We have panels
that will be making presentations, and we will have to take a
break at 11 o’clock and reconvene, I believe, probably for the last
panel at 12:30 p.m.

To open us up today, the first panel will be the Hon. Senator
Craig Thomas, who is joining us, and the Hon. John Duncan, a
Member of the U.S. House of Representatives. These are two gen-
tlemen that have been leading figures in working with this privat-
ization push and also the competitiveness within the Federal Gov-
ernment agencies competing with private sector, and taking a new
look at that problem.

Gentlemen, rather than me talking longer, I want to turn it over
to you, and we would be happy to take your testimony and com-
ments. I don’t know which of you would care to go first in your
presentation, if you have——

Mr. DUNCAN. It makes no difference to me.

Senator BROWNBACK [continuing]. Made any distinction. Senator
Thomas, I have you listed down on the panel first. If you make no
distinction, I am going to go with the order on the list. Thanks for
introducing this bill, thanks for being here, and we look forward to
your testimony.
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TESTIMONY OF HON. CRAIG THOMAS,! A U.S. SENATOR FROM
THE STATE OF WYOMING

Senator THOMAS. Thank you, Mr. Chairman, and thank you for
having this Subcommittee hearing to talk about this important
issue. I am here to discuss a simple concept: The idea, and most
people agree to the idea, that government ought to be as small and
lean and efficient as possible.

Most people believe that, to the extent possible, we ought to take
advantage of private sector expertise whenever that is appropriate.
My bill simply identifies those areas that are commercial in nature,
that would be applicable to contracting, and then choose whoever
does it the best, the private sector or the Federal Government.
That is not a new idea. That is not a new concept.

I am pleased to be joined by my colleague, John Duncan. He and
I served together in the House, and I am delighted that he is here
and pushing this issue in the U.S. House.

For the past 40 years, Mr. Chairman, it has been the administra-
tive policy of the Federal Government to rely on the private sector
for its commercial needs. The policy was issued in the Eisenhower
Administration, in reaction to a bill very similar to what we are
talking about here today, and the policy is now found in OMB Cir-
cular A-76. Unfortunately, it is routinely ignored.

Today there are an estimated 1.4 million Federal employees en-
gaged in functions that are generally known as commercial activi-
ties, goods and services that often could be obtained more cost ef-
fectively from the private sector. The Federal Government performs
many of these functions, from the mundane to the high tech, from
laundry services to informational technology. Congress should
question the practice of taxing private enterprise in order to main-
tain a similar, but often less efficient capability within the govern-
ment. The bottom line is that government competition with the pri-
vate sector costs taxpayers billions of dollars annually, stifles eco-
nomic growth, kills private sector jobs, erodes the tax base and si-
phons off resources, as the Chairman mentioned, for the core mis-
sion of the government.

The primary point I want to make today is that there needs to
be some statutory provisions to enforce the notion and indeed the
policy that has been in existence for over 40 years. To inject com-
petition into government monopolies, Congressman Duncan and I
have introduced the Freedom From Government Competition Act,
legislation based on the premise that the government should not
unfairly compete with its citizens.

It codifies the 40-year-old policy that the government should rely
on the private sector whenever possible for its commercial needs,
giving some preference to the private sector. Of course there are ex-
ceptions to the policy: Functions that are inherently governmental;
National security; if the government can provide a better value, if
the private sector cannot provide the goods and services.

I recall last year when I testified before this Subcommittee, some
had the notion, “Well, you want to do away with the government
and have the private sector do everything.” Obviously that is not

1The prepared statement of Senator Thomas appears on page 47.
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the case, but there are many commercial functions which seem to
be more appropriate for private sector performance.

This bill also establishes a process by which OMB will identify
government functions that are commercial in nature and imple-
ment a plan to outsource those activities to the private sector. It
also establishes an Office of Commercial Activities within OMB to
implement the bill.

The problem partly has been that the fox has been in charge of
the henhouse. I understand why that is—there is no real incentive
for an agency head to outsource, and so it doesn’t happen.

Federal agencies and the private sector will use the new office
as a resource to facilitate transition to this system, and that is
what we need, is to make a transition. The bill also establishes pro-
visions to help the transition of Federal employees into the private
sector.

Last year, as I mentioned, the Governmental Affairs Committee
held a hearing on this bill. Based on the input of Senators Stevens
and Glenn, OMB, GAO, private industry and labor unions, we have
hopefully made this a better bill.

For example, we added a “best value comparison” which will
allow Federal employees and the private sector to compete on a
level playing field, based on several factors. One is a fair compari-
son of cost, which is a very important component; qualifications;
and past performance. We've also added some “soft landing” provi-
sions for Federal employees. In fact, 90 to 95 percent of Federal
employees who are displaced move on into the private sector, re-
tire, or get another government job, but we recognize that that is
an important function.

Testimony later today will unequivocally demonstrate that
outsourcing non-core functions works. It works in the private sec-
tor, it works at the State and local level, it works internationally,
and it can work for the Federal Government. American taxpayers
can reap the benefits not only from budget savings but also from
government doing a better job. In fact, several studies have shown
that we could save up to 30 percent by outsourcing, saving billions
of dollars annually.

Mr. Chairman, we talk a lot about making changes around here,
fundamental changes. We talk about reinventing government and
see, frankly, relatively little change. I think this is an opportunity
for us to make some fundamental reform. So I do appreciate the
opportunity to be here.

In summary, outsourcing and privatization of commercial func-
tions work. What we need is a statutory basis to make it work for
the Federal Government. It creates jobs. It helps small business. I
think I mentioned that in the last several meetings of the White
House Conference on Small Business, this has been one of the
issues that has been at the top of the agenda, to stop unfair gov-
ernment competition with the private sector.

So I thank you again, and certainly would look forward to an-
swering any questions you might have.

Senator BROWNBACK. Thank you, Senator.

Representative Duncan, thank you very much for coming across
the Capitol and joining us here today.

Mr. DuNcaN. Thank you.
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Senator BROWNBACK. I enjoyed serving with you in Congress,
and look forward to your comments.

TESTIMONY OF HON. JOHN J. DUNCAN, JR.,! A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF TENNESSEE

Mr. DUNCAN. Mr. Chairman, thank you very, very much. I would
simply like to thank you and the Members of the Subcommittee for
holding this hearing today. I would also like to thank Senator
Thomas for his very hard work on this issue.

I have a full statement I would like to submit for the record. You
and Senator Thomas have made outstanding statements and have
adequately described this legislation.

As you know, in the House, I have introduced companion legisla-
tion to Senator Thomas’s S. 317, the Freedom From Government
Competition Act. This legislation has strong bipartisan support,
with 46 cosponsors in the House and 13 cosponsors in the Senate.

It has been endorsed by a number of organizations, including the
U.S. Chamber of Commerce, the National Federation of Independ-
ent Business, the Business Coalition for Fair Competition, the Con-
tract Services Association, and at least 30 other major organiza-
tions. I have attached a list of these associations to my statement.

In addition, as Senator Thomas just mentioned, the last time the
White House Conference on Small Business met, it listed unfair
competition as its No. 1 concern. I think this legislation that I have
introduced with Senator Thomas takes a very modest first step in
helping alleviate this problem.

It does not require the Federal Government to contract every-
thing out. We recognize that there are things that government does
best, and that there are functions that only the government should
do. This bill would not require agencies to contract out functions
that are related to national security or those things that are relat-
ed to the core mission of a particular agency.

It requires only that Federal agencies look at those things they
do which are commercial in nature. As Senator Thomas mentioned,
the CBO has estimated that 1.4 million Federal employees pres-
ently perform activities that are commercial in nature. If these
commercial goods and services can be obtained from the private
sector in a more efficient and cost-effective manner, then, and only
then, would the agency be required to contract out that work.

Mr. Chairman, the history of government competition is a long
one. It was described by President Bush’s Administrator of the Of-
fice of Procurement Policy, Dr. Allan Burman, in 1990 when he tes-
tified before the House Post Office and Civil Service Committee he
stated: “As far back as 1932, a Special Committee of the House of
Representatives expressed concern over the extent to which the
government engaged in activities that might be more appropriately
performed by the private sector.”

Since the Eisenhower Administration in 1955, it has been official
U.S. policy 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 enter-
prise through ordinary business channels.”

1The prepared statement of Mr. Duncan appears on page 49.
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However, the problem is, as Senator Thomas has pointed out, we
have really simply paid lip service to this policy instead of giving
it practical effect. And I would say basically that the reason for this
bill is that it is hard enough for small businesses to survive in this
country today against ordinary competition, but when they have to
take on the Federal Government to boot, it becomes an extremely
difficult and sometimes an impossible task.

Every administration, Republican and Democrat, for the past 40
years has endorsed this policy, but unfortunately it has never real-
ly been implemented. A report released by the Commission on the
Roles and Missions of the Armed Forces, known as the White Com-
mission, stated that “at least 250,000 civilian employees of the De-
partment of Defense are performing commercial-type activities that
do not need to be performed by government personnel.”

Numerous organizations have conducted studies on contracting
out and have found that the Federal Government could save a huge
amount of money by relying on the private sector. In fact, just last
year the Defense Science Board found that $30 billion could be
saved annually if the Department of Defense did more contracting
out.

Mr. Chairman, in a free-market society businesses must compete
with each other to provide the best possible product or service in
a cost-efficient way. However, we only have one government, and
it has no competition. Therefore, when it provides goods or services,
it has no incentive to do so in a cost-effective manner. I believe the
government should only provide those goods or services which pri-
vate industry cannot provide.

I think all of us would agree that the American public wants the
Federal Government to improve the services it provides without in-
creasing taxes. I also think we would agree that almost everyone
would like us to reduce the size of the Federal Government. This
bill, if enacted, would help do that in a very efficient and cost-effec-
tive way.

I would like to close, Mr. Chairman, by quoting from a book that
was written by a prominent Democratic Member of the House
many years ago. He said this: “He says that that thin line waver-
ing between liberty and despotism is surely crossed when govern-
ment ceases to regulate and begins to manage, ceases to be an im-
partial umpire in the economic game and becomes a player; when
government competes with its citizens in the production of wealth;
when government becomes the untaxed donor of property not nec-
essary for strictly governmental functions.”

I think that pretty much sums up the reasons for mine and Sen-
ator Thomas’s bill. I think it is a modest first step toward some-
thing that has been needed to be done for a long, long time. I ap-
preciate your very fine statement at the start of this hearing, and
1 appreciate Senator Thomas for all he has done in regard to this.
Thank you very much.

Senator BROWNBACK. Thank you both for coming forward and
testifying. Just a couple of questions, if I could, and I think you
probably have the information there. Maybe it is in the written
statement.

Senator Thomas, you cited a 30 percent savings as a potential
figure out there in some areas. Do you have any dollar figures of
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what outside studies have said that we could potentially save by
contracting out services?

Senator THOMAS. I think the figure that I mentioned was a $30
billion annual savings in the Defense Department. Some say, well,
that is inflated. Say it is inflated; say it is only $20 billion a year.
But there are obviously substantial savings, and I think CBO is
doing a study now that it hasn’t finished yet, that actually will
come up with some figures which should be available to us soon.

Mr. DUNCAN. I might say in that regard, Senator, that the Coali-
tion for Fair Competition has made an estimate of $40 billion gov-
ernment-wide, and they tell us that that is a very low-ball, conserv-
ative estimate. If the White Commission estimates that $30 billion
could be saved in the——

Senator THOMAS. Department of Defense.

Mr. DUNCAN [continuing]. Defense Department alone, then the
$40 billion I think is a very conservative figure.

Senator BROWNBACK. Let me ask you both, this is something that
the private sector has engaged in broadly over the last 10 to 15
years, where they are contracting out everything. I mean, whether
it is data processing or food services, anything that is outside of the
core mission they seem to be willing to look at rapidly and say,
“Can we contract this out?”

And they do it, and the incentive for them is clear. They save
their money. They are able to put that towards the bottom line
within the corporate profits or within other investments that are
in the core function of the company.

Do we just not have the right incentives in the Federal Govern-
ment to push this, and do you think we are going to get at those
incentives with the bill that you are putting forward to stimulate
this to happen? I mean, this needs to happen. The figures are
there. It is occurring in the private sector in large organizations,
but it is not occurring near to the necessary speed or amount in
the Federal Government.

Mr. DuNcaN. Well, I think one of the reasons that it has not
been carried out is because we haven’t had legislation like Senator
Thomas and I have introduced, and this bill would set up a specific
office with the primary responsibility within OMB to make sure
that these procedures and policies are carried out.

It is more than just contracting out. There are many ways every
day that government agencies are competing with small busi-
nesses, and that is really what this bill is more aimed at. I mean,
even just yesterday I had a call from a meat-packing company in
Knoxville, and the Tennessee Valley Authority was running an ad
in conjunction with another meat company and was doing more or
less free advertising for this one company. You have got daily ex-
amples like that happening throughout the country.

I think that if this bill could be enacted, so it would set up a spe-
cific office to carry this out, that would provide some of the incen-
tive that you are talking about, and we would see real action from
this for the first time. It has just been words so far, but this would
be action.

Senator THOMAS. Mr. Chairman, I think when you look at the
whole issue, it is not some evil scheme on the part of the Federal
Government or federal employees.
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Say you are in charge of a forest, and you say, “Well, why don’t
we contract out the management of the campgrounds?” However,
you can have more control over the campgrounds if you don’t. You
are accustomed to doing it. It is a habit not to do it. There is no
real incentive to do it. In the private sector, if you do it, maybe you
make some more profit or you get a bonus. That is not true in the
government.

I think the Federal Government is different. The success in con-
tracting we ought to do, but we are going to have to do it in a little
different way because the incentives that are there in the private
sector are not available, it seems to me, in this structure. Part of
it is habit, part of it is lack of incentive.

Furthermore, it seems to me if we really want to enjoy the bene-
fits of outsouring, you have to change the structure of Federal
agencies. I happen to be chairman of the Parks Subcommittee, and
we have got some real problems in our national parks. They have
an $8 billion backlog in maintenance needs, and we are going to
have to find some new ways to do things. I think it is an excellent
example for this bill. You have park professionals whose real train-
ing and background is managing the resource, but they spend most
of their time doing the commercial functions. That’s the problem.
We need to keep these people doing what they are trained to do.

I guess what I am leading up to saying is if you want to
outsource these functions, efficiently, then the agency has to con-
vert a little bit to be better at putting out the contract, overseeing
the contracts to make sure they are done right, change their activ-
ity a little bit, doing it to be overseers of contracts, the same way
you do it in the private sector.

I think we have to recognize that it doesn’t happen as easily in
the government, but I think once accomplished, the people then can
divert themselves back to what they really want to do rather than
the commercial things that they end up doing, and there would be
a good deal of support for this concept.

Senator BROWNBACK. My question is born out of some experience
when I ran a little State agency and we privatized several func-
tions, and the only thing we got in the process was grief. Because
you are cutting back on employees of the agency, and so that is not
exactly enjoyable within the culture of the agency. You didn’t get
anything back in return. I mean, I wasn’t able to give bonuses out
to people. I wasn’t creating opportunities internally.

And I was losing some control that I had as long as this was in
my purview. Also, then, there is the common issue of a power base.
I used to have X number of employees; now I have X minus 50 em-
ployees. All the incentives went the other way and said, “Well, why
would I do this? Plus, if it doesn’t work, I'm going to get hammered
in this process.”

So I have wondered if in looking at these things, I think the of-
fice is a good idea, but is there a way to incentivize the public sec-
tor? Can you give bonuses for savings, the way you give bonuses
for increased earnings? Have you looked at—and I don’t know if
there is, that is why I am asking you gentlemen—is there a way
of changing that?

Senator THOMAS. Have you ever tried politically to give a bonus
in a government deal? It is hard, you know.
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Senator BROWNBACK. Well, that is why I am asking you.

Senator THOMAS. It is hard, but we do need to find some more
of an incentive to do it, because the concept will work if you want
to make it work.

But you have just described exactly—and that is why I say it is
not a Machiavellian scheme on the part of government managers
to not do it. The incentives are to stay where you are. The incen-
tives are not to take a risk. The incentives are to build up the num-
ber of people in your agency. That is the way it is, so

Mr. DUNCAN. Senator, for years I have thought that we should
at least try on an experimental basis with some agency, and tell
this particular agency that if they can save X amount of dollars in
the course of a year off their budget, that half of it would go to the
employees in the form of a bonus and half of it would go back to
the Treasury to apply toward the debt.

I really think that if we could try that on an experimental basis,
I think something like that would work, and we might be able to
work it in conjunction with this bill. We could change—we could
make some additions to this bill to provide something like that,
possibly.

Senator BROWNBACK. We may look at doing that with you if we
could structure it right, because there are big political pitfalls, too,
which is what Senator Thomas identified, and I am cognizant of
those, too.

Mr. DUNCAN. Right.

Senator BROWNBACK. Thank you gentlemen both for taking your
time and your interest and your focus on this. It is really appre-
ciated.

Mr. DuNCAN. Thank you.

Senator THOMAS. Thank you very much.

Senator BROWNBACK. I call up the next panel, which is the Dep-
uty Director of the Office of Management and Budget, John A.
Kosiken. I don’t know if I pronounced your name correctly—did I
get that right?

Mr. KosSkINEN. Koskinen.

Senator BROWNBACK. Mr. Koskinen, I appreciate very much your
willingness to join us today. As you could gather from the last
panel, we want to be as informal and free-flowing as possible. OMB
has a lot of interest in this particular issue, and I think has an ex-
tensive track record of looking at it.

So with that, appreciate your testimony. You can summarize if
you would like, and handle it however you would like to. Thanks
for coming.

TESTIMONY OF JOHN A. KOSKINEN, DEPUTY DIRECTOR,
OFFICE OF MANAGEMENT AND BUDGET

Mr. KoskINEN. Thank you, Mr. Chairman. I am happy to be here
today and have the opportunity to discuss with you the proposed
Freedom from Government Competition Act. As you suggest, I will
submit my full statement for the record and summarize it here.

Senator BROWNBACK. Without objection.

Mr. KOSKINEN. In light of our current budgetary restrictions and
our move to implement the balanced budget agreement, all of us
are anxious to ensure that the government operates as efficiently
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as possible. Our guiding principle for determining when the govern-
ment engages in commercial activities and when it considers
outsourcing, privatization, or competition should be to ensure, as
you all have just been discussing, that we get the best deal for the
American taxpayer.

We need to bear in mind that the Federal Government has al-
ways obtained a vast array of products and services from the pri-
vate sector and expects to continue that policy. In fiscal year 1996,
for example, we spent over $114 billion on commercial support
service contracts—contracts with the private sector.

In addition to the substantial volume of contracting out already
taking place, we are currently engaged in the largest effort ever
undertaken by the Federal Government to compete our in-house
commercial support workload with the private sector. Over 40,000
full time equivalent positions are currently under OMB Circular A—
76 review in the Defense Department alone.

Furthermore, pursuant to the implementation of the Government
Performance and Results Act, we are holding managers more ac-
countable for results. We are askmg that managers justify their de-
cisions to perform work by in-house, contract, or interservice sup-
port agreement through full and open competitions designed to
achieve the best value and lowest cost to the taxpayer.

To achieve this new level of accountability, we are encouraging
a broader range of competitions, and we favor encouraging new or-
ganizations to enter those competitions. As you noted, Congress au-
thorized us to develop franchise fund pilots and to expand the com-
petitive environment that exists for reimbursable activities govern-
ment-wide.

The private sector is now being invited to participate in new
markets and new levels of commercial workload that had pre-
viously been the province of simple cross-servicing arrangements
between agencies. And I would note that under the revised OMB
Circular A-76, an expanded cross-servicing activity by any fran-
chise funds must be cost competitive with the private sector.

Finally, we do not believe that these competitions should be one-
time events. To ensure that the taxpayer continues to get the best
deal, we need to periodically re-examine our outsourcing, cross-
servicing, and in-house performance decisions.

If the function was kept in-house, is the public sector continuing
to provide the best deal? If the private sector is performing the
service, is the current offeror the best one for the job, or has the
government developed a competitive approach? Competition should
be used on a regular basis to review the situation and to determine
who can best provide required services.

Ultimately, our goal is to restore the public’s faith in government
by managing our resources more effectively, and by giving citizens
and taxpayers more value for their dollar. By issuing the March
1996 OMB Circular A-76 Revised Supplemental Handbook, we
have established a streamlined approach to permit full and open
competition—on a level playing field—to determine who should do
the work.

In this context, it is important to remember that, when faced
with competition, Federal employees have been extremely cost-com-
petitive. Approximately 50 percent of the competitions conducted to
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date have been won by the government. At the same time, the pri-
vate sector has won about 50 percent of the competitions, which is
a strong indication that this process works.

While we are encouraging agencies to compete to provide services
to other agencies, as Congress contemplated with the establish-
ment of the franchise fund pilots, we also agree that unfair govern-
ment competition, to the extent that it exists, should be identified
and eliminated.

A clear distinction needs to be drawn, however, between the gov-
ernment’s involvement in private sector or even State and local
markets, and the need to manage our own resources on a cost-effec-
tive basis. A substantial statutory and policy framework already
exists that carefully limits the Federal Government’s involvement
in the private economy and in State and local service markets. We
continue to support those policies.

The possibility of legislation in this area needs to be viewed
against ongoing reinvention efforts. Our concern with the legisla-
tive proposal embodied in S. 314 is that it mandates a particular
approach to this situation, rather than letting customer agencies
themselves examine their current in-house to contract mix, includ-
ing the use of reimbursable support agreements with other agen-
cies, to make the best management decision.

If we have a need for legislation, it is to remove existing barriers
to competition. S. 314, for example, does not specifically repeal the
restrictions imposed on the Defense Department in 10 U.S.C., sec-
tions 2461 to 2469.

Finally, we are concerned that S. 314 will result in a significant
new level of litigation, caused by the conversion of what are essen-
tially management implementation decisions into a statutory obli-
gation that would be subject to judicial review.

The preamble to S. 314 states that the government’s current mix
of in-house and contract resources is “unacceptably high;” that the
existence of reimbursable arrangements between agencies is inap-
propriate; that such consolidations divert the government’s atten-
tion from its core mission; that small business is being hurt; and
that current laws and regulations have proven ineffective in con-
trolling govenrment’s growth. While individual anecdotes can be of-
fered to support these findings, there is no quantitative data to es-
tablish or support them.

In fact, as I noted earlier, the amount of outsourcing is now $114
billion a year and it has increased moderately over the last 4 years,
as the government has downsized by 300,000 employees. So if any-
thing, the ratio of the amount of work being done outside the gov-
ernment to the amount being done inside has increased.

S. 314 requires that certain information be made available to the
public, including the development of inventories of commercial ac-
tivities performed by the agencies. The March 1996 A-76 Revised
Supplemental Handbook already requires that agencies conduct an-
nual inventories of their commercial activities performed with in-
house resources. The Federal Procurement Data System provides
information regarding which work is now performed by contract.
All of this information is available to the public upon request, and
private sector companies are free to make offers to perform com-
mercial work.
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In contrast, and of major concern to us, S. 314 suggests that the
private sector and employee unions may have a legal right to re-
view these inventories and seek judicial review of agency deter-
minations with respect to whether the function is inherently gov-
ernmental, commercial, or has otherwise met the cost-effectiveness
standards of the statute. Having these issues subjected to legal
challenge will delay, not expedite, competition and contracting out.

We also should not view outsourcing narrowly. For example, the
Treasury Department, the Internal Revenue Service and the Social
Security Administration, along with the Labor Department, re-
cently signed an agreement to collaborate on a streamlined wage
and income reporting system. Agencies also cooperated in respond-
ing to the Oklahoma bombing, the crash of TWA Flight 800, Hurri-
cane Hugo and other disasters.

These joint efforts include the provision of services that are gen-
erally considered commercial in nature and, in many cases, the
work is being done directly by agency employees. In other cases, it
is being accomplished through reimbursable agreements, contrac-
tors, or a mix of in-house and contract employees. If passed in its
present form, this legislation will put in place additional legal and
other administrative obstacles to our ability to respond to these
kinds of situations.

Ultimately, the question is whether S. 314 provides anything bet-
ter than that already provided by Circular A-76 and its Revised
Supplemental Handbook. These documents provide a clear pref-
erence for private sector performance of new and expanded work
requirements; require agencies to develop inventories of commer-
cial activities; establish prohibitions against the government’s en-
tering into non-Federal support markets; restrict the development
of new or expanded interagency support agreements to those justi-
fied by full and open competition; and provide for independent ad-
ministrative oversight within the agencies. We believe that this
process not only works, but is beginning to encourage real competi-
tion for government work.

In sum, it is full and open competition that has made the Amer-
ican economy the envy of the world. We support the provision of
government services by those best able to do so, whether in the pri-
vate sector or within the government.

Rather than opening up existing markets or enhancing the dy-
namics of competition, S. 314 may restrict the number of competi-
tors. Trying to put existing agencies, franchise funds, and cross-
servicing arrangements out of the market is likely to result in the
enactment of many more agency-specific prohibitions against out-
sourcing and competition, such as those that now apply to the De-
fense Department.

The bill will also spawn a whole new level of compliance litiga-
tion, resulting in higher costs to the taxpayer.

Mr. Chairman, that concludes my summary. I would be happy to
address any questions that you or Senator Thomas might have.

Senator BROWNBACK. Thank you very much for your testimony,
and I would like to ask unanimous consent to allow Senator Thom-
as to join in and sit in on the Subcommittee today. I am certainly
not going to object.

Mr. KOSKINEN. So it is unanimous.
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Senator BROWNBACK. I appreciate your willingness to join us and
sit in on this important topic, and thank you as well for your com-
ments.

In looking at this overall Federal effort to privatize, I understand
that you have some real questions with the bill. At the same time,
I don’t think you would say that we are near the level of contract-
ing out of services that we ought to be within the Federal Govern-
ment. Would that be a correct statement, or do you think we are
where we ought to be?

Mr. KoskINEN. I don’t think there is a normative number that
is an answer to that. As I noted in my testimony, we believe that
issue continues to need examination on a service-by-service or con-
tract-by-contract basis.

Our past experience has been that, when these issues are con-
fronted, they are sort of once-in-a-lifetime decisions. There is either
a decision to contract out or a decision to keep an issue in-house,
and then no one revisits that issue. We think that across the board,
we need to continue to review whether the entity providing the
service now is doing it most effectively.

Senator BROWNBACK. Do you have any nominees, then, now? I
am not getting a real clear answer from you whether you think we
are really at about the right level of contracting out at the $114
billion figure. Are you thinking that there are other opportunities
that are going to come up?

Mr. KOSKINEN. I think there are opportunities now. And I think
there will continue to be opportunities. I think our goal is to, in
fact, continue to challenge every commercial service in terms of
whether it is being done by the most effective provider.

We have talked a lot about contracting out. Some of the govern-
ment organizations reviewed by GAO discovered that after con-
tracting out over a period of time, they contracted some of those
same services back in. So again, these should not be viewed as
once-in-a-lifetime decisions, but as ongoing reviews of the competi-
tive nature of service providing.

Senator BROWNBACK. Do you have any nominees that should be
contracted out, activities that are currently being done by the Fed-
eral Government?

Mr. KOSKINEN. As I noted, I think the Defense Department is
trying to overcome a set of arbitrary statutory restraints on their
ability to contract out. And, as I said, we have supported allowing
the Defense Department to make decisions on the merits of wheth-
er to contract in or contract out certain functions. There are now
statutory prohibitions against that.

Senator BROWNBACK. So yours would be exclusively in the De-
partment of Defense. Is that where you are presently focused?

Mr. KOsSkINEN. In terms of whether there are statutory prohibi-
tions, right. We think

Senator BROWNBACK. No, on contracting out, what I am asking
you is whether you have any nominees you think ought to be con-
tracted out presently? And what I am getting from you is that you
think there may be, within the Department of Defense, if we could
remove some of the statutory barriers.

Mr. KOSKINEN. We would do that, but again, part of my concern
is that there is a presumption that the issue is contracting out. I
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think there are nominees—across the board—for continual competi-
tion to find out how we get services provided best—whether it is
contracting out, contracting in, or contracting across agency lines.

So I don’t think you can say, “Here is a target and it should be
contracted out as a matter of fact.” I appreciate the changes the
Senator has made in his legislation to ensure that the issue be de-
cided on whether one agency or entity is the low-cost provider or
the best-cost provider of that service.

So I don’t think there are targets where you can say, “This auto-
matically ought to be contracted out.” There are clearly functions
across the government where we ought to have people continue to
review who can provide those services most effectively.

Senator BROWNBACK. Well, let me give you a nominee, then.

Mr. KOsSkINEN. All right.

Senator BROWNBACK. Let’s see how you would react. What about
on the NOAA fleet? We have IG studies, GAO studies saying that
these ships should be sold, and that we should contract for these
services. Have you looked at any of that within OMB?

Mr. KosSKINEN. Yes. We have encouraged the department to take
a strong look at the privatization of that fleet. As you noted, over
the last 2 or 3 years we have looked very hard and pushed very
hard, on a number of fronts, for the privatization and actual sale
of government entities and functions. So that clearly is a target of
opportunity that needs to be analyzed.

Senator BROWNBACK. Good answer. That is one that we have
been looking at.

Let me ask one more question and then pass to Senator Thomas,
because I don’t want to take all the time here.

I note your opposition to various sections of the bill, and I will
be interested to see what you think we ought to be doing about the
Defense Department so that we can open it up to further contract-
ing, because certainly that would be something that would seem a
good opportunity to me. Do we have just the wrong incentives in
place in the Federal Government to encourage privatizing out?

I think you were here earlier when I made my brief statement
about running a small agency, and how I noted that all the incen-
tives I had as a public sector employee encouraged me to leave the
situation the way it was. I received no internal support for doing
this. I received no monetary incentives to give the employees of the
agency for doing this, and if it didn’t work, I was going to get ham-
mered in the press. Aren’t all the incentives the wrong way?

Mr. KOoSKINEN. Historically, that has been a problem. One of the
things that has changed in the present is that budgetary resources
are now increasingly constrained, and will be over the next 4 or 5
years as we work to achieve a balanced budget by the year 2002.

So in the past this was, in many ways, a more philosophical ar-
gument about where work could be done best. There was not an
overriding incentive on agencies to, in fact, be constrained by their
resources. Now, no matter what happens in the appropriations
process this year, no program will be receiving the amount of
money that it has requested or thinks it could use effectively.

Therefore, virtually all of the agencies, with a few exceptions, are
now in a position where—if they want to expand the reach or im-
pact of their programs—they are going to have to perform more ef-
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ficiently with the dollars they have. And we are working with
them, through their strategic planning processes and other ave-
nues, to take a hard look not only at contracting out, but at re-
engineering their workforce and the way they do their work. In
many cases, we're encouraging them to look at downsizing without
necessarily having work done somewhere else, downsizing by stop-
ping some work.

The other thing that is happening, and I encourage you to sup-
port it, is the implementation of the Government Performance and
Results Act. The act will enable us to hold managers accountable
for the effectiveness of their programs. What do managers achieve
with the dollars we give them? And, how much does it cost?

Again, I think the proper discussion is, “All right, what were
your goals? What have you actually accomplished with the re-
sources we have given you, and how much more effective could you
be in a context where resources are limited?”

So, I think we are beginning to provide agencies with fairly sig-
nificant incentives for becoming more efficient. And I think that as
we look at the pilot programs with franchise funds, we are going
to learn a lot about whether agencies are encouraging each other
to take a hard look at cross-servicing as we go forward.

But let me address your final point, and I think it is an interest-
ing one, regarding agency-generated savings going off into the gen-
eral fund. Even if you could use that money to save more money,
the long-held theory—at all levels of government—was that any
savings went to either reduce the deficit or into the general treas-
ury, and the mayor, the governor, or the President or Congress re-
allocated those funds. That is not much of an incentive.

We have increasingly been trying to encourage gain-sharing.
Roughly 2 years ago, Congress passed the Debt Collection Improve-
ment Act, which—for the first time—said that for the amount of in-
creased debt collection, you could keep 5 percent in the debt collec-
tion program.

In our 1998 budget discussions and reviews with the agencies,
we have said, “Here are your targets. Here is the amount of re-
sources you can have. If by procurement reform, if by contracting
out, if by doing your services in another way you can save money
under those numbers, those funds can be redeployed to increase
the impact of your program.”

And it is the first time we have really approached it that way.
So we are trying to give program managers and agency managers
the incentive to say, “Here is our balanced budget glide path. Here
are the resources that your agency is going to have. If you can be
more effective with those resources—however you do that—and
provide more funds for your programs, we won’t take that money
away.”

We won’t say, “All right, if you can save 5 percent through pro-
curement reform, we’ll take the 5 percent and spend it somewhere
else.” We're trying to provide agencies with a tool kit for managing
in a balanced budget world. We want to say, “Here is a set of re-
invention opportunities, a way to operate more efficiently. To the
extent you can take advantage of these opportunities, the funds
you generate will be available for you, for the use of your pro-
grams.”
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Now it doesn’t get down to the issue of personal incentives,
where we could actually provide a bonus directly to an employee.
But as we go forward, I think we need to look at our performance
appraisal system and our performance compensation system; al-
though my experience has been, within the private sector and in
the government, that performance bonuses—particularly in the
government—are the last incentive that people are looking for.

Most people have come to the government because they believe
in the mission of their agency, and because they believe in govern-
ment and public service. My experience has been that what ener-
gizes them most is (a) feeling that they are doing meaningful work
and doing it more effectively and, (b) having more resources for the
achievement of agency missions and goals.

Senator BROWNBACK. And, (¢) they wouldn’t mind a little more
money in their pocket, too. [Laughter.]

Mr. KOSKINEN. They wouldn’t mind a little more money. Nobody
ever turned it down.

Senator BROWNBACK. It has been my experience in that system,
as well. Senator Thomas.

Senator THOMAS. Thank you very much. Thank you for your en-
thusiasm for our bill. [Laughter.]

We were in the same situation last year, as a matter of fact. I
asked you last year about section 3515 of the Government Manage-
ment Reform Act. I still haven’t received an answer, so I am going
to ask again. It requires you to collect from each Federal agency
information on the accounts of each agency which performs sub-
stantial commercial operations; to do it in 1995 and to do it again
in 1996. Have you completed that?

Mr. KosSkINEN. We have just about completed it. We have
gone——

Senator THOMAS. You have not completed it?

Mr. KoskINEN. Well, I don’t know today what the status is, but
the information was due to us before the date of this hearing, actu-
ally some time ago.

Senator THOMAS. It was due to you in 1995, wasn’t it?

Mr. KOSKINEN. Yes. The statute with that requirement came late
in 1995. As I noted last year, we had sent out a request to the
agencies, and that information is coming and will be available. And
as soon as it is completed, I will make sure that

Senator THOMAS. You will let me know, won’t you? You see, you
are just 2 years late.

Mr. KOSKINEN. I will let you know.

Senator THOMAS. It is so easy to talk about how you support re-
form, but it doesn’t happen. You said Federal employees have been
reduced by 300,000. How many of those came from base closures,
Defense Department downsizing, and the savings and loan debacle?

Mr. KoskINEN. The last time I looked, about 60 percent were
from the Defense Department and 40 percent were from the non-
defense agencies.

Senator THOMAS. So when we are talking about reinventing gov-
ernment, that really hasn’t been the reason that we have fewer
Federal employees.

Mr. KOSKINEN. One hundred and twenty thousand people from
the non-defense agencies is a lot of people.
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Senator THOMAS. How many of those came from savings and loan
completion?

Mr. KOSKINEN. A relatively modest percentage of those.

Senator THOMAS. OK.

Mr. KOSKINEN. I would be happy to send you those numbers as
well, Senator.

Senator THOMAS. I wish you would, please.

You talked about judicial review. Certainly I don’t want any
more litigation than possible, than necessary, but if you are going
to hold a competition, then do you object to the private sector hav-
ing some appeal?

Mr. KOSKINEN. No. My only point about that is, the moment we
open up all of these decisions, the private sector will appeal. The
Public Employee

Senator THOMAS. Well, shouldn’t they have a right to appeal?

Mr. KOSKINEN. You can do that. Right now, they have a right to
appeal in an administrative process. If you want to give the em-
ployee unions and the private sector the right to take every one of
these decisions into court, you can do that. I am in favor of——

Senator THOMAS. Now, that isn’t the way it works, and you know
that.

Mr. KOSKINEN. That is the way it works.

Senator THOMAS. There are lots of statutory provisions that have
judicial review now, and you are not swamped. I just don’t under-
stand your argument.

Mr. KOSKINEN. I would say

Senator THOMAS. You don’t need to answer it because I know
your answer.

Mr. KoskINEN. Well, I would like to answer you. Our experience
in procurement reform, for instance, was that given rights for stat-
utory appeal, we clogged up the procurement process with a lot of
appeals. When we did the Information Technology Management
Reform Act, we abolished the General Service Administration’s
Board of Contract Appeals and moved appeals back to GAO. Now,
the process is running much more smoothly.

Senator THOMAS. How many times have you gone back after an
award and done the A-76 competition again? You said it shouldn’t
just be done once, you do it again. Do you go back and do it again?

Mr. KOSKINEN. I don’t know, but one of our concerns has been
that we don’t.

Senator THOMAS. Mine, too. When are you going to do that? You
indicated that you ought not to just make a one-time decision and
then not go back and do it again.

Mr. KOSKINEN. That’s right. What we are doing is—and I think
this is one of the things franchise funds and increased interest in
the private sector will do—to continue to provide agencies with peo-
ple interested in challenging the way the work is presently done.

We don’t view it as our responsibility to monitor the system
across the whole government. As I said to Senator Brownback, our
goal is basically to harness the present incentives that are building
in terms of budgetary constraints and to focus the agencies’ atten-
tion on the wide range of options we provided them, for lowering
their costs. Certainly, changing the way agencies do the work and
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changing who does the work is one of the significant ways in which
agencies can reduce costs.

