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COMPETITION FOR COMMERCIAL ACTIVITIES
IN THE FEDERAL GOVERNMENT

THURSDAY, JUNE 4, 1998

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 10:06 a.m. in room
SD-342, Dirksen Senate Office Building, Hon. Sam Brownback,
Chairman of the Subcommittee, presiding.

Present: Senator Brownback.

Also present: Senator Thomas.

Senator BROWNBACK. The hearing will come to order.

OPENING STATEMENT OF SENATOR BROWNBACK

Senator BROWNBACK. Welcome to all of you this morning.

I'd like to welcome everyone here today for this important over-
sight hearing to examine the current OMB process and policy, also
known as OMB Circular A-76, for establishing a competition for
commercial activities within the Federal Government. We are here
to address OMB’s leadership role in this area and to see how we
can improve it.

Under A-76, Federal agencies are required to identify commer-
cial activities performed in-house and provide an inventory of these
activities. These activities must then be competed.

Implementation of A-76, however, has been inconsistent
throughout the Federal Government, as seen in the displayed
chart. We can provide that to people who would like to see it. We
brought this up at the prior hearing about the inconsistencies of
the A-76 process and we will be happy to hear responses to this
from the OMB as we go through it. As you can see, some agencies
fully engage—actually, not even fully engage but are much more
engaged than others. Some down at the bottom, the Commerce De-
partment, no engagement whatsoever, and I am looking forward to
our Commerce witness to tell us why they do not believe they
should or why they do not or just why the lack of competition or
implementation of A-76.

The Subcommittee held a hearing earlier this year on draft legis-
lation which would address the weaknesses of A—76, the Fair Com-
petition Act, S. 314. It would establish a level playing field for com-
peting commercial activities performed by the Federal Government.
Under the current draft both private industry and Federal employ-
ees would be able to compete for these activities.
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We have heard the frustration expressed with the current com-
petition process, the A-76 process, from all sides of this issue. Fed-
eral employee representatives say that agencies ignore A-76 and
directly contract out commercial activities. Private industry rep-
resentatives say that Federal agencies ignore A-76 and keep com-
mercial functions in-house. We will continue to work on this legis-
lation to address these and other concerns raised about A-76.

I have also asked GAO to study how OMB A-76 is working
under OMB’s leadership, specifically with the U.S. Departments of
Commerce and the Interior. Preliminary results indicate that Fed-
eral agencies are simply disregarding OMDB’s competition policy.
Furthermore, OMB’s own competition policy, A—76, is not a signifi-
cant priority within OMB. We will have a GAO witness testify and
speak about the findings that they have found under their study.

The purpose of today’s hearing is to get to the bottom of this.
Why is the current competition process not working? Why are
agencies ignoring the current guidelines contained in A-76? Why
is OMB’s own policy not a priority within OMB and this adminis-
tration? Why is implementation of the OMB circular inconsistent
from one Federal agency to the next?

We will be hearing from representatives from the GAO, OMB,
the Department of Commerce and the Department of the Interior,
who I hope will answer these important questions. I want to em-
phasize that our final goal is to make sure we are getting the most
for each taxpayer’s dollar.

With that we have three panels of four total witnesses that will
testify today. As I noted in here, this is actually the third hearing
on this overall issue, although this one we will focus specifically on
the A—76 process.

With that I would like to call up the first panel witness, J. Chris-
topher Mihm, Acting Associate Director, Federal Management
Workforce Issues with the U.S. General Accounting Office, who will
testify today regarding the GAO study that was recently completed.

Mr. Mihm, thank you very much for joining us. Please identify
the other two people who are at the table with you.

TESTIMONY OF J. CHRISTOPHER MIHM,! ASSOCIATE DIREC-
TOR, FEDERAL MANAGEMENT AND WORKFORCE ISSUES,
U.S. GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY
BILL REINSBERG AND MARILYN WASLESKI

Mr. MiHM. Yes, sir. Mr. Chairman, I am very fortunate to be
joined today by two of my colleagues, first Bill Reinsberg, who has
been leading much of our work, looking at managed competition in
civilian agencies, and Marilyn Wasleski, who leads much of our
work at the Department of Defense, looking at A-76 and out-
sourcing issues.

Senator BROWNBACK. Welcome.

Mr. Mium. It is a pleasure to be here today. With your permis-
sion, Mr. Chairman, I ask that my written statement be included
in the record and I will take just a few minutes to hit some of the
highlights.

Senator BROWNBACK. Without objection.

1The prepared statement of Mr. Mihm appears in the Appendix on page 27.



Mr. MiaM. Thank you, sir.

This morning I would like to cover three major points. First, A—
76 can be an effective management tool for improving operational
efficiency and reducing costs. Second, within civilian agencies, A—
76 has been little used in recent years and OMB accordingly, in our
view, needs to augment its leadership efforts. And third, I will
point out the elements that we have found to be necessary for a
more active A—76 program.

Turning to the first point, with the agreement between Congress
and the administration to balance the Federal budget, agencies
must increase their efforts to ensure that their operations are as
efficient as possible. In that regard, A—76 is one of a series of tools
that managers can use to make sound business decisions and to en-
hance performance through competition and choice.

Experience with A—76 suggests that competition is the key to re-
alizing savings, whether the functions are eventually performed by
the private sector or remain in-house. Savings achieved through A—
76 are the result of closely examining the work to be done and then
re?ngineering those activities to perform them with fewer person-
nel.

Reported savings estimates, in some cases as much as 20 per-
cent, must be taken with caution, but nevertheless there appears
to be a clear consensus that savings will be achieved when agencies
undertake a disciplined approach such as that called for under A—
76, to reviewing their operations and implementing needed changes
or contracting out services.

Turning to my second point, strong OMB leadership is needed to
invigorate civilian agencies’ A—76 programs. As shown in the table
in my written statement, there has been very little activity among
civilian agencies since the late 1980’s in A—76. OMB’s March 1996
revision of the A-76 supplement streamlined procedures and made
other much-needed reforms. Since then, however, OMB has not
consistently worked with agencies to ensure that the provisions of
A-T76 are being effectively implemented.

For example, OMB has not aggressively followed up with agen-
cies that fail to submit commercial activity inventories, with the re-
sult being that as of April 1998, six of the 24 largest agencies still
had not provided inventories.

OMB has also not systematically reviewed the inventories to de-
termine if agencies are missing opportunities to generate savings.

And finally and most important, it is not clear how consistently
OMB has raised questions during the budget process about agen-
cies’ implementation of Circular A-76. That integration into the
budget process is really where A—76 can get its teeth.

As I understand Mr. DeSeve will discuss, OMB has recently
taken some steps that, in our view, are a move in the right direc-
tion. However, sustained OMB commitment and follow-through will
be vital to the success of that effort.

Turning now to my third and final point this morning, several
elements are needed for a successful A-76 effort across Federal
agencies. First, as I have just noted, leadership commitment to use
A-76 is important. Consistent and forceful leadership from OMB is
essential to provide incentives for managers to subject themselves
to the rigors of A-76.
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Second, A-76 will be most effective when it is integrated within
a performance-based approach to management accountability. The
annual performance plans that agencies are to develop under the
government Performance and Results Act, which was passed under
the leadership of this Committee, provide a ready-made annual ve-
hicle that agencies and Congress can use to consider whether or
not the most cost-effective strategies are in place to achieve agency
goals.

As part of this consideration, Congress can ask an agency about
the tools the agency is using to increase effectiveness, including the
status of its A—76 programs, and the specific choices that are being
made about whether to keep a commercial activity or contract it
out. In other words, Congress has a vehicle for beginning to raise
these types of issues up on its radar screen.

Third, improved cost data are critical. The government’s lack of
complete cost data, particularly for indirect costs, has increased the
difficulty of carrying out A-76 because the government is not able
to accurately determine the cost of activities it plans to compete.
Continuing efforts to implement the Chief Financial Officers Act
and the Federal Accounting Standards Advisory Board or FASAB
managerial cost accounting standards are central to ensuring that
agencies resolve their long-standing problems in generating vital
information for decision-making.

Fourth, an effective A-76 effort requires considerable contract
management capability. An agency must have adequate capacity
and expertise to successfully carry out the solicitation process and
effectively administer and monitor contracts once they are award-
ed. Our work has shown that contract oversight and monitoring
has been a consistent weakness in Federal efforts.

In summary, Mr. Chairman, A-76 has shown itself to be an ef-
fective management tool for increasing efficiency of the Federal
Government and saving scarce funds. However, despite its proven
track record, A-76 is seldom used in civilian agencies. OMB needs,
in our view, to more consistently strong send messages to the agen-
cies that A—76 is a priority management initiative.

Its recent efforts are an encouraging first step, but only a first
step. Thorough implementation and follow-through will be needed
to get A-76 on track. Agencies’ development and Congress’ use of
annual plans under the Results Act provides an opportunity to con-
sider A—76 and other competition issues within the context of the
most efficient means to achieve agency goals.

Mr. Chairman, this concludes my statement and I would be
pleased to respond to any questions that you may have.

Senator BROWNBACK. Thank you. Thank you for your statement,
your study and the conciseness of it.

It does seem very puzzling in your chart, that the Defense De-
partment has 760,000 total agency FTE’s and they are reporting
445,000 plus involved in commercial activities. One would think
that the military does not have that many functions necessarily as-
sociated with commercial activities.

Then you go down to the Commerce Department, 34,900 employ-
ees, far less, and zero involved in commercial activities. Did they
just choose not to participate in the activity?
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Mr. MiaM. I can speak to your question, Mr. Chairman. The
chart I am referring to is a slightly different chart that comes from
our testimony. I can bring you up a copy of that. It talks about the
total FTE’s that have been studied.

Senator BROWNBACK. Well, let’'s use your chart. I thought this
one was. I'll look at your chart.

Mr. MiHM. Ours is on page 7 of the written statement.

Senator BROWNBACK. So you go with united agencies, then. Why
do you think, then, that civilian agencies—are just not participat-
ing in this. Do they not think that there are people that are doing
commercial activities or performing commercial activities within
their agencies?

Mr. M1umMm. I think there is a combination of reasons and we have
had quite a few discussions with officials across the government, in
particular the Departments of Commerce and Interior. Over the
last few years they have perceived that there are higher priority
management improvement initiatives, such as those led by the Na-
tional Performance Review. They view A-76, in this sense correctly
in our view, as one of a series of tools that they can use to improve
effectiveness.

Now, what concerns us is even viewing it as one of a series of
tools, one would expect that there would be greater opportunities
identified to apply that particular tool.

There has also been concern expressed by officials in these agen-
cies that they do not have the staff with the capacities or the
knowledge, skills and abilities in order to do the systematic reviews
that are needed to compete commercial activities, to let the con-
tracts and to manage the contracts once they have been awarded.

In our view, what has to happen is that OMB needs to really be
making it very clear to agencies that A—76 is a priority initiative
and it needs to drill this right into the budget process and, through
the government Performance and Results Act, to start setting up
some quite rigorous expectations that OMB will be looking at com-
mercial activities and, where appropriate, agencies should be using
A-76 to contract out.

Senator BROWNBACK. You seem to be pointing out a clear sys-
tems failure or some type of failure in the civilian agencies in the
use of A—76. Is that correct?

Mr. MiHM. Yes, sir. It just has not been a priority initiative.

Senator BROWNBACK. And you are citing several different reasons
to this, but that we have had a failure of this law. Has it always
been this way since A—76 has been in place? Have we always had
the civilian agencies not participating or not seeing this as any sort
of priority?

Mr. MiHM. No. As a matter of fact, in the late 1980’s and the
early 1990’s, as the top of the chart shows, there was some signifi-
cant action that was taking place within civilian agencies. You can
see there that 2,000—in some cases 5,000 in 1988—civilian FTE’s
were studied. The Department of Commerce had a large percentage
of that. The General Services Administration did a large number
of studies, as well as the Department of Transportation. Since
then, as the data also indicates, there has been a great fall-off in
the interest and use of A-76 among civilian agencies.
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What we think needs to happen again is getting this into the
normal decision-making processes that OMB uses and really drill-
ing this into the budget process, using the Government Perform-
ance and Results Act as one vehicle.

Senator BROWNBACK. For instance, in 1988 how many employees
did the Department of Commerce say they had involved in commer-
cial activities? Did you look at that?

Mr. MiaM. We did look at that. I don’t have that readily avail-
able. With your permission, Mr. Chairman, we will make sure we
supply that for the record.

INFORMATION FOR THE RECORD

The Department of Commerce’s last complete update of its commercial
activities inventory, done in 1983, showed over 5,000 Full-time Equivalent
(FTE) positions performing commercial activities.

Senator BROWNBACK. And what did they say in the most recent
study that they had of FTE’s performing commercial activities?

Mr. MiaM. The last time the Department of Commerce did a
complete update of its inventory of commercial activities was 1983,
so it does not have a recent list of its commercial activities.

One of the things that we view as being particularly important
about the current OMB call for agencies to review their inventories
is that the Department of Commerce and other cabinet agencies
will be going through again and updating their list of commercial
activities and the number of FTE’s that are working in them.

Senator BROWNBACK. You have made a number of suggestions as
to how its implementation can be improved. Are there other things,
beyond its implementation, that you have studied, whether it needs
to have more enforceability, more requirements associated with it?
Have you studied any of those aspects?

Mr. MiaM. No, sir. We really haven’t looked at that. We have
looked at similar initiatives that have taken place in State and
local governments. In fact, some of the testimony that we have pro-
vided in front of this Subcommittee and other subcommittees
talked about some of the lessons learned that we saw in various
States and in the City of Indianapolis as to how they ran their pri-
vatization effort, which included A-76-like activities, but we have
not looked at the issues that you are raising.

Senator BROWNBACK. But in conclusion on your study, basically
the civilian agencies just are not doing this.

Mr. MiHM. Yes, sir. We do not see that it is being used. We un-
derstand and fully agree with the position that A—76 is one of a se-
ries of tools that managers need to use. However, when we see zero
FTE’s being studied, and in some cases agencies not doing any
studies over the last 10 or 11 years, that leads us to wonder wheth-
er or not A-76 is being fully appreciated as one of the tools that
agencies can use.

Senator BROWNBACK. Good. That is an excellent study. I very
much appreciate your willingness to study and look at this aggres-
sively because in my estimation since we have been looking at and
studying the bill that is brought forward, there has just been a sys-
tems failure of the current system and we needed to look and un-
derstand was that estimation on mine and a number of other peo-
ple’s parts accurate or inaccurate? And your study certainly gives
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us the factual basis of information to conclude that there has been
a systems failure under the current system.

