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Commercial Activities Program

(A-76) and the Army

IF THE READINESS REQUIREMENTS OF ARMY ACTIVITIES PERFORMING COMMERCIAL TYPE SERVICES CAN BE SUPPORTED BY EITHER GOVERNMENT CIVILIAN OR CONTRACT PERFORMANCE, A COST COMPETITION IS CONDUCTED TO FIND THE MOST ECONOMICAL METHOD OF OPERATION.


COST COMPARISONS ESTABLISH THE RELATIVE COST OF IN-HOUSE AND CONTRACT PERFORMANCE OF REQUIRED WORK.  THE COST COMPETITION PROCESS IS ESSENTIALLY ACCOMPLISHED IN SEVEN STEPS AS EXPLAINED BELOW:

· Congressional notification is required before

starting cost studies involving more than 20 civilian employees. 

· The performance work statement (PWS)

establishes what work must be accomplished to successfully deliver the required level of service.  It lists required tasks without specifying the method of performing them.  Past and projected workload levels are included with accompanying performance standards.  The PWS also includes the nature and extent of Government-owned facilities, equipment, and other property available to use in accomplishing the work.

· A management study is performed to analyze

the existing Army organization and operation to identify improvements, reducing the resources used to perform the work in the PWS.  This study develops the Most Efficient Organization (MEO) that forms the basis for the in-house cost in the cost comparison.   Army experience shows that competition with the private sector serves to motivate acceptance of change.  Management studies reduce operating costs and improvements are implemented as they are approved, thus saving resources earlier.



The Commercial Activities (CA) Program is based on long-standing policy that the Government will rely on the private sector for its goods and services when proper and economic to do so.  This national policy was first announced by the Bureau of the Budget in 1955, and affirmed when Congress wrote the policy into law as 10 USC 2462 on July 19, 1988. 


DOD increased its emphasis on competing commercial activities in 1995 and the Army now has a large number of competition studies underway.  With the current trend toward downsizing, the Army is learning to operate with less and continues to place emphasis on improving productivity and service.  Simply reducing the size of installation and mission budgets only serves to reduce the output or activity of those organizations.  The CA Program is consistent with the administration goals to increase productivity, while reducing costs. 


Commercial Activities are functions that provide products or services that are available from private sources.  Army activities suitable for either contract or in-house performance are base operations and similar support functions within the Army’s mission organizations.  These are distinguished from governmental functions in that the latter are so intimately related to the public interest as to mandate performance by Government employees.  Governmental functions include Army management and direction, as well as the command of military forces. 


CA competitions normally result in reductions in the number of Army employees.  Competition is a powerful motivator to accepting change that will improve the efficiency of government operations.  Reductions occur both in transition to the MEO and in transition to contract performance.  In both instances, the Army makes every reasonable effort to avoid the involuntary separation of permanent employees. 


Numerous programs are used to ensure that affected employees are provided assistance in locating job opportunities.  The Department of Defense (DOD) Priority Placement Program installation Reemployment Program, Office of Personnel Management (OPM) Displaced Employee Program, Installation Reemployment Priority Program, and other local programs are available to afford displaced employees opportunity to remain with the Federal Government.  Installations also maintain placement programs for jobs in the local economy.  All CA solicitations require the winning contractor to offer displaced employees the right-of-first refusal for employment openings with the contractor for which they are qualified.

· 
Following the management study, bids or proposals from private industry are solicited.  The solicitation for offers provides for a common standard of performance upon which to base an equitable comparison of Government and contract costs for performing the same work.  From this solicitation, the Army selects the offer that will perform the work at the lowest cost and best value to the Government.

· The Army’s MEO based in-house cost is calculated in accordance with the instructions of OMB Circular A-76.  Costs the Army will incur to convert to contract are also calculated.  Both are audited by the Army Audit Agency (AAA) to ensure that the estimates are accurate and based on the work set forth in the PWS.  Following the AAA review, the in-house costs are sealed and submitted to the contracting officer before bids or proposals are received from private commercial sources.

· After selecting the contractor that has the most advantageous bid/proposal, the cost of contracting is compared with in-house (Government) operating costs.  For a contractor to be selected as more cost effective, the cost of contract operations must be less than the cost of operating with Government employees by more than 10 percent of the in-house personnel cost.  This cost differential accounts for the intangible costs of transition to contract operations, the temporary decrease in productivity, and the cost of retained pay and grade.

· The results of the cost comparison are announced locally at the installation and subjected to a review period that allows affected parties to examine the decision documents and appeal portions that do not appear to be in accordance with the rules and costing procedures.  After appeals are resolved, the results are announced to Congress.  If the in-house operation is determined to be more cost-effective, the solicitation is canceled and the MEO is implemented.  If the cost comparison results in a decision to convert to contract, the contract is finalized and the contractor states his transition to begin performing the work.



Since 1979, the Army has completed over 468 CA cost competitions covering a total of more than 25,000 positions 

(21,577 civilian and 3,728 military positions).  The competition process streamlined the organizations covered, reducing the in-house workforce by almost 5,000 positions (20%) before cost comparison with contractors.  The cost comparisons found the Army workforce most cost effective in 240 of the competitions; contractors in 228.  Savings from competed functions occurred regardless of whether the government or a private company was awarded the work.  


There have been a number of comprehensive evaluations of the Commercial Activities (A-76) process.  GAO reports have concluded that the Federal Government would save between one and two billion dollars by completing A-76 studies across all Federal agencies.  The Army Inspector General (IG) conducted a comprehensive inspection of the Commercial Activities Program in 1989 and concluded that the program makes installations become more efficient.  In 1989, the Army Audit Agency audited ten A-76 contracts to verify the contracts were still cost effective.  The audit found that nine of the ten contracts were still saving money after several years of operation. 


In 1994, the DOD IG completed a study of cost growth from Commercial Activities contracts and concluded that cost growths were due to increases in contractor wage increases and increased workload requirements.  The DOD IG also concluded that the Commercial Activities program continued to save the Government money and to make the activities more efficient.


Other studies have noted that DOD could save billions of dollars by outsourcing support functions associated with operating military bases.  DOD's 1993 Bottom-Up Review, the 1993 National Performance Review, DOD's 1995 report from the Commission on Roles and Missions of the Armed Forces, and the 1996 report of the Defense Science Board Task Force on Outsourcing and Privatization each concluded that DOD could realize savings of between 20 and 40 percent by outsourcing support activities.


In March 1997, GAO reported that competing commercial services is a growing practice to achieve cost savings, management efficiencies, and operating flexibility.  GAO concluded, ”Our work indicates that the magnitude of savings from outsourcing over time is likely to be less than projected from initial cost comparisons.  Even so, competition is the key to realizing some savings, whether the function is outsourced or remains in-house.”


CONCLUSION:  The Commercial activities Program continues to succeed in reducing the cost of Army services.
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