Senator THOMAS. I guess I just get a little frustrated that, when-
ever we seek to do something that might have some fundamental
impact on how the Federal Government works, you come up with
all of these reasons why we can’t do it. Or else you are doing it,
but we don’t see the results. How many A-76 cost comparisons
were conducted in 19967

Mr. KOSKINEN. I don’t know the number. I can get you that infor-
mation. As I said, we have 40,000 FTEs under review right now
in the Defense Department.

Senator THOMAS. But you don’t have any idea how many A-
76——

Mr. KOSKINEN. I don’t carry that information

Senator THOMAS. But don’t you have any notion, any idea? Is it
something that is done frequently? Is it done a lot? Is it done for
lots of activities or is it something that is seldom done?

Mr. KOSKINEN. At this point, I don’t know the answer to that,
Senator.

Senator THOMAS. But you also indicated to us that we don’t need
this bill because the A-76 process is taking care of it.

Mr. KoskINEN. I have indicated that our experience is that in-
creasingly, across the board, with franchise funds, with

Senator THOMAS. Franchise funds, what does franchise funds
have to do with this particular issue?

Mr. KoskINEN. With the franchise funds, Congress established
six pilots to become competitors, in effect, marketers to agencies
about their administrative support services—whether it is payroll,
administrative, or financial systems.

Senator THOMAS. I understand.

Mr. KOSKINEN. And they are beginning to operate. They are
opening those competitions, and our rules are that the competitions
have to be cost-competitive with the public. And agencies, once
they have gone to a cross-servicing arrangement, can in fact move
that contract to the private sector without an A-76 comparison.

Senator THOMAS. Last year you grandfathered existing services
in order to avoid holding competitions.

Mr. KoskINEN. No, what we did last year, as I thought I had ex-
plained, was to grandfather existing services.

Senator THOMAS. I understand that.

Mr. KOSkKINEN. The National Finance Center at Agriculture now
provides payroll services to a series of agencies. If they want to ex-
pand those, they have to cost compare

Senator THOMAS. I know, and you will remember the Senate last
year objected to the grandfathering and voted against it 59-39.

Mr. KOSKINEN. Voted against what?

Senator THOMAS. The grandfathering that you did last year.
Now, my amendment was dropped from the omnibus appropria-
tions bill, but I am just telling you that the Senate voted against
that substantially. I guess my point is, it seems like instead of tak-
ing a look at and moving towards outsourcing, you seem to do ev-
erything you can to avoid it, and it puzzles me.

Mr. KoSKINEN. I don’t think that is a fair characterization. We
went to a lot of trouble, consulting with the private sector as well
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as with the unions for about a year, to streamline and update the
A-76 Circular for the first time in

Senator THOMAS. And I am asking you if you use A-76 or not.

Mr. KOsSkKINEN. We have put it at the disposal of the agencies,
we have required them to give us their material, and they are
starting to take a look at this. You made a good point. As you say,
we are concerned about exposing this to the legal process. We are
concerned about arbitrarily, across the board, coming up with a
conclusion.

Your point about the Park Service is a good one. As we look at
agency strategic plans, as we look at the definition of their mis-
sions, and as we look at how are they organized, one of the things
we are encouraging—and we would be delighted to encourage
more—is for authorizing and appropriating committees to look at
those areas and ask questions about them.

So when you had those questions of the Park Service, it seems
to us perfectly appropriate to have the Park Service explain to you
what their strategic plan is, what their goals are, and how they are
managing themselves as we go forward. We are doing that in our
budget reviews. We have told the agencies that, as they go forward,
they have a set of tools and they have to begin to explain to us how
they are using them.

Senator THOMAS. I guess that is really the basic reason for this
legislation. We have had this policy in place for over 40 years, and
there is nothing statutory to require it, so you don’t really do it,
and you ought to be doing it. Maybe you are right, maybe the Con-
gress ought to be looking at it in the appropriations process, too.
But since Eisenhower’s time the Executive Branch has said, “Well,
you don’t need a statutory provision, we’re going to do it.”

The time is going to come when we have to decide, are we going
to do it or not? Are we just going to talk about it or are we going
to do it? Is there some evidence? Did you bring some evidence? Can
you show it? How many A-76s are we doing?

But instead of that, frankly, and I don’t mean to be unkind, but
I am a little impatient with this going on year after year, the same
thing.

Mr. KoskINEN. Well, I don’t think we should gloss over the facts
and act as if nothing is being done by the private sector. It is in-
structive to me that we now contract out substantially more for
services than our total Federal payroll. Our payroll costs are at less
than $90 billion. We are now contracting out for services at $115
billion.

Senator THOMAS. Almost all in defense.

Mr. KOSKINEN. The $115 is almost all in defense?

Senator THOMAS. Much of it.

Mr. KOSKINEN. We will try to get you those figures.

Senator THOMAS. Do.

Mr. KOSKINEN. But you have to ask what the problem is. I un-
derstand the private sector would like more business. I am in favor
of them getting business, to the extent that they are cost-competi-
tive. But I don’t think it is a fair characterization to say that the
government is not contracting out, that it is not doing enough, and
that it hasn’t moved.
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If you look at the growth of contracting out, there have been
other hearings on the Hill focused on whether we are moving too
fast. Can we service these contracts? Can we oversee them appro-
priately? At this point, we are contracting out a phenomenal vol-
ume of work. That doesn’t mean we shouldn’t contract out more,
back to the Chairman’s question in terms of I think we need to
continue

Senator THOMAS. Why don’t you give us some numbers, over a
period of time.

Mr. KOSKINEN. I would be delighted to give you the numbers.

Senator THOMAS. Five years, 4 years, you choose it. Give us the
growth pattern in terms of the percentage of total expenditures
that are contracted out.

Mr. KoskINEN. Right. I will give you the numbers as to what the
growth has been in contracting out and what the decline has been
in Federal employees, both in numbers and in compensation.

Senator THOMAS. And tell us where they came from.

Mr. KOSKINEN. And I will tell you where they came from.

Senator THOMAS. OK.

Senator BROWNBACK. I think that would be helpful to have. We
don’t mean to be pressuring you, but we are.

Mr. KOSKINEN. No, that is all right. [Laughter.]

Senator BROWNBACK. And we want you to feel a little bit of that,
because what you are seeing here from both of us expresses our
perception that there isn’t near the level of privatization taking
place that clearly could take place. I gave you one example. We
have a bunch of others that we could give to you, and maybe that
is what I ought to run by you, just saying, “OK, what about this
one and what about that one? What are you doing about those?”

Actually, why don’t we submit a list of nominees, and would you
mind reacting to those?

Mr. KoskINEN. That would be fine.

Senator BROWNBACK. You are in the middle of the administra-
tion, and are supposed to be the bad guys and pushing all this stuff
within the system of the Federal Government. We hope to create
incentives within the agencies and overall in the administration for
more of this to occur. But it is the perception amongst a lot of
Members that there is just not enough happening, and what is
happening is basically in the Department of Defense. This is fine
and good, but it is one agency, and it ought to happen on a much
broader basis.

Until we start seeing real things happening, you are going to
continue to have this. You are going to continue to have this sort
of pressure, and then we are going to start working at it through
the appropriations process, we are going to go at it this way, and
we will just be fighting back and forth. We would rather work with
you. You are in the middle of the administration and can push
those sort of things.

Mr. KoskINEN. Right, and I think it is an important issue. We
have supported it; we are behind it. But one of our concerns is that
it ought not be our primary focus. It is ultimately a secondary
measure of long-term effective performance.

We are not doing this for philosophical reasons, although there
are some who are. Our goal is to provide taxpayers with the most
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efficient operations for achieving agency missions. And I think we
are all on the same page insofar as we want to determine what the
agencies are trying to accomplish, their goals and objectives and
their effectiveness, and the costs of getting desired results.

And as we continue to push on the broader issue, I think the way
to get people’s attention and to motivate the agencies is to say, “(a)
we have fewer dollars than we would like, and (b) we are now
being held accountable for the actual outcomes resulting from our
activities. How can we increase that performance when we are not
going? to be able to do it through getting more money in appropria-
tions?”

And we need to encourage managers to say, “One of the things
we have got to do is become more efficient in the way we are orga-
nizing.” One of the ways to become more efficient is to look at who
is the best provider of commercial services

Senator BROWNBACK. And actually make something happen.

Mr. KoskINEN. Right. And another way is to look at restructur-
ing, redoing the way we do the work. We have pushed on a lot of
fronts in that regard. These things are all part of the package.
They are all important elements, but we are not doing them as
ends in and of themselves. We are doing them because we are ulti-
mately trying to achieve the best possible performance for the pub-
lic in terms of achieveing those missions. So the Park Service is a
great question.

Senator THOMAS. Nobody can disagree with what you just said,
but you talk about it in such a broad way. You have to finally
break down into taking action, producing results. You talk about
efficiency. Well, everyone wants that. Then, finally, you have to
say, “Well, how do we do this? And here is an area we ought to
be doing it in.” Whatever the area is.

Mr. KOSKINEN. I am saying that if we could get, and actually you
can tell I am lobbying to get as much congressional support as we
can. We are working hard with the House and the Senate——

Senator BROWNBACK. You are not doing real well.

Mr. KoskINEN. I think you are exactly right. We can be at a high
level of abstraction and it doesn’t make much sense.

Senator THOMAS. And I have noticed that some.

Mr. KOSKINEN. But ultimately what I would like to have people
do is to ask harder questions as they go through the process—agen-
cy by agency—about what we are actually getting for our resources.
And if you could start to focus on that as the incentive, as the out-
come of the discussion and the outcome of their work, then you get
greater leverage on people to participate with you in streamlining
and restructuring their operations.

Senator BROWNBACK. We need to wrap this up. I am going to
submit to you a list of nominees.

Mr. KOSKINEN. Good.

Senator BROWNBACK. I would appreciate it, if you would take a
good look at those and see which ones you think we ought to go
at. I would appreciate, if you would, answer Senator Thomas’s
question for him and for the Subcommittee——

Mr. KOSKINEN. We will provide

Senator BROWNBACK [continuing]. Of looking at privatization
over a 5-year time frame, if you would.
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Mr. KOSKINEN. Sure.

Senator BROWNBACK. Let’s just go back the past 5 years and you
say, “Here is where we have privatized over the past 5 years.” I
think that would help me, I think that would help Senator Thomas,
because we are both—I am feeling like how I treat my mother-in-
law sometimes, which is I always go, “Yeah, yeah, yeah, yeah, I'll
do it,” and then nothing happens. [Laughter.]

And we got to see something happen here. So thank you. Sorry
to give you a tough morning, but if you would react to those two
things in particular and be specific, I would appreciate it. We will
also look at your suggestions on the Department of Defense for
changes in legislation to see if there are things we can help you out
with there.

Mr. KoskINEN. That would be great.

Senator BROWNBACK. Thank you very much.

Mr. KOSKINEN. Thank you both.

Senator BROWNBACK. For, the third panel we will be hearing
from Dr. Samuel Kleinman, director of the Center for Naval Analy-
sis. Next we have Captain Burton Streicher, CEC, USN, director
of Navy Outsourcing Support Office; and Charles Davis, with
Chamberlain, Davis, Rutan and Valk, formerly the associate ad-
ministrator for operations, GSA.

And I would note, for the other Members present, Dr. Kleinman
and Captain Streicher are Federal employees and don’t want to
comment on policy issues, or on the particular legislation appearing
in front of us. They are here to talk about their own experiences,
and so we will limit our questions to non-policy matters. That is
pretty tough for a couple of people in the policy field, so if there
are questions we ask you that you don’t feel are appropriate, just
tell us and don’t respond to them.

If there is no problem with going with the order on the list, Dr.
Kleinman, we would appreciate your statement. You can summa-
rize and we can put the whole statement in the record and then
have some good discussion.

TESTIMONY OF SAMUEL D. KLEINMAN,! DIRECTOR, CENTER
FOR NAVAL ANALYSIS

Mr. KLEINMAN. Good morning, Mr. Chairman. Thank you for in-
viting me to testify before your Subcommittee. I apologize, but I am
losing my voice and at some point I may ask my colleague Derek
Trunkey to come forward and complete my statement.

I will be discussing our examination of competition in out-
sourcing. In the title of my talk, I put the word “competition” first.
We believe that competition is what we have gained in DOD from
our outsourcing program. The program is built on the premise that
all providers of services, both in-house teams and private contrac-
tors, should be able to demonstrate that they provide the best
value to DOD and government.

I will be talking about our examination of competitions governed
by OMB Circular A-76. Under this circular, in-house teams are al-
lowed to submit a bid and the incumbent team can bid below its
current costs, which it often does. The private team must bid at

1The prepared statement of Mr. Kleinman appears on page 53.
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least 10 percent below the public team’s costs to win the competi-
tion.

Our initial work examined the U.S. Navy’s competitions. Be-
tween 1979 and 1990 the Navy competed 25,000 positions, 80 per-
cent civilian and 20 percent military. Overall, the savings were 30
percent. In these competitions the public team won half the time.
There was a 20 percent saving when the in-house team won and
40 percent saving when a private firm won. The in-house savings
appear low because when no bidder produced any savings, the com-
petition was decided in favor of the in-house team, and those no-
saving competitions are included in their average.

For about 30 of these competitions we went back to the bases to
learn about quality and subsequent costs. Although there were a
couple of defaults, in most cases costs were contained and quality
maintained. We believe the reason is that when the contract ended,
there were sufficient competitors out there to bid away the con-
tract, so there were always competitive pressures controlling the
contractors.

In one large competition, we were able to follow performance and
labor productivity through two recompetitions. We found that per-
formance remained high and the labor productivity continued to
improve.

When contractors win, they have to offer any new jobs to the af-
fected government workers. Only 3 percent of the affected workers
joined the contractors in DOD. Most Federal workers prefer to con-
tinue employment with the government. However, our case studies
did show that when a contractor loses a subsequent competition,
most of the workers are rehired by the winning firm.

We believe that the source of the savings is competition. Both
public activities and private teams come in with their best offers
and, as I noted, the in-house team wins half the time, so out-
sourcing only occurs when a private firm offers to perform the func-
tion at lower cost.

Competition provides cost visibility and choice of suppliers. In
many cases, for the first time, in-house teams constructed the full
cost of what they were required to do, and they developed perform-
ance work statements. The government could then compare alter-
native sources for accomplishing the required work.

When private sector teams win, they appear to reduce costs by
using fewer people, not by paying less per person. We believe they
do this by moving people from one job to another, by giving employ-
ees a greater range of skills, by using more temporary workers,
part-timers, overtime, and workers from other sites to meet peak
work load demands.

There is a cost to competing and monitoring contracts. We esti-
mated that the one-time cost to compete is about 10 percent of the
annual value of the contract. The cost to monitor these contracts
is 3 to 10 percent. The savings I reported to you are net of those
monitoring costs.

After examining the Navy’s experience, we extended our analysis
to all of DOD’s competitions. I am going to show you what the re-
sults are on this chart. There were 2,100 competitions, 80,000
positions——
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Senator BROWNBACK. Would you mind moving that over to the
other side? I hope that is not too inconvenient for you. We have
more people on that side of the room, and Senator Thomas will be
able to see it, too. Please proceed.

Mr. KLEINMAN. We looked at over 2,100 competitions, military
and civilian combined. There were 80,000 positions. Again, about
80 percent were civilians.

Senator BROWNBACK. I'm sorry. Could you tilt it just a little bit
this way, now? I would like to be able to see it, too. There you go.
Thank you. Sorry about that.

Mr. KLEINMAN. We found that there were savings throughout
DOD, across all the services and agencies, again about 30 percent,
and again, half the competitions were won in-house. We estimated
that the annual saving to DOD was $1.5 billion a year from these
competitions.

We noticed that some competitions produced a great deal of sav-
ings and others produced no savings, and my second chart will
show you the distribution we found. In about 22 percent we actu-
ally didn’t have any savings. On the other hand, in 16 percent of
the cases, we had savings of over 50 percent.

We saw that competitions for small activities were the most like-
ly to produce no savings. In fact, close to 70 percent of the activi-
ties with no savings were competing only 10 or less positions. This
is consistent with our observation that savings come from using
fewer people. It is difficult to structure assignments for narrowly
defined activities. This is an important point when considering how
many activities to put into one competition. As I mentioned, small-
er competitions provided less savings, yet many of the competitions
are indeed small.

And that will be my third and last chart. It shows that 40 per-
cent—857 of the 2,100 competitions—were for 10 or fewer posi-
tions. Those 40 percent of the competitions produced only 5 percent
of the total savings. Savings were greatest for the largest, over 200
positions. Unfortunately, in the middle it is less clear what is going
on, but you can see at the very bottom there is definitely a loss
from using those smaller competitions.

Now, there are many challenges to successful competitions in
outsourcing. As I noted before, the average cost to compete is 10
percent of the annual contract value. These costs are usually recov-
ered quickly, usually within 4 months, but they can discourage re-
gional offices that have to pay for the competitions out of their cur-
rent budgets.

It can take a long time to complete a competition. The average
is 2 years. A recent Rand report noted that while 5 percent were
completed within 6 months, another 5 percent required 5 or more
years. The lengthy competitions can be disruptive and costly.
Workers, fearing that the work will go outside, start to look for
other jobs, and no matter who wins, it takes time to recover from
the disruption.

Many competitions were cancelled before they even went out for
bid. Forty percent of those started were never completed. Our anal-
ysis suggested that those cancelled were as likely to produce sav-
ings as those completed.
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Departments and agencies can take steps to meet these chal-
lenges. First, each department and agency should set up a competi-
tion and outsourcing office to serve as a central source of informa-
tion and support. The offices would promote and arrange training,
help structure and review performance work statements, provide
templates for contracts, and send teams out to the local and re-
gional offices to set up the competitions. We need to cut the cost
and length of competitions, and the individual facilities and regions
cannot be asked to do it alone.

Second, the incentives at local and regional offices should be im-
proved, as you have noted before. Competitions are costly and dis-
ruptive to them, and headquarters often cuts the budgets by the
amounts of the savings, leaving the local and regional offices no
better off for their efforts. We believe that the local and regional
offices should keep the savings for a couple of years. They could use
the money on workplace improvements that didn’t make it into
their original budgets.

Third, the workers participating in the competition should be
kept informed and supported throughout the process. They should
know what is being competed, the schedule, and the rules govern-
ing the competition. They should be helped in reorganizing and
preparing their own bid. Their objective should be to win, and we
want them to take on the challenge of outside competitors. If they
lose, they should be offered generous buy-outs and help in finding
new positions.

Fourth, agencies and departments should look for opportunities
to consolidate several activities into one contract. The small com-
petitions are not producing the savings seen in the other competi-
tions. One facility could consolidate different functions into one
competition, or several facilities could merge a common function
into a competition.

Finally, agencies and departments should use a selection process
that allows them to pick the best value and not necessarily a
sealed-bid, low-cost alternative. They are allowed to weigh past
performance, management, and financial solvency of the bidders. In
the past, the Department of Defense sometimes felt obligated to se-
lect low-cost bidders that they suspected could not perform.

In summary, competitions produce the best efforts in all partici-
pants and the best value for our agencies and departments. The
end result would include more outsourcing but, more importantly,
it would lead to more efficient government.

Thank you.

Senator BROWNBACK. Thank you, Dr. Kleinman. That was very
illuminating, from your practice and what you have experienced. I
will look forward to some good questioning.

Mr. Streicher, thank you for joining us today, and the micro-
phone is yours.

TESTIMONY OF CAPTAIN BURTON STREICHER,! CEC, U.S.
NAVY, DIRECTOR, NAVY OUTSOURCING SUPPORT OFFICE

Captain STREICHER. Good morning, Mr. Chairman, Senator
Thomas. It is a pleasure to be with you here today and to discuss

1The prepared statement of Captain Streicher appears on page 60.



26

my experience when conducting OMB Circular A-76 competition
studies within the Navy.

In my present position I am responsible for assisting Navy and
Marine Corps field activities in conducting A-76 competition proc-
ess by streamlining the process to a standardized notional 12
months, selecting and developing generic performance work state-
ments, standard acquisition and source selection templates, new
key process enablers, provide access to nationally based study sup-
port consultants, ensure lessons learned are quickly shared among
the activities, and provide a single store-front point of service for
local installation commanders.

In 1984 I was the functional head of two different successfully
completed A-76 competitions for public works services and trans-
portation operations and maintenance at the then-Naval Air Devel-
opment Center, Warminster, Pennsylvania. Both studies were
started in May of 1982. They were in progress when I reported in
July of that year.

We studied about 78 full time equivalents or positions in both
studies. The most efficient organization took us 4 months for each
to do. The invitation for bid was released in May of 1983 for the
public works services, and the transportation studies were released
later that fall.

I spent most of my entire tour of 3 years to bring both to comple-
tion, as the public works services competition resulted in a lengthy
7-month appeal process which extended out the total study period.
Both studies were retained in-house and they continued to be re-
tained until the facility was closed under the BRAC process.

I would like to share with you some of the lessons I learned from
these experiences. First, there were numerous barriers which made
it difficult for us to conduct these studies. The study units were
suboptimized and conducted at different times, two different stud-
ies, which resulted in fragmentation of our management effort and
required a significant amount of additional coordination effort by
my staff.

In accordance with the guidance at the time, we conducted the
process in a serial manner, finishing one step before we commenced
the next. If the product was not acceptable for the next portion of
the process, I had to go back to the beginning of the previous step,
with a commensurate loss of time and effort.

For example, when I first saw the public works study perform-
ance work statement, it was not in a contractible format. I had to
appoint three people full time to work for 2 months just to convert
it from what my shops and functional people had developed into
something that we could put out on the street for advertisement.

The prescriptive statements of work and the data gathering ef-
forts to develop them were exceptionally labor intensive and almost
impossible to cover all aspects of the service performance. The re-
sulting “how to do the work” performance work statements were
huge in size—we weighed them in terms of pounds—and left many
opportunities for misunderstanding the requirements.

In fact, I awarded a small consulting contract to provide an inde-
pendent review of our final performance work statements just to
determine where we had left holes in the requirements. The con-
sultant found several, one of which hinged on the definition of a
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word used to describe the intermittent operation of our heating
boiler plant. If not corrected, this word interpretation could have
resulted in a contract change worth several hundred thousands of
dollars if it had been awarded to an outside service provider.

I also found that there was very little process technical experi-
ence located within the activity or the region. There were no user-
friendly guides that could walk a functional manager through the
process and explain what choices there were that could be made by
the commanding officer or myself. Everything was done for the first
time, with great uncertainty, whether it was done correctly or not.

In addition, there was no formal lessons learned sharing mecha-
nism to find out what was happening in other activities. We pretty
much had to use our own personal contacts to get that information.

The invitation for bids method of acquisition, which is a cost-only
comparison, resulted in a decision for the bidder who interpreted
the specifications to the minimum amount; this was whether they
could actually do the work or not. This was commonly known at
the time as an unlevel playing field.

It resulted in an initial decision on the public works services
study to an outside provider who bid almost exactly half of the
independent government estimate, the government bid and the
other four industry bidders. The union appealed this initial deci-
sion, and after more than half a year and numerous discussions,
the contractor withdrew his bid.

Despite the above barriers and the difficulties that I experienced,
the process worked, and my activity was able to perform the same
amount of service at a much-reduced cost. Competition vice the end
nature of the service provider was the key to about a 20 percent
savings for my command.

Since my experiences over 13 years ago are not unique to just
me, to overcome these obstacles the Navy has reengineered and
streamlined the process to become a better management tool for ac-
tivities to use, namely, better up-front planning and coordination
using acquisition plans and integrated process teams of all parties
involved in the process, to give the local commander greater control
of the whole process.

We have shifted to identifying minimum service required to sup-
port the mission and to define the requirements in performance
outcome terms, which allows the service provider, whether it is out-
side or in-house, to determine how best to provide the service. We
are holding industry forums to learn best business practices and
adjusting performance work statements to allow better participa-
tion by industry and government providers.

We have also developed a way to compress the A—76 process to
12 months between announcement and decision, through parallel
versus serial operations, process enablers and templates, and an
extensive support effort which includes enhanced training opportu-
nities for the people doing the studies, regional facilitators, elec-
tronic connectivity for the lessons learned, and outside consultants
being available to provide specialized expert assistance.

Finally, we have shifted to a best value request for proposal vice
lowest bidder invitation for bids acquisition process in order to bal-
ance the outcomes of the best contractor proposal and the govern-
ment proposal prior to cost comparison. This new change corrects
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the greatest previous complaint by both sides of a unlevel playing
field for the competition.

These initiatives, along with the other aids that we have been
developing, (such as a 1-800 outsourcing assistance number, an
outsourcing home page on the Internet, a commander’s handbook
for successful competition, and electronically linked regional out-
sourcing support coordinators), we feel will go a long way in mak-
ing the A-76 competition process a better management tool for the
Navy, and it will provide another addition to the Navy command-
er’s and the resource sponsor’s tool kit to use, when appropriate,
to reduce the cost of the Navy’s infrastructure.

In conclusion, I hope that sharing my experiences will assist the
Subcomittee in its future deliberations.

Senator BROWNBACK. It will, and I appreciate very much that
testimony. We will look forward to some questioning.

Mr. Davis, thank you very much for joining us. The microphone
and the floor is yours.

TESTIMONY OF CHARLES S. DAVIS III,! CHAMBERLAIN, DAVIS,
RUTAN AND VALK, FORMER ASSOCIATE ADMINISTRATOR
FOR OPERATIONS, GENERAL SERVICES ADMINISTRATION

Mr. Davis. Mr. Chairman, Senator Thomas, I appreciate the invi-
tation and opportunity to discuss the Freedom From Government
Competition Act, specifically in reference to my experiences and ob-
servations on the benefits and opportunities of competitive con-
tracting. I have submitted my remarks for the record, and right
now I would like to summarize those briefly——

Senator BROWNBACK. Please.

Mr. DAvIS [continuing]. And also add some additional observa-
tions.

Before getting into my experience in the government, I want to
touch briefly on the fact that the private sector has begun to use
outsourcing more than ever before. Perhaps the best example of
this is the automotive industry. I am from Detroit, and for 10 years
I was an executive with one of the major auto companies.

Since 1980, the revitalization of the American auto industry to
a large part has depended upon outsourcing. This was not true
from 1920 to 1978, where insourcing, in effect, was the mode of op-
eration, bringing in parts suppliers and components suppliers. Ford
used to make its own steel, its own glass for windshields, had its
iron mines up in the Masabe Range, and had its own fleet of
steamships. All these were considered inherently necessary to run
the business.

As you know, Ford finally had to stop insourcing when it,
through antitrust problems, was forced to spin off its Autolite
Spark Plug Division, and that effectively put a stop to this great
insourcing flood that was believed, in GM or Ford or Chrysler, to
be the way to go. With the competition from the Japanese and the
global economy, all three auto companies have been forced to
rethink, and if you just survey what has happened since 1980, they
have been selling off division after division after division, out-
sourcing whole activities of their operations.

1The prepared statement of Mr. Davis appears on page 64.
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They have been doing it not only for cost, and this is the point
I wanted to bring up that is not in my prepared remarks. They are
mission-oriented, just like government agencies are, and they real-
ize it is not just cost savings that you get from outsourcing. Man-
agement is better able to focus their attention on their mission.
The mission of those auto companies is designing cars, making sure
the cars can be assembled, and then marketing them.

But where the component parts come from, where the steel
comes from, how it is manufactured, all the companies are inter-
ested in is the results of that; in other words, they are interested
in the end product that is going to hit their assembly lines. They
are not interested in being tied up in the management of all these
component parts manufacturers and raw material manufacturers.
It diverts their management attention.

Likewise, when I was in a government agency, we continually—
on a day-to-day basis were worrying about personnel problems,
worrying about reorganization problems, worrying about coming up
and trying to get budget authorizations. If we are directly manag-
ing all those activities, we have many more things concerning us
and we are not focused on our end mission, which is the program
we are supposed to be delivering to the public or to the other gov-
ernment agencies.

So the reason I am adding this is, I heard earlier all the talk on
outsourcing or competition is because of cost-effectiveness. Equally
as important is the ability of government executives, career and
non-career, to focus their attention on mission and not be side-
tracked with trying to always manage all the parts of the process.

Now, speaking about my government experience, during the pe-
riod from 1981 through 1985 GSA reduced its head count by over
9,000 FTE or by 25 percent. Over one-third of that reduction came
through use of the A-76 process. The savings that we gained in
GSA in 4 years was $120 million a year by the end of 1984.

We conducted 500 A-76 reviews covering over 45 percent of the
agency’s head count during that 4-year period. The $120 million in
savings that occurred wouldn’t have come had we not been able to
fast track and to find ways around the normal impediments . . .
impediments that I noticed was mentioned in the questioning com-
ing from the Subcomittee today on the use of A—76.

When we first started to try to implement the process, it seemed
like it would take years. Each study was defined as taking 8
months, others would take a year or more, before we would be able
to get out and contract.

One of the things that we were able to do and one of the lessons
we learned is to streamline the process by using standardized pack-
ages for both the analysis and standardized packages and stand-
ardized methodology in moving through the procurement process.
We were aware that there were large savings to be made on large
programs, but we were also aware that large programs bring large
attention to them and are difficult and complex to manage.

So what we tried to do, and one of the ways that we were suc-
cessful, is we broke down the programs that we were going to A—
76 into chewable bites. We concentrated on the area of below 30
FTE and many times around 10 FTE. When we get into that size
of procurement, you can speed it up, and our target that we
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reached was a 3-month cycle from the time that we identified an
area of needing an A-76 study until the time it was out on the
street being contracted.

One of the other problems we had was the tendency in the gov-
ernment that to get ahead you have to go along if you are a career
employee. It is very difficult to buck the agency. Career employees
do not typically wish to see their operation reduced through the A—
76 process. They don’t understand they have as much authority
under a contract as they would have with the FTE.

So there is a natural reluctance to contract out. We would not
have been successful if we had not made the A-76 process itself
what is called a “critical element” in every line manager’s perform-
ance review. Now, the critical element wasn’t just completing a
study . . . the critical element was having the bid on the street.
A critical element means that if you don’t get a satisfactory grade
on it, you can be demoted or discharged under the performance re-
view system for career employees. So we made A-76 a “critical ele-
ment” throughout the agency. We felt that that was one of the
most important steps to making sure the process moved ahead.

Of course, we had to have support from the top. That was abso-
lutely crucial, but the support wasn’t just rhetoric. The top man-
agement in the agency had to take active support. For example, in
one major A-76 program, we actually had to remove the top line
manager out of the way. That is a drastic step, but that sent a sig-
nal to the whole agency that we were serious about completing the
A-76 projects on time.

One of the elements that is important to the process, also, was
the element of setting the performance standards from what the
private sector can accomplish, not just accepting the present per-
formance standard in the government. In this way, not only do you
get the cost savings—you get the cost savings regardless—but you
also get an improvement in the performance.

To give you one example, when we A-76’d the Franconia ware-
house, the government performance standard was 29 days; this was
from the time a warehouse order was received to the time the
goods were shipped, out the door—1 month from the time the order
was received to the time they had to have it shipped. In the private
sector the standard was 72 hours, that was the maximum time pe-
riod we could find.

We couldn’t get the government career employees in that area to
agree to 72 hours. We actually had to remove some government
employees when they said the lowest they could go was 16 days.
Finally, we found a manager who was willing to commit to 6 days.
That was where the performance standard was set . . . a reduction
from 29 days to 6 days in the service level.

When we bid the process, an outside contractor won that bid, and
the performance was 6 days at 39 percent cost savings. So not only
was the cost savings achieved, 39 percent lower than the prior year
to operate that facility, but the performance went from 29 days to
6 days. So using outside performance standards is very necessary.

The other thing I do want to state, and I can do this being out-
side the government, that for a career employee participating in di-
recting the A-76 process and pushing it in an agency is tanta-
mount to watching your career reach a dead end. You will never
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be promoted. I can’t say that it happens in every government agen-
cy. I can say it happened in GSA.

The people who ran that program in my agency, GS-15s, saved
$120 million. The average cost savings was 38 percent. They re-
duced head count by 3,000. As a result, for the rest of their career
in the government, they were never promoted. We gave them out-
standing performance reviews, and I think for the rest of their ca-
reers they had either excellent or outstanding reviews, but having
the career people sit on the SES selection board meant that there
was always a reason that these individuals were not selected for
SES, and I attribute that directly to the fact that they took on the
bureaucracy through the A—76 program. I don’t know how to solve
that through legislation, but it is a real problem.

As I said, I have submitted my remarks for the record. I would
be glad to answer any questions you have.

Senator BROWNBACK. That last statement was particularly
thoughtful and provocative. I wish you had proposed a solution to
it, as well.

Do you have some questions, Senator Thomas? Would you like to
ask one or two before you leave?

Senator THOMAS. Yes, sir. Thank you, and I appreciate your tes-
timony and all of you being here. Captain.

Captain STREICHER. Yes, sir?

Senator THOMAS. You went through this thing. I guess this was
fairly early on, the experience you talked about here?

Captain STREICHER. Yes, it was.

Senator THOMAS. So that you were sort of experimenting. Would
it be useful to have some outside assistance in doing the specifica-
tions and setting up these kinds of things? Again, I go back to an
agency manager who probably hasn’t or may well not have done
that, for instance in the military. Would it be useful to have some
kind of professional help set up the criteria?

Captain STREICHER. Yes, it would. Actually, that is kind of what
we have done in the Navy. We got five consultants and locked them
up in a room with ourselves, and we produced this guide for activ-
ity commanders that really walks them through the process and
gives them the kind of guidance I didn’t get back in the 1980s.

Senator THOMAS. Yes.

Captain STREICHER. It tells them what the steps are. It tells
them what should be produced, about the time it should take to do
it, who the key players should be. It basically gives them a very
basic guideline of how to go through the process and what decisions
they can make as the Commander.

So I think we have met that need at this point. The 10,000 stud-
ies that the Navy announced in January, we are in the midst of
doing the most effective organizations and the statements of work
right now, so we are kind of in a trial and test right now to see
how well it does work, but it seems to be so far.

Senator THOMAS. Yes. That is very interesting. Thank you, sir.

Senator BROWNBACK. Thank you, Senator Thomas.

I appreciate what you folks have done here. You have stepped up
and done some of these privatizations, and have done so effectively.
I found this instructive, especially where you are saying that the
larger projects are the ones to concentrate on. These are going to
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be difficult to do anyway, and you don’t save much on the smaller
positions. Has this been your clear experience?

Mr. KLEINMAN. Yes, sir.

Senator BROWNBACK. Are there particular legislative changes
that we could make, if you can comment—I know you can’t com-
ment on policy. Are there particular legislative barriers you ran
into, in trying to do the things you did on using this A—76 process?

Mr. KLEINMAN. I don’t think that is a problem, sir. I am not
speaking for the Navy here. The way A-76 is written now, you
don’t have to go through it for 10 or less people in the activity, yet
we have chosen most of the time to do that.

I think that the people who did that, did it because they were
very cautious and wanted to show everyone that they did this as
a fair way of doing business, and to offer the in-house team an op-
portunity to bid on it. So they could have gone directly outside, and
they chose not to.

This gets back to the whole issue of the incentives, how do you
speed up the process, an issue that I believe is very important; cost
visibility, that there is never really an appreciation of what it real-
ly costs to do things in-house, and it is never visible to them; and
also the flexibility to make the right decisions. I think those are the
issues here, and if we have those in place, we will see more
competitons and we will see big savings.

Senator BROWNBACK. Dr. Kleinman, your statement on incen-
tives, you believe that—I believe it was you that stated that—when
you make these savings, make sure that the entity gets to keep the
same amount of money coming to it for a year or two, as one of
the incentives that you would cite. They could use this for equip-
ment upgrades or whatever other things they might feel they need?

Mr. KLEINMAN. Yes, sir. It could be bonuses, like you discussed
earlier. It is easy to say for DOD, because the big issue in DOD
is meeting its budgets after the turn of the century. I mean, that
is how they are looking at it, to increase modernization after the
turn of the century. So allowing the competitors to keep some of
the money in the first 2 years, will maximize the number of com-
petitions and then get DOD to its end point, which is to free up
some money after the turn of the century for the modernization
that it needs.

Senator BROWNBACK. And that would be one of the key incen-
tives that you would suggest would be useful in encouraging these?

Mr. KLEINMAN. That would be one. When I talked about the
workers, I discussed minimizing the disincentives. You can help
them compete.

I mentioned the buyout issue. I think that is very important. I
believe that you can make it sufficiently attractive that people in
activities who don’t get it are disappointed, and look at those who
have just gone through the competition as the people who have
done the best, so I think that would help to incentivize the workers
to work with the system.

Then there is another point here. Even if it only takes a year to
complete, you want to hand over an activity that is running well
to whoever wins. And if workers start leaving a year beforehand,
by the time you get to selecting a winner, the actvity is already
understaffed. Things aren’t getting done, and it really does take
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them time to get back up. So anything that you can do to keep the
workers there up to the transition point, would minimize that dis-
ruption cost.

Senator BROWNBACK. Now, I want to say something here that I
think doesn’t get said enough, and it is that I and every Member
of Congress appreciates the Federal employees. It is often seen as
some sort of adversarial system, because we are passing the budg-
ets, trying to balance the budget, and we are trying to make cost
savings. But I just want to say, as a former Federal employee, that
I appreciate Federal employees and what they do.

But what we are trying to get is an efficient operation, as effec-
tively delivered, as we possibly can. This has created too much of
an appearance of conflict, when all we are about is trying to have
an efficient, effective type of system. I realize that there are people
who respond to this and say, “I need to just dig in and fight this
off, and soon this way, too, will pass,” and there will be new Mem-
bers of Congress and things will change.

But we are broke, guys. I mean, we are $5 trillion in the hole
right now. We are still running deficits of about $67 billion, but it
is probably really closer to $150 billion by the time you take the
trust accounts and things like that out. We are not yet near the
position we have to be, as we prepare for when the baby boomers
start retiring.

And I do want to state to all the Federal employees who are
here, and any that might be listening—we appreciate what you are
doing. It is just we have a problem here, of trying to be able to get
this figured out. Mr. Davis.

Mr. DAvis. Mr. Chairman, from my experience in the civilian
side, there were some legislative impediments that were put in the
way after we started really rolling on this process and it was evi-
dent that we were going through almost half the agency.