I also note that you think there is some improvement taking
place and some positive steps here recently, but we have had a sys-
tems failure over the last number of years, particularly of the civil-
ian agencies.

Mr. MiuM. Yes, sir. And the key to success for the steps that are
taking place now, in particular the memo that the OMB director
sent out in mid-May, will be effective implementation and follow-
through on the part of OMB and the agencies.

Senator BROWNBACK. Thank you very much. Thank you for doing
the study. I don’t know if there is a chance for you to stay around.
I hope for the hearing not to last too long but it might be good to
have you here to be able to respond if we have additional questions
later on.

Mr. MiaM. I would be pleased to, sir.

Senator BROWNBACK. Thank you very much. Thank you for con-
ducting the study and I thank your cohorts, as well.

The second panel will be the Hon. G. Edward DeSeve, the Acting
Deputy Director of the U.S. Office of Management and Budget. Mr.
DeSeve, we welcome you back to the Subcommittee yet again.

TESTIMONY OF G. EDWARD DeSEVE,! ACTING DEPUTY
DIRECTOR, U.S. OFFICE OF MANAGEMENT AND BUDGET

Mr. DESEVE. Mr. Chairman, I am delighted to be here.

Senator BROWNBACK. Well, these can be tough inquiries and I
am sure they are not days that you look forward to. Maybe you
would rather go to the dentist on days like this than be here. But
we do have serious things that we need to look at. We are having
difficulties and failures in this system and I want to hear why it
is we are seeing these sorts of systematic failures taking place be-
cause I sure think we need to address them.

Thank you for joining us and the floor is yours. If you hear any
of these comments that you would like to address quickly as they
are fresh in your mind, feel free to do that; then we can take your
full testimony later, if you would like to.

Mr. DESEVE. I thought I would just give you a verbal statement
which summarizes my full testimony and then respond to your
questions.

Senator BROWNBACK. OK.

Mr. DESEVE. I am pleased to be with you today to discuss OMB
Circular A-76 and how the Federal Government acquires commer-
cial support activities.

As I noted in my testimony before you on March 24, we share
the goal of seeking the most efficient and cost-effective source for
provision of commercial support activities. The CFO Act, the Gov-
ernment Performance and Results Act, the Federal Acquisition
Streamlining Act and the Clinger-Cohen Act and the A—76 process,
all taken together, reflect important efforts to improve our effec-
tiveness while recognizing the complexities of our financial, operat-
ing and management systems.

1The prepared statement of Mr. DeSeve appears in the Appendix on page 48.
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The Defense Department is clearly setting the pace in the imple-
mentation of A-76. The Department is evaluating which functions
are commercial in nature and subject to competition. The Depart-
ment is now providing its employees the training and resources
necessary to develop historical workload data, performance and
evaluation criteria, the ability to perform results-oriented contracts
and to compete within the private sector and with its own employ-
ees for functions currently being performed by civilian and military
personnel.

We are now engaged in the largest effort undertaken to compete
commercial activity support services. More than 200,000 FTE’s
have been scheduled for review within the Defense Department.
This represents more than twice the total number of FTE studies
under A-76 by all agencies since 1981.

The studies are expected to generate $6.4 billion in savings by
the year 2002 and are in addition to the other acquisition, restruc-
turing, consolidation, utility and family housing privatization ini-
tiatives that have also been undertaken by DOD.

To put this in a somewhat broader reinvention context, as of the
end of 1997, the administration had cut the civilian workforce by
more than 316,000 employees using various reinvention tools, cre-
ating the smallest Federal workforce in 35 years and, as a share
of total civilian employment, the smallest Federal workforce since
1931.

In May of this year, OMB issued its 1998 A-76 inventory call.
This inventory, which is due to OMB no later than October 31,
1998, will be reviewed by the President’s Management Council, the
Chief Financial Officers Council, will be published in the Federal
Register and will be submitted to Congress.

In conjunction with these reviews, an interagency panel will com-
pare agency submissions to achieve consistency in the determina-
tion of what is inherently governmental and what is commercial in
nature. It is critical that agencies like Commerce and Interior re-
tain the flexibility to focus on any of a series of reinvention prior-
ities, including certainly the use of A-76.

Coordinating these competitions with other reinvention tools now
available is a complex effort, particularly as we strive to ensure
that the interests of our employees, the agencies, the private sector
and the taxpayer remain protected.

Over time, we believe that civilian agencies will come to rely
more heavily on public/private competitions in order to increase
savings. The March 1996 revision of A-76 was carefully crafted to
encourage and permit agencies to incorporate into their reinvention
and restructuring plans the work of A-76. It does no good to re-
quire cost comparisons of activities that can or should be discon-
tinued, divested or fundamentally restructured.

We need to reflect new technology and changes in mission re-
quirements. Regionalization, consolidation, termination, closing of
unneeded facilities, application of electronic commerce and other
techniques may be more appropriate reinvention approaches and
agency managers must reflect discretionary authority to implement
these changes while remaining good employers.
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If changes are made to Circular A-76, they must contribute to
the reinvention process and move it forward. Our principles for the
review of proposed A-76 changes are quite clear.

First, they must promote competition to achieve the best deal for
the taxpayer, not simply undertaking out-sourcing.

Second, it must not increase the level of judicial involvement in
the government’s management decision-making as to whether to
out-source or not.

Third, they must recognize that current guidance to promote a
level playing field is in place.

Fourth, the complexities of public/public and public/private com-
petition must be reflected in such changes.

Fifth, any changes must be fair and equitable to all interested
parties.

Sixth, out-sourcing must be viewed in the context of the larger
reinvention effort.

Finally, it is inappropriate and may be detrimental to require the
head of an agency to undertake competitions in accordance with a
schedule mandated by law.

Thank you very much, Mr. Chairman. That concludes my state-
ment. I would be happy to answer any questions the Subcommittee
has.

Senator BROWNBACK. Mr. DeSeve, thanks for the statement and
any written record you would like to put in, we would be happy to
have as part of the record.

Really to get to the point of it, in looking at the chart on page
7 of the GAO study, and I don’t know if you would like to get a
copy.

Mr. DESEVE. I have a copy.

Senator BROWNBACK. OK. You look at 1988. DOD FTE’s involved
in this competition, civilian agency FTE’s, and you then go down
through this chart and it looks like particularly on the civilian
agency area, that they have just said, “Look we are not doing this
anymore.” The old mule just laid down in the middle of the road;
“We are just not moving. We are not going to do this.”

And, for whatever reason, DOD says, “OK, we will do this. We
will fully engage.” And DOD is providing you the leadership on
this, not OMB. And certainly these agencies, many of them, and
certainly the Commerce Department not having any FTE’s involved
in commercial activity, really strikes me as an odd statement.

Why have they just stopped participating in this?

Mr. DESEVE. I am going to let Department of Commerce give its
own reason for not filling out the inventory form. I do not think
that is acceptable. We are trying, by putting a new call for inven-
tory out now, to work with each of the agencies to make sure that
everybody responds and that we carefully review the commercial
functions and inherently governmental functions. It needs to be
done and the process for doing that is in place.

In terms of agencies using A-76 as one of a set of tools, I think
they chose other tools during that period. In the reinvention proc-
ess we said to the agencies, “First decide if you have to be in that
business at all. We do not want to pave the cowpath. We do not
want to out-source something where you should not be in the busi-
ness at all.”
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So we saw OPM, for example, divesting its investigations func-
tion. This Subcommittee had a series of hearings in which I partici-
pated and you participated. We talked about creating a private cor-
poration, an ESOP, where that function would spin off. As a result
of that and getting rid of their function of training—they did not
out-source it; they got rid of it, they got out of the business—OPM
has cut its workforce by more than 50 percent.

The same set of choices was made by other domestic agencies,
such as GSA which eliminated almost a third of its workforce along
the way. So they chose a hatchet in some cases, as opposed to a
machete. OMB A-76 might be categorized as a machete and some
of the other efforts might be described as hatchets.

The cutting was done, after all, and I think that is what we were
trying to get at. We were trying to reduce the cost of government
and eliminate unneeded functions.

At the same time, DOD, which had also engaged in the same
kinds of activities, found that A-76 was particularly valuable to
them. It is, however, a cumbersome tool. It is a tool that we believe
takes at least 2 years from the point of initiation to the point of
realization.

Some agencies wanted to see different tools used to produce more
short-term results, whether those were RIF's, elimination through
attrition, whether they were buy-outs, whether they were
divestitures, whether they were downsizing or devolution to State
and local governments, those tools were chosen in place of A-76.

We think that is not enough. We think A-76, as better under-
stood and better implemented, can, in fact, yield great results.
DOD was not alone. We worked very closely and need to work very
closely with DOD in setting its priorities and undertaking OMB A—
76 reviews. I can’t tell you the number of conversations I and my
staff have had with them and we’ve encouraged them and they
have been very receptive.

Senator BROWNBACK. So for me to understand your system of A—
76, it is basically whether or not the agency wants to do it and you
really do not care. I mean, you would like to see them participate
but if they do not and they choose another set of tools, that is fine
by you as OMB. Is that correct?

Mr. DESEVE. That is correct. It is like the Government Perform-
ance and Results Act. We want to see the result. We want to see
the outcome of a smaller, more efficient government. The means
and strategies an agency uses should be consistent with the agen-
cy’s individual plans. We are certainly working to encourage great-
er understanding, streamlining and use.

A-76 has really been something that agencies have shied away
from because of the time it takes and the complexity involved in
the process.

Senator BROWNBACK. I am sure you have heard the charge that
you have stated frequently that there has been a decline in the
workforce of the Federal Government during this administration
and I am sure you have heard the charge that most of that has
come from the Department of Defense. And your numbers here
seem to suggest that there is a lot more pushing on the Depart-
ment of Defense to do some of these things than there is on a num-
ber of the civilian agencies that are involved.
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Clearly the charts that we have here, the information put for-
ward by the GAO suggest that at least on the A—76 processes that
you or others are strongly encouraging the Department of Defense
to do this but are very much laissez faire with regard to anybody
else.

If one were to study the end product and try to determine why
we got to this point, the Department of Defense is doing this, the
others are not, and there appear to be no consequences whatsoever
to the civilian agencies. If they want to participate, fine; if they do
not want to, that is fine. But you do see this taking place in the
Department of Defense.

I note all that for you, Mr. DeSeve, because it looks like to me,
and now you have the GAO study saying it, as well, that there is
a systems failure on A-76 taking place amongst the civilian agen-
cies. You just heard the testimony that we had and it had been my
hunch for some time that that was the case. It turns out that that
is indeed the case.

You have the Department of Defense, the military agency that is
participating greatly in this, according to GAO numbers, according
to your numbers. We have the Department of Commerce which has
many commercial competitive activities and the OMB saying, “That
is fine; we are not going to push you on this at all. And if you
choose other tools, if you choose to add employees, if you choose to
continue to compete, that is fine.”

That strikes me as a real systems failure if one is looking to try
to identify commercial activities that are competing with the pri-
vate sector, that we do not have any OMB leadership on this. The
agency can choose, decide if they want to or do not want to partici-
pate in this, and the GAO confirms that, that we have a complete
systems failure taking place.

What has happened, for instance, in the number of FTE’s at the
Department of Commerce, total, over the last—if you have a good
period of time on there, over the last 5 years?

Mr. DESEVE. From 1993 to 1996 actually they have lost 2,900
FTE, which is about 8 percent of their workforce. If you extend
that to 1997, they have lost a total of 4,100 or 11.2 percent of their
workforce without using OMB Circular A-76. The choices——

Senator BROWNBACK. How did they do that?

Mr. DESEVE. I am going to ask Mr. Gould to comment on that.
I think what you will find is that through buy-outs, through reduc-
tions in force in selected areas and through contracting mecha-
nisms not entailed in A-76. A-76 is the prescribed mechanism for
competing FTE. Other contracting, either for new work, for ex-
panded activity, is not covered by A-76, so that out-sourcing, pri-
vatization and contracting can be accomplished in other ways than
through the formalized A-76 mechanism.

Senator BROWNBACK. Let me follow up on that and I want to ask
another question regarding that but I have used my time and I
want to pass to Senator Thomas for him to ask a few questions.

Senator THOMAS. Thank you very much.

Senator BROWNBACK. Thanks for joining us.

Mr. DESEVE. Senator, it is good to see you.
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OPENING STATEMENT OF SENATOR CRAIG THOMAS, A U.S.
SENATOR FROM THE STATE OF WYOMING

Senator THOMAS. How are you, sir? Nice to see you.

First of all, I appreciate very much having this hearing. I think
the point of the whole program, of course, is to take a look at the
purpose of A-76, which is, as I understand it, to take commercial
activities within the government and give the private sector an op-
portunity to see if they can, in fact, perform them more efficiently.
Isn’t that what you consider to be the purpose of it?

Mr. DESEVE. No, sir, I don’t.

Senator THOMAS. Don’t you? Tell me what it is, will you, please?

Mr. DESEVE. Yes, Senator. I believe it is a chance to provide
lower cost, a savings for the taxpayer, whether the private sector
wins the competition or the public sector wins the competition.

Senator THOMAS. I think that is what I said. Do it more effi-
ciently.

Mr. DESEVE. I misunderstood. I thought you said

Senator THOMAS. Well, why don’t we do that, then? Why isn’t
that happening? Now, this policy has been in place since President
Eisenhower; isn’t that right?

Mr. DESEVE. I would have to look. That is probably——

Senator THOMAS. Well, I will tell you it is.

Mr. DESEVE. I will rely on you for that.

Senator THOMAS. It has been in place a very long time and still
we have a million people on the Federal payroll doing things that
are commercial in nature, most of which the private sector has not
had an opportunity to compete for. Now, do you call that success?

Mr. DESEVE. No, sir, I call that the status quo and I don’t think
it's—

Senator THOMAS. That is exactly what I call it, too, and we in
Congress are trying to do something about that.

Mr. DESEVE. I agree with you and I think the Defense Depart-
ment is providing great leadership in that area.

Senator THOMAS. I do, too.

Mr. DESEVE. And I believe that other domestic agencies will see
that process work in DOD and——

Senator THOMAS. How long does it take, for heaven’s sake? How
long has this policy been in place?

Mr. DESEVE. Unfortunately, A-76 itself takes about 2 to 2%
years.