In the 1984 continuing resolution, the House tied the reduction
of any custodial guard, elevator maintenance, or messenger service
to the Veterans Preference Act, which said you couldn’t contract
out if a veteran could fill the job, which basically stopped a major
part of our effort for a while. Eventually we got some relief in 1985
when they allowed us to contract those positions out if they went
to a sheltered workshop for the blind or seriously handicapped, but
that was a strong limitation. If that is still in place, that would be
an impediment.

The second comment I would make is that although it is nice to
look at the larger projects, because you perhaps get proportionately
greater cost savings, you also are taking on proportionately greater
risk of the procurement getting blown up, of it getting delayed so
it truly is a 2- or 3-year effort to get it through.

The larger the project, the more visible it is, and the more visible
it is, the more the other forces that would rally around the flag
against it.

Second, the smaller projects can move much more quickly and
build momentum in the agency, so in our agency we opted to save
in your case on the chart, the 28 percent or the 22 percent and get
it in quickly rather than wait and take the risk of not ever getting
to a 30 percent or a 31 percent savings.
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Last, you asked for some recommendations. One of the problems
we saw in our agency was the definition of “inherently govern-
mental.” Our general counsel inside the agency defined “inherently
governmental” as almost everything except pushing a broom. We
did not have that view, but once the general counsel of the agency
defines “inherently governmental,” you are stuck.

It would be very interesting to see what the Senate would think
of what “inherently governmental” is. My own opinion is “inher-
ently governmental” is the person that makes the decision, and not
even the staff that necessarily analyzes the data. But in the gov-
ernment, anybody that touches policy, whether it is a secretary or
an analyst or whatever, is “inherently governmental” . . . and that
certainly does restrict the use of contracted employees and of con-
tracting out.

Mr. KLEINMAN. I agree with Mr. Davis. In DOD, larger studies
did take longer and were more likely to be canceled, but that again
gets back to the problem that it is the up-front costs that deter-
mined what we did and what we did not do, as opposed to looking
at the ones that would really give us the biggest payback. But he
is right. They did take a lot longer and a lot more were canceled
of the larger ones.

Senator BROWNBACK. What do you think of Dr. Kleinman’s sug-
gestion that the agency keep the amount of the savings for a year
or two as an incentive to the system?

Mr. Davis. Well, I come at it in two aspects. As a taxpayer, I
hate to reward somebody for doing what they should have done in
the past simply because they did it now. But once you cross the
Beltway and get into government, some of the rules change, and
in government that might be a necessary incentive.

Senator BROWNBACK. And you do not have any suggestions on
what we can do to civil service managers who willingly participate
and are blackballed along the way for further rewards or advance-
ment?

Mr. DAvis. Well, I think you have the same problem here as you
have with a whistle-blower in an agency. You cannot legislate
against discrimination very well because it happens very quietly,
discrimination for whatever reason—in this case, discrimination be-
cause somebody went against the system in a strong way. I think
perhaps one thing you might do is set up a bonus program out of
some of the savings to bonus those people who are successful in the
process.

Senator BROWNBACK. It seems to me then we are back to having
the division or the agency or the entity that saves the money keep
some of it for a period of time. And maybe you do that for a year’s
period of time and give them wide discretion on how that money
is spent then.

Mr. DAvis. That is true, and one of the other problems you may
get into is the determination by personnel of what the grades will
be in that area after you have A-76’d all this FTE out. That is a
great disincentive. The grades should go with the responsibility of
the dollars, not necessarily the head count or the number of people
who are reporting to you, and that can be a problem in the person-
nel system.
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So one of the incentives maybe is to assure that the grades either
stay the same or actually might justify an increase, but certainly
at least stay the same for the people managing the process.

Senator BROWNBACK. Very good. Gentlemen, I think this has
been very illuminating from a practical standpoint since all of you
have participated in this process. I very much appreciate your com-
ing forward and testifying.

To those watching, we are going to take a recess from this hear-
ing and reconvene at 12:30 for the final panel at that time, and you
are certainly welcome to return. We will be in recess until 12:30.

[Recess.]

Senator BROWNBACK. We will reconvene the hearing. Thank you
very much for accommodating me on breaking the hearing into two
parts.

The final panel, panel 4, includes Nye Stevens, Director of Fed-
eral Management and Workforce Issues, U.S. General Accounting
Office, and John N. Sturdivant, the National President for the
American Federation of Government Employees.

Welcome, gentlemen, to the Subcomittee. You know the bill that
we are looking at and the hearing that we are having in regard to
it. I appreciate very much your willingness to come here and to tes-
tify for the record and in front of the Subcomittee.

Mr. Stevens, you are listed first on the program. We will go with
you first. Thanks for joining us.

TESTIMONY OF L. NYE STEVENS,! DIRECTOR, FEDERAL MAN-
AGEMENT AND WORKFORCE ISSUES, GENERAL GOVERN-
MENT DIVISION, U.S. GENERAL ACCOUNTING OFFICE

Mr. STEVENS. Thank you, Mr. Chairman. I would like to summa-
rize my lengthy statement, Mr. Chairman, and have it submitted
for the record and just hit the high points here.

The revisions in S. 314 which have been incorporated in the bill
since the version we testified on last year we think have substan-
tially improved it. They relate to the use of best value as a cri-
terion for contracting decisions, a recognition that there are occa-
sions when private sector sources are inadequate to meet the gov-
ernment’s needs, and that the definition of inherently govern-
mental functions is somewhat situational or dependent on the con-
text.

We recently issued a report that we discussed with the Sub-
committee on privatization experiences of five States that have had
major initiatives in this area—Georgia, Massachusetts, Michigan,
New York, and Virginia—as well as the city of Indianapolis, and
from those emerge six lessons learned that were common to all of
thosse and that we think might be useful to apply to the initiative
in S. 314.

The first thing that these governments learned was that they
needed to have committed political leaders to push a privatization
or contracting initiative.

Second, there needed to be established an organizational and an-
alytical structure to carry out and implement the initiative.

1The prepared statement of Mr. Stevens appears on page 74.
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Third, there were legislative changes needed, often preceded by
resource cuts to force the agencies to engage in greater contracting.

Fourth, they all perceived the need, certainly by the time they
were done, to develop reliable and complete cost data on exactly
what it cost the government to perform these functions in order to
support informed decisions on what to contract out and also to de-
fend those decisions to critics—and there are inevitably critics of
the process.

Fifth, they needed strategies to assist the workforce in making
a transition to what is a quite different privatized environment.

And then, finally, enhanced monitoring and oversight of the con-
tracting process was the weakest link that most of them identified
in the processes that they had undertaken.

Just very briefly, I would like to compare these to the provisions
of S. 314. There is no political champion provided for in that bill.
There probably cannot be one in a legislative measure like that. It
does, however, provide a tool that a dedicated political implementer
could use to carry out a privatization program. It provides a strong-
er foundation, but certainly not a substitute, for the political lead-
ership that the other entities found was necessary.

The governments that we visited all did report the need to estab-
lish a dedicated organizational and analytical structure to carry out
the privatization initiative, and S. 314 does that, in establishing in
OMB a new center for commercial activities which has responsibil-
ity for issuing regulations, implementing requirements of the legis-
lation, ensuring compliance, and providing guidance and informa-
tion and assistance to agencies, to private sector entities, and to
Federal employees themselves.

Since OMB 1is given very wide latitude in these regulations—and
this is in some contrast to last year’s version of the bill—there are
going to be a number of issues arising in implementation that OMB
is going to have to make choices on: For example, whether or not
such entities as government corporations and government-spon-
sored enterprises, federally funded research and development cen-
ters, even the U.S. Postal Service can be eligible for contracting
from the Federal Government, which would require them to be de-
fined in some way as private sector sources, which are eligible; the
role of public buildings, there would be a substantial question in
here of whether public buildings could still house Federal employ-
ees or whether they would have to be transferred to the private
sector and there would be rental and leasing agreements as the
most common way to house Federal employees; how OMB would in-
corporate congressional views over sensitive conversions.

A number of questions like this lead us to suggest that perhaps
OMB should have a strategic plan submitted to Congress as a
means of getting agreement from Congress that the way it is going
about this is indeed a sensible one that the legislative branch
would agree to.

We also worry somewhat about OMB’s resources in the manage-
ment area. We have issued reports that question their ability to
carry out even the management responsibilities they have today,
much less the substantially augmented ones that this would re-
quire. And, of course, a strategic plan would help address that re-
source question.
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In our State and local work, we found that all five of the States
and the city of Indianapolis used some combination of legislative
changes and mandatory resource cuts as part of their privatization
initiatives to show they were serious and to really force agencies
to make the tough choices that as previous witnesses testified are
often very difficult because of the inherent bureaucratic dynamics.
The balanced budget agreement may serve that same function in
the Federal context, but this bill does not.

The bill does have implications, however, for a number of exist-
ing laws. It does not actually repeal any of them, and the status
of some existing legislation would raise questions in our mind. For
example, the Economy Act, which we have mentioned before, and
particularly the status of the General Services Administration,
which was created and exists precisely to provide services to other
Federal agencies, conflicting with the prohibition in the bill against
agencies providing goods or services to other governmental entities.
So I think that probably needs clarification if there is a role fore-
seen for the General Services Administration, which, as you know,
provides office space and consolidated purchasing and negotiates
with airlines for government-wide air travel contracts and that sort
of thing.

In the governments we visited, reliable and complete cost data
on government activities was identified as something that was ab-
solutely essentially in assessing the overall performance of activi-
ties that were targeted for privatization and in informing the deci-
sions and in justifying those decisions. This is an area where the
Federal Government is particularly weak. As others have testified
and we testify in many other contexts, the ability of the govern-
ment to determine what it costs to do anything is severely in ques-
tion and will be until agencies meet—and they do not now meet—
the Federal Accounting Standards Advisory Board standards re-
quiring agencies to develop full measures of the costs of carrying
out a mission or producing products and services. We do not have
that capability now, and that would be a severe constraint on this
bill.

We mentioned that workforce transition strategies had been
identified as these other identities as very important. The bill’s pre-
amble, we note, states that it is in the public interest for the pri-
vate sector to utilize government employees who are adversely af-
fected by conversions, but there does not seem to be a provision for
that in the actual legislation. There are not any new rights or
privileges embodied in it.

It does, however, assign to OMB the function of providing infor-
mation on available benefits and assistance directly to Federal em-
ployees. We would suggest that that would be a new role for OMB,
such a small agency, probably one more appropriate for the Office
of Personnel Management, which has current responsibilities and
a good deal more experience in that area of dealing directly with
Federal employees.

And then, finally, Mr. Chairman, when the government’s direct
role in the delivery of services is reduced through privatization,
these governments identified a much greater need for aggressive
monitoring and oversight of the contracting process. Most of the
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governments said that this was the weakest point, the weakest link
in their privatization processes.

And all of our indications are that this would also be a problem
at the Federal level. The agencies that do depend most heavily on
contracts—and some of the newer agencies do, NASA and Depart-
ment of Energy, for example, both over 90 percent of their dollars
go into contracts—these are commonly identified as high-risk areas
by the government. Certainly the practices carried out in those
agencies should not be emulated on a government-wide basis.

We can discuss any of these questions, Mr. Chairman, or others.
We have done a great deal of work on the A—76 process in the past,
and if you would like to go into matters that were discussed earlier,
I can discuss that, too, after Mr. Sturdivant’s statement.

Senator BROWNBACK. We will do so. Thank you for your testi-
mony.

Mr. Sturdivant, thank you very much for coming in front of the
Subcomittee. Before you start, I just wanted to say thanks to the
Federal employees and the Federal workers for doing all that you
do, because you guys work hard and do a lot of work. This is not
a witch hunt to say that these guys are bad. It is a hunt to get
to a balanced budget, and it is a hunt to start paying our debt
down. And this is a key way we can look at the effort. So I hope
we can work with you, and I also hope you can convey to your em-
ployees our thanks for all the work and the effort, and that this
coming from a former Federal employee himself.

Thanks for joining us here today.

TESTIMONY OF JOHN N. STURDIVANT,! NATIONAL PRESI-
DENT, AMERICAN FEDERATION OF GOVERNMENT EMPLOY-
EES, AFL-CIO

Mr. STURDIVANT. Thank you, Mr. Chairman. I am John
Sturdivant, National President of the American Federation of Gov-
ernment Employees. AFGE represents more than 600,000 Federal
workers in some 68 agencies. Approximately one-half of our mem-
bership is in the Department of Defense. And although this is my
first appearance before your panel, I do look forward to working
with you and your staff on other issues of concern to Federal and
District of Columbia employees.

Let me now say a few words about Senator Craig Thomas, the
sponsor of this legislation. We may disagree about contracting out
generally, but I would be the first to say that the Senator listens
to constructive criticism and learns from it as well. In other words,
we can disagree without being disagreeable. Reasonable people can.
And although this year’s version of the Freedom from Government
Competition is still, in our opinion, profoundly flawed legislation,
the bill is at least an improvement over its predecessor.

While it is safe to say that AFGE is unlikely to agree to gutting
or replacing OMB’s Circular A-76, we would certainly approach
with an open mind any suggestions Senator Thomas puts forward
with the intent of making the circular even more equitable.

Mr. Chairman, AFGE is not reflexively opposed to each and
every instance of contracting out. In these times, such a position

1The prepared statement of Mr. Sturdivant appears on page 90.
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is as unrealistic as it is untenable. And because we are conscien-
tious employees and also hard-working taxpayers, AFGE members
are determined to see that the Federal Government’s dollars are
spent wisely. Quite simply, Federal employees should not perform
work that is not inherently governmental if they cannot do it more
effectively, more efficiently, and more reliably than contractors.

But we are also unreservedly pro-competition for work that is not
inherently governmental, and it is competition that is good for the
Nation’s taxpayers and the government’s customers.

As GAO concluded in a recent report, competition is the key to
realizing some savings, whether the function is outsourced or re-
mains in-house. Savings from completed functions occur regardless
of whether the government or a private company was awarded the
work. The government won about half of the time, and private in-
dustry won the other half. And that is why AFGE was the only
Federal employee union to work with the administration last year
to reform A-76. And in many instances, the reform of A-76 makes
it easier for the govenrment to contract out. But it also provides—
and we think that this is a bonus for the taxpayers—that when the
work can be done, more effectively and more efficiently in-house,
it provides for work to come back in-house, and we did not have
that before.

This effort resulted in a revised supplement that, while permit-
ting more flexibility to contract out, also ensures Federal employees
greater involvement in the competitive process and makes contract-
ing-out a two-way street by permitting work to return back in-
house, as I mentioned earlier, when it is more cost-effective to do
so. And you talk about a balanced budget. I think we all want a
balanced budget. I want a balanced budget. So I think that the
focus needs to be on what does it cost the government to get par-
ticular jobs done and whether or not they can get them done more
effectively and more efficiently.

The fact that A—76 is now under continuous attack is implicitly
a compliment to Federal employees and their work. Several years
ago, Federal employees were losing 70 percent of all A—76 competi-
tions. As you might expect, contractors had considerably fewer
problems with the circular then. However, agencies, employees,
and managers alike, often working through our labor-management
partnerships, learned from their defeats, looked to the private sec-
tor for inspiration and guidance, and started to run their oper-
ations more like businesses.

I guess this would give me an opportunity to talk about one of
my pet peeves. When you start talking about contracting, when you
start talking about contracting studies, they always talk about
going to the most efficient organization, or the MEO. And in AFGE,
we believe that we should be working every day, whether our jobs
are threatened to be outsourced or not, we should be working every
day for the most efficient organization. And that is one of the rea-
sons why we work with the administration and we embrace this
whole concept of reinventing government, changing government,
and making government work better, because we are the ones who
come in contact with the taxpayers in areas like the Social Security
Administration and the Veterans Administration. We are the ones
who understand the importance of good customer service for our
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taxpayers. And as we began to see that, as we began to realize that
the American people want better, more effective, and, as you have
indicated, smaller government, we recognized that we needed to be
a part of that process.

We saw reform, we see government reform, we see changes in
government kind of like a freight train coming down a track. A lot
of my colleagues in the labor movement have taken the position to
get in front of the freight train and do this [indicating with raised,
open hand]. That is not my idea of protecting your members.

As a result of that, we decided to get on that train and to try
to make our way to the engine to have some say as to how fast the
train goes, where does the train stop, and what is its destination.
Because, you see, our union is different from a lot of other private
sector unions. Of course, we believe that pay, benefits, and a qual-
ity of life is important to the people that we represent. But we also
have another role, and that is a policy role to point out to policy-
makers like yourself the impact of their policies not only on the
constituents that we serve as government employees, but the im-
pact upon the taxpayers and what it would cost. And we think that
we are doing that, and we are going to continue to do that.

In doing so, we pulled even with the contractors, winning every
other A—76 competition. Now, as you might expect, the contractors
are not so happy with the circular, even though the Federal Gov-
ernment runs up service contracting bills of approximately $120
bi}lllion annually. So there is a lot of outsourcing going on some-
where.

Mr. Chairman, let me now express our concerns about S. 314. We
believe that this bill is flawed for several reason. The first is that
S. 314 is not needed. Last year, AFGE contractor representatives
and officials from many Federal agencies worked with OMB offi-
cials to reform A-76. The resulting supplement provides Federal
managers with unprecedented latitude and flexibility to outsource
to the private sector. It requires agencies to annually determine
which activities it will consider for conversion to contract, as well
as which inherently governmental functions it will continue to per-
form in-house.

It mandates primary reliance on the private sector when it is
shown to be cost-effective. It provides agencies with unprecedented
flexibility to waive the circular’s cost-comparison requirements in a
wide variety of situations. Moreover, the Federal Government is
engaged in the largest privatization and outsourcing effort ever un-
dertaken. Currently, over 40,000 positions are being examined for
contracting, and many thousands more are being identified for out-
right privatization.

The rationale for this bill is flawed. Senator Thomas claims that
work currently performed by the Federal Government could be bet-
ter done and could be more cheaply done through outsourcing.
Since the notion that the private sector is always better and cheap-
er is false, legislation based on such a notion is clearly not in the
best interest of the taxpayers.

For example, the GAO surveyed nine studies on service contract-
ing and concluded that in each case substantial savings would have
been realized if the work had been retained in-house. GAO also re-
ported that even after years and years and billions of dollars in
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contracting out, it could not convincingly prove nor disprove that
the result of Federal agencies’ contracting-out decisions had been
beneficial or cost-effective.

Mr. Chairman, as you consider S. 314, I ask you to keep several
principles in mind. Just because a service has always been pro-
vided by the Federal Government does not mean that Federal em-
ployees must do that work in perpetuity. Just because contractors
are hard-working taxpayers, as Senator Thomas often reminds us,
does not mean that they have some entitlement to funds in the
public purse. After all, Federal employees are also hard-working
taxpayers. And just because agencies with managers and rank-and-
file employees, often working together in partnership, are more
successful competitors in the A-76 process does not necessarily
mean that the system has suddenly become defective. And just be-
cause contractors are not winning as many A—76 competitions now
as they had in years past does not necessarily mean that they are
being victimized by biased public-private competitions.

We would also ask you to seriously consider the suggestions we
have made in our written statement for improving the competition
process and generating savings for taxpayers. The bottom line, Mr.
Chairman, is that although we have our own point of view, AFGE
is ready to work with you to address the concerns that have been
raised at today’s hearing.

Thank you for the opportunity to testify this morning. I will at-
tempt to answer any of your questions, and I would request that
my more lengthy written statement be entered into the record.

Senator BROWNBACK. Without objection, we will do that.

Thank you both for testifying.

Let me start, Mr. Stevens, with you, if I could. You have studied
a number of States, and the city of Indianapolis has gone through
basically some iteration of what is starting in the Federal Govern-
ment or has been going on for some period of time. You identified
problems and incentives, basically, to make it take place. Where it
has happened, you generally find a governmental entity that fo-
cuses on the area, and some political leadership that is committed
to this taking place. There is also some pressure on the system,
some budgetary pressure, something. All those are kind of the stick
approach to this, if you will. There is always somebody beating on
this.

Is there another incentive side to it? Has anybody tried the in-
centive that was talked about here earlier, about how you let an
agency keep the same level of budget for a year after they have
privatized a function? Have you studied that?

Mr. STEVENS. Yes. Certainly, I think the city of Indianapolis,
which probably went farther along than the others on this, used
that as a conscious strategy. The other thing they discovered was
that the role of individual employees in their groups was extremely
important here and that confronting them as automatic adversaries
of the process was a mistake. Once they learned the lesson to bring
them in, to get them to be part of the process—and to do that you
almost have to offer them an opportunity to compete for the work—
that, too, proved to be an incentive, a way to say, well, we can im-
prove what we are doing. It did not become a confrontational ques-
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tion as far as the employees were concerned. So that was yet an-
other lesson that was learned.

Senator BROWNBACK. So Indianapolis tried the system of—I don’t
know if T want to call it bonuses—allowing them to just keep the
money for another year and wide discretion on how you spend it.

Mr. STEVENS. Yes. It was not simply just turned back to the
treasury. It was invested in agency operations.

Senator BROWNBACK. How did that work? You did not mention
it.

Mr. STEVENS. Very favorably, yes. The whole operation in Indian-
apolis was very favorable, and still other governments are still vis-
iting them monthly and learning lessons from their experience.

Senator BROWNBACK. So you would encourage that sort of ap-
proach yourself, or do you think it is not tested enough?

Mr. STEVENS. Certainly as a matter of principle we would en-
courage it. There should be some limitations on it. I heard a sug-
gestion that perhaps bonuses to employees involved might be one
way it was done, and I would be somewhat careful about that.

Senator BROWNBACK. That is a problem to me because we are not
careful about that on the private side. They say, OK, you made
more money for the company, you can keep more, because we are
all benefiting from this. And I recognize the political realities on
the other side of looking at that.

Mr. Sturdivant, you had a group of OPM employees that formed
an ESOP and then bought their business from the government.
You are familiar with that?

Mr. STURDIVANT. Yes, I am quite familiar with that.

Senator BROWNBACK. What do you think about that? What is
your reaction to those employees doing that?

Mr. STURDIVANT. Basically, my understanding, in fact, that was
kind of a piece out of one of our local unions. Presently those em-
ployees I do not believe are represented. But the employees had
some concerns about that. They had some misgivings or what have
you when OPM spun that off. But my understanding now is that
basically it is working pretty well. I know that OPM is going to
issue some type of a follow-up report on it, and I believe that some
of the employees are probably making more money than they were
when they were Federal workers doing that type of work.

So, once again, as I said earlier, all of these—we do not reflex-
ively oppose all of these experiments, as long as the employees
have a part of that process. I don’t know that the employees are
as involved in some of the decision-making as we would like to see
if we were involved, if we represented them. But I do believe that
the employees are generally—their morale is good and I think that
the work is done.

What is interesting about Indianapolis, is that when the new
mayor went in with an idea almost like Senator Thomas’ bill, that
we have to privatize as much as we can wherever we can. But once
he got in there and once they began meeting with the employees
and once the employees had an opportunity to compete for their
own jobs, they found that a lot of the work that they thought they
wanted to privatize, they got much more efficient themselves, and
that work did stay in-house. I think that David Osborne in his book
“Reinventing Government” talks about some cities and States
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where the work was privatized, and then it was brought back in
as the employees decided that they wanted to bid on the work.

It is not one-size-fits-all. Employees have to have an opportunity
to compete for their jobs—we think they do—and, of course, the
employees have to have an opportunity to bring their ideas to the
table and to get down to the most efficient organization, which
means getting rid of the mid-level managers and going toward
some type of self-managed work teams which we have in the Fed-
eral Government, and I have talked about that in my written testi-
mony. In a lot of instances, a lot of the changes have indicated that
the work is much more effective and much more efficient.

I think the other piece which I think we all have a responsibil-
ity—and certainly those of us who are elected—is to customer serv-
ice, the quality of the service and the customer services to the tax-
payers who are our constituents. And that has been improved.

Senator BROWNBACK. Hopefully competition helps do that,
whether it is public employees competing for a public service or pri-
vate sector employees. Competition is such a mainstay in a capital-
ist society. I read Mr. Osborne’s book “Reinventing Government,”
and that was one of his key points as well, that it is just that fea-
ture of competition that hones the skill and sharpens the edge.

Mr. STURDIVANT. And that is one of the things that we do, quite
frankly, and you will see it all through my testimony, is that we
are not saying that Federal employees should do the work no mat-
ter how ineffective or how inefficient they are. We are saying that
we should have an opportunity to compete for our jobs, and as part
of that, the reinventing government process, through the employee
empowerment process, we want an opportunity to bring our ideas
to the table so that we can say that what we are doing here and
the way we are doing it there is not effective and is not efficient
and is very costly to the taxpayers. And that is one of the reasons
why we have increased the amount of A-76 competitions that we
have been able to win, bringing it up to 50 percent. We spent a lot
of time going out and training our local unions. We spent a lot of
time—I spent a lot of time jawboning them, convincing them that
it is more important to be at the table, to bring their ideas, to fight
the real battles, which is what kind of government are we going to
have, what kind of an operation are we going to have, rather than
thinking that we are going to continue to go like we have been
doing regardless of the cost to the taxpayers because the taxpayers
simply are not going to tolerate it.

Senator BROWNBACK. They have just about had it. And while bal-
ancing the budget is important, to me it is step one. Step two is
starting to pay the debt down so I do not pass it on to my kids at
the same height and nature that it is currently, or that we are get-
ting in a position to be able to deal with the baby-boomer genera-
tion that you gentlemen are a part of, and that is going to stop
working here before too awful long.

Mr. STURDIVANT. Thanks for that compliment, but I am not part
of that generation. [Laughter.]

Senator BROWNBACK. We will make you an honorary member, if
that will help out. But we are just not anywhere near a position
as a government for this massive wave of people to start retiring.
We are nowhere close, not even with the suggestions of what we
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are going to do on Medicare this time around or anything else. And
then we have this mountain of debt, and we have these entitlement
programs that are a demographic time bomb ready to go off in 15
years. We all know it. We all see it coming. And we are kind of
twiddling our thumbs. That is why we have really got to work with
you a lot in trying to get some of these things in a much better
structure and make efficiencies everywhere we can go, entitlement
programs and all.

I appreciate your demeanor and your nature and your testimony
about being willing to work with us.

Mr. STURDIVANT. AFGE has published a document called “Gov-
ernment That Works,” and I need to get a copy to you, where it
talks about some success stories where we have really saved the
taxpayers money, where we have provided good customer service.
Remember, when we talk about customers in the Federal Govern-
ment, we are talking about taxpayers, people who pay our salaries.

I need to get that over to you to read about some of the things
that we are doing to improve quality, to improve effectiveness, and
to improve efficiency in the Federal Government, because we know
that unless we connect with the American people and unless we
convince them that we are committed to providing good, effective,
cost-conscious government services, then we are going to continue
to have the anti-government, anti-Federal employee rhetoric. And
we do not want that, but we know that in order to combat that,
we have got to connect with the American people and convince
them that we are doing a good job.

One of the interesting things I would like to point out to you,
Senator, is that Dalbar Financial Services did a study and it looked
at American Express, looked at Southwest Airlines, looked at a lot
of other companies that do phone service, and in the efficacy and
quickness of answering the phone, the quality of the service, and
everything else that would go into a successful business running an
800 number, do you know who came out No. 1? Social Security Ad-
ministration. Federal employees.

Senator BROWNBACK. Good. Glad to hear that.

Are there any changes that can be made in S. 314 that would
improve the version enough that you and your union could support
it, Mr. Sturdivant?

Mr. STURDIVANT. Well, off the top of my head, as I said before,
we do not think that it is needed. But, obviously, if it is going to
move, we would try to come forth with some recommendations to
perfect it, and I believe those are in my written statement. I do not
have them right off the top of my head. We would rather not see
it, to be quite frank with you, but if it is going to be a fait accompli,
then obviously we are going to try to come up and change it.

One of the things is that it provides no provisions to lessen the
impact on the workers who might be displaced.

Senator BROWNBACK. And that needs to be done. Any major busi-
ness that has gone through this—and I do not know about what
the governments have done—but any major business that has gone
through that, has taken care of the people. At some point you say,
look, you have been a valuable employee, but we just cannot do
this anymore. But you do take care of the people because they have
been a valuable employee and they have given their life trying to
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make the place better, trying to make the government operate. And
I think we need to do those sorts of things.

Is that the experience that the States have had, Mr. Stevens?

Mr. STEVENS. Very much so, yes.

Senator BROWNBACK. The other thing I would like to see is some
sort of incentivizing in the system, not just all sticks but some car-
rots in that as well. I think as we learn a little bit and transition
from the era of big government to what I think is going to be small-
er, more focused, and I hope believe—a better government, we will
discover that you have to do these things over a period of time. It
is not this year—or tomorrow—that we are going to close this one
down, or whether it is a transition over a 2- to 3-year time period
or things like that, those are important. Was that the experience
in some of the States, or did they go rapidly through these sorts
of processes?

Mr. STEVENS. Most of them came in with the agenda of moving
quite rapidly, and as Mr. Sturdivant said, in Indianapolis, it
changed somewhat. They learned some things as they went along,
and I think most of the others did, too.

Senator BROWNBACK. Is that better because of employee morale?
Anytime you are going through these transitions, you are hurting
your morale, generally, within the workforce.

Mr. STEVENS. That is part of it. It was certainly more rapid than
the A-76 program has been at the Federal level. We have looked
at some studies there that have dragged on for 6, 8, and 10 years,
and that is an extremely disruptive situation for agencies to be in.
These governments worked much more quickly than that, and two
of the keys to it were having a political leader in a position to make
it a top priority and enforce that priority, and, second, having a
structure, a commission, an agency, or an entity whose mission it
was solely to implement the privatization initiative. Then if the
agency’s mission is to do that, you do not run into this bureaucratic
question that came up earlier about individuals within the agency
not being part of the old-boy network. If the whole agency is doing
it, you are obviously not going to be ostracized for doing it yourself.

Senator BROWNBACK. So it actually works better by moving rap-
idly because you do not hurt your morale for as long a period of
time?

Mr. STEVENS. Yes.

Senator BROWNBACK. I worry about that. I worry about it overall
as we are going through this transition to a smaller, more focused,
more limited government. If it hangs on too long, you just really
beat down people because they do not have any certainty as to
where things are going and where their job is, and then that just
hurts you overall.

Mr. STEVENS. Absolutely. As soon as a study like that is an-
nounced, the good people that have alternatives often leave right
away. The analytical work of doing these studies is something that
the managers themselves are often not very studied in. They do not
do it very often. They often do it as extra duties, and it can result
in their jobs going away.

Senator BROWNBACK. Thank you. Been there, done that. I have
been through those.
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I appreciate both of your testimony and your comments. I hope
we can work with you closely as we move this forward. I would like
to see it move forward. I would like to see it moving forward to-
gether as much as possible. Mr. Sturdivant, I understand your po-
sition on this, and you would not be representing the folks that you
were elected to represent if you did not. But I would hope you
would be willing to look at some of the things we tried to do with
this to see if it makes it any better, or if it makes it worse, and
that you be candid with us on that even though at the end of the
day you may look differently at it.

Mr. STURDIVANT. Oh, we are going to keep an open mind. As we
said, we talked to Senator Thomas earlier this year, and as I said,
we still do not think that the legislation is needed, but we are pre-
pared to try to work with you. If it is going to move, then we want
to try to perfect it as much as possible so that it does no harm, not
only to Federal workers but to the taxpayers and to the country.
We think we have a responsibility there to participate in the proc-
ess. It is easy to stand outside and complain and to throw rocks,
but we think it takes a lot more leadership and responsibility to
participate in the process and to try—that is how things work in
this country—and we are prepared to do that. We will be very
forthcoming with you on suggestions and recommendations.

I need to get that book over to you, “Government That Works,”
because it tells a lot of success stories about how things have gone.
We know things are moving slow, but you have to remember that
there are a lot of Federal workers—people were in denial because
they thought they had jobs for life; they thought they were going
to have pension benefits. We think that folks are beyond that now.
We think that people are starting to focus on the fact that—I be-
lieve that we are going to have a smaller government. I also believe
that it is going to be a more dynamic government with the informa-
tion age.

Interestingly enough, one of the charges that have been made
against our union is, of course, we want bigger government because
that means more members. Even though government has shrunk,
our membership has gone up. We are one of the unions in the
AFL—-CIO that 1s growing, and that is because we have taken a lot
of techniques that we learned in dealing with making more effec-
tive and more efficient government operations, and we have
brought them home. We have applied them in our union, and our
union is growing.

Senator BROWNBACK. Good. Thank you both very much for at-
tending, and thank you all for your attendance.

We are adjourned.

[Whereupon, at 1:13 p.m., the Subcommittee was adjourned.]
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APPENDIX

' STATEMENT OF SENATOR CRAIG THOMAS
SENATE COMMITTEE ON GOVERNMENTAL AFFAIRS
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT
JUNE 18, 1997

Mr. Chairman, members of the subcommittee, thank you for the opportunity to testify before
you today regarding the important issue of direct federal government competition with the
private sector. As the Senate sponsor of S. 314, the “Freedom from Government Competition
Act” [ look forward to explaining why a statutory provision is needed to solve this problem. .
I also thank Congressman Duncan. the primary sponsor of this legislation in the U.S. House,
for his hard work on this topic.

For the past four decades, it has been the administrative policy of the federal government to
rely upon the private sector for its commercial needs. This policy was originally issued in
1955 during the Eisenhower Administration in reaction to a bill very similar to S. 314 that
was moving through Congress at the time. However. Congress relented when President
Eisenhower agreed to solve the problem administratively. This policy is now found in Office
of Management and Budget (OMB) Circular A-76. Unfortunately, it is routinely ignored.
For example, the Defense Department completed 325 comparisons in 1983 during the Reagan
Administration. None were completed in 1994.

Today. an estimated 1.4 million Federal emplovees are engaged in "commercial” activities --
goods and services that can be obtained from the private sector. The net effect to the
taxpayer is tens of billions of dollars wasted each year. Activities ranging from the mundane
to the high-tech, from laundry services to information technology are performed by
government agencies, even when they can be obtained more cost effectively from the private
sector at equal or higher quality.

Studies by OMB and the General Accounting Office show that the government saves 30 .
percent or more when services are procured from the private sector. Similar savings were
found when the private sector was utilized in several state and local governments in the
United States and through-out the world.

However, under the Clinton Administration’s “reinventing” government initiatives, agencies
not only engage in commercial activities for their own use (or so called in-sourcing), but have
become entreprencurial and are marketing their services to other government agencies and the
commercial marketplace. In many cases, they are displacing private sector firms, a number of
which are small businesses. In fact, the problem has become so pervasive that all three
sessions of the White House Conference on Small Business ranked unfair competition from
government and government supported entities as one of the biggest concerns to small

entrepreneurs.

To inject market competition into government monopolies in Washington, I introduced S. 314,
the “Freedom from Government Competition Act.” This legislation would establish a
statutory basis for determining whether a good or service for government use could be
provided more cost effectively by the government or the private sector. It would establish a
preference. as does the 1955 policy. for reliance on the private sector. but would provide four
fundamental exceptions -- inherently governmental tunctions, those critical to national
security. those in which private sector practices fail to meet government needs and those
which the government can provide at the best value to the taxpayer. An Office of
Commercial Activities and Privatization within OMB would be created to assist both Federal
agencies and the private sector and to carry out the bill.
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S. 314 is based upon the premise that government should not unfairly compete with its
citizens. Congress should question the practice of taxing private enterprise so it can maintain
a similar. but often less efficient capability within the government. Furthermore. Congress
should never allow that same government agency to compete in the marketplace to provide
commercial goods and services to the private sector. Yet. instead of focusing on its core
missions. government agencies are more concerned with providing payroll services. computer
support and helicopter rides.

A government agency that competes with and duplicates activities in the private sector stifles
economic growth by dominating certain markets. diverts needed technical personnel from
private sector employment. thwarts etforts by LS. firms to export their services. and erodes
the tax base by securing work that would otherwise be accomplished by tax paving entities.
At a time of continuing Federal deficits it also siphons precious resources from higher
priority. core governmental functions or deficit reduction efforts.

In the 104th Congress. the Senate Governmental Affairs Committee examined the “Freedom
from Government Competition Act.” Based on input by several parties. including Senators
Stevens and Glenn. OMB. GAO. private industry and labor unions. S. 314 is a better bill.

For example. a “best value™ comparison mechanism has been added to the legislation. [nstead
of the one-sided cost comparison that favors government production of commercial goods and
services now found in OMB Circular A-76. S. 314 will allow federal employees and the
private sector to compete on a level plaving field. The comparison mechanism will take into
account many factors, such as qualifications. past performance and a fair cost accounting
system, to determine whether the private sector or the federal government will provide the
“best value” to the American taxpayer.

Another change to S. 314 would provide for the “soft landing™ of federal employees who may
be displaced by outsourcing. It is important to note that most government employees are not
adversely affected by outsourcing and privatization. Several studies have found that 90-95
percent of displaced employees went to work for the private sector entity, transferred to other
government jobs or retired. Employee transition has been a major facet of every successful
privatization and outsourcing determination, both on the federal and state level. That is why
S. 314 recognizes its importance and encourages the federal governmieat to support policies
that will facilitate employee transition. Wholesale displacement of government workers is
neither the intent nor the possible outcome of my legislation. Clearly, given their knowledge
and skill base, direct dismissal of federal employees would be counterproductive to successful
transfer of commercial functions to the private sector.

Last year, the Senate passed an amendment that I offered to the Treasury/Postal
Appropriations bill that would have prevented unfair government competition with the private
sector. It would have made OMB comply with the “Economy Act” and prohibited an agency

- from obtaining goods or services from another agency unless they cannot be provided as
conveniently or cheaply through the private sector. .