Senator THOMAS. I am talking about how long does it take to im-
plement a program, a concept that has been in place for a very long
time?

Let me just say I am a little impatient. We have been through
this before and the feeling I get is that there is resistance from
your agency and the rest of the Federal Government. You just don’t
want to do anything any differently from what you are currently
doing. And even though GAO pretty clearly points out in their tes-
timony that A-76 is not a high priority among the civilian agen-
cies, pointing out here that many of the agencies do not even re-
spond to OMB’s A-76 inventory requests, and yet I hear from you,
“Oh, things are OK. We don’t need to do anything. We are doing
it.”

Now, that is really hard for me to understand.
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Mr. DESEVE. Let me be very clear. Things are not OK and the
reason we put out a new inventory call was to get the agencies’ in-
ventories up to date, to encourage them to properly characterize
their functions——

Senator THOMAS. “Encourage” bothers me a little. Obviously en-
couraging does not get the job done, and that is why we in Con-
gress are talking about some kind of statutory authority. I have
met with you several times in an effort to make it as reasonable
as we can. We are willing to continue to work with you.

I am focused on results, the bottom line. I get awfully impatient
with the idea of talking all the time about what we are doing when
the measurement of result is really the issue, and the results do
not show that it is being done.

Mr. DESEVE. And again, Senator, I do not mean to belabor or re-
state the issue. When we look at results, as we would under the
Government Performance and Results Act, we look at the total re-
duction in the size of the workforce——

Senator THOMAS. Wait a minute. That is not the issue. The issue
is to take commercial activities and to see if they can be done more
efficiently, not the number of FTE’s. The number of FTE’s are
down because of the Department of Defense downsizing and the
savings and loan cleanup, and we all know that.

So numbers down is not the only issue, is it?

Mr. DESEVE. No, sir, but I think cost savings——

Senator THOMAS. What about the Army Corps of Engineers? Tell
me a little about how they have reduced their number of FTE’s.

Mr. DESEVE. I don’t know the answer.

Senator THOMAS. Well, I will tell you the answer.

Mr. DESEVE. I do not have it in front of me.

Senator THOMAS. Their budget has gone down substantially and
the number of employees have not.

Mr. DESEVE. I will be happy to look at the data and supply it
for you.

Senator THOMAS. Well, isn’t that your job, to look at that?

Senator BROWNBACK. The witness needs to be allowed to answer
fully.

I think, Mr. DeSeve, as you can tell, we are both pretty frus-
trated about what we

Senator THOMAS. We have had these types of answers, Mr.
Chairman, before.

Senator BROWNBACK. I know, but I am trying to be nice about
it.

Senator THOMAS. And I appreciate that.

Mr. DESEVE. And Senator Thomas and I do not disagree on a lot
of these issues and I understand his frustration in this area.

Senator THOMAS. So we are trying to create a statutory basis for
accomplishing the same goals that you and I have talked about,
and I don’t understand the objection to that.

Mr. DESEVE. I don’t think we have objected to that, Senator. I
think we set out a set of principles that we would like to see a stat-
ute adhere to. I do not believe we have objected to the statute. I
do not believe we have objected to the ideas that you put forward,
as long as they stay within the principles.
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There have been some bills out there at one time—not now but
at one time—that would have simply out-sourced everything, re-
gardless of cost. That was not a good idea, so we objected to that.

Senator THOMAS. Agreed.

Mr. DESEVE. But we have indicated a willingness to work with
the Subcommittee to try to understand your frustrations and try to
do something about a bill.

Senator THOMAS. Maybe, Mr. Chairman, I should have had this
as a statement rather than questions. I apologize if I haven’t given
you a chance, Mr. DeSeve.

What about the May 12, 1998, memorandum? Why doesn’t it pro-
vide a timetable for competition? What are you going to do dif-
fer(??ntly to make this inventory call work, since the past two have
not?

Mr. DESEVE. I guess what we are going to do differently is we
are going to say that agencies have done many good things; here
is another chance, again especially with DOD breaking a path for
us and showing us how to do things a little better in some of the
areas. Agencies have not had a good roadmap themselves.

So first we are going to say go back again and look much more
carefully now at your workforce; tell us what is inherently govern-
mental; tell us what is not. Let’s get some of your peers who have
been successful to review what you have done and perhaps give you
some suggestions where you can think more thoughtfully about
what that inventory looks like.

And then we are going to strongly encourage agencies in the bal-
anced budget world. After the Balanced Budget Act, the strictures
are still on place. We talked about surpluses. But the caps in the
domestic side are still in place and we believe agencies are looking
for new and expanded tools to meet those caps.

So that is our process from now through the budget season to try
to get them to move in that direction.

Senator THOMAS. OMB Circular A-97 implements the Intergov-
ernmental Cooperation Act that requires local governments to cer-
tify to OMB that services cannot be produced reasonably and expe-
ditiously through ordinary business channels before a Federal
agency can provide such services. How many such certifications
have you on file?

Mr. DESEVE. I would have to look. I do not have that data before
me. I didn’t come prepared to testify on that. I just do not know.

Senator THOMAS. I believe the answer is zero. Mr. Chairman,
thank you. I will wait a while.

Senator BROWNBACK. Mr. DeSeve, thanks. We just look at the
world differently, I guess is the problem here. The GAO study veri-
fies what I suspected for some period of time, that we just weren’t
seeing the OMB leadership with the civilian agencies. You are veri-
fying that by saying it is one of several tools.

I think you can gather from Senator Thomas and I and many
members of the legislative body that we think it should be clearly
a very aggressively used tool. That is not happening. Commercial
competition with Federal agencies decreased over the past 10
years. We do not think it is getting done.

I am glad to hear your number of workforce decline in the De-
partment of Commerce taking place. I want to look at it and com-
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pare it to some other agencies. Our point with that would be, as
well, that that is not the whole issue here. We are talking about
the FTE numbers is a good indicator. I think it is a very positive
indicator if it is going in the right direction. But here you have a
competition with private sector by the public sector that regardless
of the issues of FTE size, should be clearly evaluated and we
should not be having this head-to-head competition in places if it
can be done more efficiently.

And you have most of your civilian agencies really not participat-
ing in this at all by GAO studies, by your own numbers. And nei-
ther of us think that that is an acceptable way to go. Apparently
the OMB—it is fine and there are no consequences for going a dif-
ferent way.

Now, if that is different, if there are consequences for them not
participating, I would sure like to know about it.

Mr. DESEVE. Sir, there is an absolute budget cap that comes
from the Balanced Budget Act for discretionary spending or mili-
tary spending and we allow the agencies the flexibility to choose
the path in meeting that cap, whether it is divestiture to State and
local government, whether it is getting out of the business entirely,
whether it is downsizing the workforce in other ways or using A—
76.

So we try to manage in such a way to give them the flexibility
within their overall target, and the targets are very aggressive.
This year, for example, if there is a 3 percent pay increase, that
is 3 percent less in S&E budget. That cheese is going to bind, as
my grandfather used to say, at some point and we believe that hav-
ing them be much more familiar with A-76 and our continuing to
focus on it—and we heard your message. The inventory call, and
the new procedures for evaluating the inventories were certainly
reflective of the kinds of issues that you have put forward.

We agree with them and believe in them and I cannot defend the
pace of change in this tool. I can only put it in the context of broad-
er reinvention.

Senator BROWNBACK. Well, thank you for coming here today. You
can go get your root canal now and get relieved from the two of
us. We have a difference of opinion here.

Mr. DESEVE. I know this is going to sound masochistic but I hon-
estly enjoy coming because I think that both you and Senator
Thomas and other Members of this Subcommittee are honestly try-
ing to make things better.

Senator BROWNBACK. We are.

Mr. DESEVE. This is not a personal attack and it is not even an
attack on the fundamentals. It is really a difference of opinion
about whether we should use, as I said earlier, the machete or the
ax. We believe there is a time for the machete and we are going
to continue to work with the agencies to try to show you how that
can work.

Senator BROWNBACK. I don’t view it as either machete or an ax
but something that we clearly should be doing and that, if appro-
priately done, like the Department of Defense is doing, can be quite
a positive tool. I have run a government agency before and if you
let them just avoid it and choose their own path, they are not going
to do this. And I think the proof is in the pudding. We are seeing
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that taking place. So machete or ax or plastic knife, call it what
you would like.

Thank you very much for joining us.

Mr. DESEVE. Thank you very much, Mr. Chairman. Thank you,
Senator Thomas.

Senator BROWNBACK. The third panel will be the Hon. John
Berry, Assistant Secretary for Policy, Management and Budget,
U.S. Department of the Interior. The other panel member is the
Hon. W. Scott Gould, the Chief Financial officer and Assistant Sec-
retary of Administration for the U.S. Department of Commerce.

Gentlemen, thank you very much for joining us. We have lots of
questions for you. We would be happy to take your statements into
the record and we appreciate your being willing to join us.

Mr. Berry, you are first up.

TESTIMONY OF JOHN BERRY,! ASSISTANT SECRETARY FOR
POLICY, MANAGEMENT AND BUDGET, U.S. DEPARTMENT OF
THE INTERIOR

Mr. BERRY. Mr. Chairman, thank you for this opportunity. If I
could I would like to start with just a short overview of the Inte-
rior. I know Senator Thomas is here and this may be a little boring
to him but I will only take 30 seconds or so on it to give you the
context of where we are and where we are trying to get to.

Interior manages over 450 million acres of Federal land on the
continental United States and 3 billion acres offshore on the outer
Continental Shelf, which essentially boils down to one-sixth of our
nation’s land mass. We have over 57,000 buildings, dams, equip-
ment and aircraft. We have 66,000 people and they are operating
at over 2,000 sites around the United States.

We are as close as the bottom of the hill and we are as far away
as the islands of Micronesia, to give you a sense of the scope and
scale of our Department.

We are one of the most streamlined agencies in the Federal Gov-
ernment. You could not find a more streamlined agency. We man-
age that Department which I just described and that mission with
no undersecretaries, no deputy undersecretaries, only five assistant
secretaries and eight bureau directors. There is not one other De-
partment in the Federal Government that can make that claim to
you.

Since 1993 we have cut 11,700 employees out of the Department
of the Interior. That is a 15 percent reduction and the second larg-
est in the domestic Federal Department cabinet agencies.

In the D.C. area, in the headquarters, just so you do not think
we are cutting these from the field, the bulk of this cut has come
from the headquarters. We have taken 16 percent of our D.C. man-
agement headquarters out. Again that is the second greatest cut in
domestic cabinet agencies, so we are very proud of that.

The question is how have we done this? Essentially accomplish-
ing this at the same time when our recreational load is going up
on public lands, on the Bureau of Land Management, Fish and
Wildlife Refuges. The public demands for the use of the outdoors

1The prepared statement of Mr. Berry appears in the Appendix on page 55.
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has increased over this same period of time where we have had a
decline.

The question is and our response is how have we done this? We
have done it two ways: essentially trying to operate smarter and
by building strong partnerships with the private sector. Let me
touch on smarter for a second.

Smarter, for example, is using purchase cards, electronic pur-
chase cards that have allowed us to cut our procurement staff 24
percent since 1993 and a 35 percent cut in the personnel in our
central office finance functions. That is just by shifting those func-
tions over to the private sector using cards that private sector com-
panies can tell us and manage that data for us easier than we can
ourselves. So we have been able to achieve significant reductions
in our central office finance functions.

We have put in place 34 reinvention labs that have eliminated
red tape, habitat conservation plans which work with private sector
landowners to accomplish goals of important Federal laws that
Congress has adopted, and have cost-avoided through those meas-
ures over $100 million.

Finally, we work very closely with the Congress, with the GAO
and the IG on identifying areas where we can be better, we can be
smarter. The Appropriations Committee and our authorizing com-
mittee—Senator Thomas could take a great deal of pride in this—
brought a concern to a number of hearings, concern over the cost
of how much it was taking to do things in the National Park Serv-
ice. Our construction projects were just taking too much.

We organized a study with the consent of the committees, with
the National Academy of Public Administration—that will be in
June—that is going to essentially require us in our Denver service
center to get out of the contracting business and to shift those func-
tions, reducing our Denver workforce significantly and shifting
more functions in Denver over to the private sector.

I can tell you now ahead of schedule, having been briefed by
NAPA on that report, that we are going to carry out those rec-
ommendations. We are going to do it and you will be very proud
and pleased to see the results at the end of it.

The second area which I wanted to just touch on very quickly,
Mr. Chairman, is partnership with the private sector. Forty percent
of our budget authority—our BA for the Department of the Interior
is $10 billion, so that means $4 billion is spent on outside contracts
with private contractors, grants or agreements with State and local
government. Over 17 percent of that is specifically with private
companies.

Over the last 5 years 95 percent of our procurement actions have
been awarded competitively, and that is the highest rate in the
U.S. Government.

We use over double our workforce in volunteers. In the National
Parks we have over 90,000 volunteers. On Fish and Wildlife lands
we have over 30,000 volunteers. We are essentially doubling our
workforce. And these are not folks who are just standing answering
questions. They are people who are out in the field actually accom-
plishing work. They are retirees who we are trying to bring back
in with their skills to accomplish our mission.
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Then finally, and this is something I know that is close to Sen-
ator Thomas’ heart, is how we deal with concessions contracts in
the Park Service, BLM, Bureau of Reclamation and Fish and Wild-
life. In the National Park Service alone we have over 600 contracts,
concessionaire contracts, that employ over 25,000 private sector
people on our National Parks, enjoying gross receipts of over $700
million and the taxpayers get back from that very profitable asso-
ciation over $48 million return every year from the private sector.

Concessionaires and our contracts at some of our parks greatly
outnumber the employees at our parks. Yosemite is a good example
of that. Yosemite, our concessionaire at Yosemite, a private sector
contract, has 1,650 employees. The National Park Service employ-
ees at Yosemite are only 750, less than half of our number of em-
ployees there.

And we have a wonderful relationship with our concessionaires
in that they have actually, at Yosemite, for example, helped us re-
build after the massive floods we suffered 2 years ago.

If T could, I would just put in a pitch for Senator Thomas’ bill.
Senator, we are deeply appreciative of your efforts this year on
moving some concession reform standards and really are grateful
for your efforts with the Secretary on S. 1693. If we can eliminate
some of that preferential right on the concession stuff, it is really
going to help us do more on that concession and move more of
these functions into the private sector, so we are really pleased
with your efforts in that regard. Thank you.