Mr. Chairman, S. 314 builds on that successful effort. It will create jobs, help small
businesses, save taxpayers’ money and bring about a federal government that works better and
costs less. It will create a statutory provision to provide the best value commercial goods
and services to American taxpayers. [t will ensure that the federal government utilizes the
expertise available in the competitive private sector to provide for its commercial needs. |
look forward to working with you and others to enact this good government. COMmMonN sense
reform.
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Testimony of Congressman John J. Duncan, Jr.
Senate Committee on Governmental Affairs
Subcommittee on Government Management, Restructuring,
and the District of Columbia
June 18, 1997.

Mr. Chairman,

I would like to thank you and the Members of the Committee for giving
me the opportunity to testify here today. I would also like to thank
Senator Thomas for all his hard work on this issue.

As you may know, in the House, I have introduced companion
legislation to Senator Thomas’ S. 314, the Freedom From Government
Competition Act.

This legislation has bipartisan support with 46 cosponsors in the House
and 13 in the Senate,

It has been endorsed by a number of organizations including the U.S.
Chamber of Commerce, the National Federation of Independent
Business, the Business Coalition for Fair Competition, the Contract
Services Association and thirty other organizations. I have attached a
list of these associations to my statement.

In addition, the last time the White House Conference on Small Business
met, it listed unfair competition with government agencies as one of its
top concerns.

I think this legislation that I have introduced with Senator Thomas is a
very modest proposal.

It does not require the federal government to contract everything out.
We recognize that there are things that government does best and that
there are functions that only government should do.

This bill would not require agencies to contract out functions that are
related to national security or those things that are related to the core
mission of an agency.
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It requires only that federal agencies look at those things they do which
are commercial in nature.

If these commercial goods and services can be obtained from the private
sector in a more efﬁgient and cost-effective manner, then, and only then,
would the agency be required to contract out that work.

Mr. Chairman, the history of government competition is a long one. It
was described by President Bush’s Administrator of the Office of
Procurement Policy, Dr. Allan Burman. In 1990, he testified before the
House Post Office and Civil Service Committee. He stated that:

"As far back as 1932, a Special Committee of the House of
Representatives expressed concern over the extent to which the
government engaged in activities that might be more appropriately
performed by the private sector.”

Since the Eisenhower Administration in 1955, it has been U.S. policy
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."”

Every Administration, Republican and Democrat, for the past 40 years,
has endorsed this policy, but unfortunately, it has never been
implemented.

In fact, the Congressional Budget Office estimated that 1.4 million
federal employees are now doing commercial activities that could and
should be done by the private sector. For this reason, I believe we need
a legislative solution to this problem.
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A report released by the Commission on the Roles and Missions of the
Armed Forces, known as the "White Commission," stated that in the
Department of Defense:

"at least 250,000 civilian employees are performing commercial-
type activities that do not need to be performed by government
personnel. "

Numerous organizations have conducted studies on contracting out and
have found that the federal government could save a huge amount of
money by relying on the private sector.

In fact, just last year, the Defense Science Board found that $30 billion
could be saved annually if the Department of Defense did more
contracting out.

$30 billion a year is a lot of money even in Washington terms. This is
$30 billion that we would not have to ask the American public to send
to Washington every year.

Mr. Chairman, in a free-market society, businesses must compete with
each other to provide the best possible product or service in a cost-
efficient way. However, we only have one government, and it has no
competition. Therefore, when it provides goods or services, it has no
incentive to do so in a cost-effective manner. I believe the government
should only provide those goods or services which private industry
cannot.

I think all of us would agree that the American public wants the federal
government to improve the services it provides without increasing taxes.
I also think we would agree that almost everyone would like us to
reduce the size of the federal government.

If this bill were enacted, I think we could do just that. In addition, I
believe we would see small businesses continue to grow, and this would
provide jobs to many more people.

Mr. Chairman, I want thank you again for giving me the opportunity to
come here today to explain why I believe it is imperative that the
Congress pass this legislation.



American Bus Association

American Consulting Engineers Council

American Council of Independent Laboratories
American Electronics Association

American Society of Travel Agents

Association of Management Consulting Firms
Building Services Contractors Association

Business Coalition for Fair Competition

Colorado Coalition for Fair Competition

Contract Services Association

Design Professionals Coalition

Dredging Contractors of America

Electronic Industries Association

Helicopter Association International

International Health, Racquet and Sportsclub Association
Indiana Chamber of Commerce

International Association of Environmental Testing Labs
International Hearing Society

Information Technology Association of America
Management Association for Private Photogrammetric Surveyors
National Association of RV Parks and Campgrounds
National Federation of Independent Business
National Burglar and Fire Alarm Association
National Child Care Association

National Community Pharmacy Association

National Tour Association

Professional Services Council

Small Business Legislative Council

Society of Travel Agents in Government

Society of Professional Engineers

Textile Rental Services Association

United Motor Coach' Association

Untied States Chamber of Commerce
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Statement of Samuel Kleinman
Director, Infrastructure and Readiness Team
Center for Naval Analyses

Competition and Outsourcing:!
‘Opportunities to Reduce Support Costs

Good morning, Mr. Chairman. Thank you for inviting me to testify
before the subcommittee. My name is Sam Kleinman and I am the
Director of the Infrastructure and Readiness Team at the Center for
Naval Analyses, a nonprofit Federally Funded Research and
Development Center. I will be discussing our examination of
competition and outsourcing. CNA has been looking at the merits of
competition and outsourcing for six years. It is part of our overall
effort to help the Department of the Navy and all of DoD make better
use of their support resources. In the title of my talk, I put the word
“competition” first. We believe that our results demonstrate, more
than anything else, the value of competition, and this is what DoD
has gained when it introduced its outsourcing program. The program
is built on the premise that all providers of services, both in-house
teams and private contractors, should be able to demonstrate that they
provide the best value to DoD and the government.

1 will be talking about our examination of competitions governed by
OMB circular A-76. Under this circular, in-house teams are allowed to
submit a bid. The incumbent government team can bid below its
current costs, and it often does. The private team must bid at least 10
percent below the public team’s cost to win the competition. There are
many functions classified as “inherently governmental.” They are not
covered by the circular’s rules, and our work did not examine them.

Our initial work examined the U.S. Navy’s competitions. Between
1979 and 1990, the Navy competed 25,000 positions, of which 80
percent were held by civilians and 20 percent by military. We had
sufficient data to analyze about 800 of these public-private

! The opinions are those of the author and do not necessarily represent those of the Department of
the Navy.
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competitions. Overall, savings were about 30 percent. In these
competitions, the public team won half the time. There were 20-
percent savings when the in-house team won and 40-percent savings
when a private firm won. The in-house savings appear low because,
when no bidder produces savings, the competition is decided in favor
of the in-house team, and those no-saving competitions are included
in their average.

For about thirty competitions, we went back to the bases to learn
about the quality and subsequent costs. There were a couple of
defaults, but in most cases, costs were contained and quality
maintained. The reason, we believe, is that when the contract ended,
there were sufficient competitors out there to bid away the contract.
So, there were always competitive pressures controlling the
contractors. In one large competition, we were able to follow
performance and labor productivity through two recompetitions. We
found that performance remained high and that labor productivity
continued to improve.

When contractors win, they have to offer any new jobs to the affected
government workers. Only 3 percent of the affected workers joined
the contractors. Most federal workers prefer to continue employment
with the government. However, our case studies show that when a
contractor loses a subsequent competition, most of the workers are
rehired by the winning firm.

We believe that the source of the savings is competition. Both the
public activity and private teams come in with their best offers. As I
noted, the in-house team wins half the time. So, outsourcing only
occurs when a private firm offers to perform the function at lower
costs.

Competition provides cost visibility and a choice of suppliers. In
many cases, for the first time, in-house teams constructed the full cost
of doing work internally and developed performance work statements
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of what they were required to do. The government could then
compare alternative sources for accomplishing the required work.

When private sector teams win, they appear to reduce costs by using
fewer people, not by paying less per person. We believe that they do
this by moving people from one job to another; by giving employees a
greater range of skills; and by using more temporary workers, part-
timers, overtime, and workers from other sites to meet peak workload
demands.

There is a cost to competing and monitoring contracts. We estimated
that the one-time cost to compete is 10 percent of the annual value of
the contract. The cost to monitor these contracts is 3 to 10 percent of
the contract cost. The savings I reported are net of the monitoring
costs.

After examining the Navy's experience, we extended our analysis to
all of DoD’s competitions. My first chart summarizes the results. We
looked at over 2,100 competitions, covering 80,000 positions. We
found that there were savings throughout the Defense Department.
Again, the savings were approximately 30 percent, and half the
competitions were won by the in-house teams. We estimated an
annual savings of $1.5 billion from these competitions.

We noticed that some competitions produced a great deal of savings
and others produced no savings. My second chart shows the
distribution. Twenty-two percent of the competitions led to no
savings; on the other hand, 16 percent produced over 50-percent
savings. We saw that competitions for small activities were the most
likely to produce no savings. In fact, close to 70 percent of the
competitions with no savings were competing ten or fewer positions.
This is consistent with our observation that savings come from using
fewer people. It is difficult to restructure assignments for narrowly
defined activities. This is an important point when considering how
many activities to put together in one competition.
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As I mentioned, smaller competitions provided less savings. Yet,
many of the competitions are for small activities. My third chart
shows that 40 percent of the competed activities had ten or fewer
people. They produced only 5 percent of the total savings. Savings
were greatest for the largest competitions. The effect of size is less
clear in the middle categories.

There are many challenges to successful competitions and
outsourcing. As I noted before, the average cost to compete is 10
percent of the annual contract value. These costs are usually
recovered quickly, within four months, but they can discourage
regional offices that have to pay for the competitions out of their
current budgets.

It can take a long time to complete a competition. The average is two
years. A recent Rand report noted that while 5 percent were completed
in six months, another 5 percent took over five years. The lengthy
competitions can be disruptive and costly. Workers, fearing that the
work will go outside, start to look for other jobs, and no matter who
wins the competition, it takes time to récover from the disruption.

Many competitions were canceled before bids were requested. Forty
percent of those started were never completed. Our analysis suggests
that those canceled were as likely to produce savings as those
completed.

\

Departments and agencies can take steps to meet these challenges.

First, each department and agency should set up a competition and
outsourcing office to serve as a central source of information and
support. This office would promote and arrange training, help
structure and review performance work statements, provide templates
for contracts, and send teams out to help local and regional offices set
up competitions. We need to cut the cost and length of competitions,
and individual facilities and regions cannot be asked to do it alone.
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Second, the incentives at local and regional offices should be
improved. Competitions are costly and disruptive to them, and
headquarters often cuts budgets by the amount of the savings, leaving
the local and regional offices no better off for their effort. We believe
that local and regional offices should keep the savings for a couple of
years. They could use the money on workplace improvements that
didn’t make it into their original budgets.

Third, the workers participating in a competition should be kept
informed and supported throughout the process. They should know
what is being competed, the schedule, and the rules governing the
competition. They should be helped in reorganizing and preparing
their bid. Their objective should be to win, and we want them to take
on the challenge of outside competitors. If they lose, they should be
offered generous buyouts and help in finding new positions.

Fourth, agencies and departments should look for opportunities to
consolidate several activities into one contract. The small competitions
are not producing the savings seen in the other competitions. One
facility could consolidate different functions into one competition, or
several facilities could merge a common function into a competition.

Finally, agencies and departments should use a selection process that
allows them to pick the best value and not necessarily a sealed-bid
low-cost alternative. They are allowed to weigh past performance,
management, and financial solvency of the bidders. In the past, the
Department of Defense sometimes felt obligated to select low-cost
bidders that they suspected could not perform.

In summary, competitions produce the best efforts in all participants
and the best value for our agencies and departments. The end result
would include more outsourcing, but more importantly, it will lead to
more efficient government.
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DoD A-76 Competitions, 1978 to 1992

AY
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gg DoD A-76 Competition Savings
by Size of Activity

N;Orzi?gnzf Competitions Percent savings
11010 857 22%
11 to 30 728 28%
31 to 50 212 31%
51t075 115 27%
76 to 100 67 32%
101 to 200 88 29%
over 201 71 35%
Total 2,138 31%
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STATEMENT OF CAPTAIN BURTON STREICHER, CEC, USN
DIRECTOR, NAVY OUTSOURCING SUPPORT OFFICE

Mr. Chairman and distinguished members of tlie Committee, I am Captain Burton
Streicher, Civil Engineer Corps, United States Navy, Director of the Navy Outsourcing
Support Office. I am pleased to appear before you today to discuss my experience with

conducting OMB Circular A-76 competition studies within the Navy.

In my present position, I am responsible for assisting Navy and Marine Corps
field activities in conducting the A-76 competition process by streamlining the A-76
process to a standardized notional 12 months, collecting and developing generic
performance work statements, standard acquisition and source selection templates, new
key process enablers, providing access to nationally based study support consultants,
ensuring lessons learned are quickly shared, and providing single storefront point of

service for local installation commanders.

In 1984, I was the functional head of two different successfully completed A-76
competitions for Public Works Services, and Transportation Operations and Maintenance
at the then Naval Air Development Center, Warminster, PA. Both studies were started in
May 1982 and in progress before I reported in July 1982. We studied about 78 full time
equivalents, or positions, in both studies. The most efficient organization took about four
months to develop for both studies. The invitation for bids was released in May 1983 for
public works services and the transportation study was released later that fall. I spent
almost my entire tour of three years to bring both to completion, as the public works
services competition resulted in a lengthy 7 month appeal process. Both studies were
retained in-house and continued to be retained until the facility was closed under the

BRAC process.

I would like to share with you the lessons I learned from these experiences. First,

there were numerous barriers which made it difficult to conduct the studies.

Not to be released
until June 18, 1997
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The study units were sub-optimized and conducted at different times which
resulted in several studies going on at the same time but in different stages. This resulted
in fragmentation of our management effort and required a significant amount of
additional coordination.

In accordance with the guidance at the time we conducted the process in a serial
manner by finishing one step before commencing the next. If the product was not
acceptable to the next portion of the process, it had to go back to the beginning of the
previous step with a commensurate loss of time and effort. For example, when [ first read
the Public Works study performance work statement, it was not in a contractable format.

I had to appoint three people full time for two months just to convert the different
sections of the performance work statement to a format acceptable to the contracting

officer.

The prescriptive statements of work and the data gathering efforts to develop them
were exceptionally labor intensive and I found it almost impossible to cover all aspects of
service performance. The resulting “how to do the work” performance work statements
were huge in size and left many opportunities for misunderstanding the requirements. I
awarded a small consulting contract to provide an independent review of our final
performance work statements just to determine where we may have left holes in the
requirements. The consultant found sevgral, one of which hinged on the definition of a
word used to describe the intermittent operation of the heating boiler plant. If not
corrected, this word interpretation could have resulted in a contract change order of
several hundred thousands of dollars if the final outcome had been awarded to an outside

firm.

1 also found that there was very little process technical experience located within
the activity or region. There was no user friendly guide that could walk a functional
manager through the process and explain the choices available to the Commanding
Officer. Everything was being done for the first time with great uncertainty whether is

Not to be released
until June 18, 1997
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was done correctly or not. In addition, there was no formal “lessons leamned” sharing

mechanism to find out what was happening at other activities.

The invitation for bids (IFB) method of acquisition, which is a cost only
comparison, result;,d in a decision for the bidder who interpreted the specifications to the
minimum amount. This was whether they could actually do the work or not. This was
commonly known at that time as an “unlevel playing field”. It resulted in an initial
decision on the Public Works study to an outside provider who bid almost exactly half the
independent government estimate, the government bid, and the other four industry
bidders. The union appealed this initial decision and after more than half a year and
numerous discussions between the Small Business Administration, as it was a small
business set aside solicitation, the contractor, and the contracting officer, the contractor

withdrew his bid.

Despite the above barriers and the difficulties I experienced, the process worked
and my activity was able to perform the same amount of service at a much reduced cost.
Competition vice the end nature of the service provider was the key to about a 20%

savings for my command.

Since my experiences of over 13 years ago were not unique, to overcome these
obstacles the Navy has reengine;:red and streamlined the process to become a better
management tool for activities to use. Namely, better upfront planning and coordination
using acquisition plans and “integrated process teams” of all parties involved give the
local Commander greater control of the whole process. We have shifted to identifying
minimum service required to support the mission and to defining in performance outcome
terms thereby allowing the service provider to determine how best to provide the service.
We are holding industry forums to learn best business practices and adjust performance
work statements to allow better participation by industry and government providers. We
have also developed a way to compress the A-76 process to 12 months between
announcement and decision through parallel verses serial operations, process enablers and

Not to be released
until June 18, 1997
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templates, and an extensive support effort which includes enhanced training
opportunities, regional facilitators, electronic connectivity for lessons learned, and outside
consultants for specialized expert assistance. Finally, we have shifted to a best value
request for proposal vice the lowest bidder invitation for bids acquisition process in order
to balance the outcomes of the best contractor proposal and the government proposal
prior to cost comparison. This new change corrects the greatest previous complaint of an

unlevel playing field for the competition.

These initiatives along with other aids which have been developed by the Navy
such as, a 1-800 outsourcing assistance number, an outsourcing homepage on the internet,
a commander’s handbook for successful competition, and electronically linked regional
outsourcing support coordinators, will go a long way in making the A-76 competition
process a bgner management tool for the Navy. These reforms, in addition to the Navy
Commander’s and Resource Sponsor’s tool kit, are available to help reduce the cost of

the Navy’s infrastructure.

In conclusion, I hope that sharing my experiences will assist the Committee with

its future deliberations.

Not to be released
until June 18, 1997
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TESTIMONY OF CHARLES STROUT DAVIS I1
ON §.314, “THE FREEDOM FROM GOVERNMENT COMPETITION ACT”

Juoe 18, 1997

Mr. Chairman, Members of the Committee, thank you for the invitation and opportunity to
diswuthe'TheFmd\omﬁ'omGovunthompeﬁﬁonm' (S.314) and specifically in
reference to my experiences and observations on the benefits and opportunities for competitive
contracting in the federal government.

Intreduction:

~ Asall of you, I am well aware of the need to constantly improve the efficient use of the
programs and services. I am also aware of the general public perception that government
performs many of these activities poosly, both in terms of the level of service provided and in
terms of their cost-effectiveness. To me, it would seem that legislation aimed to help improve this
reality and perception must have two objectives:
- first, to create the structure and process that will enable and motivate more
efficient practices within the Executive Branch; and
- second, to improve the public perception of the effectiveness in how government
resousces are expended.
of private sector competition which, by this very process itself, will create and motivate both
improved service delivery and efficiency. In this manner, the government will:

L Be motivated to organize itself in a more streamlined structure, eliminating
unneeded levels of bureaucracy and overhead,

2. Be open to innovative methods and newer technologies that improve efficiency;
3. Be able to be measured on a “results basis™ both for cost-effectiveness and for
4. Improve public perception as it becomes known that government is meeting the
sameeompeﬁﬁvepresmuuympﬁvmmeompuﬁes.
1.am very familiar with the contribution that enlightened procurement policies and practices can
bave in improving cost-effectivencss of an organization, both in the private sector and in the
federal government. I have personally seen them work in both.
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- Before discussing the use of these processes to dramatically improve the delivery and cost-
effectiveness of services within government and, specifically, within the General Services
Administration in which I served from 1981 10 1988, I belicve it is beneficial to underscore the
tremendous impact similar practices have had in making US industry more productive and cost-

Private Sector Use of “Out-Sourcing” for Improving delivery and Cost-Effectiveness:

Companies in the private sector have increasingly used “out-sourcing” as a major element in their
efforts to improve productivity to mect the challenges of the global economy. “Outsourcing”
studies in the private sector are the counterpart of the governmental actions of “A-76" (named
after OMB Circular A-76). This private sector practice of “outsourcing” illustrates the potential
benefits to be gained through introducing increased competition into any activity that is presently
performed internally. I witnessed these benefits first-hand in the automotive industry, where I
served as a consultant and financial executive for over 14 years.

In the automotive industry, the emphasis on outsourcing represents a major change in established
thinking. From the 1900's through the mid-1970's, the major US automotive assemblers (Genersl
Motors, Ford, and Chrysler) all believed that it was more effective and efficient to “own™ and
“operate” the component parts plants in the automotive manufacturing process, as well as
assemble and distribute the final product. Tt was thought that this would be more efficient
because: (a) the profit to independent “parts suppliers” would be eliminated, (b) communication
waﬂdbemmemumﬁmd(c)synugismwouldnum&omdowworkingrdlﬁmhips,(d)
the cost of capital would be lower, and (e) in-house management was more knowledgeshle about
the products and customers.

Following this thinking, General Motors emphasized “horizontal integration” gradually
“insourcing™ most of its component parts manufacturing. In the 1930's, most component parts
were produced by independent companies - transmissions, engines, radios, just to name a few. By
the late 1950's, General Motors owned and operared “parts divisions” that made moat of these.

Ford, on the other hand, followed a path of “vertical integration™, insourcing all the major basic
elements required for vehicle manufacture; such as, ore mines, shipping, vast forests (for wooden
car frames), steel mills, and glass plants. In the 1950, it stasted to follow GM’s example and
“insourced” many component parts also until finally, for anti-trust purposes, it had to spin off its

However, with the advent of competition from Japanese car manufacturers, these monolithic
corporations had to face a new reality. The supposed efficiencies of “integration” were sither
illusionary or had been overcome by creeping buresucracy. In a review of component costing, the
automotive companies found that outside suppliers were able to quote pans st substantial savings
over the same parts produced internally — ranges of 15% to 35% savings were common. By the
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mid-to-late 1980's a major movement began to “out-source”™ component parts and shed the base
resources. Ford no longer owns steel mills or glass plants. GM has already “out-sourced” or

“ off” many of its prior parts engineering and manufacturing functions. These activities are
continuing today. N

Out-sourcing is being done primarily for four reasons:
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I state the reasons that "out-sourcing” works in private companies because too often the charge is
made i both the private and public sector that the only reason "out-sourced” costs are lower is
because wage rates are lower. At times, lower wage rates can be & major contributing factor, but
it is not the only factor and, many times in unionized situations, it is not & factor st all. Also, the
benefits of the application of "new ways of doing business” and the speedy adoption of new
technologies not only reduces costs, but results in improved products and service.

Competition Within the Government Functions — GSA as an Example:

In 1981, I left the private sector and was privileged to spend the next five years as a sanior
executive in the United States General Services Administration (GSA): first, as Associate
Administrator for Policy & Mansgement Systems and, then, as Associate Administrator for
Operations. I found in many areas of activity the GSA was much less efficient than its private
sector counterparts. For example:

- In providing service, it took the Public Buildings Service over 14 months on average to
negotiate leases for new space (from the time the request was received to the tims the
lease was signed) — the private sector average was about 60 days. In the Federal Supply
Service, it took 29 days to process an order for supplies - compared with 24 to 72 hours
in the private sector,
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- Costs were equally out-of-line. Costs for constructing new government-owned buildings
were typically at least 130% higher than comparable privately-owned buildings. Studies of
custodial, security and maintenance services should similar disparities.

- In the contracting process itself, computer procurements could take 3 to 5 years from the
time specifications were developed to the time a contract was awarded. In effect, we were
procuring as new, systems that were at least a generation out-of date —~ the costs were
low, but so was the comparative productivity of the system. This particular problem was
documented in 2 1984-85 study by the Computer Procurement and Information
Technology Panel of the National Academy of Sciences, on which I served.

In GSA., one of the major tools for addressing certain of these problems was the process termed
*A.76" which was a process that allowed us to "competitively bid" fanctions presently performed
within the government. In this process, the government was compelled to study its functions and,
then, “bid” against private sector companies to see if the function would “stay in house” or “be
contracted out”,

A GAO Study which reviewed the activities undertaken during this time period showed that 73%
of the activities studied were contracted out, but 24% stayed “in-house” and 3% were terminated
completely. When contracted out to the private sector, the average savings was 39%, compared
with the prior year's level of expenditure when performed by governmental managers and
employees. (Extent of Contracting Out for Real Property Management Services in the GSA, May
1994 - GAO/GGD-94-126BR).

A common criticism of the A-76 process is that is it allows private sector companies to “cream
skim”, only bidding on those activities it is sure it can win and be profitable, leaving the higher
cost activities in the government, The GSA experience with A-76 belies this -- even in those the
A-76 functions where the the government bid won the bid showed meaningful cost reductions.
The process allowed the government to “bid” a reorganized and thrifted function and, in the main,
the government managers were motivated to “win” the bid. As a result, 10% of all A-76 cost
savings came from the government itself, stream-lining its management structure and proposing
cost efficiencies that somehow had escaped the annual budget reviews. (Tbid)

During the period from 1981 through 1985, 1] _

%, while continuing to perform all it's functions in
an improved manner. The A-76 process was a major contributor to this achievement. During this
time, the agency conducted over 500 A-76 reviews, covering over 45 % of the agency’s 35,800
14 =19 DIOCS ) g SUCCO WIL SAVITE ¢l
. According to a GAO study of the 11 year period 1981-1992, over half of
all savings from A-76 occurred during the first four years.
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Why were the first four years so successful in reducing costs? Why did the A-76 program
show & marked drop-off in success and cost savings after that period?

A popular answer is that “the easy functions were studied first, therefore, naturally the savings
rate would decrease.” That may be the popular answer, but it is the wrong answer!

- The true answer is that the 1984 Continuing Resolution passed in the House of Representative
(and was adopted by the Conference Committee) contained certain language that tied the A-76
program at GSA into the Veteran’s Preference Act for certain job classifications. This meant that
GSA was now prohibited from contracting out any guard, custodial, messenger or elevator
operator posmons Since the vast majority of A-76 studies centered around buildings operations
and maintenance in the Public Bmldmgs Service, GSA was effectively stopped from continuing
much of its A-76 program.

A slight window opened when a subsequent continuing resolution (1985) allowed GSA to use the
A-76 process for these positions, if the private sector employer was a workshop for the blind ot
severely handicapped. Of course, the limitations of these events to the program are self-evident.
Also, in this time period, Administrator Carmen left the agency to become Ambassador to the
United Nations (Geneva) and the top-down support to keep the process moving rapidly forward
within the agency was missing.

Why was the GSA effort from 1981-1985 so effective in obtaining the desired efficiencies?
I believe are effectiveness was a result of the following factors:
1. Our efforts had the strong and visible support of the top management of the agency.

In GSA, the Administrator (Ambassador Gerald P. Carman) was firmly committed to
improving the agency’s efficiency and customer service. This was shown not just by
rhetoric, but with very concrete actions. The A-76 review program was placed as a staff
office under the Associate Administrator of Operations, who was the direct line supervisor
of all GSA operating managers (initially, this was Mr. Steven Hammer from 1981-1983
and myself from 1983-1985). This placement was very importaat, since it gave visibility
and access to the A-76 staff. Additionally, the staff was strategically housed on the same
floor as the Administrator (a bureaucratic signal of importance).

To assure that this process was nmplemented. cach subordmate line manager throughmt

, (critical elanents are those whxch, if not pe:formed
adequately, can lead to demotion or dismissal).
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Individuals in the A-76 program had to be willing to risk their careers. _

GSA's A-76 staff office was led by and staffed with individuals who were not afraid to
“take on” senior executives who were allowing A-76 reviews to drag out or functions to
be incorrectly defined as “inherently governmental” and thereby be exempted from the
process. President Reagan used to give his appointees a card 1o place on their desks that
said: “To do your job, you must be willing to lose it!”. Almost every A-76 action GSA
took met with both negative media articles and Congressional pressure on behalf of
government employees who were fearful of losing their jobs. -

For career government employees, the task of running the A-76 program, if they were to
do it correctly, placed them in opposition to higher level career executives who were, in
- the main, strongly opposed to “contracting out”. To oppose these individuals meant

jeopardizing potential career paths and future promotions.

A corollary to this problem is the fact that the negative career impact of such a program
was well known to the brighter and goal oriented up and coming managers. Therefore,
they avoid assignments to these areas, regardless of potential visibility or the fact that it
may involve an initial promotion. The assignments are apt to go either to less able
managers or those who will try to just “get along”. At GSA, we were fortunate that our
A-76 program had a number of very courageous and dedicated employees working in it

One concretc example will point this out. The Program Director for A-76, & GS-15 who
headed the staff from 1981-1986 and was directly responsible for its success, was never
promoted into the Senior Executive Service (SES) through the remainder of her
government career, even though she was the recipient of many “Outstanding”

reviews and performance swards for her achievements during the period 1981-1986. This
was the career civil servant who was instrumental in leading a program that achieved $120
million of cost savings and was accomplished with a speed not matched in any other
civilian agency.

Streamline the Process

At GSA, the time line that was originally proposed to review each area, define fnctions,
study each function and, then, process a competitively procurement took many months, if
not years. Since historically the average temure of the political leadership in GSA averaged
22mmhl.theGSApmgnmwudesignedsoitcouldbehnplemmedandoompleted
before the present political leadership became vacant through attrition. This was

.. accomplished in two ways.

First of all, the GSA A-76 staff developed a standardized review package that had to be
used in all areas. ﬂﬁsprcvetlwdeachareaﬁ'omspmdingtimedevdopingthdtown
 yeview criteria and allowed standard reporting and oversight. Secondly, the GSA A-76
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instructions insisted that the review areas be defined into the smallest units possible. Many
of the career line executives wanted to create a large, cumbersome combination of arcas
or functions. At GSA, that was not allowed if a function could be sub-divided easily.

Breaking the Initial Effort Into “‘Chewable Bites"”

By defining the process into small areas, GSA created “chewable bites” which had the
following benefits:

A Each specific review and study could be conducted and completed within a matter
3 months, compared with the complexity of larger units which could have taken
years. .

B. If the procurement had not been divided into small units, it would have been overly
complex -- leading to fewer private sector bidders. Imagine trying to find a number
of bidders that had offices in a series of areas or cities — this alone would restrict
bidders to only the Jarger corporations.

C. A larger procurement would have required re-creating an internal bureaucracy
within the contracting firm to manage the contract, therefore adding unnecessary
levels of bureaucracy.

D.  Alarger, more complex procurement would have increased the poteatial for errors
in the process and the potential for contracting appeals.

E. The small procurement was less visible. Therefore, the nstural opposition that
arose 10 “derail” the effort was less. Many of the A-76 reviews involved only two
or three FTE — the majority involved less than 10 FTE.

As the leaming curve and successes built in these smaller procurements and the
momentum was established, GSA began to take on those lasger A-76 efforts that could
not be easily sub-divided. :

Uss Private Sector Performance Standards Whenever Possible

A good example of this is the Franconia Warehouse A-76 procurement. Prior to starting
the A-76 process, the average time through the GSA warchouse system (15 warchouses
nationwide) to process an order from the time of receipt to the time of shipment was 29
days. The private sector operated on a 24-72 hour turnaround. Repeated attempts to study
how to improve this process resulted in the government managers willing to accept & 16
day turnaround as a performance criteria — 5 times as long as the longest private sector
standard.
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The Administrator (Ambassador Gerald Carmen), after reviewing private sector
warehousing operations and providing ample time for GSA management to plead their
case, setthe performance criteria of 6 days - twice as long as the longest private sector
standard, but 60% less than the career management stated was possible. One career -
manager resigned in protest and others were re-assigned. Nincty days later and under new
management, the Franconia warehouse achieved the target of six days.

At this point, the A-76 processbeganwiththc6daytargetasitsperformmam The
successful bidder's cost was 38% under the government’s proposed-budget to continue to
operate the facility -- while meeting the performance criteria.

Had the private sector performance criteria not been selected, the cost savings would have
been achieved, but the service delivery of the function would have been at 16 days or
greater.

This example also serves to underscore the carlier point regarding strong and visible
support of top management. The Franconia debate was so strongly felt that the
Admiinistrator had literally 10 change management. The Administrators’ willingness to take
this action in support of the “competitive contracting” process signaled the whole agency
that this was a serious program. After this, the efforts in all areas of the agency received

_ much more whole-hearted and serious consideration in a constructive and positive manner.
For example, the Stockton (CA) warehouse completed their A-76 process the next year
Iater remaining in-house, but at a 30% plus cost reduction.-Additionally, in this and future
procurement, there was an increase in the interest of private sector bidders who could see

visibly that the GSA was serious regarding these efforts.

Get the Career Management To “Buy Into the Process”:

Anmhercudgivenby?nsidmkugmmbephoedonmh:ppoinmodukmed:
“You can accomplish much, ifyoudonotcarewhogeutheuedi&"l‘hiswuouofthc
keys used at GSA to assuethngovunmtweeremcuﬁvesmbauduhothu\-%
mUdnanmoninamummpigthe'meuwwh
obﬁningtheredudioninmmmndﬁmemdwmpleﬁnsd:ek%mmneﬁvedl
Presidential award and maximum bonus, He received all the credit in GSA press releases
tegndingthe.n\éng;mdimpmvemm-ﬂw-pd&icdappoimeetmoknmu

Ofm.:hisunwtjunbevﬁndowdmﬁummmhmdvdmd
Eamdwdminsthewholepm..mnlngedmhmbethdrmmﬁ
kymanfmmmwww‘uﬂndoptedbydnmwwhﬁefdaﬂ
SupplySavice-hhadmbemi!wouldnothwebunuﬁwed.ukwinmw
hmmmufmwmmmmmmmm
Www.mmmmmwmmmnymmm
g0'to them (properly); they uwwmwwmmmmw
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peers. Their acceptance of the program was assured.

In a reverse but corollary practice, all major program initiatives were always approved in
writing by career managers. Although the political appointees, many times, had suthority
10 sign the approvals, it was felt that the career employees would not sign themsaives
unless they were convinced that it could and would be accomplished. The paper trail of
signatures is what is important when something goes wrong — in GSA, the A-76 process
attempt to assure the career executives were integral 1o the paper trail. This would assure
the program both was well-founded and that it would continue to be well-managed after
the political managers had left the agency.

Viaw Roadblocks & Barriers as Opportunities:

Early in the process, career managers would focus the discussions on all of the barriers
and impediments to be faced in the A-76 process. This focus, if followed, would lead to
inordinate delays and inaction. At GSA, we reversed this. We focused on the opportunity
that was presented to carcer management had to find ways around the barriers. The
watchword became “don’t tell us what you can’t do, tell us what you are going to do.”

A good example was the shutdown of A-76 in custodial positions caused by the 1984
Continuing Resolution. Rather than just accepting this, the ageacy found a way within a
year to use “sheltered workshops™ to continue the process and over 1,000 custodial
positions were eventually contracted out through this secondary method.

Other Competitive Contracting Examples:

GSA also undertook non-A-76 programs that did not involve directly employment reductions, but
were functional policy changes in the method of provision of certain services, as follows:

L

Travel Services & Bursars/Petty Cash Functions:

Prior to 1981, the ticketing for airfine travel, issuing of travelers checks and petty cash

wmﬂypefumedbymempbyeumwmoﬂawnylm
most major and agencies in Washington DC had private ticket sgencies

MMMWMMMMMM

The procurement involved no cost to the government, since the private travel agency
funded itself on the commissions it received from the airfincs, hotels and rental car

- agencies. Although the government contributed the office space required, this was s trade-

oﬁwﬂﬁeoﬁammubymmmwm
government travelers stayed at the lower negotiated government rates. The competitive
bid was awarded based upon levels of service offered and experience, since 5o costs were
involved. In addition to reducing government FTE based on “out-sourcing” the ticketing
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function, the switch to having the private agency issue travelers checks, reduced
substantially the workload in the bursars/petty cash offices, allowing further headcount
reductions.

Paymen! methods for Government Travel:

Prior to 1981, government travelers had to personally pay for all travel costs, other than
airline tickets. This was achieved by government employecseither obtaining travel
advances in travelers checks, or by using their own personal checks-and credit cards and
filing for reimbursements when the travel was completed. By 1985, a competitive
procurement among major credit card.companics had resulted in most frequent travelers
being issued government credit cards without any required credit analysis or check
(wwever, the government was not liable for any balances on these cards). These cards
were used to purchase airline tickets, ravelers checks, and pay for major costs of lodging
- and meals. The government immediately benefitted from having to pay in advance for
employee air tickets and travel advances to not having to reimburse travel for 15-30 days.
The interest savings in the outlay of govemment funds was estimated to exceed $20
million per year. Additional, although non-quantified, savings were accruing to the
amoumingmncﬁmsinuchngmcyﬁomlesspapuworkandrewrdkupin&m,the
government employee no longer had to fund a large portion of his travel through use of
his personal cash or credit. The procurement involved no cost to the government, and the
award was based upon the level of service offered to the individual card holder and the
govemment.

Thank you for your attention. I would be glad to answer any questions you may have.

10
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Mr. Chairman and Members of the Subcommittee:

I am pleased to be here today to assist the Subcommittee in its consideration of

S. 314, the Freedom From Government Competition Act. The bill would require that
the government procure from the private sector, with some exceptions, the goods and
services it needs to carry out its functions. We testified in the 104th Congress on a
predecessor to S. 314.) The revisions incorporated in this new bill respond to a
number of our suggestions, including provisions relating to the use of best value as a
criterion for contracting decisions, allowing for situations where private sector sources
are inadequate to meet the government's needs, and recognizing that the
identification of inherently governmental functions is somewhat situational. As you
know, we recently had discussions with the Subcommittee staff on S. 314 and
provided some suggestions and comments. The Subcommittee has asked that today
we discuss the new bill as a potential vehicle for competitive contracting, using the
results of our recent work on privatization initiatives at the state and local

government levels.

We recently reported on the major lessons learned by, and the related experiences of,
state and city govemmeﬁts in implementing privatization efforts.> Our report, done
at the request of Representative Scott Klug, examined the privatization experiences
and lessons learned by the states of Georgia, Massachusetts, Michigan, New York,
and Virginia, as well as the city of Indianapolis. Each of these governments made
extensive use of privatization--primarily contracting out governmental functions--over

the last several years, tailoring their approaches to their particular political,
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economic, and labor environments. On the basis of our literature review, the views of
a panel of privatization experts, and our work in the six governments, we identified
six lessons that were generally common to all six governments. In general, the

governments found they needed to

. have committed political leaders to champion the privatization initiative;

. establish an organizational and analytical structure to implement the
initiative;

. enact legislative changes and/or reduce resources available to government

agencies in order to encourage greater use of privatization;

. develop reliable and complete cost data on government activities to assess their
performance, to support informed privatization decisions, and to make these
decisions easier to implement and justify to potential critics;

. develop strategies to help their workforces make the transition to a
private-sector environment; and lastly,

. enhance monitoring and oversight to evaluate compliance with the terms of the
privatization agreement and evaluate performance in delivering services to

ensure that the government's interests are fully protected.
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Figure 1: Lessons Learned From Our Review of State
and Local Privatization Efforts

Political cﬁampbn

» Privatization can best be introduced
and sustained when a political
feader champions i.