Finally, A-76. It is one of our good tools. Under Secretary Bab-
bitt’s administration we have performed nine studies, most of them
in the aircraft service areas. We have taken a photo lab from the
Rocky Mountain Mapping Center and put that into the private sec-
tor. Our computer operations for the USGS in Reston, we have had
great results in all those efforts. We are very impressed with it,
very pleased.

We have completed our inventories and have done that annually
and submitted those to OMB and we will again this year resubmit,
as directed by Mr. DeSeve, our inventory this summer, as directed.

The most recent A—76 survey of the Department found 58 com-
mercial activities with more than 10 employees; 53 of those 58 are
in the National Park Service and the total is about 5,000 FTE’s in
terms of the impact.

But the bottom line in how I look at is what we ought to be about
is achieving the most efficient result we can. If the private sector
can do it better, then by God, they ought to be doing it, and we
ought to be getting that work transferred over to them as soon as
we can, and we are about that.

For example, this NAPA study and the Denver service study, I
am not going to wait 2 years. That will be implemented within 6
months of June. We will draw down those people using creative
things like buy-outs, early-out authority, which hopefully we are
going to get from the Congress this year to help us do those things
more creatively, with less pain to our Federal employee workforce.
But the end result will be a leaner Federal workforce that will be
much more heavily reliant on private contractors to carry out de-
sign, construction management in how we do things in the Na-
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tional Park Service. And we are going to be about accomplishing
that in 6 months, not 2 years.

So there is no question of our heavy reliance on the private sec-
tor. A-76 is one way of getting there. Reinvention is another. Using
increasing concessionaires is another. And finally, management re-
forms is one basic one.

So with that, Senator, I apologize for going a little—I saw the red
light and I apologize. I appreciate your indulgence.

Senator BROWNBACK. Thank you very much for that upbeat re-
port. We will have some questions but I do appreciate that and how
you have presented it.

Mr. Gould, welcome to the Subcommittee.

TESTIMONY OF W. SCOTT GOULD,! CHIEF FINANCIAL OFFICER
AND ASSISTANT SECRETARY FOR ADMINISTRATION, U.S. DE-
PARTMENT OF COMMERCE

Mr. GouLD. Mr. Chairman, Senator Thomas, thank you for the
opportunity to appear before you today to discuss commercial ac-
tivities specifically as they relate to the use of OMB Circular A—
76 at the Department of Commerce. I would like to ask that my
written statement be entered into the record and I have a short
oral statement I would like to give.

Senator BROWNBACK. Without objection.

Mr. GouLD. Thank you. Over the past several decades and con-
tinuing under the leadership of Secretary Daley, the Department
has taken steps to ensure that Americans receive the best value for
the tax dollars they spend on our programs. To accomplish this we
need to apply the principles of competition and the free market to
ensure that required services are provided at the best value to the
taxpayer.

This means identifying work that may be performed by an in-
house organization, a contractor or through an interservice support
agreement and ensuring that all parties are given the opportunity
to compete to perform the work.

A-76 is one valuable tool among many for achieving our cost effi-
ciency and management performance goals. I wish to emphasize
that over the past 6 years we have added many such tools to our
toolbox as we collectively explore ways to make government more
efficient and effective.

Congress has also acted to promote improved government per-
formance by passing the CFO Act, the Clinger-Cohen Act, GPRA
and the Federal Acquisition Streamlining Act.

Throughout the first Clinton administration, while the Office of
Management and Budget was revising the A-76 supplemental
handbook, we at Commerce shifted our emphasis to the principles
of government-wide reinvention. During those years we explored
new methods for cost savings and improving government perform-
ance, such as downsizing, reengineering, reinvention labs, perform-
ance-based organizations, franchise funds and customer service im-
provement.

As a result of our efforts, overall from 1992 to 1997 we achieved
a 7.4 percent reduction in our total FTE’s. We reduced the number

1The prepared statement of Mr. Gould appears in the Appendix on page 63.
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of managers and supervisors across the Department by 23 percent
from December 1992 through December of 1997 and we have
placed relatively greater staff power on the front lines, delivering
services directly to our customers.

In the early 1990’s OMB indicated that a comprehensive revision
of the supplemental handbook was under way. A—76 activity as un-
dertaken not only by the Department but I also believe by many
other Federal agencies was reduced, pending a review of policy con-
cerns with the old version of the circular.

In March of 1996 the supplemental handbook was reissued.
Shortly afterward in June of 1996, OMB requested that each Fed-
eral agency prepare and submit an updated inventory. Very little
activity at the Department of Commerce was identified for inclu-
sion in that inventory.

In September of 1997 we responded to OMB’s request and identi-
fied one of our NOAA ships for review. Additionally, we are con-
ducting a study of our finance and accounting functions to deter-
mine how its efficiency and effectiveness can be improved.

Under the leadership of Secretary Daley, the Department has ag-
gressively worked to strengthen internal management and ensure
the effective use of public funds allocated for carrying out its mis-
sion. I would like to share just some of these efforts and successes
with you.

We are merging polar orbiting environmental satellites in co-
operation with DOD and NASA to share technology and data. This
cooperative effort is estimated to save over $1 billion during the life
of the program.

Since Secretary Daley was confirmed, we have reduced the num-
ber of political appointees by 100, over a third. We have proposed
using statistical sampling to help us conduct the most accurate and
cost-efficient 2000 census possible. We estimate that the use of
sampling will save at least $276 million in fiscal year 1999 alone.

We are adopting an integrated program management approach to
acquisitions called the “Concept of Operations” to reengineer the
acquisition process, improve the quality of what we buy and reduce
the time needed to make purchases.

And finally, next month we will complete testing on a fully oper-
ational pilot of an integrated core financial system known as the
Commerce Administrative Management System.

We have also taken an active role in overseeing NOAA’s efforts
to identify alternatives to the NOAA fleet. In fiscal year 1997
NOAA out-sourced 25 percent of its total requirement. Over the
past years NOAA has decommissioned one-half of its hydrographic
fleet and is moving ahead with plans to contract with the private
sector for much of its hydrographic data requirements. In addition,
we have downsized the NOAA corps from 415 in fiscal year 1994
to 299 in fiscal year 1997, resulting in savings of $6 million a year.

These are just some of the examples of activities demonstrating
our commitment to improve management processes within the De-
partment and its operating units, and increase the efficiency and
effectiveness with which we administer our programs. It provides,
I believe, an important context for understanding that A—76 is one
tool among many that can be used to achieve greater efficiency in
government.
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As stated earlier, we do believe that A—76 is an important tech-
nique in helping us improve program management. Secretary
Daley and Deputy Secretary Mallett are committed to reengineer-
ing and reinvigorating the Department’s program. We have heard
your message. Several fundamental issues should be considered in
order to maximize the effectiveness of the A-76 program as one of
our management tools.

First, it is critical that accurate and timely data measuring the
true cost of operations is readily available and reflected in inven-
tories of commercial activities. Only by having consistently reliable
information, both with respect to financial resources and FTE’s,
can we expect to make the type of sound business decisions that
the circular is intended to foster. Further, this information is es-
sential to understanding the full benefits achieved as we proceed
to implement the circular.

A cost comparison study performed under the rubric of A-76 can
and should be considered an effective strategy for maximizing qual-
ity of service delivery.

Finally, it should be noted that the importance of effective over-
sight of our procurement activities increases as we increase our
level of contracting with the private sector for commercial products
and services. The responsibility for ensuring that Federal funds are
expended appropriately once they are in the hands of the private
sector is very significant.

Focussing on the Department of Commerce and our plans for
moving forward in this area, very simply, again we have heard you.
We will develop an updated inventory of our commercial activities.
We will develop a practical list of out-sourcing opportunities based
on the findings of that inventory history and will expeditiously
identify resources to make those studies happen.

In summary, Mr. Chairman, I want to reiterate Secretary Daley’s
commitment to this program, ensuring that the Department of
Commerce works toward the benefit of American businesses and
citizens. Thank you. This completes my remarks and I am glad to
answer, I am sure, the many questions you may have.

Senator BROWNBACK. Thank you very much, Mr. Gould, and Mr.
Berry.

So that I understand, the Department of Commerce will be par-
ticipating this year fully in A-76?

Mr. GouLD. That is correct.

Senator BROWNBACK. OK. Because you haven’t in the past so I
want to make sure that you will be this year.

This Subcommittee has had a number of hearings on different
functions within the Department of Commerce that compete with
commercial sectors or have commercial sector activities. We have
had quite a few studies done on it—GAO studies. Are you familiar
with those?

We had a hearing on the Weather Service. We have had them
on NOAA, corps fleet. There have been GAO studies on NOAA. You
really have quite a few activities over at the Department of Com-
merce that are competing with commercial sector already and have
been identified and studied previously. Are you going to fully ad-
dress those now?
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Mr. GouLD. Yes, Mr. Chairman. If I may just add a point that
my colleague Mr. Berry mentioned, presently 50 percent of our
budget authority does go in either grants or contracts to the private
sector. So half of what we are appropriated every year already ends
up in the hands of nonfederal entities.

So we feel we do have some substantial experience there in con-
tracting out and procurement and using the competitive process to
be able to deliver the best value for the taxpayer.

Senator BROWNBACK. Why have you chosen not to participate in
A-76 in the past?

Mr. GouLDp. Well, I would identify the following reasons. First,
we have deliberately directed our efforts to a full toolbox, an array
of opportunities to lower costs, decrease FTE’s and shrink our
budget, and we believe the facts speak for themselves.

You just heard the numbers, the reduction in FTE’s, 7.4 percent
in a 5-year period. Those are the types of results that we think are
the goal of A-76. We believe they can also be achieved through
other means and we have demonstrated that.

Senator BROWNBACK. I don’t mean to challenge you on your num-
bers because Mr. DeSeve’s numbers were very positive for the De-
partment of Commerce and your numbers are not quite as—it is
pretty close to what his were.

But I was looking at the budget for fiscal year 1999 Federal em-
ployment, Executive Branch. Now, they are showing your percent-
age as increasing 20 percent. Now, is that because of projected FTE
requests that you have in?

Mr. GouLD. That is correct and let me give you three snapshots
on numbers.

Senator BROWNBACK. What is your current FTE that you have at
the Department of Commerce?

Mr. GouLp. Thirty-two thousand, five hundred. What you are
seeing is the enormous spike effect of our ramp-up for the decen-
nial census, which will grow the size of the Department of Com-
merce for a brief period to conduct the decennial, from in the low
30’s to the mid 70,000 FTE’s. We are beginning to see that effect
in the ramp-up for the decennial census.

But we believe that if you look at the base, from 1993 to 1996
you see a reduction of 7 percent and if you work off a 1993 base
when the administration began to 1997, you actually come into the
11.2 percent figure that Mr. DeSeve cited a moment ago.

So I believe that all of those numbers, in fact, are consistent and
acknowledge the fact that in aggregate, the addition of those people
that will be needed to conduct the decennial census, an extraor-
dinary amount of people, 260,000 part-time positions and when you
divide those by a full-time equivalent, you come out into the mid
70,000 FTE’s.

Senator BROWNBACK. I am glad you explained that. I would also
note for the record the Department of Defense, which neither of
you would necessarily be aware of, had a reduction in force of 23.9
percent during that same period of time, so more than double the
Department of Commerce, from a far larger group, a far larger
number that was in place there.

My big concern for both of you is, I think, we agree that the gov-
ernment should be involved in more steering than growing. I guess
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that is the philosophy. People that think about these things think
it is correct, as well, for particularly the Department of Commerce.
I will hand off to Senator Thomas, the Department of the Interior,
which he would know far more about than I would, has not en-
gaged that philosophy.

I want to be real blunt with you because we have done hearings
on this, studies on this and there seems to be a real hesitancy in
that Department that is reflected in this chart here. We are asking
about the Department of Commerce because it reflects so many
other civilian agencies’ attitude towards this competition.

The FTE number is an important number. It is a good indicator
number. It is a good indicator of being prudent, I think, with re-
sources, but it really does not get at this issue here, which is com-
petition with the private sector. And it seems as if the Department
of Commerce, the agency that in my estimation should be leading
the charge of letting the private sector do what it does and the gov-
ernment do what it does, is being the one that is being the most
resistant to it. That is why we probably look at you more than any
other, because it seems to me you should be the one leading this
effort, and you have not been.

So I hope you are reflecting a change in attitude. I still stand by
earlier statements that we have had a systems failure on A-76 be-
cause if we were not having these hearings, I don’t know that we
would have anything taking place. Maybe we would have some—
that is an overstatement, but we need to have improvements be-
cause the GAO studies and others are pointing out the current sys-
tem just does not consistently work, and that is why both of us are
so interested in improving that.

Senator Thomas.

Senator THOMAS. Thank you, sir.

Thank you, gentlemen. I appreciate it very much.

Interior, of course, has done some good things and hopefully will
do much more. I think, as Senator Brownback said, the FTE num-
ber is not really the issue. We all want to do it as efficiently as pos-
sible. The real issue is that we ought to give an opportunity for the
private sector to see if they can perform these activities at a higher
quality and for a lower price.

So the idea that half of your money goes for grants or goes to
procurement or those kinds of things really is not what we are fo-
cusing on here.

The Denver service center is a good example, isn’t it, of how that
might be changed? It basically does engineering, does planning.
Companies do it in the private sector generally by contract.

Mr. BERRY. There is no question. When I came and why I was
happy to be very quick to do the NAPA study is when I looked at
the percentage number of overhead in Denver on what we were
charging—the Park Service was charging itself for contract man-
agement and for contract oversight and things like that, it was not
in line with what I was familiar with what was going on in the pri-
vate sector. It was significantly higher.

So I knew that this study was going to come out and was going
to be helpful in terms of how do we get those numbers more in
synch with the private sector. And the response is one that I think
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we anticipated, and that is it is going to be by relying on the pri-
vate sector.

So what you are going to see in Denver is that whereas Denver
now does everything, from cradle to grave on these projects, on the
construction projects that you authorize, Denver will now be fo-
cussed on predesign and then contract management of the private
contractors.

So you are going to see—the report is probably going to rec-
ommend—there are 500 people now in Denver and I suspect when
this is done and we are at the end of the day a year from now we
will be around 300 people in Denver. So it is going to be a signifi-
cant change in terms of how Denver is going to operate and func-
tion.

Senator THOMAS. That is good.

Mr. BERRY. Thanks to your leadership and Congressman Reg-
ula’s leadership on that, as well.

Senator THOMAS. I think the Senator said about steering and
rowing—there has to be then some adjustment in agencies to do
contract oversight.

Mr. BERRY. Absolutely.

Senator THOMAS. And to the extent that we just take an agency
and contract out something and leave the agency as it was, then
you have not accomplished a great deal.

Mr. BERRY. Part of that effort, Senator, if I could, is the NAPA
report is recommending and we will be following through on re-
training for the employees that are left, that we can refocus those
skills in terms of contract management.

Senator THOMAS. It is discouraging when the purpose of the park
is to preserve the resource and you need people who are experts in
that and then you go and see the guys in the green shirts emptying
garbage and doing things that do not need that kind of special ex-
pertise. So hopefully we can make some positive changes.

Commerce—OMB asked you, I think, to update your commercial
activities. The agency has indicated it is unlikely to change from
1983. Interesting. Your commercial activities are not going to
change from 1983?

Mr. GouLD. No, I do not think that is a reasonable perspective.
We did our first master inventory in 1983 and came up with 174
commercial activities, a very comprehensive review. My sense is
the organization sort of lived off that into 1991, and 1992. We did
a lot of studies, some out-sourcing, discovered that it was a blind
alley down one way, another was productive, and actually went
ahead and did the studies, completed them and out-sourced to the
private sector.

Then, as I have said, 1992, and 1993 we began to switch over to
a broader range of tools in the toolbox. A-76 largely remained dor-
mant. When we were asked last by OMB to provide an update, we
had one thing—the NOAA ship Ka’Imimoana, which is actually in-
volved in ocean research and buoy tending and the like.

It did not work. The private sector came back with no bid. There
are a number of reasons for that but we just did not get a hit there
and we need to take a look at that master inventory again. We
need to ask the question, are there other things that we can be out-
sourcing?
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Again if I may, Senator, there is an example of a blind alley I
just went down in the last 6 months that may be helpful to you
in your inquiry. Do I have a moment to describe that, the financial
and accounting area?

Senator THOMAS. Please.

Mr. GouLD. In the quickest possible terms, we thought that out-
sourcing the finance and accounting function in the Department
had some merit. We had 70 percent of our assets with a disclaimer
of audit opinion, 30 with a clean audit, and that is not a situation,
as CFO, that I can abide for long.

I needed to create a driver for change in the organization and
thought that competition to which you have referred would be a
uﬁeful tool. We brought in an outside contractor. We examined
that.

In the end I was confronted with an interesting problem. I have
a goal to achieve clean financial audits in the Department across
the board by fiscal year 1999 and I could out-source some finance
and accounting mechanisms in one of my major bureaus. But the
time it would take me to do that would cause me to fall short of
the goal to get the clean financial audits and, in my view, I have
gone at the idea of getting the clean financial audits as a para-
mount value for the Secretary and a priority for him to have clean
financial audits for the Department.

So there is a simple and a small example of where having the
freedom to choose about whether to go forward with A-76 and do
that study or not was important to us and it has led to, I believe,
a strategy that will result in clean financial audits for the Depart-
ment across the board by fiscal year 1999.

Senator THOMAS. Well, let me restate what we are trying to do,
the goal here and the language in the bill itself that we are talking
about.

It simply requires that there be an identification of things that
are commercial in nature. Then there is hopefully an opportunity
to conduct a public/private competition. It does not require that the
function be contracted out. It just says we ought to take a look at
which entity produces the best result for the taxpayers.

As I exhibited my impatience a little while ago and you both
have talked about the merits of this concept, as I think most any-
body would. The fact is, however, that it has been in place for over
40 years. Because it is not statutory, there has been no way to en-
force it, so it has not been done. This opportunity to compete has
not been implemented, and that is all we are seeking to do.

You may decide that the private sector is not the best option in
every case, but I hope we don’t see more Icemans—the Department
of Agriculture doing work for the FAA. But that is off the point?

You took almost 2 years to do the NOAA ship study?

Mr. GouLD. Yes, sir.

Senator THOMAS. And you did not get a bid? That is interesting.

Mr. GouLD. Yes, sir. Six months in preprocurement planning and
the balance, 13, in basically going through the procurement proc-
ess, and we did not get a bid.

Senator THOMAS. I think all of us share the same goal. We in-
tend, frankly, to move forward with this bill and draft it in such
a way that it works for you and it also is meaningful. It would take
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an inventory of commercial activities and give the private sector a
chance to compete for them and see if they can do them better.

That is about the size of it. Thank you, sir.

Senator BROWNBACK. Thank you, Senator Thomas.

Thank you both, gentlemen, for being here. I will note I appre-
ciate both of your Federal service. Having been a Federal employee
before, I appreciate what all of you do and what everybody does.
I have not found anybody that I know of working for the Federal
Government that does not do it with a good heart and they want
to do what is right.

We are confronted—we both believe and many of us do—that the
taxpayer burden on this country is such that we have just got to
get it down and that we need to be far more efficient with taxpayer
dollars. We need to do the things we should do. We need to do
them well and right. I think there are just a lot of things that we
could be looking at.

Having run a small agency before, I know if there is not really
a push on the system, not a whole lot of things happen because the
inertia of it takes over pretty easily. And this is not to castigate
any employees.

I also want to advise Senator Thomas and others that I am going
to be looking, as well, on Capitol Hill for things that should be com-
peted. We did that on the House side and had a fair number of
things competed. I think if we are going to talk it, we need to do
it. So there will be a few interesting things that will take place
with that.

Thank you all very much for joining us. If there is any other ad-
ditions that need to be added to the record, the record will be kept
open for 1 week from today.

The hearing is adjourned.

[Whereupon, at 11:21 a.m., the Subcommittee was adjourned.]
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Mr. Chairman and Members of the Subcommittee:

1 am pleased to be here today to discuss the extent to which the Office of Management
and Budget's (OMB) Circular A-76 is being used by executive branch agencies. As you
know, A-76 provides the policy guidance and implementation procedures for government
agencies to use in deciding whether to contract out for commercial activities—a product

or service that could be obtained from a private sector source.

As agreed with the Subcommittee, my statement will cover three major points. First, I
will discuss the purpose and usefulness of A-76 in the current federal environment.
Second, I will show that A-76 is not being used extensively by civilian agencies and then
will discuss the effectiveness of OMB's efforts to lead the implementation of A-76, which,
in our view, could be enhanced. Finally, I will provide some observations regarding the
necessary elements of a more active A-76 program. My comments today are made on the
basis of recent work we have done at the request of the Subcommittee, primarily at OMB
and the Departments of Commerce and the Interior, as well as other work we have done

on competitive contracting.



With the agreement between Congress and the administration to balance the federal

budget and the widespread demands by the American people for a less costly
government, agencies are being challenged as never before to ensure that their operations
are as efficient as possible. Efforts by Congress and the administration are leading or
have led to a broader focus on results, significant reductions in the size of the federal
workforce, simplified administrative and management procedures, and additional
mechanisms to improve efficiency. Within this context, interest has grown over the last
several years in using contracting out as one of the central tools available to agencies to

reduce costs in a balanced budget environment.

The executive branch's long-standing policy, spanning several administrations, has been
that, to the extent it is cost-effective, agenciies should rely on the private sector for
needed goqu and services. The federal government therefore makes extensive use of the
private sector to meet federal program goals. This is particularly true for agencies
created in the past 2 or 3 decades, such as the Department of Energy, the National
Aeronautics and Space Administration, the Environunental Protection Agency, and the
Health Care Financing Administration, which typically have relied from the start on
contracting out much of their work rather than performing it directly. Contractors also

have almost completely replaced federal employees in some functions, such as cleaning
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services, travel management, and most recently personnel security investigations. As an
indication of the degree to which the federal government uses the private sector, total
civilian personnel costs for fiscal year 1997 were about $113 billion, as compared with

about $110 billion that federal agencies spent on commercial service contracts.

The issue of whether to contract out federal functions has always been challenging. In an
effort to help agencies make better decisions in this regard, OMB issued Circular A-76 in
1966 and updated it several times, most recently in 1983. A-76 provides federal policy for
the government's performance of commercial activities. OMB issued a supplemental
handbook to the circular in 1979 that included detailed procedures for competitively
determining whether commercial activities should be performed in-house; by another
federal agency, through an interservice support agreement; or by the private sector. OMB
updated this handbook in 1983 and again in March 1996. This latest revision was
intended to streamline the cost comparison process and reduce the A-76 administrative

burden and thereby ease the use of A-76 within the executive branch.

According to OMB, the purpose of A-76 is not to convert work to or from in-house,
contract, or interservice support agreement performance. Thus, a senior OMB official
stressed, OMB does not view its role as requiring agencies to undertake A-76 cost
comparisons. Rather, OMB encourages agencies to understand and use A-76 as one of a
series of tools federal managers can employ to make sound business decisions and to

enhance federal performance through competition and choice.
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Circular A-76 and its supplemental guidance require agencies to evaluate their activities to
determine whether they are governmental or commmercial and complete an inventory of all
commercial activities. A-76 requires, in certain circurnstances, that agencies conduct cost
comparisons to determine the most efficient means to carry out commercial activities.
Under A-76, agencies are to use a three-step process to determine whether recurring
commercial activities will be performed in-house or by contractors. The process consists
of (1) developing a performance work statement that defines the technical, functional,
and performance characteristics of the work to be performed; (2) conducting a
managementbsmdy to determine organizational structure, staffing, and operating
procedures for the most efficient and effective in-house performance of the commercial
activity, referred to as the Most Efficient Organization or MEQ; and (3) accepting formal
bids and conducting a cost comparison between the private sector and the-government's
Most Efficient Organization in order to make a decision on whether an activity will be

performed by the government or the private sector.

Agencies’ experiences with A-76 suggest that competition is a key to realizing savings,
whether functions are eventually performed by private sector sources or remain in-house.'
We have found that savings achieved through the A-76 competitive process were largely
personnel savings, the result of closely examining the work to be done and reengineering

the activities in order to perform them with fewer personnel, whether in-house or by

s
-86, iz
Governments (GAO/GGD-97-48, Mar. 14, 1997).
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contractor.> OMB has reported that savings from reviewing an agency's operations and
making changes to implement the Most Efficient Organization have averaged 20 percent
from original costs. We have noted in past work that such reported savings must be
viewed with caution because statements about savings have often been heavily premised
on initial estimates that were not later updated to reflect actual amounts. However, there
appears to be a clear consensus, which we share, that savings are possible when agencies
undertake a disciplined approach, such as that called for under A-78, to review their
operations and implement the changes to become more efficient themselves or contract

with the private sector for services. In fact, in DOD's case, about half of the competitions

were won by federal employees.

Although the evidence suggests that the A-76 process provides the opportunity to achieve
savings, A-76 does not appear to be a high priority within OMB or civilian agencies, and
as a result, little effort is under way to use the A-76 process. There has been minimal A-

‘

76 activity among many agencies since the late 1980s, with some major civilian agencies,

Q.smaxed(GAO/NSIAD 98-48Dec 8, 1997)' Base Operations: Challenges Confronting DOD
aslt_Rsnc_s_Emnhasm.Qy_mmmz(GAOINSIAD 97 86 Mar 11 1997) andmfms

(GAOIT NSIAD 97‘110 Mar 12, 1997)
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such as the Departments of Education, Housing and Urban Development, and Justice,
reporting that they have not studied any positions under A-76 in the past 11 years.
Moreover, despite OMB's intention that the March 1996 revision to the A-76 Supplemental
Handbook would make A-76 a more attractive vehicle for agencies to use, no significant
increase in efforts under A-76 among civilian agencies are readily evident. As shown in
table 1, for fiscal year 1997, DOD was the only federal agency that reported to OMB that

it had completed any A-76 studies of federal positions.’

%In fiscal year 1997, the Department of the Interior completed one A-76 cost comparison
regarding the an aircraft purchase that did not involve any full time equivalents (FTE).
According to OMB guidance, 2 FTE or work year generally includes 260 compensable
days or 2,080 hours. These hours include straight-time hours only and exclude overtime
and holiday hours.



Civilian
Fiscal year Total FTEs DOD FTEs agencies FTEs
1988 17,249 12,000 5,249
1989 8,469 6,100 2,369
1990 9,547 6,989 2,658
1991 2,026 1,243 783
1992 564 496 68
1993 509 441 68
1994 1,691 1,623 68
1995 2,386 2,128 258
1996 5,267 5,241 26
1997 25,255 25,256 0

Note: As reported by OMB, civilian agencies data for 1992-1995 are based on annual
averages for that time period. Not all agencies are included, but OMB stated that the
number excluded is insignificant. We did not independently verify the accuracy of the
data provided by OMB.

Source: OMB

For the future, DOD projected that it can save about $6 billion by 2003 and $2.5 billion
each year thereafter by subjecting more of its business and support activities to
competition using the A-76 process. Currently, DOD plans to subject over 220,000
positions to the A-76 process. DOD has not fully achieved estimated savings in the past,
and we question DOD's ability to achieve all estimated savings in the future. However, if

DOD is able to complete its ambitious A-76 plans, significant savings are likely.
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To gain more perspective on A-76 activity within civilian agencies, we examined the
program's use at the Departments of Commerce and the Interior. Both departments had
A-76 efforts in the 1980s. For example, between 1986 and 1990, Commerce estimated that
it saved $8.6 million through these efforts. Interior reported estimated savings of about
$1.9 million during that period through its A-76 efforts. However, since then, A-76 efforts

at Commerce and Interior have dwindled along with those at other federal agencies.

The Department of Commerce has not done a complete update of its inventory of
commercial activities since 1983 and recently completed what had been its only ongoing
study. That study covered the operation and support of a National Oceanic and
Atmospheric Administration (NOAA) ship. NOAA officials told us that the study was
done because of pressure from Congress, OMB, and the Department's Inspector General
to explore alternatives to an agency-designed, -owned, and -operated fleet for acquiring
marine data. However, the study did not result in any commercial offers in response to
NOAA's solicitation. In addition, the study took almost 19 months and required nearly 10
staff years to complete. It would have required even more resources if NOAA had

received offers to perform the work.

The Department of the Interior has a current inventory which it updates periodically, and
has identified over 5,000 FTEs as devoted to commercial activities. These activities
include such functions as administrative support services and automated data processing-

related services. The Department reports that although it has not conducted many formal
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A-76 studies in recent years, it has undertaken a number of A-76 cost comparisons of its
aircraft services, including examinations of aircraft maintenance and decisions on
whether to lease or purchase aircraft. However, most of these studies did not involve any
federal positions, and therefore are not reflected in OMB's governmentwide data on FTEs

studied.