Monitoring snd oversight

« Reliable cost data on
govemment activities
are needed 10 support
informed privatization

encourage
greater use of privatization. decisions and to assess
overak performance.

The history of government reform has demonstrated that new policies, whether based
in law or in administrative directives, are not self-implementing. In our work on
state and local privatization initiatives, we reported that reforms such as
privatization are most likely to be sustained when there is a committed political
leader to champion the initiative. In the six governments we visited, a political
leader (the governor or mayor), or in one case several leaders working in concert

(state legislators and the governor), played a crucial role in fostering privatization.
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These leaders built internal and external support for privatization, sustained
momentum for their privatization initiatives, and adjusted implementation strategies

when barriers to privatization arose.

S. 314 does not, and probably cannot, provide for effective political leadership. It has
been executive branch policy for more than 30 years to encourage competition
between the federal workforce and the private sector for providing commercial goods
and services. However, this policy has been embodied only in an administrative
direcﬁve, Office of Management and Budget (OMB) Circular A-76. While we have
consistently endorsed the concept of encouraging such competition, its effectiveness in
practice has been questioned both in the executive branch and in dozens of

congressional hearings.

S. 314 would give the force of law to general reliance on the private sector for
commercial goods and services, and thus would provide a stronger foundation, but not

a substitute, for political leadership.

S. 314 WOULD ESTABLISH A FLEXIBLE
IMPLEMENTATION STRUCTURE

To implement their privatization initiatives, the governments we visited reported the
need to establish an organizational and analytical structure. A key aspect of this
structure is an office to guide and support the privatization initiative and provide the
analytical framework to evaluate the costs, benefits, and risks of privatizing a
particular activity. Many of the frameworks established by the six governments
shared common elements, such as criteria for selecting activities to privatize, methods
for cost comparisons, and procedures for monitoring the performance of privatized

activities.

4
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Responding to the need for such a centralized structure, S. 314 requires OMB to issue
regulations and to establish a new "Center for Commercial Activities,” which is given
responsibility for

. implementing the requirements of the legislation;

] ensuring compliance by agencies; and

J providing guidance, information, and assistance to both private and public
sectors.

OMB is given wide latitude as to what regulations it will issue and what they will
contain. This grant of broad authority affords OMB flexibility in implementing the
legislation. However, given the wide latitude that OMB is afforded by the bill, issues
will inevitably arise during implementation that will have to be dealt with by OMB.
These issues could include such questions as:

° Whether or not government corporations, federally funded research and
development centers, state governments, or even the U.S. Postal Service should
be included within the definition of "private sector sources" and thus eligible to
compete for the government's contracts.

. Whetharpublicb\ﬁldingswmﬂdneedtobesoldtotheprivabeaectorinorderto
house federal employees.

. How OMB will incorporate congressional views when significant or highly
sensitive conversions are proposed. '

Givenconcemumhuthm,CongreumaywantamechaninmtoholdOMB
accountable for carrying out its responsibilities. Such a mechanism could require
that OMB prepare a multiyear strategic plan for implementing the bill's
requirements. The plan could be developed in consultation with Congress and could

5
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describe major goals and priorities, as well as specific strategies and milestones for
achieving the goals. In addition, the plan could provide an assessment of changes to
current policies and systems that would be necessary to accomplish the bill's
purposes. A strategic plan thus would provide greater direction for agencies as they
go through the process of identifying potential activities to be included in their
annual performance plans. It could also provide a tool for congressional oversight of
OMB and agency activities as they relate to the bill's requirements.

To effectively carry out the role envisioned for it under the bill, OMB will require
additional resources or will need to reallocate existing resources from other mandated
responsibilities. We reported in 1995 that we were concerned about OMB's capacity
to carry out its already numerous management responsibilities, which have been
expanded significantly in recent years.® Such a plan might be an appropriate vehicle

for addressing such resource issues.

The experiences of other governments as well as of major private firms indicate that,
when the outsourcing of functions is contemplated, answers to fundamental questions
about the purpose and mission of an organization should precede any major
outsourcing activities. The bill has significant implications for the ongoing
implementation of the Government Performance and Results Act, often referred to as
"GPRA" or "the Results Act,” since it cuts to the very heart of questions on what
activities the government should and should not be performing. Under the provisions

30ffice g LI

(GAO/GGD/AIMD-96-50, Dec. 29, 1995).
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of GPRA, agencies are required to set their strategic direction through multiyear
strategic plans, develop annual goals, and report on performance against those goals.
Agency strategic plans and performance measures are intended to provide Congress
with a vehicle for asking fundamental questions about federal functions and their
performance. In our recent report on initial implementation of the act, we found that
many agencies are not yet well positioned to specify their plans and strategies in
terms of tangible results

If enacted, the bill's implementation will occur as agencies are going through their
first cycle of planning, measuring, and reporting on program performance, as called
for under the Results Act. The bill would amend the Results Act by requiring, among
other things, that agencies include in the annual performance plans and reports that
they submit to Congress (1) an inventory of functions that are subject to the Act's
provisions, and (2) a schedule for converting the functions identified in the
performance plan. Requiring agencies to specify the activities they would perform
directly, and those they would convert to private sector performance, is consistent
with the Act's strategic planning requirements. ’

If Congress chooses to enact S. 314, an opportunity exists to further integrate
implementation of the bill's provisions with the Results Act. A key provision of

S. 314 requires OMB to create a methodology for making determinations as to what
activities should and should not remain in government. This provision, if integrated
with the strategic planning and performance reporting requirements of the Results
Act, could avoid the potential situation of agencies inadvertently replacing unneeded
federal functions with unneeded private sector contractors—a concern we have

OV EI]

asults Act: 1997 srnmentwide
Implementation Will Be Uneven (GAO/GGD-97-109, Jun. 2, 1997).
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-expressed with regard to Department of Defense depots.® By making clear that, as
part of their strategic planning and performance measurement activities, agencies
should review potential outsourcing candidates in light of their contribution to

mission accomplishment, the bill could reduce the possibility of such an outcome.

THE RELATIONSHIP OF S. 314 TO OTHER.
RELEVANT LAWS IS UNCLEAR

In our state and local work, we found that all five states and the city of Indianapolis
used some combination of legislative changes and resource cuts as part of their
privatization initiatives. These actions were taken to encourage greater use of
privatization. Georgia, for example, enacted legislation to reform the state's civil
service and to reduce the operating funds of state agencies. Virginia reduéed the size
of the state’s workforce and enacted legislation to establish an independent state
council to foster privatization efforts. These actions, officials told us, reduced
obstacles to privatization and sent a signal to managers and employees that political

leaders were serious about implementing it.

While providing a statutory basis for competitively contracting out government
functions, S. 314 has implications for certain existing laws. As currently drafted, the
bill is broad in its application, and how it will relate to existing laws and policies is
not entirely clear. For example, S. 314 prohibits agencies from beginning or carrying
out any activity to provide any products or services that can be provided by the
private sector, and it prohibits agencies from providing any goods or services to any
other governmental entity. This eould conflict with the "Economy. Act of 1932"

8
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(31 U.S. 1535-1536), which authorizes interagency orders for goods and services, as
well as with the General Services Administration's (GSA) authority to provide
agencies with goods and services. GSA was created, and still exists, to provide
services to agencies, such as office space, consolidated purchasing, air fare contracts,

and excess property disposal. Its role under S. 314 is unclear.

In addition, the bill does not contain language limiting judicial review of management
actions taken under its provisions. The possibly unintended effect of subjecting
management decisions to judicial review could slow implementation and increase
costs due to litigation.

RELIABLE AND COMPLETE COST INFORMATION
NEEDED FOR PRIVATIZATION DECISIONS

In the governments we visited, reliable and complete cost data on government
activities were deemed essential in assessing the overall performance of activities
targeted for privatization, in supporting informed privatization decisions, and in
making these decisions easier to implement and justify to potential critics. Most of
the governments we surveyed used estimated cost data because obtaining complete
cost and performance data, by activity, from their accounting systems was difficult.
However, Indianapolis, and more recently Virginia have used new techniques to
obtain more precise and complete data on the cost of each separate program activity.

A notable feature of the draft legislation is the provision describing the criteria that
are to be used in contracting for goods and services. It requires OMB to prescribe

9
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standards and procedures that are to include the analyses of all direct and indirect
costs, to be performed in a manner consistent with generally accepted cost accounting
principles as well as with past performance of sources. We have found in the past
that the widespread absence of this type of information has compromised effective
public-private comparisons. This provision of the bill is consistent with current

efforts aimed at improving federal financial management.

When competitive contracting has been done at the federal level under the provisions
of Circular A-76, the absence of workload data and adequate cost accounting systems
has made the task all the more difficult. Given that most agencies do not have cost
accounting systems in place at this point, the bill's requirement to use past

performance and cost data will be difficult for many federal activities to meet.

Efforts are under way to develop the type of cost and performance data that would be
necessary to compare public versus private proposals, as could occur under the
provisions of S. 314. The Federal Accounting Standards Advisory Board (FASAB) has
developed standards that are designed to provide information on the costs,
management, and effectiveness of federal agencies. These standards require agencies
to develop measures of the full costs of carrying cut a mission or of producing
products and services. Such information, when available, would allow for comparing
the costs of various programs and activities with their performance cutputs and
results. To help agencies meet these standards, guidance has been issued to facilitate
the acquisition and development of managerial cost accounting systems needed to

accumulate and assign cost data consistent with governmentwide data.

10
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S. 314 RECOGNIZES FEDERAL WORKFORCE
TRANSITION NEEDS

We found that governments we visited needed to develop strategies to help their
workforces make the transition to a privaté-sector environment. Such strategies, for
example, might seek to involve employees in the privatization process, provide
training to help prepare them for privatization, and create a safety net for displaced
employees. Among the six governments we visited, four permitted at least some
employee groups to submit bids along with private-sector bidders to provide public
services. All six governments developed programs or policies to address employee
concerns with privatization, such as the possibility of job loss and the need for

retraining.

The bill's findings section states that it is in the public interest for the private sector
to utilize government employees who are adversely affected by conversions of
functions to the private sector. The legislation does not create any new benefit or
competitive job right that does not already exist. It does, however, assign to the
Director of OMB the function of providing information on available benefits and
asgistance directly to fe&eral employees. This would be a new and possibly
burdensome function for OMB--a function that probably could be better handled by
the Office of Personnel Management, which already has respensibility and experience

in this area.

c itive C ing Helped
. Emplovee C :

Involving employees in the privatization process by letting them compete for the right
to provide the service was a strategy used by state and local governments to gain

11
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employee cooperation during the privatization process. S. 314 neither encourages nor
prohibits public-private competitions. However, it does give implicit authority to
OMB to implement such a program, by requiring that the implementing regulations
include standards and procedures for determining whether it is a private sector
source or an agency that provides certain goods or services for the best value. While
the question of how such determinations would be made is left up to OMB,
competitive contracting has been the traditional methed for making such
determinations both at the federal level and the state and local level.®

EFFECTIVE MONITORING AND OVERSIGHT
OF CONTRACTOR PERFORMANCE ARE ESSENTIAL

When a government's direct role in the delivery of services is reduced through
privatization, we found that at least among the state and local governments we
visited, the need for aggressive monitoring and oversight grew. Oversight was
needed not only to evaluate compliance with the terms of the privatization
agreement, but also to evaluate performance in delivering services in order to ensure
that the government's interests were fully protected. Indianapolis officials said their
efforts to develop performance measures for activities enhanced their monitoring
efforts. However, officials from most governments said that monitoring contractors'

performance was the weakest link in their privatization processes.

SUnder competitive contracting, also referred to as managed competition, a
public-sector agency competes with private-sector firms to provide public-sector
functions or services under a controlled or managed process. This process clearly
defines the steps to be taken by government employees in preparing their own
approach to performing an activity. The agency's proposal, which includes a bid
proposal for cost-estimation purposes, is useful in competing directly with
private-sector bids.

12
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The essential foundation for effective oversight is good cost and performance data

S. 314's analytical requirements call for the consideration of all direct and indirect
costs, qualifications, and past performance, as well as other technical considerations.
These requirements, along with the authority and flexibility given to OMB in
implementing the legislation, provide the necessary foundation for effective
performance monitoring and oversight, but they do not resolve capacity problems.

Converting government activities to private-sector performance will increase the
contracting workload on federal agencies. Conversion to contract performance
requires considerable contract management capability. An agency must have
adequate capacity and expertise to successfully carry out the solicitation process and
effectively administer, monitor, and audit contracts once they are awarded. In past
reports on governmentwide contract management, we identified major proBlem areas,
such as ineffective contract administration, insufficient oversight of contract auditing,
and lack of high-level management attention to and nceountai)ility for contract
management.” Some federal agencies have recognized the problem and have taken
actions intended to improve their contract management capacity. The Department of
Energy (DOE) and The National Aeronautics and Space Administration (NASA)
provide examples of the challenges agencies face in overseeing contractors.

DOE —the largest civilian contracting agency in the federal government--contracted
out about 91 percent of its $19.2 billion in fiscal year 1995 obligations. We
designated DOE contracting in 1990 as a high-risk area, vuinerable to waste, fraud,
abuse, and mismanagement, because DOE's missiona rely heavily on contractors and

JunelS, 980) DL «' -‘; Proc ‘;;- 0 ¥ MpIrovemen peded A
mmmmmm(mommmos Sept 5, 1989). andEe.denl

(GAO/T-RCED-93.2, Dec. 3, 1992).
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DOE has a history of weak contractor oversight. DOE has been working to improve
its contract management practices. As we recently reported-in our high-risk report
on DOE,? changing the way DOE does business has not come easily or quickly. DOE
has taken-various actions in the past to improve its contracting, and a recent contract
reform effort: that has received high priority and visibility appears promising;

however, much remains to be done to ensure effective oversight-of contractors.

NASA's contracting reforms demonstrate what can be accomplished when an agency
places high priority on contractor oversight. NASA spends about 90 percent of its
budget on contracts with businesses and other organizations. NASA's procurement
budget is-one of the largest among federal civilian agencies, totaling about $13 billion
annually in recent years. . NASA first identified its contract management as
vulnerable to waste and mismanagement in the late 1980s. Since then, it has
grappled with a variety of contract management problems. NASA has made
eonsiderable progress-in developing ways to better influence contractors' performance
and to improve oversight of field centers' procurement activities. It has, for example,
‘established a process for collecting cost, schedule, and technical information for all
major NASA contracts to assist management in the tracking of contractor
performance, and it also has restructured its policy on-award fees to emphasize
contract cost control and the performance of contractors' end products. -

In conclusion, Mr. Chairman, striking a proper balance between the public- and
private-sector provision of goods and services to the American people is among the
most enduring issues in American politics and public policy. The Fmeglom From

zement (GAO/HR-97-13 February 1997).




89

Government Competition Act would redirect current policy, which does not now have
the weight of legislative authority, and significantly affect the operation and
management of the federal government. We believe that Congress is the proper
forum to address such fundamental questions, and we hope that our testimony today

has been helpful by raising some issues for the subcommittee to consider in its
deliberations on the proposed act.

That eonclude's my prepared statement. I would be pleased to answer any questions
the subcommittee may have.

(410153)

15
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INTRODUCTION

Mr. Chairman and Subcommittee members, my name is John N. Sturdivant. | am
the National President of the American Federation of Government Employees (AFGE)--
the largest federal employee union, representing 600,000 government workers serving
worldwide.

Although this is my first appearance before your panel, Mr. Chairman, | look
forward to working with you and your staff on other issues of concern to federal and
District of Columbia employees. | thank you and the Ranking Minority Member for
allowing AFGE to represent federalvemployees at this important hearing. Although you
are listed as a co-sponsor of the Freedom From Government Competition Act (S. 314),
Mr. Chairman, | can tell just from the roster of witnesses at this hearing that you and your
staff are an this legislation with open minds.

Yesterday, | testified before the House National Security Committee on the
Defense Reform Act (H.R. 1778) which would, among ather things, blindly mandate that
one-third of all commercial and industrial activities in several key Defense Agencies be
contracted out in little more than two years—-without having to show that contractors
could perform the work more effectively, more efficiently, and more reliably than federal
employees. Just contract out the work—consequences be damned! Adding insult to
injury, the bill had been marked up by the Committee iast Wednesday. If not for the
resuiting uproar, even that too-late-the~-horse's-out-the-door hearing would not have
been held. The calm and careful way you and your staff are handiing S. 314 is a very
weicome contrast.
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AFGE AND SENATOR CRAIG THOMAS

Let me now say a few words about Senator Craig Thomas (R-WY), the sponsor
of this legislation. We may disagree about contracting out generally, but | would be the
first to say that the Senator listens to constructive criticism--and learns from it as well.
Last year's version of this bill was, to be candid, terrible. Essentially, it would have
mandated that all of the federal government's commercial activities be contracted out or
devolved to lower levels of government in five years——even if federal employees could
have performed the work more effectively, more efficiently, and more reliably. S. 314 is
still profoundly-flawed legislation, but the bill is an improvement on its predecessor. |
also want to commend the Senator for keeping his door open to AFGE. His capable
staffer has listened patiently to the constructive criticism we have offered of the
legislation. It is my hope that this dialogue will induce the Senator to take a fresh look
at the policies and procedures of OMB Circular A-76. While it's safe to say that AFGE
is unlikely to agree to gutting or replacing OMB Circular A:76. we would certainly
approach with an open mind any suggestions Senator Thomas puts forward with the
intent of making the Circular even more equitable.
AFGE AND OMB CIRCULAR A-76

Since we just met, Mr. Chairman, permit me to say a few words about where
AFGE stands on contracting out. Unlike some organizations in the federal employee
community, AFGE is not reflexively opposed to each and every instance of contracting
out. In these times, such a position is as unrealistic as it is untenable. Because we are

conscientious employees, patriotic Americans, and hard-working taxpayers, AFGE
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members are determined to see that the federal government's dollars are spent wisely.
Quite simply, federal employees should not perform work that is not inherently
governmental if they cannot do it more effectively, more efficiently, and more reliably than
contractors.

In fact, AFGE is unreservedly pro—competition when it comes to work that is not
inherently governmental. Full and fair competition for such work spurs federal employees
and contractors to be more productive and ensures that taxpayers and customers receive
high-quality services at low costs. As the General Accounting Office (GAO) concluded
in a recent report,

*...(C)ompetition is the key to realizing some savings, whether the function is
outsourced or remains in-house. According to (Department of Defense) data on
cost comparisons done between fiscal year 1978 and 1994, savings from
competed functions occurred regardless of whether the government or a private
company was awarded the work. DoD's data shows that the government won
about half of the time and private industry won the other half.""

That's why AFGE was the only federal employee union to work with the

Administration last year to reform OMB Circular A-76.2 This effort resulted in a revised

! General Accounting Office, BASE OPERATIONS: Challenges
Confronting DoD as It Renews Emphasis on Outsourcing (March
1997), p. 8. Although this report discusses the Department of
Defense, the agency responsible for most contracting out, its
competition-friendly conclusion applies to all other federal
agencies.

2 AFGE is also working with Pentagon officials to develop
equitable policies and procedures for competing non-core depot
maintenance work as well as the workloads at. the Kelly and
McClellan Air Logistics Centers in the event the Congress does
not force the Administration to finally close the facilities and
transfer the work to other installations as was required by the
1995 Base Realignment and Closure Commission. We are also
working with Pentagon officials on implementing instructions for
the new A-76 supplement.
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Supplement that, while permitting more flexibility to contract out, also ensures federal
employees greater involvement in the competitive process, and makes contracting out a
"two-way street" by permitting work to return back in-house when it is more cost-
effective to do so.

The fact that OMB Circular A-76 is now under continuous attack is implicitly a
compliment of federal employees and their work. Several years ago, federal employees
were losing 70% of all A-76 competitions. As you might expect, contractors had
considerably fewer problems with the Circular then. However, agencies--employees and
managers alike, often working in partnership——leamed from their defeats, looked to the
private sector for inspiration and guidance, and started to run their operations more like
businesses. In doing so, we pulled even with the contractors, winning every other A-76
competition. Now, as you might expect, the contractors aren't so happy with the Circular—
-even though the federal government runs up service contracting bills of approximately
$120 bilion annually. i

However, instead of expressing admiration for this remarkable transformation in
the federa! workplace, some lawmakers can express only dismay. Instead of “Wow,
they're good,” it's "Wow, they're good, they're too good." After being bashed for so many
years, usually very unfairly, for not measuring up to their private sector counterparts, Mr.
Chairman, you can't begin to imagine how bewildering and discouraging these attacks on
A-76 are for federal employees. Instead of giving us grudging credit for doing better
work, our private-sector competitors and thelr friends in Congress say that the system
has suddenly broken down. Just as good craftspersons whether in—house or contractor,
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shouldn't blame their tools, contractors who are genuinely interested in real public-private
competition shouldn't blame A-76.

Let me make one final remark with respect to AFGE and contracting out. Some
lawmakers insist that AFGE's: relentless determination to ensure full and fair public-
private competition for -work that is not inherently governmental is nothing but
parochialism —— that we are only concerned about saving federal jobs. Even Senator
Thomas, whom we have gotten to know, makes that mistake. AFGE has a long-standing
policy to follow outsourced work into the private sector once a decision is made to
contract out. We are adapting to the reality that the federal in~house bid may not win
every.competition. For example, earlier this year, we signed a contract with Hughes
_Alrcraft, which allows AFGE. to .continue its representation of the employees at the
recently privatized-in—place Naval Air Warfare Center, in Indianapolis, IN. The fact that
AFGE will retain its vigor and vitality-——even in this era in which privatization, often
-mindless,.is all the rage<—by organizing outsourced workers';llows this union to be a

-calm and-constructive player in the debate over public-private competitions.

AFGE'S CONCERNS ABOUT S. 314
Mr. Chairman,. let-me now express our concerns about the Freedom  From
Govemment Competition Act. This-bill-is flawed for several reasons:

oit's not even needed. “The legislation fails to take into account the reforms and
initiatives which are-radically aitering the way the :federal. government does
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business, as well as the manner by which it obtains goods and services.
elt would resuit in consequences quite the opposite of those which it intended.
elts underlying principles and rationale are not supported by the facts.

S. 314 IS NOT NEEDED

The legisiation fails to take into consideration recent statutory and policy reforms
which provide the government greater flexibility to privatize and outsource its work to the
private sector. Nor does this bill acknowledge how downsizing is forcing federal agencies
to rely increasingly on the private sector for the goods and services its needs.

Last year, AFGE, contractor representatives, and officials from many federal
agencies worked with officials from the Office of Management and Budget (OMB) to
reform the regulatory framework goveming the competitive pr;oess contained in OMB
Circular A-76's "Revised Supplemental Handbook.” This Supplement, enacted in March
1995. provides federal managers with unprecedented latitude and fiexibility to outsource

to the private sector:

olt requires agencies to annually determine which acﬂviﬁes it will consider for
conversion to contract, as well as which inherently governmental functions it will
continue to perform in-house. '
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- oit mandates primary reliance on the private sector when it is shown to be cost
offective.

elt provides agencies with unprecedented flexibility to waive the Circular's cost

compatrison requirements.

- *For example, activities with 10 or fewer Full-Time Equivalent (FTE)
-employees may be directly converted to contract without a cost comparison.

*it allows waivers of cost comparisons for activities with 11 or more FTE's,
if fair and reasonable costs can be obtained from the private sector and

impacted workers are placed in comparable federal jobs.

*1t allows agency heads to waive cost comparison; if, in their determination,
the conversion to private performance will result in significant improvements
in quality of service or cost savings, and the in-house bid has no
opportunity of winning the cost comparison.

*For activities with 65 or fewer FTE's, agencies and departments may,
under certain conditions, employ a “streamiined” cost comparison process

which expands the opportunities to convert to private sector performanée.
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There are a few who might say:
*So what? There are no Inoenﬂvesforfedéral managers to exercise this
- new flexibility to contract out. Unless prodded by a measure such as
$.314, managers will always opt to maintain the status quo." i
This view ignores the realities and incentives imposed by government downsizing.
The fact is, we are aiready engaged in the largest privatization and outsourcing effort ever
undertaken by the federal government. Currently, over 40,000 FTE positions are being
examined for contracting, and many thousands more are being identified for outright
privatization as the government makes the decision to “get out of the business" of
performing certain types of work. Since enactment of the Federal Workforce
Restructuring Act of 1994 the federal workforce has been reduced by over 275,000
federal employees. Consequently, federal agencies have been forced into reexamining
not only *what" or "how" they do a particular function, but whether or not performance,
in light of a smalier workforce, should continue to remain in—house.
IM“MWMU&GW%MMA—NMW
the government to rightsize. Unlike S. 314, it requires the agency to reexamine the way
it performs a function and how it configures itself into a Most Efficient Organization
(MEO). This provision is the key to savings and efficiencies. It forces agencies into
"being competitive" instead of just "competing." Through re—engineering into MEO's,
agencies and departments are realizing savings of 21% or more if the work stays in—
house. This creates a win—-win situation for the taxpayer whether the work remains in-
house or is converted to contract. S. 314 has no similar provision. '
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S. 314 WILL RESULT IN CONSEQUENCES OPPOSITE THOSE INTENDED

Senator Thomas, the bill's sponsor, has been very clear in saying that the purpose
of the bill is to *change the role of government"; save money for the taxpayers; and
ensure the federal government is not competing against the private sector, especially
small businesses, in areas that are basically commercial in nature. | am concerned that,
if enacted, this bill would have consequences quite the opposite of those intended by
Senator Thomas. It would delay reform, result in a government less responéive and
accountable to the needs of its citizens, cost taxpayers more, and restrict competition.

Let me begin by saying that the bill's provision for creating an “Outsourcing Czar"
with a supporting bureaucracy within. OMB moves individual agencies further away from
their customers—-the ordinary Americans who depend upon the federal government for
important services. In criticizing this provision, | would ask the Subcommittee to keep in
mind one of the most important lessons learned from the private sector: decentralization
of decision—making, not centralization, is the key to efﬁciency._ The Pentagon's almost
irrational bias in favor of contracting out notwithstanding, it's better to charge those
agencies actually required to provide particular services with the responsibility of making
contracting out decisions, as A-76 does now. S. 314, however, would create an
*OMBundsman” in the Center for Commercial Activities who would likely be far more
attentive to the needs of the Executive Branch's political agenda than to the needs of
agencies, their customers, and the nation’s taxpayers.

Nor would the bill result in a windfall of opportunity for small business. Most small

businesses are not capable of providing the vast majority of services now provided by

10
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federal employees. If S. 314 is opening any door to the private sector, it would be for
larger firms and corporations--with smaller businesses merely serving as support
subcontractors through reimbursable agreements.

The bill would also result in serious delays, which would in turn result in lost
savings and opportunities, because of the time unnecessarily consumed by the
implementation of the less effective system mandated by S. 314. For example, the
current round of public~private competitions would have to be halted untit OMB's Center
for Commercial Activities could be established. Given the nature of the legislative and
regulatory processes, further delays would occur when various agencies and interest
groups inevitably attempt to have site-specific, functional, or even agency-wide
prohibitions enacted. In the meantime, needed efficiencies and cost savings would be
permanently lost as the new, less responsive system is put in place. Never has the

adage, "Nothing good comes from something poorly begun" been more applicable.

THE RATIONALE FOR THIS BILL IS FLAWED

Senator Thomas claims that work currently performed by the federal government
could be "better done and could be more cheaply done through outsourcing.” Since the
notion that the private sector is always better and cheaper is false, legislation based on
such a notion is clearly not in the best interest of the taxpayers. For example, the
General Accounting Office (GAQ) surveyed nine studies on service contracting and

concluded that in each case, substantial savings would have realized if the work had

11
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been retained in—house.® Another example comes from a GAO report of two years ago
in which the investigative arm of the Congress said that even after years and years of
billions and billions of dollars in contracting out, it could not "convincingly prove nor
disprove that the result of federal agencies’' contracting—out decisions have been
beneficial and cost—effective.**

In a similar light, the proponents for this bill claim that $30 billion in annual savings
could be achieved by outsourcing work. We have all heard similar claims used to justify
other initiatives — the so-called "Peace Dividend" at the end of the Cold War and the
savings that were to result from base closures come to mind. In neither case was the

promise of savings fulfilled.

AFGE'S SUGGESTIONS FOR IMPROVING THE COMPETITIVE PROCESS

Mr. Chairman, | welcome the Subcommittee's interest in the important issue of
ensuring that the government's taxpayers and customers actuall; benefit from contracting
out. Today's vhean'ng has been an excellent beginning. Permit me now to make some
suggestions for related issues to be discussed at future hearings of your panel.

Lifting Arbitrary Ceilings On Government Employees

Quite simply, Mr. Chairman, the federal government is contracting out work that

? General Accounting Office, Government Cbntractgrg:

Measuring Costs of Service Contractors Versus Federal Employees *
(March 1994), p.3.

4 GAO, GOVERNMENT CONTRACTORS: An Overview of the Federal
Contracting-Out Program (GAO/T-GGD-95-131) (March 29, 1995), p.
7.

12
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could be performed more cheaply by federal employees because of the arbitrary ceilings
on full-time employees (FTE's) imposed as part of the government's overall downsizing.
That's not just what AFGE says. That's wljat independent observers, and, yes, even
Administration officials say.

This problem is particularly acute in DoD—-even though the Congress has explicitly
prohibited management-by-FTE ceilings. GAO reported in a recent survey that a "senior
command official in the Army stated that the need to reduce civilian positions is greater
than the need to save money.™ An earlier report by the DoD Inspector General noted
that *the goal of downsizing the Federal workforce is widely perceived as placing DoD in
a position of having to contract for services regardless of what is more desirable and
cost-effective.”

In 1995, the personnel directors of the four branches of the Armed Forces, toid the
Senate Armed Services Personnel Subcommittee that civilian cellings—not workload,
cost, or readiness concerns——are forcing them to send work to-oontracmm that could be
performed more cheaply in-house. The witnesses bemoaned the fact that their services'
depots must turn away valid, funded workload requirements because of the FTE cellings,
thus limiting the flexibility of our depots to adjust to and to meet quickly the critical,
unprogrammed, surge requirements of our Armed Forces.

Sadly, our concemns about this problem have been repeatedly dismissed by the
Administration. Earlier this year, | was provided a copy of the attached correspondence

% General Accounting Office, :
DoD & Renews Emphasis BOU

onfronting » g I anew {GAO/NSIAD-
97-86) (March 1997), p. 11.
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between General George Fisher, the Commander, Army Forces Command at Fort
McPherson, GA, and the Commander, il Corps and Fort Hood, Killeen, TX. In his letter,
General Fisher informs the Commander of Fort Hood that the installation's FTE
elimination-in—favor-of-privatization quota has been increased from 645 to 767 spaces.
To soften the biow a bit, General Fisher added a handwritten note at the bottom of the
letter:

*Tom, We're required to meet the Army's assigned requirement. For each function

you select, a study leading to a contract-out decision. You're ahead of most

everyone; just need a few more in "98. George®

Obviously, Mr. Chairman, the outcome of any competition at Fort Hood or
elsewhere within Fort Hood or elsewhere within Forces Command for that matter has
already been decided in advance. Contracts won't be awarded because contractors

_provided more effective, more efficient, and more reliable services. Rather, they will be
awarded because there arent enough federal employees a\;ailable to do the work.
Administration officials took a look at the same letter and said this wasn't a clear case of
management-by-FTE cellings; rather, the General simply wasn't a very artful writer. Mr.
Chairman, you be the judge.

Here's.another exampie. - In- this attached. letter,_a senior Defense Information
Services Agency (DISA) manager clearly instructs his subordinates not to exceed
established FTE cellings: The manager also instructs his managers to back-fill positions
at GS-12 and below with contractors, or re—engineer the positions in order to make up
for FTE shortfalis.. Again, this is a clear case of-management-by-FTE ceilings, and then

14



104

contracting out work that might have been performed more cheaply by federal employees.
Administration officials say I'm wrong; it's not that the DISA manager is a bad writer, it's
that I'm a bad reader. Again, Mr. Chairman, you be the judge.

Moreover, a senior DoD official just admitted to me in writing in response to our
concemns that he had discovered that "some managers have been establishing FTE
bogeys on some depot maintenance activities.” This official insisted that he was taking
corrective action. I'd be happy to share this correspondence with you and your staff. |
didn't include his letter in my testimony because his deviation from the Pentagon line that
management-by-FTE's is never, ever practiced at DoD would surely invite retribution.
And since he is one Pentagon political appointee who's trying to be part of the solution,
| wouldn't want that to happen.

As bad as this problem is, Mr. Chairman, it's not limited to DoD. Actually, it's
government-wide. As OMB reported three years ago, several agencies——including the
Departments of Agriculture, Health & Human Services, Housin; & Urban Development,
State, Education, Treasury, as well as the Environmental Protection Agency——said that
they each could have saved several million doliars by performing fuhcﬁons directly rather
than having them performed by contractors but did not do so because either their
requests to OMB to take on the necessary FTE's were refused or the agencies were so
sure such requests would be refused that they were not even submitted.®

Mr. Chairman, | think you'd agree that even if the two of us, the Ranking Minority
Member, OMB's Mr. Koskinen, and a representative from the contractor community

¢ Office of Management and Budget, Summary Report of
Agencies' Service Contracting Practices (January 1994), p. v.
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locked ourselves in a-room to think.of ways that A~76 could be made even more fair to
both contractors and federal employees, all of our work would be in vain.- What's the
point in coming up with a more ‘equitable public-private competition.system if federal
‘employees-aren't even allowed to comnpete because the in-house.workforce has been so
arbitrarily downsized?

-1 respectfully suggést, Mr. Chairmean, that before we turn our aitention to A~76, we
must first lift-the arbitrary in—house personnel ceilings. Quite simply, agencies: must be
allowed to-manage by budgets. If agencies have the money to perform the work, they
shouid be allowed to use either contractor employees or federal employees-—depending
on whictrprovider gives the most efficient, most effective, and most reliable service to the

- pation’s taxpayers and the government's customers.

OMB insists that to the extent management-by-FTE's occurs, it is perpetrated by
managers who should know better. Regardless of whether.one accepts that position,
management-by—FTE's is happening. It's costing the taxpay;ts money. It's depriving
federal employees of opportunities to compete. It's wrong--—and the Congress and the
Administration must become more aggressive in §liminaﬁng this pernicious practice.

v Representative Eleanor Holmes Norton (D-DC) has introduced legislation (H.R.
888) which would prevent agencies from replacing downsized federal employees with
contractor employees.. Mr. Chairman, | urge you to consider introducing simiiar legisiation
in the Senate as the starting point for your own effort to address this problem.

With respect to.Senator Thomas, S. 314 does not address managemem—by—FfE
ceilings, arguably the worst defect in the A~76 process.

16
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loping A Understandi The Contractor W

Mariy lawmakers have bragged to their constituents about how drastically they
have reduced the federal workforce. But as we know, much of the work that used to be
performed by federal employees has simply been transferred to the federal government's
“shadow workforce" in the private sector. The federal government's actual workforce
hasn't gotten any smaller. it's just that the people who now do the work are not directly
on the public payroli——although their salaries are paid for out of the same revenues that
pay the salaries of federal employees.

Taxpayers are still paying for the services now provided by contractors. Often,
they are paying even more, based on the reports discussed eisewhere in my testimony.
Just how big is the contractor workforce, Mr. Chairman? | wish | could tell you, sir, but
such statistics aren't even kept. Strange, isn't t? We keep such meticulous statistics
about the govemnment's in-house workforce, but know so littie about the government's
contractor workforce. mnwmmwmmmhzomnmnuuwon
highly labor-intensive service contracting and the federal government's yearty in-house
payroll is less than $80 billion, the contractor workforce must be quite large, indeed.

Clearly, lawmakers fike yourself would benefit from knowing more about the federal
government's shadow workforce, particularly its size. Such information would heip you
to better assess the Administration's claims for downsizing the federal workforce, public-
and private- sector. It would also help you to better understand the growth in service
contracting and better assess the claims made by some that A-76 is somehow biased
against contractors.

17
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Finally, such knowledge would help lawmakers make more informed decisions
about how to achieve real and lasting deficit reduction. As [ mentioned earlier, meticulous
statistics are kept about federal employees. Thus, when Administration officials or
lawmakers want to ;zrovide tax relief or ensure deficit reduction, they can help to generate
the necessary savings by cutting the compensation of the federal government's in-house

workforce and then by cutting the size of the federal government's in-house workforce.

As you may know, the Administration has consistently asked the Congress to
provide federal employees with significantly smaller pay raises than those recommended
by the Federal Employees Pay Comparability Act, thus causing them to fall farther and
farther behind their counterparts in the private sector. The deficit reduction package
currently being considered by the Congress would require federal employees to contribute
even more towards their retirement plans. Since 1980, incidentally, federal employees
and federal retirees have contributed more than $175 billion to;/vards deficit reduction in
the form of lost compensation. Further, the federal government's in—house workforce has
been cut by more than 275,000 over the last four years, resulting in even more savings.

Clearly, lawmakers know where to look when savings are needed. If data similar
to that compiled for the federal government's in—house workforce was kept for the federal
government's contractor workforce, lawmakers would have more information available
when they needed to make important decisions about how to spend precious taxpayer
dollars. Representative Norton has introduced legislation (H.R. 887} which would requiie

OMB to develop a government-wide system for determining and reporting the number
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of non-federal employees engaged in service contracts. Mr. Chairman, | urge you to
consider introducing similar legislation in the Senate.