Officials at the Departments of Commerce and the Interior provided similar explanations
for the limited effort under A-76. They said that they perceived that the priorities in
management reform initiatives had changed and that greater emphasis was being given to
implementation of more fundamental, mission-based initiatives arising from the National
Partnership for Reinventing Government, formerly know as the National Performance
Review (NPR) and the Government Performance and Results Act (the Results Act),
among others. According to the officials, these shifting management priorities, along with
the significant time and money needed to do the studies under A-76 and the need for
sufficient staff with the necessary technical skills, have all contributed to reduce A-76

efforts.

OMB Leadership On A-76 Issues Has Been Limited

As I noted, OMB's March 1996 revision of the A-76 Supplemental Handbook was intended
to ease the administrative burden on agencies in doing A-76 studies. This supplement

was issued subsequent to the expiration of several legislative provisions that temporarily
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limited agencies' A-76 efforts, particularly those of DOD. OMB's revision of the
supplement had the potential to re-focus attention on A-76. However, since issuing the
revision, OMB has not consistently worked with agencies to ensure that the provisions of
A-76 are being effectively implemented. For example, OMB made only limited efforts to
gather and use the commercial activities inventories that agencies are to develop under
A-76. In June 1996, OMB requested that agencies submit not later than September 13,
1996, a summary of their updated inventory of commercial activities as required by A-76.
According to OMB, it did not receive inventories from all agencies, and of those that it
did receive, many were based largely on previous inventory efforts. In June 1997, after
not receiving responses from several agencies, OMB followed up with another request for
the commercial inventory information. Several months later, in April 1998, we found that
6 of the 24 largest agencies still had not complied with OMB's initial and follow-up

requests to provide updated commercial activities inventories.

OMB also has not systematically reviewed the inventories of commercial activities that it
did receive to determine whether agencies are missing opportunities to generate savings.
OMB generally has not attempted to determine whether agencies have inappropriately
omitted some commercial activities. OMB also does not compare commercial activities
among agencies to identify inconsistent application of A-76 guidance across the federal
government. As a result, some agencies may not be identifying commercial activities that
are similar to those included in other agencies' commercial activities inventories, thereby

missing opportunities to use the A-76 process to achieve cost savings.

10
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Lastly, and most importantly, it is not clear how consistently OMB has raised questions
about agencies' implementation of A-76 during the budget process. OMB officials told us
that the primary mechanism for monitoring agencies' A-76 efforts is through the budget
review process.’ They pointed to guidance requiring agencies to incorporate A-T6
considerations into their budget submissions. However, we found that OMB's guidance to
agencies was very limited. For example, the over 300-page OMB Circular A-11, which
governs the preparation of agencies' budget requests to OMB, appears to contain only
three paragraphs that directly concern A-76, and these paragraphs instruct agencies that
their savings estimates should reflect the probable results generated by cost comparisons

or conversions.

OMB officials stated that they rely primarily on program examiners in the OMB Resource
Management Offices (RMO) to review agencies' A-76 efforts in conjunction with the
budget review and approval process. In 1996, the OMB Deputy Director for Management
asked the RMOs to examine competition initiatives, such as A-76, as part of their
continuing program management and budget reviews. The Deputy Director highlighted
agencies' strategic plans and streamlining plans as being especially appropriate vehicles
for examining agencies' efforts to compete their support service requirements. However,

since then, OMB has not provided its program examiners with more recent written

“In 1994, OMB reorganized to integrate its budget analysis, management review, and policy
deve!opment roles, in an initiative called "OMB 2000.” This reorganization was the most recent
of a series of attempts to bolstzr OMB s management capncxty and influence. -See Government

3 2 fforts (GAO/T-GGD/AIMD-98-

1€

148 May 12 1998)
1
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requirements or guidance on the need to review agencies' A-76 efforts. OMB officials said
that, despite the lack of current guidance, some review has been done on an ad hoc basis
in conjunction with budget reviews. According to these officials, examiners were given
copies of agencies' commercial activities inventories where they existed and were
instructed to keep in mind all reinvention efforts, including A-76, as they reviewed agency
budget requests. However, given the absence of inventory information for several of the
largest federal agencies and the absence of ongoing studies in virtually all agencies other

than DOD, the effect of examiners’' efforts, if any, is questionable.

R OMB Plans, If Impl i, 2 Promisi

OMB has very recently indicated that it intends to devote more attention to the
implementation of A-76. In a May 12, 1998, memorandum to the heads of executive
departments and agencies, the Director of OMB asked agencies to submit updated lists of
commercial activities by October 31, 1998. The Director said that OMB plans to share
these lists with the President's Management Council.® The Director said that OMB also
plans to examine agencies' lists to seek consistency in inventories across agencies. The
memorandum said OMB will seek to complete this effort by November 30, 1998, and that

final lists of inventories will be made available for congressional and public review by

*The President’s Management Council (PMC) was established in 1993 to advise and assist
the President and the Vice President in improving overail executive branch management,
coordinating management improvement-related efforts, and ensuring adoption of
management practices in executive branch agencies. Agencies generally are represented
on the PMC by their Deputy Secretary or equivalent.
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January 1999. An OMB official said DOD's A-76 efforts over the last several years could
provide a rich body of experience from which to build effective A-76 programs in civilian
agencies. The official also noted that because commercial activities inventories can
provide detailed information about an agency's structure and functions, these inventories
can be valuable not only for A-76 purposes, but also for identifying other reinvention

opportunities.

This plan for renewed OMB commitment, if effectively implemented, is an important and
noteworthy development that could lay the groundwork for a reinvigorated A-76 program.
Given OMB's past experience with requesting and using inventories of commercial
activities from agencies, it is clear that sustained OMB commitment and follow-through
will be vital to the success of the effort. We plan to continue to monitor OMB's and the

agencies' efforts in this area.

Over the last couple of years, there has been interest in Congress in establishing a

statutory basis for A-76 and for making other changes intended to expand the degree to

which agencies compete their commercial activities. We have been pleased that Congress

13
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has turned to us for assistance as it has considered various legislative proposals.®
Irrespective of any decisions that Congress may make about the A-76 program, our work
suggests that several elements are needed for a successful A-76 effort across federal

agencies. Today, Iwill highlight four elements that I believe merit special attention.

Leadership Comumi Use AT6

The sustained commitment of agency and administration leadership is a necessary
element to ensure the success of any management improvement effort, including A-76. As
the current level of activity suggests, consistent and forceful leadership from OMB may be
needed to create incentives for agencies' managers to subject themselves to the rigors of
the A-76 process. By comparison with the rest of the federal government, DOD has
maintained much larger levels of activity because it has incentives to generate savings

through A-76 to fund its modernization efforts.

Am; (GAO/F—GGD—96-169 Sept. 19 1996)



In recent years, Congress has put in place a statutory framework-with the Results Act as
its centerpiece—for performance based management and accountability. Under the
Results Act, each executive branch agency is to issue strategic plans that, among other
things, lay out the long-term goals the agency will pursue and the strategies the agency
will use to achieve those goals. The first of these strategic plans were provided to
Congress last fall. Each agency is then to develop annual performance plans that identify
the agency's annual goals and strategies and the resources that will be used to achieve
those yearly goals. The first of these plans, to cover fiscal year 1999, were submitted to

Congress this spring.

An agency's efforts on its annual performance plans provides the opportunity to consider
A-76 within the broader context of what the agency is trying to achieve and how best to
achieve it. At the request of congressional leaders and to assist Congress in using annual
performance plans for making decisions, we issued a guide in February 1998 for Congress
to use in assessing annual performance plans.” In that guide, we noted that Congress
could examine the plans from the standpoint of whether they show evidence that various

approaches, such as establishing partnerships with other organizations and contracting,

Agencies' Ann An A

inual Plan nder the Resu Act: An Assessinen ide to Facilitate
Congressional Decisionmaking (GAO/GGD/AIMD-10.1.18, Version 1, Feb. 1998).
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were considered in determining how best to deliver products and services. More directly,
the annual performance plans can provide a ready-made, annual vehicle for Congress to
use to inquire about agencies' efforts to ensure that the most cost-effective strategies are
in place to achieve agencies' goals. As part of this inquiry, Congress can ask agencies
about the tools the agencies are using to increase effectiveness, including the status of A-
76 programs, and the specific choices the agencies have made about whether to keep a

commercial activity in-house or contract it out.

Improved Cost Data

The government's lack of complete cost data, particularly for indirect costs, has increased
the difficulty of carrying out the A-76 competitive process, because the government is not
able to accurately determine the cost of the function or activity it plans to compete. The
cost data needed to develop indirect costs or standard cost factors that represent these
costs, such as overhead rates, are not readily available. In our audit of the consolidated
financial statements of the U.S. government for fiscal year 1997, we noted significant
financial management deficiencies.® We found that financial systems weaknesses;
problems with fundamental recordkeeping; incomplete documentation; and weak internal
controls, including computer controls; prevent the government from accurately reporting

a large portion of its assets, liabilities, and costs. These deficiencies affect the
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government's ability to accurately measure the full cost and financial performance of
programs and to efficiently manage its operations. For example, in January 1998, we
reported that DOD has no reliable means of accumulating actual cost data to account for
and manage resources.” Moreover, in a February 1998 report, we noted that it will likely

be many years before DOD is capable of providing accurate and reliable cost data.*®

Efforts are under way to improve government cost data and supporting systems, but for
some agencies it could be several years before significant improvements are made.
Continuing efforts to implement the Chief Financial Officers Act are central to ensuring
that agencies resolve their long-standing problems in generating vital information for
decisionmakers. In that regard, the Federal Accounting Standards Advisory Board
(FASAB) has developed a new set of accounting concepts and standards that underpin
OMB's guidance to agencies on the form and content of their agencywide financial
statements." As part of that effort, FASAB developed managerial cost accounting
standards. These managerial cost accounting concepts and standards require that federal
agencies provide reliable and timely information on the full cost of federal programs and

on their activities and outputs. Specifically identified in the standards is the need for

*Federal Management Issues (GAO/OCG-98-1R, Jan. 9, 1998).

YDefense Qutsourcing: Better Data N
(GAO/NSIAD-98-62, Feb. 27, 1998).

“FASAB was created in October 1990 by the Secretary of the Treasury, the Director of
OMB, and the Comptroller General to consider and recommend accounting principles for
the federal government. If accepted by Treasury, OMB, and GAQ, the standards are
adopted and issued by OMB and GAO.
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information to help guide decisions involving economic choices, such as whether to do a
project in-house or contract it out. Such information would allow agencies to develop
appropriate overhead rates for specific operations. These cost accounting standards
became effective for fiscal year 1998. Some agencies' Chief Financial Officers have
expressed concern about their agencies' ability to comply with the cost accounting

standards this year.

Contract Management and Oversight

An effective contracting effort requires considerable contract management capability. An
agency must have adequate capacity and expertise to successfully carry out the
solicitation process and effectively administer and monitor contracts once they are
awarded. We noted in our report on privatization lessons from state and local
governments that, when a government’s direct role in the delivery of services is reduced
through privatization, the need for aggressive monitoring and oversight grows.” Oversight
was needed not only to evaluate compliance with the terms of the privatization
agreement, but also to evaluate performance in delivering goods and services to help
ensure that the government's interests were fully protected. Officials from most state and
local governments said that the monitoring of contractor performance was the weakest

link in their privatization processes.

s (GAO/GGD-97-48, Mar.
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Oversight and monitoring have been consistent weaknesses in federal efforts as well. In
numerous past reports on governmentwide contract management, we have identified
major problem areas, such as ineffective contract administration, insufficient oversight of
contract auditing, and lack of high-level management attentibn to and accountability for
contract management. For example, long-standing contractor oversight problems at
several agencies, including DOD, the Department of Energy, and the National Aeronautics
and Space Administration have, in our view, put these agencies at high risk for waste,
fraud, abuse, and mismanagement.”® Although each of these agencies have taken actions
to improve their contractor oversight and monitoring functions, these remain high-risk

areas that we continue to monitor closely.

In summary, Mr. Chairman, A-76 has shown itself to be an effective management tool in
increasing the efficiency of the federal government and saving scarce funds. However,
despite its proven track record, A-76 is seldom used in civilian agencies. OMB has not
consistently sent strong messages to the agencies that A-76 is a priority management
initiative. While OMB's May 12, 1998, memorandum is an encouraging first step, thorough
implementation and follow-through will be needed to get A-76 on track. In addition,
agencies will need to continue their efforts to ensure both that they have the sound

program cost data needed to make comparisons and that mechanisms are in place to

“High-Risk Series: An Overview (GAO/HR-97-1, Feb. 1997).
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monitor and oversee contracts. Finally, we believe that agencies' development and
Congress' use of annual performance plans under the Results Act provide an opportunity
to consider A-76 and other competition issues within the context of the most efficient

means to achieve agency goals.

Mr. Chairman, this concludes my prepared statement. [ would be pleased to respond to

any questions you or other Members of the Subcommittee may have.

(410200)
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INTRODUCTION

Thank you Chairman Brownback. I am pleased to be with you today to discuss the OMB
Circular A-76 process and how the Federal Govemment acquires commercial support services.
We understand that the focus of today’s discussion is on the General Accounting Office’s (GAQ)
review of OMB Circular A-76 and, in particular, its implementation at the Department of
Commerce and the Department of the Interior.

As I noted in my testimony before this Subcommittee on March 24, 1998, we share the
goal of seeking the most efficient and cost-effective source for the provision of commercial
support activities. To achieve this goal, we have worked with you to improve our financial and
management systems through the implementation of the Chief Financial Officers Act, improve
our performance standards through the Government Performance and Results Act, reduce the
burdens, delay and costs associated with the Federal procurement system through the Federal
Acquisition Streamlining Act and the Clinger-Cohen Act and, have worked with you on a
number of other reinvention initiatives. These are important efforts that recognize the scope and

the complexities involved in improving Federal financial, operating and management systems.
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I will not reiterate the history of OMB Circular A-76 or the magnitude of the savings that
have been, or are expected to be, achieved. Our focus today lies in how these and other
management improvement tools are working together to expand the opportunities for

reinvention.

In 1996, the Defense Sciences Board called for increased use of public-private
mﬁpeﬁtion to increase the efficiency of all non-inherently governmental functions within the
Department of Defense. Improved performance, improved management information, better
opportunities for innovation, and significantly increased cost savings were expected. The Board
concluded that successful U.S. companies have increasingly turned to competitive outsourcing to
gain access to superior technology, qualified personnel and, to free up the time and energies of
management to focus on their core competencies. As a result, the Department of Defense is re-
evaluating its entire logistics support base to determine which functions are commercial in nature
and subject to public-private competition. More than 200,000 FTE have been scheduled for
review within the Department of Defense alone, which are expected to generate $6.4 billion in

savings by the year 2002.

In May, OMB issued its 1998 A-76 Inventory data call - the first since June of 1996. The
March 1996 Revision requires agencies to develop an annual inventory of in-house FTE
performing commercial functions. In June of 1996, OMB requested that agencies develop a
summary of their A-76 inventories of commercial functions. However, these summaries were
based largely on previous inventory efforts and often did not reflect the opportunities presented
by the Revision. In our May 1998 inventory request, agencies have been asked to review their
full and part time positions to determine which support activities are: (1) inherently
governmental; (2) commercial, but specifically exempt from the cost comparison requirements of
the Circular; (3) commercial and should be competed with the private sector; and (4)

commercial, but must be retained in-house and the reason why.
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This inventory is due to OMB no later than October 31, 1998. The inventory will be
reviewed with the President’s Management Council and the Chief Financial Officer’s Council,
will be published in the Federal Register and will be submitted to the Congress. In conjunction
with these reviews, an interagency panel will compare the agency inventory submissions with
Office of Personnel Management (OPM) employee classification data to achieve consistency in
the application of the definitions provided by the Circular and Office of Federal Procurement
Policy (OFPP) Policy Letter 92-1, on "Inherently Govemnmental Functions,” dated September 23,
1992. We believe that these inventories will give senior agency management and OMB the
information necessary to identify opportunities not only for competition, but also other

reinvention opportunities.

Even without this new and more complete inventory, the A-76 program is already
expanding. We are now engaged in the largest effort ever undertaken to compete commercial
support services with the private sector and with other public offerors. As I said previously,
more fhan 200,000 FTE have been scheduled for review within the Department of Defense alone.
This represents more than twice the total number of FTE studied under A-76 by all agencies
since 1981. Coordinating these competitions with the other reinvention tools now available to
Federal agencies is a complex effort, particularly as we strive to ensure that the interests of our

employees, the agencies, the private sector and the taxpayer remain protected.
DOD IS SETTIN

The Defense Department is clearly setting the pace. The Department is evaluating its
entire acquisition process to determine which functions are commercial in nature and subject to
public-private competition. The Department is providing its employees the training and other
resources necessary to develop historical workload data, performance and evaluation criteria, the
ability to prepare performance oriented solicitations and to compete with the private sector for

commercial functions currently being performed by both civilian and military personnel.
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With more than 35,000 in-house FTE now scheduled for competition with the private
sector each year, the A-76 program and the resources required to implement it are more than
three-times larger than its highest level year throughout all of the 1980s. Public-private
competitions have already yielded significant savings. Through 1996, DOD competed functions
involving some 90,000 FTE under the A-76 guidelines. These studies have generated savings of
$1.5 billion per year, are expected to generate an additional $6.4 billion in savings by the end of
FY 2002, and are in addition to the other acquisition, restructuring, consolidations, utilities and
family housing privatization initiatives that have also been undertaken by DOD. To put this
competition in a somewhat broader context, it is important to remember that as of the end of FY
1997, the Administration had cut the civilian Federal workforce by more than 316,000
employees, creating the smallest Federal workforce in 35 years and as a share of total civilian
employment, the smallest Federal workforce since 1931. Cabinet Departments have cut their
work forces by an average of 15.2 percent. It is critical that agency heads retain the flexibility to

focus on any of a series of reinvention priorities, whether or not that involves the use of A-76.

Over time, the civilian agencies will also come to rely more heavily on public-private
competitions in order to increase savings. We expect, as a result of the entrepreneurial incentives
that are now in place for reimbursable support activities, that they will also test the other
reinvention efforts that they have begun. Although budgetary surpluses are projected in the
aggregate, we must continue to exert discipline to control and stabilize outlays, receipts and our
personnel resources. Budget caps will continue in place and provide for a high degree of FTE

discipline.

In the interim, the executive branch will continue to develop new and improved guideline
performance work statements (solicitations), develop and test new procurement and source
selection techniques, implement the cost accounting standards developed by the Federal
Accounting Standards Advisory Board, and implement and test related financial, operations
management and information systems that can be transferred to and used by the civilian agencies

as they undertake A-76 cost comparison studies.

4
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TAKING THE LONG-TERM VIEW

We have come to view the A-76 process not as a project or something that we need to get
through in accordance with a specified schedule, but rather, as an ongoing management
improvement process that will continue to combine the benefits of reinvention and restructuring
with the opportunities presented by competition. A-76 is included as a part of the OMB Circular
A-11 Budget Review Process.

The March 1996 Revision was carefully crafted to encourage and permit agencies to
incorporate it into their other reinvention, and restructuring plans. It does us no good to require
cost comparisons of activities that can or should be divested or fundamentally restructured to
reflect new technologies or mission requirements. Regionalizations, consolidations,
terminations, or the application of electronic commerce may be a more appropriate reinvention
approach and agency managers must retain the discretionary authority to implement these

changes while remaining good employers.

Within the Commerce Department, for example, the National Weather Service (NWS)
has completed the privatization of specialized weather services including agricuiture, fruit frost
and fire weather for non-federal non-wildfire land management and specialized event forecasts.
The National Oceanic and Atmospheric Administration (NOAA) recently awarded an innovative
fixed price contract valued at over $600M for the next series of Geostationary weather satellites
which allows for evolutionary technology infusion, while maintaining budget stability. NOAA is
also expanding the use of private contractors and cooperative arrangements with universities for
ship support and data collection and has completed contracts for hydrographic surveys. By the
end of FY 1999, NOAA will reduce its workforce by 13.6% from FY 1993 levels, eliminating
over 1,950 FTEs through phased annual reductions in the NOAA streamlining plan. The NOAA
Corps has also shrunk from 415 officers to 260, yielding savings of approximately $6 million per
year. These efforts are important and they require the dedication of resources independent of the

outsourcing question.
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If changes are to be made to the Circular A-76, they must contribute to the reinvention
process and move it forward. Efforts to require mandatory cost comparison schedules, to skew
the cost comparison process to the benefit of one interest group or another, to add new and
unrelated costs to the in-house offer as a matter of law, to seek statutory prohibitions against
converting work from contract to in-house performance - even if that conversion would result in

a lower overall cost to the taxpayer - are not helpful and, quite frankly, will not survive.

Our principles for the review of potential changes to A-76 are quite clear. First, they
must promote competition to achieve the best deal for the taxpayer - not simply to outsource.
Second, they must not increase the level of judicial involvement in the Government’s
management decision as to whether or not to outsource. Third, they must recognize that current
and extensive guidance to promote a level playing field of competition is in place. Any changes
to the management documentation, employee participation, costing and source selection rules for
the competitions must be well understood so as to be enforceable and impartial. Fourth, the
complexities of public-public and public-private competitions must be reflected in such changes.
Government systems and missions are fundamentally different than those of the private sector.
Fifth, any changes must be fair and equitable to all interested parties. One way competition is
unacceptable. Sixth, outsourcing must be viewed in the context of our larger reinvention effort.
It is only one fnanagemcnt tool to reinvent and improve Government performance. We should
not treat competition as a variable independent from our other reinvention and management
improvement efforts. And finally, it is inappropriate and may, in fact, be detrimental, to require
the head of each agency to undertake competitions in accordance with a schedule mandated in
law. Such schedules may be unduly burdensome and may preclude a mix of reinvention, re-

engineering, consolidation, privatization, and cost comparison efforts.
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CONCLUSION

As we accelerate the level of public-private competition, we will look to our commercial
competitors - and partners - for support. In the end, we are both winners. We are competing for
the same objectives - producing better performance at lower cost. Competition can help us to do
that. Yet, we must ensure that Federal and contract employees have the opportunity to compete
on a fair and level playing field. This means that the managerial complexities of a public-public
and a public-private competition are recognized. We believe that the March 1996 Revision sets
forth the right set of requirements. We have engaged in an effort to develop a2 new and
comprehensive inventory of commercial support activities that can be used to identify a number
of reinvention opportunities. We are working with and expect the civilian agencies to take stock
of the lessons learned and the systems and techniques developed, as DOD implements its
aggressive A-76 study effort - an effort that has been previously unmatched in its depth, scope or
size. In addition, we will continue to make available to agencies acquisition techniques that are
impartial and-build on the important acquisition reforms which your Committee has helped to
bring about.

Mr. Chairman, that concludes my prepared statement. I would be pleased to address any.
questions that you might have.
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Mr. Chairman, thank you for the opportunity to appear before you this morning and to testify on
behalf of the Department of the Interior. 1 would like to begin by providing some general
information about the Department to demonstrate the diverse nature of its programs. Through
my discussion today, I would also like to outline how heavily we rely on external sources to help

us serve the public.

Interior is the custodian of our nation’s natural and cultural resources and maintains the Federal
trust responsibilities to American Indians and Alaska Natives. The mission is achieved through
the management of hundreds of programs and activities by our eight bureaus. As the nation’s
principal conservation agency, Interior has jurisdiction over 450 million acres of Federal land

1
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and about 3 billion acres of the Outer Continental Shelf. This makes Interior steward to one
sixth of the land mass of the United States. We manage an extensive infrastructure which
includes 57.000 buildings, dams, vehicles. equipment and aircraft. About 66,000 employees

work at more than 2,000 sites across the country.

OMB Circular A-76 establishes Federal government policy regarding the performance of
commercial activities, and sets forth procedures for studying the structure and cost of its
commercial activities to ensure that operational expenses do not exceed the cost of such services
available from the private sector. The Department has conducted a limited number of formal A-
76 studies in recent years. We have been more focused on broadly based streamlining and
reinvention efforts, studying our organizational structures or general ways of doing business to
find ways of cutting red tape, reducing regulatory burdens, becoming more responsive to our

customers and otherwise making ourselves more efficient.

Interior has aggressively supported the organizational streamlining objectives of the Vice
President’s National Performance Review. In 1997, Interior employed 65,728 FTE, a reduction
of 11,669 FTE or 15 percent of total FTE since 1993. To date, we have reduced our workforce
by a greater percentage than all other domestic cabinet agencies but one. Similarly, we have
reduced headquarters staff, primarily located in the Washington, DC area, by more than 16
percent by the end of FY 1997, which also places us ahead of all other domestic cabinet agencies

save one (HUD).
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All Interior bureaus and offices have reduced administrative staff as a result of Interior having
issued about 90.000 purchase, travel and fleet management cards to employees who need them.
The cards are used to conduct over 150.000 transactions each month. This tool has allowed
Interior’s procurement workforce, which has been reduced by 24 percent since 1993, to
concentrate on the remaining more difficult and complex acquisitions. Use of the cards, and
other management improvements, have also permitted a reduction of over 35 percent from 1993

to 1997 in bureau central finance office employees.

Through the National Performance Review we have also created 34 reinvention laboratories, the
highest number among civilian agencies, which have streamlined and reengineered operations
ranging from human resources management to Alaskan land conveyance. These efforts, like
A-T76, are consistent with improving operations to promote good government. The work of these
laboratories appears so successful that they may avoid costs in the years ahead exceeding $100

million.

Working closely with our Senate and House Appropriations Subcommittees, we recently
contracted with the National Academy of Public Administration to compilete a major study and
make recommendations on the future role and organizational structure of the National Park
Service construction program. The Academy will have a final report in mid-June and we
strongly support the major thrust of the study - to utilize more private sector capacity in design

and supervision of National Park Service facility construction.
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When it comes to inherently governmental functions, such as the control of Federal dollars, we
have not been shy about comparing ourselves to the private sector. The Department of the
Interior utilizes the services of the Hackett Group to compare the efficiency of our finance
operations with those of the private sector. In case you are not familiar with the organization, the
Hackett Group is the world’s foremost benchmarking firm in the knowledge-worker field. Since
1991, its studies have helped more than 1.050 leading companies evaluate the efficiency and
effectiveness of their staff functions. The benchmark participants include 80 percent of the Dow
Jones Industrials, 40 percent of the Fortune 100 and 25 percent of the Fortune 500. These
benchmark studies are endorsed by the American Institute of Certified Public Accountants, the
Financial Executives Institute and other financial organizations around the world. [ am pleased

to say that Interior’s financial operations are on a par with the leading private sector firms.

Interior relies on commercial contracts, grants, cooperative agreements and compacts to support
its various programs. For the past several years, nearly 40 percent of our budget authority, 53.9
billion of our $10 billion budget, has been spent through outside programs. We are proud of the
fact that over the last five years, 95 percent of our procurement actions have been awarded
competitively. We believe this is one of the highest rates in government. Contractors provide

significant support to every bureau and every program of the Department.

We, like most Departments, have formed partnerships with a wide range of contractors to deliver
our services. In most cases, we have not used the formal A-76 process to establish these

4
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contracts. Rather. A-76 is one of the tools available to us in deciding how to operate in an
efficient, effective manner. At Interior, it is not always simply a choice between using Federal
employees or a commercial procurement contract in our system. We also are fortunate enough to

have substantial volunteer programs and many concession contractors who serve the public.

A number of our programs are seasonal, peaking in the summer, and of such great interest that
they receive an extremely large amount of help from unpaid volunteers. In 1997, for example,
90,000 volunteers contributed nearly 3.5 million hours of service through the Volunteers in Parks
Program. Almost 29,000 volunteers contributed 1.5 million hours of labor valued at $14 million

to the Fish and Wildlife Service.

We use private sector concession contracts as a key element of our mission and meet the
recreational needs of the public at many of our National Parks, at Bureau of Land Management
and Bureau of Reclamation sites, and a few Fish and Wildlife facilities by providing everything
from interpretive tours to boat rentals. The National Park Service has more than 200 concession
contracts and 400 concession permits, employing 25,000 people during the peak season,
generating gross receipts of $714 million per year, and returning $48 million, approximately 7
percent, per year to the Government. At major parks such as Yosemite, our primary
concessioner has far more employees than Interior. The concessioner employs about 1,650
employees during the peak visitor season, while the Park staff during this time totalé about 750.
Following the devastating floods last year, the concessioner a;lso invested in rebuilding the park’s

infrastructure.
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The NPS concession program is now the subject of legislative reform in Senate bill S.1693
Vision 2020 National Park System Restoration Act. Title 4 of the bill would revise the NPS
concession program by directing that these contracts must be awarded through a competitive
process that is free of preferences to existing concessioners. [t also encourages the Secretary to
contract with private entities to conduct a number of functions in managing the NPS concession
program. It is a bipartisan compromise measure, cosponsored by Senators Bumpers and Thomas.
The bill has been voted out to the Senate floor by the Senate Committee on Energy and Natural

Resources. Senate passage is expected this year.