With respect to Senator Thomas, S. 314 does not address the pressing need to
develop more information about the federal government's "shadow workforce.”

v

Requiring cost comparisons on ail service contracting

Even though public—private competition has proven to save money for the
taxpayers and spur providers, whether they be federal employees or contractor
employees, to offer better service, much work is, incredibly, still contracted out without
the benefit of cost comparisons. DoD officials, the same people who gave us prohibitively
expensive toilet seats, are "considering the possibility of avoiding A-76 studies by
eliminating a given function as a government activity and relying on the private sector for
its provision (privatization).”

Clearly, the A-76 process may not be the best for conducting every single type of
public-private competition. And AFGE is always willing to con-sider changes that might
expedite the public-private competition process. But at the same time we must impose
some form of cost comparisons on all of the federal government's lucrative service
contracting.

Representative Norton has introduced very sensible iegislation (H.R. 885) which
would require agencies to make cost comparisons before contracting out work and
prevent agencies from contracting out that work if the cost comparisons show that the

work could be performed less expensively by federal employees. Mr. Chairman, 1 urge

7 GAO, Ibid.
19
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you to consider introducing similar legislation in the Senate.

Mr. Chairman, what do you think should happen when it is shown that a contractor
has not lived up to the terms of the contract? | say that the work should be recompeted
or brought back in-house——and | think you'd agree. There's no reason to let a sore
fester, is there? \The new supplement to A-76 already requires agencies to collect the
information necessary to determine if satisfactory performance of a contract has been
achieved. Now we need to charge agency managers with the responsibility of acting on
well-informed determinations of poor performance by requiring them to correct the
problem by either recompeting the work or bringing it back in—house. To ensure that all
taxpayers and customers benefit from this important initiative, the post-contract audit
should be required for all cohtracting out decisions, including those made outside of A-
76.

Improving contract administration

In order to ensure that agency managers make well-informed contracting out

decisions, we need to conduct a bottom-up review of the entire contract administration
process. Problems from start to finish are unnecessarily increasing service contracting
costs.

As OMB itself has reported, Statements of Work, the forms used to describe
specifically the services to be contractually procured, are frequently so poorly—written that
it is difficult to determine the agency's requirements or the standards against which the

contractor's performance is to be measured.®

® oMB, Ibid., p. v.
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As OMB itself has reported, cost analyses and independent government estimates
are not performed by many agencies prior to renewal, extension, or recompetition of
existing contracts. And in far too many instances, OMB must admit, cost estimates are
ot even prepared prior to entering into new contracts.’

As OMB itself r\nas reported, agencies believe that they are contracting for mission-
essential services; as a result of this haste-makes—waste approach, most contract
administration efforts focus on ensuring that they receive the required services with costs
often becoming peripheral.*

As OMB itself has reported, agencies do not always review the effectiveness and
efficiency of the services performed by contractors prior to the issuance of making
payments.”

As GAO has reported, agencies are bestowing "bonuses" on contractors who have
only just met contractual requirements, and even to some who have fallen short, often
grievously so.'? )

As GAO has also reported, *(i)ndependent audits show millions of dollars in
unallowable and questionable costs have been charged that do not contribute directly to

the agency’s intended mission."

° Ibid.

1° 1bid.

1 Ibid.

12 GAO, FEDERAL CONTRACTING: Cost-Effective Contract
Management Requires Sustained Commitment (GAO/T-RCED-93-2)
-(December 1992), p. 8.

¥ Gao, 1bid., p. 11.
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Mr. Chairman, | think you'd agree that gutting A-76's firm but fair requirement for
vigorous public-private competition wouild be ill-advised. But to do so when our existing
contract administration system is in need of significant repairs would be nothing short of
irresponsible. We would be committing a profound disservice to the nation's taxpayers
and the federal W customers. AFGE represents many hard-working federal
employees who perform contract administration work—from the Pentagon to the
Government Printing Office——who have many good ideas for saving precious tax dollars.
Please permit us to help you to address this problem.

S. 314 does not address the issue of contract administration. Of course, if Senator
Thomas achieves his objective of privatizing much of the federal government, then an
ajready problematic contract administration system would be hopelessly overloaded,
costing the taxpayers even more money.

Mr. Chairman, you and many of your colieagues have spoken eloquently about the
economic difficuities confronting working- and middle—ciass Americans. While all of us
can't agree on explanations and solutions, all of us would accept the simple principle that
the federal government should not exacerbate those difficulties. .

That's why when we contract out we must do it for the right reasons. if a
contractor can do work more cost-effectively than federal empioyees because she has
devised a better system, employs better managers, or has done a better job inspiring her
workforce, then that work should be contracted out. But what happens if a contractor can
do the work more cost—effectively than federal employees merely because he pays his
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employees inadequate salaries or provides few if any health care and retirement benefits?

Mr, Cminnm.oontafymalotdpmpaganda‘payandbeneﬁbsforfederal
employees are not extravagant. It's well-documented that our pay lags behind
employees in the private sector who perform comparable work by anywhere from 13%
to 43%. me,fed;'dmmyeespaymreﬂmnalmostaﬁufmekmmemansmme
private sector for their health care and retirement benefits. Over 400,000 full-time federal
employees don't have health insurance because the premiums are prohibitively
expensive——even though our heaith care system, the Federal Employees Health Benefit
Plan, is often cited as a model for some form of national heaith care. And the average
before tax income of all U.S. retirees of $19,371 is in excess of the average before tax
annual annulty of federal retirees. Quite simply, federal employees are not living high off
the hog. Consequently, if work is being contracted “out to firms that provide the
government with savings simply because they provide their employees with compensation
that Is even more inadequate than that provided to federal ‘employees, then ! think
lawmakers like yourself need to look at this phenomenon very carefully.

it is undeniable that the federal government is not an empioyment agency and that
fawmakers are obligated to ensure that taxpayer dollars are spent wisely. But, at the
-same time, the federal government, ostensibly the nation's model employer, should not
be providing incentives to contractors to provide their employees with inadequate
compensation.

This is an emotional issue for both unions and contractors—-and the absence of
comprehensive and reliable information invariably leads to fiery debates that shed far
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more heat than light. Therefore, Mr. Chairman, | suggest that you ask GAO to compare
the compensation--pay, heaith care benefits, and retirement benefits—of the federal
employees who have been downsized in favor of contractors with that of the contractor
employees who have assumed their work. If it appears that significant savmgs from
contracting out ar; being generated simply because the contractor workforce is poorly-
compensated, then lawmakers like yourself need to consider the necessity of corrective
measures to ensure that some basic floors exist for the pay, and health care and
retirement benefits for contractor employees.
ncouragil rs to with rank-and-file federal emplo t e the

government even more competitive

Taking a lesson from the private sector, the Administration issued an executive
order in 1993 that established labor-management partnerships in agencies throughout
the federal government. It hasn't been easy to change the hostile climate of labor-
management relations in the federal sector, but we're making; great strides. And that
progress is paying dividends for the taxpayers.

*Before partnership at the Naval Warfare Center, in Crane, IN, it took two years

for the parties to cobbie together a collective bargaining agreement. After

partnership, the parties finished their negotiations in less than two months. And

by jointly designing new work systems and using self-directed work teams, the

union and management were able to eliminate 150 front-line supervisor and mid-

level positions, resulting in substantial savings to the taxpayers. '
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*At Anniston Army Depot, AL, the base Commander warned that if productivity
problems could not be solved in the small arms facility, it would be necessary to
bring in forty-five new contract employees. A partnership studied the problem and
began to make changes in manufacturing and supply; and now the facility is

working better, more economically, and faster.

*At the Department of Veterans Affairs (DVA) Medical Center, in Des Moines, |A,
self-managed work teams established through partnership have cut overtime costs
from thousands of dollars every year to zero. These teams have also cut by more
than one-halif the amount of time that veterans have to wait for treatment at the
hospital's clinic. One of the team members said that she used to work for a

supervisor; now she works for her real customers: the nation's veterahs.

*At another DVA hospital, in Albuquerque, NM, AFGE_ and management have
‘jointly designed several new-clinical programs to help care forveterans, including
a women's clinic, a new drug rehabilitation center, and a pain-management clinic.
Other quality improvements designed in partnership by the union and management
- have reduced the waiting time for patients from four hours to thirty minutes.

*At the Department of Labor headquarters, here in Washington, DC, AFGE and
management developed a program called "Serving Our Customer.” Teams of
supervisors and employees ‘were brought together -to -identify customer
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improvement opportunities. The teams were empowered to implement their ideas
without further review by any management official. When it was all over, this
innovative program produced almost 10,000 decisions——not recommendations, but

decisions——for improving service to the agency's internal and external customers.

Mr. Chairman, it would have been easy for a federal employee union like AFGE, -
during a time of unprecedented downsizing, to do nothing more than fuss and fight. But
we didn't. Our members are striving every day to make the federal government the
world's best service provider. Until | have an opportunity to discuss with you personally
labor-management partnerships in ﬂ;te federal sector, | hope that you will take the time
to review a copy of Partnership That Works that | am submitting under separate cover.
This AFGE publicatioh discusses in detail almost 30 different partnership success stories.

CONCLUSION

Again, Mr. Chairman, thank you for inviting me to testify at today’s hearing. AFGE
is ready to ‘work with you to ensure that non-inherently governmental work remains
subject to strong public-private competition before it can be contracted out.

As you consider S. 314, | ask you to keep several principles in mind:

Just because a service has always been provided by the federal government
doesn't mean that federal employees must do that work in perpetuity. '

26
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Just because contractors are hard-working taxpayers, as Senator Thomas often
reminds us, doesn't mean that they have some entitiement to funds in the public
purse. After all, federal employees are also hard-working taxpayers.

\
Just because agencies--with managers and rank-and-file employees often
working together in partnership——are more successful competitors in the A-76

process doesn't necessarily mean that the system has suddenly become defective.

And just because contractors aren't winning as many A-76 competitions now as
they had in years past doesn't necessarily mean that they are being victimized by

biased public-private competitions.

We aiso ask you to seriously consider the suggestions we have made for
improving the competition process and generating savings for ;axpayers.

The bottom line, Mr. Chairman, is that although we have our own point of view,
AFGE is ready to work with you to address the concerns that have been raised at today's

hearing.
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DEFENSE INFORMATION SYSTEMS AGENC
701 5. COURTHOUSE ROAD
VIRGINIA™ 22204-219¢

wheny M

DISA WESTHEM (WEO4) -+ 12 February 1997

MEMORANDUM FOR DISTRIBUTION

SUBJECT: Results of the DMCs’ Revenue Based Staffing Plans

1. The outstanding effort you put forth in developing your
staffing plan is appreciated. The results show the bottom-line
objective was achieved to attain the targets for FY98: 2,116 A~
Goal staffing and an A-Goal Revenue per FTE of greater than
$230,000. Enclosure 1 contains the narrative results of each
DMC’s submission and the Resource Management Advisory Group
(RMAG) approved A- and C-Goal staffing levels for FY98.
Enclosure 2 is a spreadsheet synopsis showing the following
staffing breakouts: the original FY98 Staffing Projections from
the June 1996 model, the DMC requested staffing from their plans,
the RMAG approved staffing levels, and the DMC onboard staffing
as of 31 December 1996.

2. The attachment identifies each DMC’s RMAG approved strength
for civilians, military, and contractor personnel. That strength
is your new ceiling and is not to be exceeded without exception ,
approval. These numbers will be used by RM dutring the build for
the FY99 budget. In order to assist you in implementing your
plans, the following guidance is provided.

a. If your site is below target and you require filling a
position at the GS-12 and below level, you may utilize
contractors or reengineer the position for filling under the DISA
Bridge Position Program to meet your need. However, you are not

- authorized to increase your civilian end strength.

b. Due to the variety of versions and overall age of many of
the exception requests currently submitted to WEl and the RMAG,
ALL pending requests for hiring exceptions are canceled effective
with receipt of this memo. If you determine that you have a
critical position that performs an inherently governmental
function such as supervision, technical COTR, senior security
specialist, contract management, senior financial management,

etc., a new request for exception hiring should be prepared and
forwarded to WEl.

Quality Information for a Strong Defense



119

" DISA WESTHEM Memo, WEO4, Results of the DMCs’ Revenue Based
Staffing Plans

c. We are still working several issues relating to filling
vacancies from within the WESTHEM “family” and wil) update you as
decisions and solutions are achieved.

3. Quarterly, we will be reviewing with you your staffing plan
revisions. 'The next review will occur in May 1997. Details will
be provided to you under separate cover. :

4. Points of contact for staffing plan guidance are staff
members of WEO4 at 869-9600 or commercial (614)693-9600.

Points of contact for personnel actions are WEl staff mexbers at
DSN 761-2284.

N g_#éé.«%

igadiexr General, USAF

Distribution:

WEO, WEOCS, WEO1l, WEO2, WEO4, WEOS, WEO06, WEl, WE2, WE3, WE4,
WES, WEA, WEB, WED, WEE, WEG, WEH, WEJ, WEX, WEL, WEM, WEP, WER,
WES, WET, WEN, WEY
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& ] AFGE PEOPLE

John N. Sturdivant

National President of the American Federation of Government Empioyees
Shaping a New Vision for the Federal Workplace

what kind of America people
want.

During the 1995 and 1996
government shutdowns, inten-
sive work by AFGE secured

government employees who
were locked out of their jobs
or forced to work without pay.
As a result of AFGE's com-

As 2 key member of the

10 reinvent government, knows Americans want a
more effective government. He has made AFGE
2 leader in moving the federal workplace from
red tape to results,
mmummmm
pmofthepoliemwhennmm

Smmm”pﬂwﬁdnu
solution and AFGE members are bringing about
important changes in the way the federal govern-
ment operates. 'wants to ensure that
govemment employees are a part of the debate on

National Partnership Council
led by Vice President Al Gore, Sturdivant has
helped agencies like Veterans Affairs and Social
Security, once plagued with adversarial labor
xﬂmms.mnowamwmwemduwm-
payers’ money. It is these improvements that led
the editor of Quality Progress magazine to write,
“I have seen the future of quality in America and
it is the government worker.”

The changes Sturdivant’s leadership brings to
the federal workplace have not only given work-
ers a greater voice on the job, but also removed

the roadblocks which prevented them from taking

American Federation of Govemnment Employees, AFL-CIO

80 F Sireef, N.W., Washington, D.C. 20001

* 202/639-6419 or 6423 » Fax 202/639-6441
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John N. Sturdivant/page 2

patt in the political process. A familiar face on
Capitol Hill, Sturdivant helped AFGE achieve its
20-year legislative initiative with the passage of
Hatch Act Reform, legislation that allows federal
employees to become politically active without
The new political activism shared by so many
AFGE members is a Yeflection of Sturdivant’s
passion for politics. He is an at-large member of
the Democratic National Committee of the
Commonwealth of Virginia. A former ten-year
Democratic State Central Committee member, he
presently serves on the Fairfax County
Sturdivant has.not only turned up the volume

on the chorus of federal workers and their issues, .

he has also been a new voice for America’s
minorities. . One of Ebony Magazine's 100 Most
Influential Blacks in America, Sturdivant is the
first black to head AFGE and first to serve as
president of a major AFL-CIO union. Elected in
1988, Sturdivant also serves as a vice-president
of the AFL-CIO.

Bom in Philadelphia on June 30, 1938,
Sturdivant was raised in. Bri
In 1956, he enlisted in the Air Force where he
was an electronics technician until 1960. He
began his civilian career in 1961 as an employee

of the United States Army Interagency
Communications Agency in Winchester, Virginia.

An AFGE activist for over 30 years,
Sturdivant rose through the leadership ranks of
Local 1754 in Winchester, serving as Local presi-
dent from 1968 to 1976. Since his early days,
Sturdivant has focused on the vital role organiz-
ing plays in building a successful union. In 1976,
he accepted a staff position with the AFGE
National Office in Washington, D.C. Prior to his
1982 election as Executive Vice President,
Sturdivant sexved as Director of Organization and
Administrative Asgistant to his two immediate
predecessors.

In addition to his work on behalf of govem-
ment employees, Sturdivant is a leader in the

. national AFL-CIO. He was elected vice presi-

demmﬂxeMOExecuﬁvpCmilinl%9

- and serves on many key committees.

Sturdivant’s stodies continued while he was

.working on AFGE's staff. He received his
| Bachelor of Arts degree
.Antioch University in 1980 and completed two
years of evening law school at George

- University.

in Labor Studies from

ity. He also serves as a
trustee of the George Meany Center for Labor
Studies.
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ACSM

American on and Ma
5410 Grosvenor Lane, Bethesda, Maryland 20814
Phone: (301) 493-0200; Fax: (301) 493-8245

Statement of the American Congress on Surveying and Mapping to the Senate
Governmental Affairs Committee’s Subcommittee on Oversight of Government
Management, Restructuring, and the District of Columbia on S. 314, Freedom From
Government Competition Act

Jum_e 18, 1997

The American Congress on Surveying and Mapping (ACSM) is pleased to submit its
views on S. 314, the proposed Freedom From Government Competition Act. ACSM is an
individual membership society that represents more than 7,500 professionals in the fields
of surveying, cartography, geodesy, and geographic information systems technology who
work in both the public and private sectors throughout the world. ACSM is made up of
four member organizations that serve as special interest groups. ACSM’s member
organizations are the American Association for Geodetic Surveying, the Cartography and
Geographic Information Society, the Geographic and Land Information Society, and the
National Society of Professional Surveyors.

In commenting on S. 314, ACSM seeks to represent the interests of its private- and
public-based members, the surveying and mapping profession as a whole, and the nation’s
long-term interest in ensuring the availability of comprehensive, timely, accurate, and
useful geospatial information.

General Comments on S. 314

ACSM commends Senator Thomas, Chairman Brownback, and the other Senate sponsors
of the Freedom From Government Competition Act for introducing the bill. S. 314 makes
an important confribution to the ongoing debate over the appropriate roles of government
agencies and the private sector in providing needed services. Whether, and to what degree,
services provided by agency staff should be outsourced to private firms is an important
part of that debate.

ACSM believes it can look at outsourcing objectively because its membership includes
surveying and mapping professionals who work in private firms as well as government
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agencies. ACSM also can contribute to the debate from its experience over the past two
years in generating a nonpartisan study of the appropriate future roles of government and
the private sector ‘in surveying and mapping. Scheduled for completion this fall, the study
on "U.S. Geographic Information Resources" is being conducted by the National Academy
of Public Administration (NAPA), a policy analysis organization chartered by Congress.
The study will include a discussion of outsourcing that ACSM believes will prove helpful
to the subcommittee as it examines S. 314.

S. 314 provides a framework for determining whether a given service or product should
be supplied by agency staff or outsourced to a private firm. Essentially, all goods and
services are to be outsourced unless they are inherently governmental or should be
provided in-house for reasons of national security, best value, or because private sector
sources are inadequate to satisfy an agency’s requirements. While the bill’s framework is
helpful, ACSM believes it is impossible to determine S. 314’s real-world impact,
particularly on services provided to the public by technical professions such as surveying
and mapping. For technical fields, S. 314 raises important questions about agencies’ roles
as providers of base data, ownership of data, maintenance of agencies’ core capabilities,
and other issues.

ACSM Opposes Enactment of S. 314

ACSM supports having increased opportunities for its private sector members to contract
with government agencies to perform surveying and mapping. ACSM opposes enactment
of S. 314, however, because the potential impact of the measure is largely unknown. We
are concerned that enactment of S. 314, without further assessment of its potential impact,
could disturb the interdependent relationship that exists between government surveying and
mapping agencies and private sector professionals, perhaps disrupting the nation’s access
to timely, accurate geospatial data. We also believe that S. 314 proposes a broad-based
solution to procurement situations that are best addressed on a targeted basis.

Before enactment of S. 314 is pursued, ACSM believes Congress needs:

m More information on the appropriate roles of government and the private sector in
technical fields such as surveying and mapping;

m A better understanding of procurement decisions at the individual agency level. If
agencies are inappropriately competing with the private sector, whether through
interservice support agreements (ISSAs) or in-house procurements, ACSM believes
those practices should be examined on an agency-by-agency basis.

On April 10, 1997, ACSM’s Board of Direction adopted a position statement expressing
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opposition to the Freedom From Government Competition Act as currently drafted. A
copy of that statement is appended to our testimony.

Surveying and Mapping Agencies and Private Firms Are Interdependent

As a national society with both public- and private-based members, ACSM believes it can
take a balanced view of the issue of government competition. On the one hand, we
strongly support an outcome that provides increased opportunities for our private sector
members to contract with government agencies. Technological advances in the last twenty
years have given private firms the ability to perform surveying and mapping tasks that
previously only government agencies could complete. It is also true that many of the
technical advances in the profession, particularly in the field of GIS, or geographic
information systems, are occurring in the private sector. There is no question that private
surveying and mapping firms can complete many tasks that government agencies
traditionally have performed in-house.

On the other hand, ACSM members who work in surveying and mapping agencies such as
the Bureau of Land Management, the U.S. Forest Service, the U.S. Geological Survey,
and the National Ocean Service raise important cautions about the need to retain core
capabilities. Private firms may be able to perform most production under contract, but
agencies must retain in-house technical expertise and some production to ensure that
contractors’ products meet quality standards. In-house staff also are needed for contract
negotiation and administration, preparation of government-supplied materials, and quality
assurance.

ACSM does not know how other professions or industries view their relationship with
government agencies, but for the surveying and mapping profession, the operative word is
"interdependence.”

Looking first at the private side, it is clear that private sector surveying and mapping
professionals depend on government agencies for accurate base data that serve as the
foundation for geospatial products. For example:

m Professional land surveyors depend on the National Geodetic Survey (NGS) for
accurate, consistent positioning data (coordinates and elevations) upon which a variety
of surveying products and services are based, including property surveys that are part
of GIS mapping projects based on a common coordinate system, and engineering
projects such as the placement of highways and the construction of bridges and water
delivery systems. NGS develops survey standards and specifications and provides local
baseline standards by which professional surveyors check or calibrate electronic
distance measuring equipment. NGS also transfers new technical developments, such as
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the Global Positioning System (GPS) to the private sector. GPS is increasingly being
used by professional land surveyors for efficient, accurate measurements.

Land surveyors also depend on the U.S. Geological Survey in their work. USGS
provides (1) basic geospatial data to which cadastral (i.e., property boundary)
information can be related, (2) mapping requirements for map revision, orthoimagery,
and so forth, and (3) a nationally consistent, accurate map series that depicts the Public
Land Survey System.

a  Geographic Information Systems/Land Information Systems (GIS/LIS) specialists
depend on government agencies to provide the base mapping and earth science layers
for GIS/LIS projects. Agencies provide reliable, standard, multi-scale base cartographic
data such as digital elevation models, digital line graphs, digital raster graphics, digital
land use/land cover, and digital orthophotoquads, as well as various specialized data
sets covering geologic, hydrologic, and biologic phenomena on the land surface that
GIS/LIS specialists employ in creating their products.

= Private-based cartographers and academics depend on agencies for (1) establishing map
standards, (2) base maps from which enhanced or value-added maps can be produced
and resold or onto which research is plotted, and (3) digital orthophotographs for
compilation of map features.

On the public side, there is interdependence between federal agencies, and between federal
agencies and other levels of government. For example:

®  Other federal agencies depend on USGS to coordinate the collection of a broad suite
of geospatial data and research, including providing GIS suppor, applications
development, and orthophotographic base data. ISSAs are one mechanism used to
provide this information.

m  Other agencies depend on NGS for positioning data for applications ranging from
defining political boundaries, to national defense, to communications systems.
Agencies use these data to make decisions on placement of highways, fuel storage
sites, geothermal energy development, and other structures in areas prone to
earthquakes, subsidence, and fault zones. The data are also essential to the
development of precision agriculture, "smart” highways, and other leading-edge
transportation systems. For example, the National Ocean Services is currently
conducting a pilot project in San Francisco Bay to determine accurate, real-time
positions and clearances for large container ships and other ocean-going vessels.
Findings from the project will help make the U.S. more competitive in commercial
shipping by enabling shipping companies to increase the capacity of their vessels.
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= Stateand local governments use USGS base data for GIS and other applications; base
data are also used as an unbiased, accurate basis to which more detailed information is
added, such as for legal, tax, and other official purposes. Many state governments
cooperatively produce maps and digital geospatial data in conjunction with USGS.

Finally, it is clear that agencies are increasingly dependent on the private sector:

m In response to personnel cuts and direction from Congress, federal surveying and
mapping agencies increasingly are turning to-private firms for surveying and mapping
products. Our members at USGS, for example, report that approximately 50 percent of
their map production in FY 1997 (ca. $40 million) will be done in conjunction with
the private sector.

= Of course, agencies need to maintain enough technical staff who are current in their
knowledge in order to oversee the work of contractors. It is also clear that private
firms will continue to-depend on agencies to perform surveying and mapping of areas
- that are not commercially attractive. For example, private firms would not routinely
update base maps of federat lands, rural areas, or forests. Ownership of geospatial data
is another concern that has arisen as outsourcing increases. However, S. 314’s potential
impact in this area is completely unknown.

The foregoing analysis illustrates the interdependence that characterizes relations between
surveying and mapping professionals in the public and private sectors. Other technical
‘professions may evince a similar relationship between agencies and private firms. ACSM
believes Congress needs more information on the impact of S. 314 on surveying and
mapping and other technical goods and services before it moves the bill toward enactment.

Study. of U.S. Geographic Information Resources Will Provide Valuable Information

Since 1995, ACSM has played a leading role in generating a nonpartisan study of the
appropriate future roles of government and the private sector in surveying and mapping.
The study, "U.S. Geographic Information Resources,” began in October 1996 and will be
completed this fall. Conducted by the National Academy of Public Administration
(NAPA), the study examines options for reducing duplication in the surveying and
mapping activities of federal agencies or for increasing the amount of surveying and
mapping-done by private firms. The study will look at eutsourcing, the specific focus of
S. 314, as well as-broader options such as privatization, consolidation, downsizing, or

- elimination of certain agency functions. Other issues covered by the study include public
purpose; the policy-bases of surveying and mapping; leadership, coordination, and -
standards; structure and organization; intellectual property rights; pricing; partnerships;
technology; and domestic-national security relationships.
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ACSM identified the need for a study in 1995 when Congress considered three different
proposals that had major implications for both public- and private-based survey and
mapping professionals. One proposal would have abolished the U.S. Geological Survey.
Another proposal would have abolished the Commerce Department and moved certain
functions, including surveying and mapping activities, to other federal departments. A
third proposal would have required the Department of the Interior to contract out all of its
surveying and mapping activities within six months.

Although none of these proposals became law, their consideration by Congress provided a
wake-up call to our profession. We concluded that any decisions Congress and the
administration make to alter the balance between public and private sector responsibility
for surveying and mapping should be guided by current, comprehensive information about
the profession and the respective capabilities of public and private entities. ACSM
identified NAPA, a nonpartisan, Congressionally chartered policy analysis organization, as
the appropriate entity to conduct the study. Four federal agencies that play major roles in
surveying and mapping agreed to spoasor the study. The sponsoring agencies are the
Bureau of Land Management, the National Ocean Service, the U.S. Forest Service, and the
U.S. Geological Survey.

NAPA’s study will be completed this fall. ACSM believes the study’s findings will prove
helpful as the subcommittee considers S. 314’s potential impact on technical professions
such as surveying and mapping. We recommend that the subcommittee not approve S. 314
until it examines the findings of the forthcoming study, "U.S. Geographic Information
Resources.” Background materials on the study are appended to our statement for the
subcommittee’s information.

" ISSAs Create Work for Private Firms

ACSM also urges the subcommittee to carcfully consider the impact of S. 314 en
interservice support agroements (ISSAs). Subsection 3(b)(2) of the bill would prohibit
agencies from obtaining goods or services from, or providing goods and services to, any
exceptions contained in Section 3(c), some supporters of S. 314 have made it clear that
they would like to completely prohibit ISSAs.

Opposition to ISSAs is based on the assumption that agencies that perform work for other
agencies clearly are competing inappropriately with the private sector. ACSM cannot
speak to the government-wide impact of ISSAs on private firms, but in surveying and
mapping the reality is that ISSAs frequently create opportunities for private firms to
contract with agencics for the production of surveys or maps. Examples include the
National Acrial Photography Program, Digital Orthophoto Quadrangies, Department of the
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Interior High Priority. Program, and the National Digital Orthophoto Program.’

ACSM supports the use of ISSAs that provide opportunities for its private sector members
to contract with government agencies. In surveying and mapping ISSAs can provide
effective, cooperative funding mechanisms and often are the most cost effective approach
through which agencies can obtain base data and related services needed to carry out their
missions. For example, development of the GPS Continuously Operating Reference
Stations (CORS) network would not have been possible without interagency agreements.
Development of CORS involved the cooperation of five federal and seven state and local
agencies that pooled their resources and avoided duplication of activities. s

Elimination of ISSAs would force Federal agencies to create redundancies and incur
increased costs, thereby reducing opportunities for outsourcing. S. 314 would force data
users to become, in effect, data producers. Agencies that currently use data provided by
other agencies would have to develop in-house expertise on the production of data. They
would have to conduct studies of the production methodologies of their sister agencies and
of the private sector firms that claim te be able to produce the same data. To conduct an .
effective and accurate study, every requesting agency would have to become as
knowledgeable about the data as those agencies and firms they would be comparing. This
would require additional effort and personnel on the part of the requesting agencies, most
likely outside of their missions. If the studies found that private sector contracts are more
cost effective than obtaining the data from producing federal agencies, the requesting
agencies would incur significant additional costs to manage and operate a contracting
process.

Before the subcommittee approves a blanket prohibition on ISSAs, we recommend that the
panel examine ISSAs on an agency-by-agency basis to determine the extent to which such
arrangements inhibit contracting or, in fact, create work for private firms.

Congress Needs More Information Before S. 314 Becomes Law

ACSM commends the sponsors of S. 314 for throwing a spotlight on the important issue
of government competition and for revising the proposal in response to concens raised at
hearings in 1996. We oppose enactment of S. 314, however, because the bill’s impact on
the provision of technical goods and services remains unknown. Before the bill moves
forward, ACSM believes Congress needs more information on the appropriate roles of
government and the private sector in technical fields such as surveying and mapping. The
forthcoming NAPA study, "U.S. Geographic Resources" will provide information that will
help the subcommittee understand the pros and cons of outsourcing for surveying and
mapping. The study’s general findings may have application to other technical professions
that would be affected by S. 314. ACSM recommends that Congress take no action on
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$.314 until it has examined the findings of the NAPA study. .

ACSM also recommends that the subcommittee gather more information on individual
agencies’ procurement decisions before moving to approve S. 314. Examination of a
mpusmmvesampleofagencmlhaxhnveelectedmperfommoesm-house or that
perform work for other agencies, could provnde helpful information on the proourement :
issues addressed by S. 314.

ACSM appreciates this opportunity to present its views on the proposed Freedom From
Government Competition Act and will be pleased to provide additional information on any
point in our statement. Please contact Joseph Kuchler, ACSM Government Affairs
Director, at 301-493-0200.



131

Adopted by ACSM’s Board of Direction: April 10, 1997

The Freedom From Government Competition Act
(S. 314, H.R. 716)

Background

The Freedom From Government Competition Act (FFGCA) has been reintroduced in the 105th Congress as
S. 314 by Sen. Craig Thomas (R-WY) and as H.R. 716 by Rep. John Duncan, Jr. (R-TN). Although some
exceptions are provided, the proposal would require the federal government to procure from the private
sector most of the goods and services it needs to carry out its functions. The legislation also would restrict
agencies’ ability to provide goods and services to other agencies through Interservice Support Agreements
(ISSAs).

The bill is supported by a coalition of small business organizations. The FFGCA is controversial because
the long-term consequences of the government-wide reorganization and downsizing of agencies it would
require are unclear. For the surveying and mapping profession, the issues raised by FFGCA are closely
related to those generated by the contracting out debate, and the findings of the NAPA study will be
applicable to Congress’ 1997 debate on this proposal as well as to discussions of contracting out that will
arise during consideration of the FY98 budget.

ACSM Position Statement

ACSM is a professional society with members working in private surveying and mapping firms as well as
government agencies. In this position statement on the Freedom From Government Competition Act
(FFGCA), ACSM strives to represent the interests of public and private members, the profession as a
whole, and long-term national interests.

ACSM supports having increased opportunities for its private firm members to contract with government
agencies to perform surveying and mapping. However, ACSM is very concerned that FFGCA proposes a
broad-based solution to situations that are best addressed on a targeted basis. If agencies are inappropriately
competing with the private sector, ACSM believes those practices should be addressed on an agency-by-
agency basis.

The FFGCA's approach of requiring that all government functions that are not “inherently governmental”
be outsourced to the private sector would produce long-term effects that are largely unknown and potentially
disruptive to the nation’s need for accurate, accessible geospatial data. FFGCA’s impact on the ownership
(public or private) of geospatial base data is unclear, but the proposal’s potential effect on this area is of
great concern to ACSM.

FEGCA also would sharply curtail the use of Interservice Support Agreements (ISSAs). In surveying and
mapping, 1SSAs can provide effective, cooperati funding mechanisms and often are the most cost
effective approach through which agencies can obtain base data and related services needed to carry out
their missions. ISSAs frequently create opportunities for private firms to contract with agencies for the
actual production of surveys or maps. Elimination of ISSAs would force Federal agencies to create
redundancies and incur increased costs, thereby reducing opportunities for outsourcing. ACSM supports the.
use of ISSAs that provide opportunities for its members to contract with government agencies.

RESOLVED,

For the reasons outlined above, ACSM opposes the Freedom from Government Competition Act as
currently drafied. ACSM further recommends that Congress take no action on this proposal until it has
information from the National Academy of Public Administration study of geospatial information that will
help lawmakers make sound public policy with respect to FFGCA’s impact on surveying and mapping.
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Statement of the
International Association of Environmental
Testing Laboratories

For the

Committee on Governmental Affairs
Subcommittee on Oversight
of Government Management, Restructuring
and the District of Columbia

June 18, 1997, Hearing

The International Association of Environmental Testing Laboratories (IAETL) has more than
150 member environmental testing laboratories located throughout the United States and
Canada dedicated to environmental testing analysis related to programs such as Superfund, the
Clean Water Act, and RCRA - IAETL supports the Subcommittee's efforts to increase Federal
reliance on the private sector for all commercial activities and particularly environmental
testing analysis.

IAETL member laboratories have established world class quality and service benchmarks.
They can reliably and accurately perform the majority of the environmental testing analysis
now performed by government laboratories. IAETL member professionals receive rigorous
cross-training to analyze samples for a wide variety of target analyses. In addition, IAETL
member laboratories are equipped with state-of-the-art analytical instrumentation and are
subject to stringent quality assurance and quality control programs. IAETL member
laboratories are also certified and/or regularly audited by external federal and state regulatory
agencies including the U.S. Departments of Defense and Energy, and the U.S. Environmental
Protection Agency. )

In recent months, IAETL has tracked and analyzed data on the growth of government
laboratories' competition with commercial environmental testing laboratories. These figures
clearly show that such competition has been growing, even at a time of governmental cutbacks.
This unfair competition is causing substantial job losses in the private sector. In 1993,
environmental testing was a $1.4 billion industry.” As a result of government laboratory
competition, as well as a number of other factors, environmental testing is now only a $600
million industry. )

The most evident and rapid change in recent years involved the Department of Energy's
competition with the private sector. The Department's quarterly Utilization Management
Reports show that the percentage of analytical testing which was outsourced (done by
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commercial laboratories) has dropped from around three-fourths to about one-half in just on
year. During that period, commercial laboratories' analytical testing business with DOE was
cut from $16.2 million to $7.7 million. At the same time, DOE's in-house laboratories’ budgets
rose from $6.5 million to $7.4 million.

In its June 20, 1995, quarterly report, DOE recognized that the decrease in outsourcing was
"an unfavorable direction". In its September 29, 1995, report, DOE recognized that there was
an inverse relationship between the average cost per analysis and the decrease in outsourcing
stating that "cost increases coincide with reductions in commercial laboratory use."

On November 3, 1994, the DOE Inspector General issued a report on the “Effectiveness and
Efficiency of the Rocky Flats Analytical Service Program" finding that in-house DOE
Iaboratories had a 24% average sample analysis failure rate as compared to a 3% rate in
private laboratories. The Inspector General also found that in-house laboratories were less
efficient than private laboratories and that Rocky Flats' preference for in-house laboratories had
increased program costs by $2.9 million.

On average, the private sector realizes savings between 10 and 30% when they outsource
commercial activities. The Chrysler Corporation, for example, saved $2.6 billion by
outsourcing the construction and manufacturing of major automotive components and
accessories. A recent study by the Defense Science Board estimated an annual savings of $12
to $16 billion if only haif of the commercial functions performed in-house by the Department
were offered to the private sector. Savings government-wide could be as high as $30 billion
annually.

In addition to directly saving taxpayers $30 billion annually, outsourcing commercial functions
would also result in increased tax revenues for state and local governments throughout the
United States. Private sector contractors would pay property taxes on their facilities and
equipment and income taxes on their profits. More jobs would be created and tax rates at all
levels could be reduced.

IAETL urges the Subcommittee to consider favorably and report the provisions of S. 3/4.
The mechanisms established in S. 374 are needed to move the federal government forward and
to encourage federal managers to finally get on with identifying the commercial functions
required to perform their missions and to offer those functions to the private sector. True
reform will not take place until Congress makes it clear that it will not continue to tolerate
inefficiency and waste.

For further information please contact Linda E. Christenson, Esq., IAETL Executive Director,
at (703) 739-2188.
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Members of the Subcommittee:

On behalf of the more than 120,000 members of the American Society of Civil
Engineers (ASCE), I am pleased to have the opportunity to comment on The Freedom From
Government Competition Act (S.314/H.R.716) introduced by Senator Craig Thomas (R-WY)
and Congressman John J. Duncan, Jr. (R-TN).

ASCE, founded in 1852, is the oldest national engineering society in the United States.
Membership is equally divided among engineers in private practice; engineers working for
federal, state and local governments; and, those employed in research and academia.