During this Administration, the Department has conducted nine A-76 studies. The Office of
Aircraft Services has made A-76 determinations a regular part of its operations. From FY 1994 to
FY 1995, six formal A-76 cost comparisons were completed on 10 fleet aircraft. In August
1995, an A-76 study was completed on aircraft maintenance operations in Alaska. Although no
private sector bids were received, internal operations were streamlined as a result. In May 1997,
an A-76 lease vs. purchase comparison was completed which supported a decision to purchase
six Cessna 206 aircraft. Again in March 1998, another A-76 lease/purchase comparison was

completed for the purchase of four Cessna 206 aircraft.

In the early 1980s, A-76 competitions resulted in contracting for the operation of a photo
laboratory for the Rocky Mountain Mapping Center in Denver, Colorado, and for computer
operations and maintenance in Reston, Virginia, for the U.S. Geological Survey. Contractor
versus government operation of the photo lab was quite successful. With the same size

6
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workforce of 23 people. the contractor reduced a backlog of work much more quickly than
expected, initiated a needed air filtration system and added quality controls that enhanced

productivity.

In FY 1985. the Department's appropriation contained language which prohibited A-76 studies
of activities with fewer than 10 FTE for FY 1985 through FY 1988 by our land based bureaus:

the National Park Service, the Fish and Wildlife Service and the Bureau of Land Management.

While such legal prohibitions may have discouraged the use of A-76, hearings such as today’s
are making it clear that A-76 can be a valuable management tool. Current A-76 policy, which is
now directed toward large scale activities, allows activities of 10 or fewer employees to be

performed in-house or by contract if the service can be provided at fair and reasonable prices.

We completed A-76 inventories in 1996 and 1997, which we submitted to the Office of
Management and Budget. Interior has many activities staffed by fewer than 10 people. In many
locations staff have multiple duties to perform, which means their work does not always fall
neatly into one industrial category. Throughout the Department our inventory of commercial
activities shows that we have only 58 commercial activities staffed by more than 10 employees.
53 of the 58 are located in the National Park Service. This low number of commercial activities
partially accounts for the low number of studies, nine, which have been conducted in recent
years. We will conduct another inventory of commercial activities this summer, in accordance

with guidance issued by OMB on May 12.
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Interior relies heavily on the participation of the private sector in meeting its mission. The A-76
process is only one tool available to Departmental managers to improve the efficiency of
operations. We believe that the Government is best served by contracting policies

which allow agencies the flexibility to pursue organizational improvements in ways that best suit
their individual needs. As you can see, we have been a major player and remain committed to

finding better ways to serve the American public.

This concludes my prepared statement. [ will be happy to answer any questions you may have.
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OPENING REMARKS

Mr. Chairman, members of the Committee, thank you for the opportunity to appear
before you today to discuss commercial activities specifically as they relate to the use of
OMB Circular A-76 at the Department of Commerce. Over the past several decades
and continuing under the leadership of Secretary Daley, the Department has taken
steps to ensure that Americans receive the best value for the tax dollars they spend on
our programs. To accomplish this, we need to apply the principles of competition and
the free market to ensure that required services are provided at the best value to the
taxpayer. This means identifying work that may be performed by an in-house
organization, a contractor, or through an interservice support agreement; and ensuring

that ali pai'ties are given the opportunity to compete to perform that work.

BACKGROUND

The government policy set forth in OMB Circular A-76 recognizes that the Nation'’s
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economic strength depends on the competitive enterprise system and that Federal
agencies should, to the extent possible, rely on commercial sources for the products
and services they require when cost effective. The Circular does not, however, require
the exclusive usé of private sector sources. Rather, it encourages competition and
choice, and attempts to provide a level playing field for all parties capable of providing
needed products or services. Essentially, Circular A-76 is intended to assist Federal
managers in making sound and justifiable business decisions in carrying out

commercial activities.
Under the Circular, Federal agencies are required to:

- maintain and annually update a baseline inventory of all commercial activities;

- use the Circular's Supplemental Handbook to conduct reviews, which should
compare the cost of providing the product or service in-house, contracting with a
commercial source, and using an interservice support agreement such as a
franchise fund or working capital fund; and

- report A-76 savings in its annual budget submission.

Deciding to retain a commercial activity in-house is the preferred option when a review

indicates that: the Federal agency is able to operate the activity at a better value than a
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qualified commercial source, no satisfactory commercial source is available, or in-house
operation is necessary for the national defense as determined by the Secretary of

Defense or his designee.

Inherently governmental activities are excluded from coverage. Such activities include:
the regulation of industry, commerce, or use of natural resources; law enforcement; the
selection of program priorities; and carrying out monetary transactions such as tax
collection and revenue disbursement. Also excluded are: activities specifically
excepted by law, Executive Order, treaty or other intemational agreement; activities
involving 10 or fewer FTEs; or those activities undertaken by the Department of
Defense during a declared war or military mobilization. Commercial-type functions

within these activities are subject to A-76.

COST REDUCTION STRATEGIES

A-76 one valuable tool among many for achieving our cost-efficiency and management
performance goals. | wish to emphasize that over the past six years we have added
many such tools to our toolbox as we collectively explore ways to make government
more efficient and effective. Congress has aiso acted to promote improved govemment
performance by passing the Clinger-Cohen Act, the Federal Acquisition Streamlining

Act, and the Government Performance and Resuits Act.
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Throughout the first Clinton Administration, while the Office of Management and Budget
was revising the A-76 Supplemental Handbook, we at Commerce shifted our emphasis
to the principles of government-wide reinvention. During those years we were exploring
new methods for cost-savings and improving government performance, such as down-
sizing, re-engineering, reinvention labs, Performance-Based Organizations, franchise

funds, and customer service improvement.

As a result of our efforts, we established several reinvention iabs and one franchise
fund. We have also been pursuing the establishment of two Performance-Based
Organizations. Each of these efforts is designed to produce improved results at lower

cost to the taxpayer.

Overall, from FY 1992 through FY 1997, we achieved a 7.4 percent reduction in our
total FTEs. We reduced the number of managers and supervisors across the '
Department by 23 percent from December 1992 through December of 1997, and we
have placed relatively greater staff-power on the front lines, delivering services directly

to our customers.

Commerce is one of six agencies that established pilot franchise funds. One of our
funds, administered by the Office of Computer Services (OCS), is providing services to
18 new external customers. OCS decreased operating costs and passed these savings

along to customers.
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In January of 1994, the Commerce Department, together with Ex-Im Bank, SBA, and
USAID, developed four pilot “one-stop-shops” by co-locating with them to streamline
and consolidate delivery of field export marketing and trade finance services. The pilots
have grown to 19 — in major cities around the country. Commerce is emulating this
approach in smaller cities by co-locating many of our other domestic field offices with
state or local government offices, or universities to expand our presence, achieve

savings, and provide one-stop services.

Commerce eliminated the U.S. Travel and Tourism Administration (USTTA) and its
90+ positions. The essential governmental functions of USTTA are now administered-
by our Intemational Trade Administration at lower cost due to program synergies. Many

of the other USTTA functions were assumed by the private sector.

Each of these actions reflects a conscious decision by Commerce officials to take a
proactive step toward meeting our commitment to a government that works better and
costs less. We are proud of our achievements and pledge to continue making every

effort to improve operational performance and reduce cost.

In the early 1990s, OMB indicated that a comprehensive revision of the procedures set
forth in the Supplemental Handbook was underway. A-76 activity - as undertaken not
only by the Department but also, | believe, by other Federal agencies - was reduced

pending a review of policy concerns with the old version of the Circular.
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In March of 1996, the Supplemental Handbook was re-issued. Shortly afterward, in
June of 1996, OMB requested that each Federal agency prepare an& submit an
updated inventory. The Department requested input from its operating units, but
very little new \activity was identified for inclusion in the Commerce inventory. In
September 1997, we responded to OMB's request and identified one of NOAA's ships
for review - the ship KA'TMIMOANA (pronounced KAH' EE MEE MO ANNA; meaning
“Ocean Seeker”). Additionally, we are conducting a study of our finance and

accounting function to determine how its efficiency can be improved.
MOST RECENT COMMERCE ACTIVITY

Under the leadership of Secretary Daley, the Department has aggressively worked to
strengthen intemnal management and ensure the effective use of public funds allocated
for carrying out its mission. Commerce managers and employees have embraced
these goals — resulting in a widespread attitude of increased responsibility,
accountability, and results-oriented management. We are determined to provide

American taxpayers with a solid return on their investment — without waste or misuse.
| would like to share some of our efforts and successes with you.

«  We are merging potar orbiting environmental sateilites in cooperation with the

Department of Defense and NASA to share technology and data. This cooperative
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effort, which started early in the Clinton Administration, is estimated to save over $1
billion during the life of the program.
Since Secretary Da‘ley was confirmed, we have reduced the number of political
appointees by 100. Concurrently, we took steps to increase the number of career
civil servants functioning on a permanent basis in senior management positions.
We succeeded, with the result that there is a significantly larger number of career

civil servants in these positions than was the case for any recent predecessor.

We have proposed using statistical sampling to heip us conduct the most accurate
and cost-efficient 2000 Census possible. We estimate that the use of sampling will

save at least $276 million in FY 1999.

We are adopting an integrated project management approach to acquisition called
“"Concept of Operations” to re-engineer the acquisition process, improve the quality
of what we buy, and reduce the time needed to make a purchase. Examples of the
benefits of this new process, which simultaneously involves all pertinent
stakeholders, are dramatically reduced cycle times and the selection of high
performing vendors through the use of performance-based work statements. For
example, the Census Bureau awarded a laptop computer contract in 18 weeks
instead of the normal 12 months, and the Patent and Trademark Office awarded an

$8.8 million data warehouse development contract in five months instead of several
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years under the old process.

The development of the Commerce Administrative Management System (CAMS)
was experiéncing cost overruns and schedule delays. We changed management
in key positions and took several steps.to impose greater control over project
direction — we cut funding by 47 percent in FY 98 and committed to launch and test
a pilot system in seven months. We will not proceed with further investment until
the pilot works to our satisfaction. These changes led to reducing the costs of

implementing CAMS by $17 million in FY 1998 -- and will result in greater

assurance that any future CAMS outlays will produce effective results. Next

month, we will complete testing on a financial pilot.

We have taken an active role in overseeing NOAA's efforts to identify alternatives
to the NOAA fleet. In FY 1997, NOAA outsourced 1,215 of its Days at Sea —

25 percent of its total requirement. NOAA has been working with university vessel
operators on a Memorandum of Agreement which calls for the joint scheduling of
NOAA and university oceanography research missions. This will permit greater
access by both NOAA and university scientists to the most cost-efficient vesseis
available. Over the past few years, NOAA has decommissioned one-half of its
hydrographic fleet and is moving ahead with plans to contract with the private

sector for much of its hydrographic data requirements.
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We achieved a savings of $6 million a year resulting from downsizing the NOAA
Corps from 415 in FY 1994 to 299 in FY 1997. This totals $36 million for FY 1997
through FY 2002, inclusive. Since then, we have further reduced the size of the
Corps to a current count of approximately 260 — about 25 positions below the
current Congressional ceiling — as we seek to move greater amounts of the Corps’

work to the private sector.

These are just some examples of activities demonstrating our commitment to improve
management processes within the Department and its operating units, and to increase
the effectiveness with which we administer our programs. It provides an important
context for understanding that A-76 is one tool among many that can be used to

achieve greater efficiency in government.

PROSPECTIVE ACTIVITY

As stated earlier, we do believe that A-76 is an important technique in helping us
improve program management, and Secretary Daley is committed to re-energizing and

reinvigorating the Department'’s program.

Several fundamental issues should be considered in order to maximize the

effectiveness of the A-76 program as one of our management tools.
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First, it is critical that accurate and timely data measuring the true cost of operations is
readily available and reflected in inventories of commercial activities. Only by having
consistently reliable information - both with respect to financial resources and FTE - can
we expect to make the type of sound business decisions that the Circular is intended to
foster. Further, this information is essential to understanding the full benefits achieved

as we proceed to implement the Circular.

A cost comparison study performed under the rubric of A-76 can and should be
considered as one more effective strategy for maximizing the quality of service delivery.
This program can also lend itself well to meaningful measurement of the results

achieved.

Finally, it should be noted that the importance of effective oversight of our procurement
activities increases as we increase our level of contracting with private sector
organizations for commercial products and services. The responsibility for ensuring
that Federal funds are expended appropriately is no less when an activity is carried out

by a contractor than it is when a Federal agency carries it out directly.

Focusing on the Department of Commerce and our plans for moving forward in this
area - Secretary Daley has directed that we act aggressively to (1) develop an updated
inventory of commercial activities, (2) develop a practical list of outsourcing
opportunities based on the findings of that inventory, and (3) expeditiously identify the

resources needed to complete this undertaking - both at the Department level and
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within our bureaus. We anticipate taking a close look at inventory data to determine if
additional opportunities for private sector performance or competition exist. We will

examine the inventory to identify those areas offering the most promise for early review.

And, to help guarantee the success of this effort, we will ensure that the resources

needed to carry out our A-76 program are reflected in our FY 2000 budget proposal.
CLOSING

In concluding my remarks, | want to reiterate that Secretary Daley is committed to
ensuring that the Department of Commerce works toward the benefit of America's
businesses and citizens. We look forward to ensuring that Commerce is prepared to
meet the challenges at the beginning of the new millennium. We can do this most
effectively only if we work together with the private sector in identifying the best ways to

meet our Nation’s needs for products and services.

| have outlined some of the approaches that the Secretary intends to pursue. He wants
us to continue to be aggressive in promoting job creation, economic growth, sustainable
development, and improved living standards for all Americans, by working in
partnership with business, universities, communities, and workers. in these efforts, he
values the role of A-76 and our many other tools in helping us to save taxpayers’

money, to improve the quality of our services, and to improve our productivity.

Mr. Chairman, this completes my remarks. | will be glad to answer any questions you

may have.