While ASCE commends the Administration and Congress for their leadership in trying
to make the federal government more efficient and less costly for American taxpayers, we are
concerned that this legislation, as currently written, could be interpreted as mandating the
federal government to procure all goods and services from the private sector.

ASCE believes that the unequivocal preference for contracting out all goods and
services to the private sector would not be in the best interests of the government. As a civil
engincer who was employed by the U.S. Army Corps of Engineers for more than two decades,
T understand the need to have a core staff of qualified, technical engineers working in the
govu:-:mwpmp«lymmgemgimﬂhgmmwmimhlong-nngepmmm
effectively.

ASCE believes it is desirable for both federal employees and private firms to perform
a variety of professional services for government agencies. It is in the best public interest for
every federal agency to maintain relatively constant levels of qualified staff rather than to vary
employee levels as workloads change. - '

Government agencies need to contract out enough work to the private sector so that a
qudiﬁedwimw«kfamkabhmmoﬂmchnginggmwﬂoﬂs.

Work which can be accomplished more effectively on a contract basis with private
firms should be contracted out with proper management by the public agency. The resulting
ratio of in-house to contracted professional services should be based upon the agency’s on-
going project and policy requirements rather than rigid rules or percentages fixed by regulation
or legislation. The government should avoid establishing an inflexible, fixed percentage for
the acquisition of professional services, relying instead on the relatively dynamic needs of the
government. ’
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TheGenenlAcooumngOfﬁoehsmdin(hepmdmnmunwmfonhe
government to rely extensively, notlo s&y%xclulively ‘oh the private sector.

Evuyadmmmnmsmlﬁsshsmdnmlpomyofnlymgond\e
private sector to support government operations. ‘While this policy was designed, in
part, to ensure that federal agencies do not compete with private enterprise, problems
of overreliance on contractors for key functions have occurred.

Federal Contracting: Cost-Effective Contract Management Requires Sustained Commitment,
Before the Subcommittee on Oversight and Investigations of the House Committee on Energy
and Commerce, 102nd Cong., 2nd Sess. (1992) (statement of J. Dexter Peach, Assistant
Comptroller General, GAO) (emphasis added)

With respect to professional engineering services, we believe that during the process of
authorizing, funding and administering federal engineering projects, issues often arise
concerning (1) the appropriate levels of in-house engineering staff for the government
agencies; (2) the optimum level of involvement by private engincering firms; and, (3) whether
executive or administrative controls should be established setting a fixed percentage of an
agency's work to be contracted out to private engineering firms.

Government agencies need a staff of experienced and highly qualified engineers to
maintain long-range programs cffectively, to perform in-house engineering and to manage
work contracted out to private engineering firms. Long-range programs are unique to each
agency and require continuity of agency engineers. - The extensive contracting out of these
services would, over time, result in the loss of skilled government employees with the
technical knowledge to manage billions of dollars in contracts.

We belicve that consideration of the public interest is of foremost importance in
decisions regarding the use of in-house governmental or private engineering firms, and the
public is best served by an effective blending of in-house government engineers and private

For these reasons, ASCE believes that under no circumstances should the Freedom
From Government Competition Act be interpreted as advocating total abolishment of all
agency engineering functions. Government agencies need to maintain core capacities for
research and development, engineering and design services, emergency response, oversight
and enforcement.

Thank you for considering our views. We look forward to working with Congress to
find a balanced solution to address the concerns of private-sector businesses facing unfair
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Mr. Chairman, Members of the Subcommittee, on behalf of the more than 150,000 federal
employees represented by the National Treasury Employees Union (NTEU), I appreciate the
opportunity to submit testimony on 314, *The Freedom from Government Competition Act of

1997."

In the last Congress, Senator Thomas (R-WY.) introduced a similar piece of legislation, S. 1724.
NTEU vehemently opposed S. 1724 because it required the federal government to purchase goods
and services from the private sector even if the product or services could be obtained at a lesser cost,
with greater efficiency and of a higher quality using federal resources. S. 314 currently provides for
competition between the private and public sector, eliminates the transfer of federal government
functions o state governments and does not require the contracting out process to be completed in
a specified period of time. NTEU appreciates many of the changes made to S. 1724 but continucs

to have grave conceras over the bill.

First and foremost, NTEU strenuously objects to the underlying premise in the bill that private
enterprise is always the most productive, efficient and effective source of goods and services. NTEU
finds sheolutely no justification for S. 314's mandate for the Office of Management and Budget to
produce regulations that "emphasiac a preference for the provision of goods and services by private
sector sources.” Mmﬁww“hymmmmmwmu
nonexistent oversight and lax mansgement of contracts as rational reasons why their use must be

tightly controlled. GAO studics have detailed contract abuses where the federal government has
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been charged millions of dollars worth of unallowable or questionable expenses by contractors.

In March 1994, GAQ issued a report entitled Meg

Contractors Versus Federal Emplovees. GAO found that the federal government could save
millions of dollars by performing functions directly rather than allowing them to be performed by
private contractors. GAO reviewed nine previous studies comparing the cost of using contractors
rather than federal employees to perform necessary government functions. The findings were
alarming. For example, an audit of Air Force service contracts disclosed that the Air Force paid $4.7
million in additional costs for certain contractor work in fiscal year 1990, and could have saved up
to $6.2 million if the work to be performed under the optional years of the contracts were performed

in-house.

A Department of Defense Inspector General report on certain consulting services contracts estimated
that DOD agencies could have saved about $26 million from fiscal year 1992 to 1996, by gradually
reducing their service contracts by 60 percent. The report further estimated that contracting costs
were between 21 and 40 percent higher than in-house performance. Another study of 11 Department
of Energy service contracts estimated that the Department could have achieved savings ranging from

3.1 to 55.4 percent, with an average of 25.4 percent if the work were done in-house.

These and other GAO studies highlight contracting-out abuses where the federal government could
have saved millions of dollars by performing functions directly rather than paying for them to be
.performed by private contractors who charged mitlions of dollars worth of questionable expenses

to the Federal Government. Despite the alarm over contracting out practices in the federal
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government, expenditures for contracting out are on the rise and expenditures for government
employees are on the decline. The Washington Post (9/23/95) reports that while government
spending declined nationwide, local businesses reaped $20 billion in federal contracts -- a 10%
increase over the previous year. According to the Administration, the Federal Government's
personnel costs stands at approximately $90 billion dollars annually compared to $115 billion dollars

for service contracts.

In recent years, Congress has spoken at great length about deficit reduction. NTEU strongly
supports the concept of deficit reduction and is ready and willing to work with Members of Congress
on this pressing problem. Federal agency budgets are being slashed daily. However, we fool no one
when we simply slash personnel costs and pass on the costs to less experienced and more costly

contractors.

The Federal workforce today stands below 2 million employees; this is a reduction of over 275,000
federal employees since the enactment of the Federal Workforce Restructuring Act. While Congress
has mandated dramatic federal agency downsizing in the name of deficit reduction, private sector
pmcummemmm,havebemﬂmewingmot;fedemlspending. It is ironic that
tighter restrictions on hiring federal employees have led to more expensive contracting out of
services and increased federal spending. Although there is no room in their personnel budgets,

agency procurement budgets are open ended.

OMB should review the cost effectiveness of bringing contracted work in-house when there aren't

sufficient FTEs to perform the work. NTEU recommends that the Committee seriously consider the
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fact that more budget flexibility on FTEs is necessary when it can be demonstrated through studies
that it would be less expensive to perform the work in-house. Government personnel ceilings
prevent that decision from being made. NTEU strongly believes that agencies should be given the
flexibility to use their budgetary resources to hire additional FTEs rather than conracting out the
work if a cost analysis indicates that it would be more efficient to conduct a particular service in-

house.

In short, NTEU is bewildered by this Committee's passion to contract out when volumes of
documentation have demonstrated the ills of privatizing and outsourcing and agencies already are

acting on their broad authority to contract out.

NTEU is concerned that S. 314 will eliminate many important provisions contained in OMB Circular
A-76 and its March 1996 Supplement. This circular is the directive that governs all contracting out
by federal agencies. The circular, issued under authority of the Budget and Accounting Act of 1921
and the Office of Federal Procurement Policy Act Amendments of 1979, bars agencies from
farming out “ inherently governmental functions.” (OMB Circ. A-76# 5.b.) The A-76 Circular
defines such functions as those "so intimately related to the public interest as to mandate
performance by Government employees”. (Id. at e) Furthermore, the éircular gives specific
examples of ﬁmctions that would be considered inherently governmental. For further clarification
OMB, Office of Federal Procurement Policy issued a policy letter in 1992 giving‘ guidance on
functions which must be performed by government officials and employees and what kinds of

functions may be performed by private sector.
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Although S. 314 does include some of the A-76 Circular language defining "inherently
govmm"hﬁﬂshmvﬁeﬂnmexphnﬁmmmﬂmvﬂedby
the Circular and the policy letter. NTEU strongly advocates that S.314's definition of “inherently
gommm"immmeexampmmdmumﬁompmidedmmcmmpoﬁcyleuerin

order to better clarify the bill’s intent.

As stated earlier, A-76 was revised in early 1996. Among the changes in the Supplement was a
provision to aliow the Government the opportunity to win back a contract afier it has been contracted
out if the service can be performed at less cost in-house. S. 314 fails to provide for this process.
In the sbeence of this healthy process, the incentives necessary for a contractor to provide timely and
effective service are greatly diminished. Often, more efficient ways of delivering services can be
developed over time. If a service contractor knows that his or her contract will receive no further
review, the federal government loses the competitive edge and the incentive for the contractor to
reduce or eliminate the unnecessary expenses he or she may charge to the federal government.
NTEU strongly believes that contracts should not be lost 1o contractors if federal employees can

show that they can do it more effectively.

Another area of large concern to NTEU is the treatment of federal employees under S. 314. The bill
appears to recognize that federal employecs will be adversely affected by this legislation but fails
to provide any substantive solutions to the problem. The bill's preamble states: *jt is in the public
m&hmwwﬁﬁummmdmlyaﬁmdbywnmﬁmmm
ofpﬁvdemeﬁﬁesﬁnpuvidingpodsuﬂmhumbdﬂfofﬂnwﬁovm”

Yet, the bill offiers no new substantive rights to displaced federal employces. It merely restates a
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right that federal employees already enjoy which is the availability of information on relevant
available benefits and assistance to Federal Government employees adversely affected by

OMB Circular A.-76 cuarently provides far more protections for federal employees. We would urge
at a minimum that these protections be included in any legislation pertaining to contracting out.
Some of the main provisions include: right of first refusal for the new contract work, priority
consideration for available positions within the agency, payment of reasonable costs for training and
relocation and an internal appeals process after the contract announcement. NTEU believes that
-other important protections, in addition to those listed in A-76, would need to be provided if this

legislation is to move forward.

NTEU is concerned with the provision in S. 314 that would delegate to OMB the respsonbility for
determining what functions should be contracted out. We strongly belicve that these decisions
should be left in the hands of the people who know best - the employees who perform the jobs.
Agency officials are in the best position to determine which functions are truly commercial and
which functions are inherently govemmental. OMB simply does not have the same knowledge base
as agency officials who are intimately involved in the work place on a daily basis. The reinventing
govermnment initiative has consistently demonstrated that it is the employees who are best equipped

to make meaningful decisions about their work product.

Finally, I must point out that S. 314 fails to address the problem of lax management and ineffective

oversight of contracts. Concerns have continuously been raised about contract oversight, especially
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since once a function goes to contract there is little oversight on the contractor’s performance or cost

overruns. In testimony entitled "Federal contracting - Cost- cffective Contract Management

Requires Sustained Commitment” GAO concluded the following:
With the budget deficit and other financial commitments that the federal government faces,
it cannot afford to ignore the potential cost of poor contractor oversight. For many years
federal agencies have increasingly relied on contractors to carry out needed activities.
Unfortunately, in all too many instances, federal agencies have abdicated to their contractors
the responsibilities for ensuring that contractors perform quality work cost effectively.
(GAO/T-RCED-93-2).

Unfortunately service contracting personnel continue to concentrate their efforts on the awarding of

contracts and the obligation of contractor performance becomes a peripheral concern. If

S. 314's goal is to increase the contracting out practices in the Federal Government, as a means of

reducing federal expenditures, it must provide for effective oversight of these contracts.

Thank you for allowing me the opportunity to present NTEU's views. We look forward to working

with this Committee on this important issue.
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Mr. Chairman, members of the Subcommitiee, the Management Association for . Private
Photogrammetric Surveyors, MAPPS, is a national association of more than 100 private sector mapping
firms from throughout the United States.

Background

The i"ederal government currently employs nearly 7,000 individuals in professional and technician level
positions in surveying, cartography and geodesy. Most are in the Departments of Defense, Interior,
Commerce and Agriculture, while others are scattered among more than 20 departments and agencies
that generate or use surveying and mapping data. While most Federal agencies do not have a line item
for its surveying and-mapping budget and it is difficult to dissect such expenditures by activity, a
conservative OMB estimate puts annual Federal spending on surveying, mapping and geodesy at $1
billion. Of that amount, only $58.1 million, or 5.8 percent could be accounted for in contracts to the
private sector in fiscal year 1996.

There are more than 6,000 surveying and 250 mapping firms in the United States. These healthy,
dynamic and qualified companies employ more than 40,000 persons.

John M. Palatielio, Executive Director
12020 Sunrise Vailey Drive, Suite 100, Reston, Virginia 22001 (703) 381-2739
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History of Government Competition

For more than 60 years, Congress has expressed concern about the pervasive extent to which
government agencies compete with the private sector. As described by Dr. Allan V. Berman, President
Bush’s Administrator of the Office of Federal Procurement Policy, in testimony before a House
Subcommittee in 1990,

"As far back as 1932, a Special Committee of the House of Representatives expressed
concern over the extent to which the government engaged in activities which might be
more appropriately performed by the private sector. The first and second Hoover
Commissions expressed similar concern in the 1940’s and recommended legislation to
prohibit government competition with private enterprise. However, there was no formal
policy until 1955, when Congress introduced legislation to require the Executive Branch
to increase its reliance on the private sector. Finally action was dropped only upon
assurance from the Executive Branch that it would implement the policy administratively.
Bureau of the Budget Bulletin 55-4 ... was issued in 1955 prohibiting agencies from
carrying on any commercial activities which could be provided by the private sector.
Exceptions were permitted only when it could be clearly demonstrated in specific cases
that the use of the private sector would not be in the public interest.”

On January 15, 1955, the policy directive issued by President Eisenhower stated: "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”

It is time to recognize that President Eisenhower’s policy, though still on the books today, (now found
in Office of Management Budget Circular A-76) has not worked, and for Congress to rededicate itself
to the long overdue task of enacting legislation establishing a contracting out system that works. Such
a bill is H.R. 716/S. 314, the Freedom from Government Competition Act, introduced by Rep. John
J. Duncan, Jr. (R-TN) and Senator Craig Thomas (R-WY). It establishes a process by which the Office
of Management and Budget will identify government activities that are commercial in nature and
implement a plan to contract those activities to the private sector. Its benefits include:

O refocusing Federal agencies on their core missions and inherently governmental activities that
only government can perform;

O creating more private sector jobs;

O generating more taxable revenue by private, for-profit firms, thus expanding the Federal, State
and local tax base;

©O helping to balance the budget by eliminating government activities that duplicate the private
sectcr;

© allaying the fears of Federal employees about downsizing by establishing a "soft landing” for
those affected by the transition of activities from the government to the private sector;

O creating a government that works better and costs less by determining whether a government
agency or private firm can provide a good or service at the best value to the taxpayer; and
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O eliminating a major impediment to small business growth and expansion by curbing
government competition - an issue in the 1980, 1986 and 1994 White House Conference on Small
Business platforms;

Mapping

One needs to look no further than surveying and mapping to find a major area where the Federal
government has dominated, duplicated and unfairly competed with a field that can and should be left
to the private sector.

MAPPS, and the private surveying and mapping profession, has good reason to be frustrated with
competition from the government. Dozens of Federal agencies have in-house surveying and mapping
capabilities that duplicate and are competitive with private, for-profit, tax paying entities, most of which
are small businesses. Not only do these agencies perform surveying and mapping services for
themselves, but they aggressively market these services to other agencies, to state and local goverument,
and to foreign countries, in direct and unfair competition with private business.

Mapning is an activity in which the government not only fails to procure from private enterprise, but
government agencies providing surveying and mapping services compete with private firms, stifle
growth in private industry by dominating certain markets, divert needed technical personnel from private
sector empioyment, thwart efforts by U.S. firms to export their services and erode the tax base by
securing work that would otherwise be accomplished by tax paying entities.

The ability of the private sector to provide guality professional services at a fair and reasonable price
has been repeatedly demonstrated. The U.S. Army Corps of Engineers, for example, annually contracts
for 75 percent of its surveying and mapping requirements. It uses the time tested Brooks Act
qualifications based selection process to choose its contractors. The Corps has high praise for the
quality of the services it receives from the private sector. In testimony before a House Subcommittee
in September, 1990, Mr. Herbert Kennon, Deputy Director of Civil Works, said, "Over the years, the
Corps has developed working relationships with hundreds of private firms and considers them an
extension of our capability.”

Other military services, such as the Navy and Air Force, contract for virtually all their requirements.
They, too, find the private sector highly qualified and capable of meeting the agencies’ needs.
Congress, through the appropriations process, has mandated that the National Mapping Division of the
U.S. Geological Survey "to increase its contracting of map and digital data production, with a goal of
no less than 50 percent contacting by the end of fiscal year 1997 and no less than 60 percent contracting
by the end of fiscal year 1999." This program has been an unqualified success.

During the past year, as a result of pressure from Congress, particularly through the appropriations
process, some agencies have begun to increasing contracting. This has been particularly true of the
USGS and NOAA. However, their progress is far too slow. Each day the government continues its
in-house mapping production activity it puts the taxpayers and private mapping firms at a disadvantage.

OMB Circular A-76

OMB Circular A-76 is the Federal directive that requires agencies to identify "commercial activities"
being performed in-house, conduct detailed comparisons of the cost of performing the function in-house
with government employees versus the cost of contracting to the private sector, and contract-out the
function if the private sector can perform the work for at least 10 percent less than the government.
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The A-76 program has been a colossal failure. Most heads of Federal agencies with surveying and
mapping activities have refused to conduct A-76 studies on these functions. Some simply do not want
to go through the burdensome process. Others claim that only the government can capably map. In
truth, they all want to protect statist empires. Since a mapping contracting initiative was included in
the FY90 budget, not a single Federal agency has conducted an A-76 review of a surveying or mapping
activity.

A provision formerly in OMB Circular A-76 limited agencies from doing work for other Federal
agencies. It required

If, by September 30, 1987, the activity has not been justified for continued in-house
performance, user agencies shall obtain the required services directly from a commercial
source.

This did not, in all instances, prevent agencies from performing mapping work for other Federal
agencies, even when A-76 reviews had not been conducted. Now the Clinton Administration has even
eliminated this protection in their recent revision to the A-76 manual. The new policy says:

Effective October 1, 1997, the cost comparison requirements of this Supplemental
handbook will not apply to existing or renewed ISSAs or to the consolidation of
commercial or other services within a Department or agency.

We believe OMB’s new rules violate Federal law. In particular, the Economy in Government Act (31
U.8.C. 1535(a)(4)) permits agencies to work for other agencies if

the head of the agency decides ordered goods or services cannot be provided by contract
as conveniently or cheaply by a commercial enterprise.

Moreover, a 1982 law prevented Federal agencies from unfairly competing with the private sector when
providing technical and specialized services to State and local government. The Intergovernmental
Cooperation Act authorized Federal agencies to provide services to State and local government, but
required that

the services prescribed must be consistent with and further the policy of the United States
Government of relying on the private enterprise system to provide services reasonably
and quickly available through ordinary business channels.

(31 USC 6505(a))

The law is implemented by OMB Circular A-97. It sets conditions under which Federal agencies can
provide services to State of local government, including

Such services will not be provided unless the agency providing the services is providing
similar services for its own use under the policies set forth in Circular No. A-76. In
addition, in accordance with the policies set forth in Circular No. A-76, the requesting
entity must certify that such services cannot be procured reasonably and expeditiously by
it through ordinary business channels.

Despite this requirement, numerous Federal agencies provide surveying, mapping and aerial
photography services to State and local government. No certification that such services are not available
from the private sector has ever been filed with OMB. Among the agencies that violate this Circular
are NASA (aerial photography), NOS (geodetic surveys), and USGS (mapping).
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The current practice is unwise from a public policy perspective. The resources now expended to
support the Federal surveying and mapping establishment could otherwise be allocated toward more
pressing national priorities, or used for deficit reduction. Moreover, the practice is counterproductive
from an economic viewpoint. What is the logic, Mr. Chairman, for the Federal government to collect
taxes from private mapping firms in order to spend those tax doilars buying equipment, hiring people,
and starting a government mapping business?

Qur great free enterprise system is based on the laws of supply and demand. The Federal Government
should not be the supply for mapping, it should be the demand for mapping when there is a public
interest to be served.

With specific regard to surveying and mapping --

© evaluate all Federal programs in order to determine mapping that can be commercially
provided. Spending on these programs should be eliminated in order to empower market forces 1o
provide this mapping; and

O redirect Federal agencies to those aspects of mapping to those functions and responsibilities
that are more appropriate for the government, such as standards setting, coordination of user agency
requirements and dissemination of government data to user agencies.

We would urge the enactment of S. 314 in this session to provide a long over-due remedy to the
problem of government duplication of and competition with the private sector. We believe Congress
should focus government agencies on those inherently governmental activities that only government can
perform, while relying on the private sector for those activities that are commercial in nature.
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PREPARED STATEMENT OF CAREERWARE, BOULDER CO

FOR THE ATTENTION OF SENATOR SAM BROWNBACK
Chairman, Subcommittee on Oversight of Government
Management

FOR THE RECORD

Information to be included in hearings on Freedom of Competition Act
scheduled for June 18, 1997,

The Career Development Alliance has been severely hurt by the expanding
actions of the Department of Labor (DOL). As discussed in the attached material, DOL
has recently moved into an area which has traditionally been provided by the private
sector. Recent actions by the DOL are endangering an entire industry with the loss of
hundreds of jobs while costing the American taxpayer millions.

Our Alliance has attempted to deal directly with DOL through meetings and
through congressional inquiries made by legislative offices throughout the country to
make them understand the seriousness of their actions. (Samples of the responses to
Sen. Trent Lott and Rep. David Skaggs are attached.) As can be seen, DOL's
responses to our congressional inquiries have been non-substantive and often
patronizing, contending that with just a small expenditure, a few million a year, they
will be able to provide the service “free” on-line to customers. DOL seems to be
incapable of grasping the fact that “free” still means someone pays for it - and, that
someone is the American taxpayer. The only apparent reason for their action appears
to be a desire to expand into the career exploration area rather than, as they have in
the past, to simply provide the traditional labor exchange information. There Is no
reason or rationale for this Intrusion into the private sector, except to provide
additional work for bureaucrats.

information provided by the Career Development Alliance, an alliance formed
specifically to deal with these DOL actions. Questions can be directed to: Ms. Sherrie
Wolff, 303-494-2191, Mr. Gerry Blladeau, Careerware, Maine 207-942-9554, Mr.
Steve Thompson. Chronicle Guidance Publications, NY, 315-497-0330.
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'xi':x'o Honorable Trent lott
United States Senats
Washington, D.C. 20510

Déar Senator lott:

THank you for your latter of May 14 to Assistant Secretary
Palast, requesting that we review *xp d
e regarding the rslationship of America’s Labor Market
Infucmation Syslea (ATNYE) and career Iinrdrmation Delivery
Systems (CIDS). Your correspondence vas referred to this oftfice

for a reply.

ie Dopartment of Labor (DOL) is committed to providing world
class services to the customers of the nation’s wvorkforce
developsent system through ALMIS and the One-$top workforce
developsent system it supports. The achievemsnt of this goal
irievitably regquires a nev commitment to excellance and value
throughout the worktorce development systes. For example, as

rica’s Job Bank (AJB) has baccms the leading Internet job

"1isting service, the publiic empl t sexvice and private
placement agencies alike are challenged t¢ create additionsl
value for their employer and jodb seeker customers.

The private businssses that provide CIDS have a well-deserved
reputation for sxcellence and valua in the markets they serve.
Relying on basic data collections developed through the public
iabor sxchange and other information sources, they have provided
substantial valus, especially to the public education community.
The DOL is extending data collections and is improving access to
intormation through the ALNMIS and through the emerging One-Stop
workforce development system. We recognige that such change is
not without impact on ths CIDS. )

We continue to be available to & dialogue with the CID8
community. A sh d commit t to excellence affords the
opportunity to reslize their goals and ours. We believe our
experience with AJB provides the pattern for the genaral progress
of ALNIS. The success of these information services and products
challenges everyons in the marketplaces to sreate nev value for
their customers.

sincerely,

/ . )
JAMES W. VOLIMAN
Agsociate Assistant Secretary
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The Honorable David E. Skaggs
Menber, United States

House of Representatives
9101 Harlan Street, Suite 130
Westminster, Colorado 80030

Dear Congressman Skaggs:

Thank you for your letter of April 3 to Assistant Secretary
Palast, requesting that ve review Yngs expr d by
regarding the relationship of America’s Labor Market Information
System (ALMIS) and Career Information Delivery Systems (CIDS).
Your correspondence was referred to this orfice for a reply.

The Department of Labor (DOL) is committed to providing world
class services to the customers of the nation’s workforce
development system through ALMIS and the One-Stop workforce
development system it supports. The achievement of this goal
inevitably requires a new commitment to excellence and value
throughout the workforce development system. For example, as
America’s Job Bank (AJB) has become the leading Internet job
listing service, the public employment service and private
placemant agencies alike are challenged to create additional
value for their employer and job seeker customers.

The private businesses that provide CIDS have a well deserved
reputation for excellence and value in the markets they serve.
Relying on basic data collections developed through the public
labor sxchange and other information sources, they have provided
substantial value, especially to the public education community.
The DOL is extending data collections and is improving access to
information through the ALMIS and through the emerging One-Stop
workforce development system. We recognize that such change is
not without impact on the CIDS.

We continue to be available to a2 dialogue with the CIDS
community. A shared commitment to excellence affords the
opportunity to realize their goals and ours. We believe our
experience with AJB provides the pattern for the general progress
of ALMIS. The success of these information services and products
challenges averyone in the marketplaces to create new value for
their customers.

Sincerely,

C s (i

/ JAMES V. VOLLMAN
. Associate Assistant Secretary
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INFORMATION FOR CONGRESSIONAL INQUIRY CONTACTS

The Department of Labor (DOL) issued the American Labor Market
Information System (ALMIS) Grant and O*NET project to the State of New Jersey to
incorporate the development of career and vocational assessment components by
that state. The project is designed to develop a library of motion video, still video and
other multi-media occupational information segments which can then be incorporated
into any type of multi-media application in any state and provided, without cost to the
user, through the internet. This project places the Department of Labor in direct
competition with our industry.

Reasons Against.

DOL is responsible for the exchange of labor market information in order to
increase the workforce and move toward a full empioyment goal. The ALMIS grant,
however, takes DOL from that basic research foundation to the next step, i.e., one of
providing free a Career information Delivery System {CIDS). Private business has
been delivering CIDS effectively for the past 25 years. Our industry has taken the lead
in providing state of the art technology. Members of our Alliance already provide a
wide range of services and structures from which clients can choose. Listed below is
an examination of the services and products the ALMIS grant proposes and those
services already provided by our industry:

A. Grant proposes: To provide One-Stop, technology-based, delivery systems
first in New Jersey and then provided to other states.

Already Provided: Duplication. Members of the industry also provide one-stop,
technology-based, delivery systems in virtually every state! Why is there a need for
the government to fund a pliot program in New Jersey when it is already availabie in
more advanced technology in other states? in addition, there is a Center for the Study
of Technology and Guidance, located at Florida State University where any person or
company can freely examine offerings and the latest state-of-the-art technology
thereby aliowing each vendor to improve services in a timely manner to meet market

) B. Grant proposes: To develop a library of 50-75 occupations on motion video,
still video and other multi-media occupational information segments.

o Already ?rovidod: At drastically less cost, industry members already provide
libraries of motion and still video as well as other multi-media occupational segments.
1
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These have been on the market for several years. The occupations number pver 150,
as opposed to the 50-75 proposed in the New Jersey grant. Untike the proposed 30-
90 second vocational videos which New Jersey will produce, current, on-the market,
videos are at least 3-4 minutes on each occupation, interviews with traditional and
non-traditional job holders and a view of the future market potential for these careers.
These are created by the industry, funded by the companies‘investments, unlike the
New Jersey model which depends on government, tax-payer funds to attempt to
duplicate the product.

C. Grant proposes: That a consortium of states, New Jersaey, Connecticut,
Maryland and Missouri, will work together to implement the proposed activitles. The
proposal states that it is appropriate because all three states have a non-proprietary
CIDS.

Incorrect Information: The information in the grant is incorrect. Missouri
adopted Choices in 1987, Maryland has used Discover/Visions since 1990 and
Connecticut uses a combination of Choices, Discover, GIS, and SIGI as well as other
proprietary systems. Connecticut has already planned to discontinue its state-owned
proprietary system. New Jersey is a proprietary state, and that is the reason they can
provide it to other states free.

D. Grant proposes: To deliver the system, when oqmp!ote, on Internet.

Already Provided: Links to the Intemet have already been provided by
proprietary CIDS. The industry is already heavily engaged in creating links to the
Internet, as well as exploring marketing and pricing strategies which will generate the
revenue to justify the investments. One of the links was developed through the lowa
Job Service, a DOL-funded agency, to create internet linkage to America’s Job Bank
(ATB) and has already contracted to be available in every state. There is already
direct access, or pians {0 access all colleges with Website addresses on the part of, at
least, three of the proprietary systoems. Students can make direct application to
Eou?des sttahmugh multimedia electronic applications to over 2,000 colleges across the

nit tes.

E. Grant proposes: ALMIS plans to include a Career Exploration component
including: Ability Profiler, interest Profiler, Work Values Profiler, Workplace Literacy
Test and an Occupational Classification System.

Unnecessary Duplication: This duplicates a private vendor program which is
already provided throughout the country by this industry. There are companies that
have been in the "Assessment business™ for over 25 years. There are many high-

“quality, valid, reliable and well-normed instruments in the market. Why are they re-
inventing the wheeland costing the industry at least $30-$40 million a year?

2
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F. Grant proposes: ‘To develop a cross-platform integrated suite of ALEX,
CIDS, Jobs Plus and Workforce, N.J. Public Information Network Worldwide Website
accessible on an Oracle database.

Already Provided: This is an unnecessary duplication in all other states outside
of New Jorsey. Proprietary CIDS are linking these public systems via the Intemet.

G. Grant was sole sourced: The standard process (RFP) was not followed by
the NJ Department of Labor. it went sole source to Midi, Inc, in Princeton, New Jersey
without putting the contract out to bid. The industry would like to see the bid and the
material explaining the process. This no-bid process is contrary to the U.S.
Department of Labor's regulations and should be revoked.

Resuits if Grant Continues:

A. COMPETITION. [f this grant and project continues, it could drive the industry
out of business. There will be no customers for the industry. If the govemment can
provide the service free on the intemet, with no cost to the user, even though it will not
be as complete or up-to-date as the services they now contract for, there will be little
market for our industry within the next two years.

B. COST. Private business has invested its money into research and
development of the products it markets. The government now proposes to use tax-
payer dollars to duplicate and compete with private business. How can this be
justified? $400,000 has already been received by New Jersey to create the same
products which are already on the market. What is the reason for putting up an old
out-moded system and providing $400,000 to create duplicate products to work on it.
Our industry s already providing everything that the grant proposes to provide. It is a
duplication of small business products, with no demonstrated need and with vastly
inferior products. In addition, the initial grant is but one step! In order to update and
maintain the system, additional tax dollars must be allotted. It is not a one-time cost! It
will be an on-going budget item. Where is the money to come from to update and
maintain a national CIDS? There is no possible way that Congress or the grantee can
provide the same service or the same investment in research and technology as has
the industry.

C. STILL ANOTHER BUREAUCRACY. Govermment will have created yet
another bureaucrary and will have to continue to pay for that new bureaucracy to
maintain and update the products. Are we creating a govemment welfare program?
is this a make work project for bureaucrats?

D. COOPERATION WITH PRIVATE SECTOR. The DOL states in their letter of
November 6, 1996, that an effective working refationship with industry is one of their
best avenues for success. In this ALMIS and O*NET grant program there is simply no
cooperative approach intended or displayed.

3
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SELECTED LAWS WHICH DICTATE NON-GOVERNMENTAL
INTERFERENCE

The following laws relate directly to the issue of non-govemmental interference with
private business, and, in fact, dictate that govemment will do everything possible to
ensure that competition is open and available for private business. The laws quoted
are from Title 15, Sections 631-639 on the U.S. Code.

1. Title 15, Commerce and Trade, Section 631(a) declares that: “The essence
of the American economic system of private enterprise is free competition. Only
through full and free compatition can free markets, free entry into business, and
opportunities for the expression and growth of personal initiative and individual
judgment be assured. The preservation and expansion of such competition is basic
not only to the economic well-being but to the security of this Nation....It is the
declsred policy of the Congress that the Government should aid,
counsel, assist and protect, insofar as is possible, the interests of small-
business concerns in order to preserve free competitive enterprise, to
insure that a fair proportion of the total purchases and contracts or subcontracts for
property and services for the Government be placed with small-business
enterprises.... :

Section 631a. (a)..."Congress hereby declares that it is the continuing policy
and responsibility of the Federal Government to use all practical means and to take
such actions as are necessary, consistent with its needs and obligations and other
essential considerations of national policy, TO COMPLEMENT AND
COORDINATE ALL FEDERAL DEPARTMENT AGENCY, AND
INSTRUMENTALITY POLICIES, PROGRAMS AND ACTIVITIES IN ORDER
TO: FOSTER THE ECONOMIC INTERESTS OF SMALL BUSINESSES;
INSURE A COMPETITIVE ECONOMIC CLIMATE CONDUCIVE TO THE
DEVELOPMENT, GROWTH AND EXPANSION OF SMALL BUSINESSES:
..AND PROVIDE AN OPPORTUNITY FOR ENTREPRENEURSHIP,
INVENTIVENESS, AND THE CREATION AND GROWTH OF SMALL
BUSINESSES.”

There are several sections of the law , specifically provided by Congress, which
deal with oversight of these stated purposes and to which business can resort if
needed. One is the report of the President to the Congress on the role of smail
business;. the Office of Advocacy within the Small Business Administration; Research
and Development Assistance; and the Attorney General's repon to the President on
activities which inhibit competition within an industry.

Section 831b. (a) “The President shall transmit to the Congress not later than
January 20 of each year a Report on Smali Business and Competition which shall-—-
4
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(1) examine the current role of small business in the economy on an industry-by
industry basis;

(4) examine the effects on small business and competition of
policies, programs, and activities, including, BUT NOT LIMITED TO the
Internal Revenue Code...

(c) The President may transmit from time to time to the Congress reports
supplementary ...which shall. include such supplementary or revised
recommendations as he may deem necessary or desirable to achieve the
policy declared in section 631(a) of this title.

(d) The Report ...and all supplementary reports ...shall be referred to the Senate
Select Committee on Small Business and the Committee on Small Business of the
House of Representatives.

634a. Establishes the Office of Advocacy within Small Business Administration
Office.

634b. The primary functions of the Office of Advocacy:

(9) recommend specific measures for creating an environment in
which all businesses will have the opportunity to compete effectively and
expand to their full potentital, and to ascertain the common reasons, if
any, for small business successes and failures.

and, in Section 638(a) “Research and development are major factors in the
growth and progress of industry and the national economy. The expense of
carrying on research and development programs is beyond the means of
many small-business concerns, and such concerns ARE HANDICAPPED
iN OBTAINING THE BENEFITS OF RESEARCH AND DEVELOPMENT
PROGRAMS CONDUCTED AT GOVERNMENT EXPENSE. These smali-
business concerns are thereby placed at a competitive disadvantage.
THIS WEAKENS THE COMPETITIVE FREE ENTERPRISE SYSTEM AND
PREVENTS THE ORDERLY DEVELOPMENT OF THE NATIONAL
ECONOMY. It is the policy of the Congress that sssistance be given to
small-business concerng to enable them to undertake and to obtain the
benefits of research and development in order to maintain and
strengthen the competitive free enterprise system and the national
economy.”

THE CASE IS ALREADY MADE FOR OUR INDUSTRY BY SIMPLY QUOTING THE
LAWS PASSED BY CONGRESS AND SIGNED BY THE PRESIDENT WHICH STATE
THAT THE ADMINISTRATION SHALL NOT INTERFERE IN THE COMPETITION OF
PRIVATE BUSINESS, AND IT SHALL DO WHATEVER IT CAN TO BE OF
ASSISTANCE. (CLEARLY, THE RECENT ACTIONS OF THE DEPARTMENT OF
LABOR DO NOT COMPLY WITH THE WISHES OF CONGRESS OR THE
PRESIDENCY.)



159

Business Coalition For Fair Competition

Statement of the
Business Coalition for Fair Competition
to the Senate Committee on Governmental Affairs
Subcommittee on Oversight of Government Management
June 18, 1997

Mr. Chairman, members of the Committee, the Business Coalition for Fair Competition, an organization
of more than 20 national trade and professional associations, commends you for holding this hearing
on the issue of unfair competition with private business.

BCFC was formed to promote government policies that permit our member companies to participate
in our great free enterprise system without special tax preferences, mandatory monopolies, subsidies,
or taxpayer financing. Today, small business confronts various forms of unfair competition, a problem
that has continued for far too long.

In 1980, the first White House Conference on Small Business made unfair competition one of its top
issues. It said

The Federal Government shall be required by statute to contract out to small business
those supplies and services that the private sector can provide. The government should
not compete with the private sector by accomplishing these efforts with its own or non-
profit personnel and facilities.

in 1986, the second White House Conference made this one of its top three issues. [t said,

Government at all levels has failed to protect smail business from damaging levels of
unfair competition. At the federal, state and local levels, therefore, laws, regulations and
policies should ... prohibit direct, government created competition in which government
organizations perform commercial services ... New laws at all levels, particularly at the
federal level, should require strict government reliance on the private sector for
performance of commercial-type functions. When cost comparisons are necessary to
accomplish conversion to private sector performance, laws must include provision for fair
and equal cost comparisons. Funds controlled by a government entity must not be used
to establish or conduct a commercial activity on U.S. property.

And the 1995 White House Conference again made this a top issue. Its plank read
Congress should enact legisiation that would prohibit government agencies and tax

exempt and anti-trust exempt organizations from engaging in commercial activities in
direct competition with small businesses.

reply to: 12020 Suarise Valley Drive, Suite 100, Reston, VA 20191 tel. (703) 391-2739 fax. (743) 476-2217
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That was among the top 15 vote getters at the 1995 Conference and was number one among all the
procurement-related issues in the final balloting.

Our members, a great many of which are small businesses, face unfair competition in a variety of
sources. More than 1 million Federal employees are in occupations that are commercial in nature. In
other words, they are doing things that can be done by the private sector.

There are three ways in which Federal agencies compete. First, agencies use appropriated funds to
perform in-house, activities that are commercial in nature and can be performed by the private sector.

Second, Federal agencies market their services to other Federal agencies, to State and local government,
and even to the private sector and the general public. And, third, Federal agencies provide funding to
State and local government through grants and other financial assistance which are then used to carry
out commercial activities.

The following are examples:

1. As mentioned earlier, studies estimate that as many as 1.4 million Federal employees are engaged
in commercial activities. This is dramatic evidence that the 40+ year old Federal policy 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” has been grossly inadequate.

2. Recently, the Federal Aviation Administration awarded a $250 million computer services and
information technology contract to the U.S. Department of Agriculture! This is not an isolated mcident.
In fact, the Administration has changed the rules to encourage agencies to seek other Federal agencies’
work. The U.S. Geological Survey performs mapping and water resource engineering work for State
and !ocal government, NASA flies aerial photography for entire States, and NOAA performs geodetic
surveys for States. In each instance, the State and local government reimburses the Federal
government, in some cases for 100% of the cost of the service.

3. Between 1979 and 1989, States spent an average of only 37 percent of their Federal Highway funds
for preliminary engineering activities for contracts with the private sector.  Only 23 states contracted
out more than 1/3 of their preliminary engineering funds. California, for example, the largest recipient
of Federal Highway funds, was at the bottom of the list in private sector utilization, contracting just
$70,000 of the $54.8 million (less than 1/10th of 1 percent) of its average annual Federal funding for
preliminary engineering. In some years, California did not contract out any of its Federal funding for
preliminary engineering services. In many transit programs, including bus service, Federal funds are
used by local grant recipients to operate systems that duplicate and compete with the private sector.

Mr. Chairman, we are saddened to say that despite the recommendations from the 3 White House
Conferences, the Clinton Administration is enhancing government competition, not eliminating it.

The current method for studying conversion of activities from in-house to contractor performance is
OMB Circular A-76. In 1983, more than 300 A-76 reviews were conducted by the Department of
Defense. In 1993, there were none.
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Also, the Administration has revised the implementation of A-76. The old Circular required an agency
to study an activity and justify it for continued in-house performance before it could provide a service
to arother government agency. It said:

If, by September 30, 1987, the activity has not been justified for continued in-house
performance, user agencies shall obtain the required services directly from a commercial
source.

Even this provision did not eliminate agency performance of work for other Federal agencies, however,
this protection was in place and could be used by the private sector to police abuses by agencies.
Rather than strengthening that requirement, which was designed to be one of the fundamental
protections for small business from unfair government competition, OMB has hoisted a white flag and
adopted a new policy that condones what are now called Interservice Support Agreements, or ISSA’s.

The new policy says:

Effective October 1, 1997, the cost comparison requirements of this Supplementa!
handbook will not apply to existing or renewed ISSAs or to the consolidation of
commercial or other services within a Department or agency.

The private sector generally, and the small business community in particular, have no place 1o go in
the Federal Government to seek relief. There is no office and no agency with the mission or
eliminating unfair competition. There is virtually no law, and no enforcement of current policy, that
protects small business.

In these times of limited Federal resources, reinventing government, and a desire to balance the budget,
we believe every Federal activity should be forced to undergo a two-pronged test - 1) Is it imperative
that the government get involved in this activity? If the answer is no, the government should stay out.
If the answer is yes, the second test should be: 2) is it imperative that this activity be performed by
government employees?

What can this Committee do to remedy this serious problem? We would recommend the following:

© Enact legislation that imposes strict limitations on agencies” ability to pursue business with
other Federal agencies and with State and local government. This is exactly what the Senate voted to
do last year with the adoption of Senator Thomas’ amendment to the Treasury Appropriations bill.

© Enact legislation that imposes strict limitations on agencies’ ability to contract with non-profit
organizations. We are deeply concerned that President Clinton issued an Executive Order on
"Empowerment Contracting” that puts non-profits on an equal footing with for profit firms in
contracting. Because of their tax status, this is not in reality an equal footing,. but a distinct advantage.

O Enact legislation that prohibits Federal agencies from launching new commercial ventures or
expanding existing commercial ventures. Although this is current Federal policy by an Executive Order
issued by President Reagan, and by A-76, it is not enforced.

O Enact 8. 314, the Freedom from Government Competition Act, introduced by Senator
Thomas. This bill, based on similar legisiation considered in the Senate in 1955, would finally put
statutory teeth into the 40 year policy of reliance on the private sector.

It is clear, Mr. Chairman, that administrative solutions to this problem do not work. Legislation is
necessary.

We look forward to working with you to enact reforms to protect small business from unfair
government competition in this Congress.
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STATEMENT
. on
S. 314, THE FREEDOM FROM GOVERNMENT COMPETITION ACT
before the
SUBCOMMITTEE ON OVERSIGHT OF GOVERNMENT MANAGEMENT,
RESTRUCTURING AND THE DISTRICT OF COLUMBIA
of the
SENATE COMMITTEE ON GOVERNMENTAL AFFAIRS

by
R. Bruce Josten
June 18, 1997

My name is R. Bruce Josten. I am Senior Vice President of Membership and Policy at the
U.S. Chamber of Commerce. The U.S. Chamber of Commerce is a business federation
representing an underlying membership of more than three million businesses and organizations of
every size, sector, and region. We appreciate the opportunity to lend our enthusiastic support for
S. 314, The Freedom From Government Competition Act (FFGCA). Mr. Chairman, we request
that these remarks be included in the record of testimony for the June 18, 1997 hearing The
Freedom From Government Competition Act.

The Chamber believes that because of Senator Thomas’s careful redrafting, this year’s
version of the Freedom From Government Competition Act is more practical than previous
versions. The Chamber believes earlier objections have been addressed and this bill should be
given serious consideration. The bill’s implementation provisions strike a balance between private
and public sector interests and outsourcing decisions are based upon statutory requirements for
managed competition.

This bill accomplishes three very important objectives: (1) it reduces the size of the federal

government bureaucracy by limiting it to performing its core mission functions, (2) it saves
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billions of federal budget dollars without reducing services, and (3) it prohibits government
competition with the private sector.
LESS BUREAUCRACY

The FFGCA establishes a consistent government policy that relies upon the private sector

to provide goods and services necessary for the operation and management of federal agencies

-and departments. The exceptions to this policy are for goods or services that are (1) inherently
governmental, (2) those that are necessary for national security, or (3) those so unique or of such
.a nature that they must be performed by the government. The bill also requires activity-based
cost comparisons between public and private entities and exempts goods and ‘services performed
by the government if the production or manufacture by-a government source represents the best
overall value. The very.nature of this bill willreduce the size of the federal bureaucracy and
improves government performance.

-A 1987 study from the Congressional Budget Office (CBO) estimated that 1.4 million
federal workers are engaged in “commercial activity.” Similarly, the Office.of Management and
Budget (OMB) estimated that- 800,000 federal workers could be working in the private sector

- rather than in the public sector if many of these activities were outsourced.

Claims of massive-unemployment of federal workers as a result of privatization have been
historically disproven. The most comprehensive evaluation of the effect of privatization on
government workers was conducted in 1989 by the National Commission of Employment Policy

--(NCEP), a.research arm of the Department of Labor. The study, entitled “The Long-Term
Employment Implications of Privatization,™ examined 34 privatized city and county services in a
variety of jurisdictions around the country. The study found that of the 2,213 government
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workers affected over a five-year period by the privatizations, only 7 percent were laid off, Over
haif of the workers (58 percent) went to work for the private contractor; 24 percent of the
workers were transferred to other government jobs; and 7 percent of workers retired.

These findings are similar to those of other studies examining job displacement from
privatization. A 1985 General Accounting Office (GAO) study found that of the 9,650 defense
employees affected by contracting out, 94 percent were placed in other government jobs or retired
voluntarily from their positions. Of the 6 percent of displaced employees, half obtained jobs with
the private contractor.

COST SAVINGS

Outsourcing by the private sector has proven to be successful. On average, the private
sector records savings between 10-30% when it outsources commercial activities. Data illustrates
similar savings potential within the Federal government. In fact, the Office of Management and
Budget, the Grace Commission and the Presideat’s Council on Management Improvement all
indicate that current government service contracting is already saving the American taxpayer $3-5
billion annually, with the potential savings of $15 billion, or more, per year.

1. Ceuservative Extrapsiation of OMB Numbers Reveals S. 314 Saves Approximately
$10.4 Billion

A 1987 report by the Office of Management and Budget (OMB) estimated that
approximately forty percent of the two million fisll time employee (FTE) positions in the
government could be candidates for outsourcing or reenginecring. OMB estimated savings of
”,MNFEMWWKMWWWdMM
or was outsourced.
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Assuming a conservative 3.0% average annual inflation rate over the past ten years, a
simple anmual compounding of the $9,700 figure would yield a 1997 inflation adjusted figure of
$13,035.99 for FTE savings. . If we round the 1997 figure to $13,000 and apply it to the 800,000
FTE’s identified by OMB, approximately $10.4 billion of savings would accrue from the
implementation of this legisiation. Even with the recent government downsizing, the OMB’s
800,000 FTE figure is a conservative benchmark since the Iatest data from the 1996 Defense
ScienceBou'd(DSB)Repm? identified 640,000 FTE’s for outsourcing within the Department of
Defense (DoD) alone.

2. The Defense Science Board Estimates $24-32 Billion of Savings in DoD Alone

Looking at only DoD, billions of dollars could be saved. A 1996 report by the DSB
identified 640,000 DoD workers whose jobs have private sector equivalents. DoD spends
between$120-160 billion annually on these support functions. The DSB estimated $12-16 billion
in savings annually if a 20% rate (the midpoint derived from the 10-30% private sector savings
from outsourcing) were applied to just haif of the Department’s $120-160 billion in support
expenditures (i.e. $60-80 billion). Using the same assumptions, the savings wouid be between
$24-32 billion annually if applied to all of the support services st DoD. At a minimum, applying a
10% figure to only haif of the $120-160 billion in annual support expenditures, the DoD would
realize savings between $3-8 billion annually. Even the minimal savings are comparable to annual
budgets for the Environmental Protection Agency ($7.1 billion) and the Department of Commerce
(34.3 biltion).
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3. Historical Data from the A-76 Proves that Outsourcing Saves 30%

Opponents of privatization claim that the savings from privatization are inflated.
Historical data, however, disproves their assertion. For instance, the data from the
implementation of the OMB's Circular A-76 indicates that when public-private competitions are
conducted, savings from the original in-house government cost are approximately 30%. The
OMB found that 40% of competitions resulted in the government retaining the work in-houss. A
20% savings resulted when the government won the A-76 competition. A 35% savings was
achieved when the private sector won the competition.

In 1987, OMB reported that the federal government spent more than $21 billion on
commercial services, such as automated data processing, sircraft repair, and food preparation.
Based upon the limited number of A-76 competitions performed between 1981 and 1986, OMB
reported $2.8 billion in cumulative savings and annual savings for the federal agencies of $696
million. mn.amm&mwwmudylmofmwmmwm
commercial services in 1987. The $696 million in annual savings was derived from A-76 studies
conducted on spproximately 72,000 positions. The savings were achieved by studying only 9% of
the 800,000 FTE positions targeted by the agency for review under A-76.

Opponents of privatization may criticize the data from the A-76 studies, however, most of
the problems have been attributed to an agency’s inability to collect or analyze cost information.
Recent testimony by the GAO cited improper contract administration, including poorly worded
performance work statements, as reasons leading to unnecessary cost escalations. Improper
contract mansgement negatively impacts the cost savings achieved via outsourcing.
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It should also be noted that while the data from the A-76 studies is helpful as background
for cost savings, the U.S. Chamber disagrees with individuals who contend that The Freedom
From Government Competition Act is not needed because A-76 achieves the same purpose. The
Freedom From Government Competition Act is better than A-76 for at least two reasons: (1) The
FFGCA is mandatory for agencies, while A-76 is voluntary and (2) the FFGCA requires the use of
generally accepted accounting principles that force agencies to perform cost competitions based
upon the same costs that the private sector has to account for. A-76 has no such requirement,
thus tilting the playing field and skewing the results.

STOP UNFAIR GOVERNMENT COMPETITION

The FFGCA also prevents the proliferation of the widespread abuse of unfair government
competition with the private sector by precluding federal offices from starting or carrying on new
activities if those products or services can be provided by commercial sources.

The Act precludes the contracting of agency functions to other government entities. A
recent example of this unfair government competition involves the renewal of an information
technology contract between a private sector firm and the Federal Aviation Administration
(FAA). The new contract was not awarded to another private sector firm, but to a public sector
bidder--the Department of Agriculture (USDA). Interestingly, the cost information from the
USDA for this contract has ﬁot been revealed and the USDA is under investigation by GAO for
poor internal information technology management. The private sector questions why an agency
can bid on contracts that are unrelated to its core mission especially when it does not have to

consider cost and past performance.
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Because of the prevalence of unfair competition, all three sessions of the White House
Conference on Small Business (1980, 1986, and 1994) have identified unfair government
competition as one of the top issues impacting small business. The commercial activities of the
federal government that are m direct competition with the private sector run from the mundane to
very hi-tech. Some of the industry examples where government competition is occurring include:
training and education, office supply sales, laboratory testing and analysis, motels, campgrounds,
janitorial services, landscaping, flag making, furniture making, architecture-engineering, helicopter
and fixed-wing aircraft operation, campgrounds, audio/visual services, golf courses, laundry
services, printing, data processing, motor pool and vehicle maintenance, food preparation and
serving, real estate appraisals, bill collection, photo processing and warchousing. The list of
examples of government competition with private firms goes on.

IMPROVEMENTS IN THIS VERSION

This year’s version of the Freedom From Government Competition Act is practical and
adequately addresseé previous concerns. The major changes include the following: (1) The
creation of a Center for Commercial Activities under OMB,; (2) The addition of managed
competition through “best value” language; and (3) The inclusion of the outsourcing reporting
requirements under the Government Performance and Results Act (GPRA).

The creation of the Center for Commercial Activities was an important addition to this
year’s legislation because it provides information to agencies and the private sector entities and
facilitates conversions from the federal government to the private sector. ‘The addition of
managed competition language removes objections by federal employees who wanted an

opportunity to compete for work currently performed by the public sector designated as
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“commercial,” rather than automatically giving the work to the private sector. The inclusion of
agency reporting requirements under GPRA is a critical mechanism for Congressional oversight of
the conversion process.

Mr. Chairman, on behalf of the U.S. Chamber of Commerce and its underlying
membership of more than three million businesses of every size and sector, I urge the
Committee’s favorable consideration of this irxiportant legislation that will reduce the size of our
government’s bureaucracy and save American taxpayers billions of dollars annually. I thank you

for allowing us to submit these comments on this very important budget and small business issue.
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ACIL

June 18, 1997

MMMW
Chairman

OmdnofﬁovamMmmRmmn&
and the District of Columbia Subcommittee
U.S. Senate

Washington, DC 20510

We request this letter be submitted for the record of testimony in conjunction with the Junc 18, 1997 bearing
on S. 314, “The Freedom from Government Competition Act.”

ACIL is a leading national trade association representing the commercial Isborstory industry. Our members
provide scientific and engincering testing services for construction materials, pharmaceuticals, food, product
safety, and the environment. The vast majority of testing laboratories (approximately 80%) are small
businesses with aanual revenues of $5 million or less.

ACIL supports the rededication of the federal Iaboratorics to Research and Development (R&D) that the
privaie sector is cither unwilling or incapable of providing. These facilities, in particular the Defense and
Energy laborstories, have unique capabilitics that fisther the technology, economy, and national security of
the United States. ACIL supposts Congressional efforts to preserve these laboratorics unique capabilities.

However, federal laboratorics are also performing non-R&D work that duplicates existing commercial
Isboratory capabilitics. Often, this government-subsidized capacity is used to compete against cormmercial
Isboratories for govemment and private sector clients. Federal laboratory competition with the private sector
is an inappropriate and inefficicnt use of these umique R&D facilities.

Commercial testing is a professional service. It covers the testing of water, food, and soil for hazardous
constituents as well as materials and mechanical bardware to ensure conformity to specifications. This testing
is conducted to well-cstablished commercial and/or government standards. These testing services are strictly
commercial activities and do not involve R&D work. When the Federal laboratories engage in commercial
services, they are pulling valuable assets from core R&D projects.

Federal laboratory competition with the private sector is not conducted on a lovel playing field. Federal

mmmmummdmmuwwmw
heavily subsidizes their commercial operations and asscts. Data from the U S. General Accounting

Office and the DOE Inspector General show that when federal laboratories perform commercial analytical

V623 K STREET, NW, SUITE 400, WASHINGTON, DC 20008 202/867-5872 FAX 202/887-0021
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services, they are twice as costly as private sector laboratories.

Preservation of a national laboratory infrastructure has been cited as justification for these subsidies and
continued competition with the private sector. However, it is poor public policy to utilize equipment and
personnel paid for by the taxpayer to compete directly with taxpaying companies.

Instead, ACIL believes the national laboratory infrastructure should be preserved through a combination of
privatization, commercialization, and outsourcing. We define privatization as the outright transfer of an
enterprise or asset to the private sector. Commercialization is a hybrid form of privatization. Public facilities,
or a portion thereof, would-be opened up to private sector investment and management. The goal would be to
reduce overall infrastructure cost by allowing the private sector to generate revenue from the marketing of
these assets to a broader constituency. Outsourcing is defined as retaining a private sector firm to perform
services on your behalf through a contracting relationship.

The cventual savings from outsourcing and privatizing commercial analytical services can be directed, if
Congress so desires, to corc R&D needs. Furthermore, the private sector, working in conjunction with the

. government laboratories, can commercialize a number of assets. These assets can be marketed to a larger
community, thus increasing utilization rates and reducing facility overhead. Jobs, both private and public, will
be preserved.

The Federal laboratorics have up to 35% overcapacity. Given current budgetary pressures and prioritics, it is
difficult to continue supporting.such overhead costs. Since these facilitics are captive providers, they are
unable to fully utilize their assets, and thereby.reduce overhead rates by spreading costs over greater market
share.

Past attempts to address this overcapacity have been unsuccessful. These experiments included technology
transfer, providing commercial services, and trying to establish new missions for each of these facilitics.
Privatization and commercialization of Federal testing laboratory asscts and functions are the only viable
alternatives.

Privatization and commercialization of Federal laboratory assets would require cooperation between the
government and the private sector. This is very different from previous attempts when the government tried to
identify and create new markets for these assets without a knowledge or experience-of the commercial
marketplace.

There are many advantages for allowing private sector partnership and investment. From-a budgetary
standpoint, a significant portion of capital costs -~ infrastructure, maintenance, and improvement costs --
could be shifted to the private sector The equipment utilization rates will increase as the private sector finds
- markets for excess testing capacity, or adjusts capacity (both public and private) to meet.truc market demand.

_The other advantage resulting from privatization and commercialization is its positive impacts on the local
community. With privatization and commercialization, there will be some opportunitics for the transfer of
Federal employees to the private sector employers, as-opposed to being downsized out of existence. In
addition, because of savings through privatization, morc scientific and enginecring resources could be
devoted to R&D functions.



172

Senator Brownback
page 3

In addition, the private sector would be investing in the local communitics, not taking away from them. The
infrastructure is already in place at the federal laboratory sites. It would be cost efficient to locate private
sector operations at these sites to support commercialization and privatization activitics.

ACIL supports S. 314, “The Freedom from Government Competition Act,” because it would achicve two very
important objectives. The bill sets an overarching federal policy that allows best value approach to outsourcing
and privatization. It will slso curb agencics from utilizing their excess capacity to compete against the private

sector.

S. 314 will not hamper the government’s ability to perform key functions for public health and safety, nor does
it stop the government from performing basic science and high technology functions that further our nation’s
economic competitivencss. S. 314 will also result in more funding for core agency missions, including
infrastructure and transportation projects, environmental protection, social programs, military readiness, and
education.

Most important, S. 314 will set the stage for more public/private cooperation. Only through public/private
cooperation can we find a reasonable and cost-effective solution to preserve Foderal laboratory assets and
covert unfair government competition practices to constructive purposcs that will benefit our national welfare.
Thank you for allowing us 1o submit these comments.

Sincercly,
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C..ONTRACI:SERVICES F\SSOCIATION

.u.w.smem D.C. 20006

Putting ihe private secior 10 work...

.18 June 1997

Suboommitice on Oversight of Government Management,

Restructuring and the District of Columbia

601 Hart Sexwste Office Bldg.

Washington, DC 205 1 0

Dear Chairman Brownback:

On behalf of the G Services Associstion’s 240 member-companies and their hundreds of

thousands of employees, | am writing today to commend you for this-important hearing on the

*Freedom From G ent Competition Act of 1997° and to expeess our strong support for

the legislation. ] would also ask that this letter be included in the record of todsy's bearing.

‘As you may know, CSA is the nation’s oldest and largest associstion of government service
contractors and has Jong been an outspoken advocate of rational, common-sense management
of government activities. We believe the FFGCA can go a long way in maving the government
toward that goal.

By requiring federal agencies to aggressively—and objectively—-identify their commercial
activities and outsource those commercial activities for which private sector performance offers
the government the best value, the FFGCA simply puts into statute a federal policy of some 40
years. That policy; developed during the Eiscnhower Administration, simply statcs that the
government should procure its commercial products and services from the private sector,
wherever possible. Unfortunately, outside of the Department of Defense, this policy has been
applied only to a minimal degree. Moreover, the legislation will, once and for all, overcome
. those many obstacies to rational management and outsouscing that bave, over the years, been
d by opp of cing. These obstacles, many of which are designed to protect
- nasrow special interests, serve only to make it even more difficult for agencies 1o make the
kinds of important and thoughtful management decisions that the times demand.

As well, the FFGCA is certain to produce real and significant budgetary savings for the
government, We have 8 long history of outsourcing commercial services and that history has
taught us clearly that outsourcing saves an average of 20%-30% per contract. Moreover, when
once considers that there are some 750,000 or more federal employees performing what are

ially ial activities, and that the record shows that the government saves an
average of nearly $10,000 per position converted, it is clear that we can achieve savings of
billions of doliars a year.

O
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Finally, this legisiation is important because it approaches the issue of cutsourcing in a fair
manaer. It makes clear that outsourcing is not to be an arbitrary process but, rather, that
processes must be put in place in order to ascertain the best value sourcing of the

appropriate
work for the government.

In addition, the legisiation clearly recognizes that there is a quality, hard-working government
workforce which could be effected by decisions to work to private sector

As such, OMB is directed to create ‘soft landing’ and other policies which will help the effected
workforce with the full range of transition related issues. Of course, it is important to keep in
mind that, today, large percentages of government workers whose positions are converted to
contract, ‘follow the work™ and accept positions with the contractor involved. This is a 'win-
win" for all. For the worker, it offers an opportunity to move into the private sector where
opportunities for growth arc generally greater than within the government. And for the
contractor, it offers access to a trained workforce that brings institutional memory and working
knowledge of the functions involved. There is every reason to believe that this dynamic witl
continue.

Mr. Chairman, the members of CSA strongly urge passage of the Freedom from Government
Compctition Act of 1997. In this cra of tight budgets and of reinventing and re-engincering
both corporate America and the government, the legisiation offers an esseatial link from the art
of the possible to reality. We hope that you and the Committee will take all due action to see
that it moves quickly through the legisiative process.

My thanks for your time and consideration. - If you have any questions or need more
information, plcase do not hesitate to call me.

Sisicerely,

o

Gary D. Engebretson
President
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STATEMENT OF SENATOR JOSEFPH 1. LIEBERMAN
SUBCOMMITTEE ON OVERSIGHT OF GOVERNMENT
MANAGEMENT, RESTRUCTURING AND THE DISTRICT OF
COLUMBIA
JUNE 18, 1997, 9:00 A.M.

Thank you Mr. Chairman. I know we have a large number of witnesses to
hear from, so I’ll be brief. The bill we are going to be discussing today addresses
an issue I have been interested in for a long time: the extent to which we can make
the federal government do its job more efficiently and in a more cost effective
manner. It is an issue the Clinton Administration, and particularly Vice-President -
Gore, have worked long and hard on, most prominently through Vice-President
Gore’s National Performance Review, and through the National Performance
Review, the Administration has made significant advances in this area.

Today, we will be hearing about one particular area of improving government
efficiency -- that is, the extent to which the government should rely on the private
sector to provide goods and services. I think it would be hard not to be open to the
idea of having the private sector do some of the work the government now does, if
the private sector can do it more cheaply and efficiently than the government now
does it. I must say, however, that I have questions whether this proposal is the best

way of going about achieving this, and I have concerns that the proposal may go

much farther than is necessary to achieve these laudable goals. Just as I think we
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all can agree that the private sector sometimes can get a job done most efficiently
and cost-effectively, I think we also must agree that it sometimes is the government
that can do a job most efficiently and cost-effectively. I am concerned that, by
requiring a preference for the private sector in virtually all cases, this bill would
have the unintended effect of actually introducing new inefficiencies and costs into
the system.

1 think we also need to be concerned about this bill’s potential for creating a
slew of new litigation. Like other Members here today, I am working hard in other
contexts to reign in a litigation system that has gone wild. I would hate to see us
pass a bill that, in effect, would subject every government decision to outsource or
not to outsource to a challenge in court. That, in and of itself, not only would
introduce tremendous new costs to the system; it also have the unfortunate effect of
casting great uncertainty over government contracts and jobs.

Finally, I am concerned about this bill’s impact on the National Performance
Review. As I mentioned earlier, I think the Administration has made great
improvement in the way our government operates over the past few years, and I fear
that some provisions of this bill would be at odds with those advances.

Let me just conclude by emphasizing that although I have concerns about the
bill, I share many of its sponsors’ goals. I look forward to hearing the views of our
witnesses today on whether this bill or some other proposal would help us make

government work better and more efficiently.
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105TH CONGRESS
1ST SESSION S' 3 1 4

To require that the Federal Government procure from the private sector
the goods and services necessary for the operations and management
of certain Government agencies, and for other purposes.

IN THE SENATE OF THE UNITED STATES

FEBRUARY 12, 1997
Mr. THOMAS (for himself, Mr. HAGEL, Mr. KYL, Mr. ENxzI, Mr. BROWNBACK,
and Mr. CrAIG) introduced the following bill; which was read twice and
referred to the Committee on Governmental Affairs

A BILL

To require that the Federal Government procure from the
private sector the goods and services necessary for the
operations and management of certain Government agen-
cies, and for other purposes.

1 - Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Freedom From Gov-

2
3
4
5 ernment Competition Act of 1997,
6 SEC. 2. FINDINGS.
7

Congress finds and declares that—
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(1) private sector business concerns, which are
free to respond to the private or public demands of
the marketplace, constitute the strength of the
American economie system;

(2) competitive privatel sector enterprises are
the most productive, efficient, and effective sources
of goods and services;

(3) government competition with the private
sector of the economy is detrimental to all busi-
nesses and the American economic system;

(4) government competition with the private
sector of the economy is at an unacceptably high
level, both in seope and in dollar volume;

(5) when a government engages in entre-
preneurial activities that are beyond its core mission
and compete with the private sector—

(A) the focus and attention of the govern-
ment are diverted from executing the basic mis-
sion and \ﬁork of that government; and

(B) those activities constitute unfair gov-
ernment competition with the private sector;

(6) current laws and policies have failed to ad-
dress adequately the problem of government com-

petition with the private sector of the economy;

o8 314 IS
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(7) the level of government competition with the
private sector, especially with small businesses, has
been a priority issue of each White House Con-
ference on Small Business;

(8) reliance on the private sector is consistent
with the goals of the Government Performance and
Results Act of 1993 (Public Law 103-62);

(9) reliance on the private sector is necessary
and desirable for proper implementation of the Fed-
eral Workforee Restructuring Act of 1994 (Public
Law 103-226);

(10) it is in the public interest that the Federal
Government establish a consistent policy to rely on
the private sector of the economy to provide goods

"and services that are necessary for or beneficial to

the operation and management of Federal Govern-
ment agencies and to avoid Federal Government
competition with the private sector of the economy;
and

(11) it is in the public interest for the private
sector to utilize employees who are adversely af-
fected by conversions to use of private sector entities
for providing goods and services on behalf of the
Federal Government.

oS 314 IS
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4
1. SEC. 8. RELIANCE ON THE PRIVATE SECTOR.

2 (a) GENERAL PoLicy.—Notwithstanding any other
3 -provision of law, except as provided in subsection (c), each
4 agency shall proeure from sources in the private sector all
5 goods and services that are necessary for or beneficial to
6 the accomplishment of authorized functions of the agency.
7 (b) PROHIBITIONS REGARDING TRANSACTIONS IN

8 GOODS AND SERVICES.—

9 (1) PROVISION BY GOVERNMENT GEN-
10 ERALLY.—No agency may begin or carry out any ac-
11 tivity to provide any preducts or services that can be
12 provided by the private sector.

13 (2) TRANSACTIONS BETWEEN. GOVERNMENTAL
14 EN'rrmzs.-—-No agency may obtain any goods or
15 services from or provide any goods or services to any
16 other governmental entity.

17 (¢) ExCEPTIONS.—Subsections (a) and (b) do not
18 apply to goods or services necessary for or beneficial to
19 the aceomplishment of authorized functions of an agency
20 under the following conditions:

21 (1) Either—

22 (A) the goods or services are inherently
23 governmental in nature within the meaning of
24 section 6(b); or

25 (B) the Director of the Office of Manage-
26 ment and Budget determines that the provision

«S 314 IS



- - TR - AL T N Vo I L B

-
N - O

13

181

-

5

of the goods or services is otherwise an inher-

ently governmental function.

(2) The head of the agency determines that the
goods or services should be produced, provided, or
manufactured by the Federal Government for rea-
sons of national security.

(3) The Federal Government is determined to
be the best value source of the goods or services in
accordance with regulations prescribed pursuant to
seetion 4(a)(2)(C). ,

{4) The private sector sources of the goods or
services, or the practices of such sources, are not

adequate to satisfy the ageney’s requirements.

14 SEC. 4. ADMINISTRATIVE PROVISIONS.

15
16
17
18
19

(a) REGULATIONS, —
(1) OMB RESPOXNSIBILITY.—The Director of
- the Office of Management and Budget shall pre-
seribe regulations to earry out this Act.
(2) CONTENT.—
(A) PRIVATE SECTOR PREFERENCE.—Con-
sistent with the policy and prohibitions set forth
in section 3, the regulations shall emphasize a
preference for the provision of goods and serv-

ices by private sector sources.

8 314 IS
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(B) FAIRNESS FOR FEDERAL EMPLOY-

EES..—In order to ensure the fair treatment of
Federal Government employees, the regula-

tions—

(i) shall not contravene any law or
regulation regarding Federal Government
employees; and

(ii) shall provide for the Director of
the Office of Management and Budget, in
consultation with-the Director of the Office
of Personnel Management, to furnish in-
formation on relevant available benefits
and assistance to Federal Government em-
ployees adversely affected by conversions to
use of private sector entities for providing
goods and services.

(C) BEST VALUE SOURCES.—

(i) STANDARDS AND PROCEDURES.—
The regulations shall include standards
and procedures for determining whether it

is a private sector source or an agency that

.provides certain goods or services for the

best value.
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(1) FACTORS CONSIDERED.—The
standards and procedures shall include re-
quirements for consideration of analyses of
all direct and indirect costs (performed in
a manner consistent with generally accept-
ed cost-accounting principles), the quali-
fications of sources, the past performance
of sources, and any other technical and
noncost factors that are relevant.

(iii)) CONSULTATION REQUIREMENT.—
The Director shall consult with persons
from the private sector and persons from
the public sector in developing the stand-
ards and procedures.

(D) APPROPRIATE GOVERNMENTAL ACTIVI-

TIES.—The regulations shall include a meth-
odology for determining what types of activities
performed by an agency should continue to be
performed by the agency or any other agency.

{b) COMPLIANCE AND IMPLEMENTATION ASSIST-

ANCE.—

(1) OMB CENTER FOR COMMERCIAL ACTIVI-

TIES.—The Director of the Office of Management

and Budget shall establish a Center for Commercial

S 31418
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Activities within the Office of Management and

Budget.

(2) RESPONSIBILITIES.—The Center—

(A) shall be responsible for the implemen-
tation of and compliance with the policies,
standards, and procedures that- are set forth in
this Act or are prescribed to earry out this Aect;
and |

(B) shall provide agencies and private sec-

" tor entities with guidance, information, and

other assistance appropriate for facilitating con-
versions to use of private sector entities for pro-
viding goods and services on behalf of the Fed-

eral Government.

SEC. 5. STUDY AND REPORT ON COMMERCIAL ACTIVITIES

OF THE GOVERNMENT.

(a) ANNUAL PERFORMANCE PLAN.—Section 1115(a)
of title 31, United States Code, is amended—

(5);

oS 314 IS

(1) by striking “and” at the end of paragraph

(2) by striking the period at the end of para-

graph (6) and inserting “; and”; and

(3) by adding at the end the following:

“(7) include—
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“(A) the identity of each program activity
that is performed for the agency by a private
sector entity in accordance with the Freedom
From Government Competition Act of 1997;
and
“(B) the identity of each program activity
that is not subject to the Freedom From Gov-
ernment Competition Act of 1997 by reason of
an exception set forth in that Act, together with
a discussion specifying why the activity is deter-
mined to be covered by the exception.”.
(b) ANNUAL PERFORMANCE REPORT.—Section
1116(d)(3) of title 31, United States Code, is amended—
(1) by striking “explain and describe,” in the
matter preceding subparagraph (A);
(2) in subparagraph (A), by inserting ‘“‘explain
and describe’’ after “(A)”;
(3) in subparagraph (B)—
(A) by inserting “explain and describe”
after “(B)”’; and
(B) by striking “and’ at the end;
(4) in subparagraph (C)—
(A) by inserting “explain and describe”
after “infeasible,”’; and

(B) by inserting “and” at the end; and
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1 (5) by adding at the end the following:
2 “(D) in the case of an activity not performed
3 by a private sector entity—
4 “(i) explain and describe whether the activ-
5 ity could be performed for the Federal Govern-
6 ment by a private sector entity in accordance
7 with the Freedom From Government Competi-
8 tion Act of 1997; and
9 “(ii) if the activity could be performed by
10 a private sector entity, set forth a schedule for
11 converting to performance of the activity by a
12 private sector entity;”.
13 SEC. 6. DEFINITIONS.
14 (a) AGENCY.—As used in this Act, the term “agency”’
15 means the following:
16 (1) EXECUTIVE DEPARTMENT.—An executive
17 department as defined by section 101 of title 5,
18 United States Code.
19 (2) MILITARY DEPARTMENT.—A military de-
20 partment as defined by section 102 of such title.
21 (3) INDEPENDENT ESTABLISHMENT.—AnN inde-
22 pendent establishment as defined by section 104(1)
23 of such title.
24 (b) INHERENTLY GOVERNMENTAL GOODS AND

25 SERVICES.—
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(1) PERFORMANCE OF INHERENTLY GOVERN-

MENTAL FUNCTIONS.—For the purposes of section

3(c)(1)(A), goods or services are inherently govern-

mental in nature if the providing of such goods or

services is an inherently governmental function.

(2) INHERENTLY GOVERNMENTAL FUNCTIONS

DESCRIBED.—

-8 314 IS

(A) FUNCTIONS INCLUDED.—For the pur-
poses of paragraph (1), a fuiction shall be con-
sidered an inherently governmental function if
the function is so intimately related to the pub-
lic interest as to mandate performance by Fed-
eral Government employees. Such functions in-
clnde activities 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 trans-
actions and entitlements. An inherently govern-
mental funetion involves, among other things,
the interpretation and execution of the laws of
the United States so as to—

(i) bind the United States to take or

not to take some action by contract, policy,
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regulation, authorization, order, or other-
wise;

(ii) determine, protect, and advance
its economice, political, territorial, property,
or other interests by military or diplomatic
action, civil or criminal judicial proceed-
ings, contract management, or otherwise;

(iii) significantly affect the life, lib-
erty, or property of private persons;

(iv) commission, appoint, direct, or
eontrol officers or employees of the United
States; or

(v) exert ultimate control over the ac-
quisition, use, or disposition of the prop-
erty, real or personal, tangible or intangi-
ble, of the United States, including the
control or disbursément of appropriated
and other Federal funds.

(B) FUNCTIONS EXCLUDED.—For the pur-

poses of paragraph (1), inherently governmental

functions do not normally include—

(i) gathering information for or pro-
viding adviee, opinions, recommendations,

or ideas to Federal Government officials;
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(ii) any function that is primarily
ministerial or internal in nature (such as
building security, mail operations, oper-
ation of cafeterias, laundry and house-
keeping, facilities operations and mainte-
nance, warehouse operations, motor vehicle
fleet management and operations, or other
routine electrical or mechanical services);
or
(iii) any good or service which is cur-
rently or could reasonably be produced or
performed, respectively, by an entity in the
private sector.
o



