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INTRODUCTION

ﬁGovernmentrprocurémentj in every sense, 1s bécoming

increasingly important not only in relation to quantity of
 goods and serVioes'consumed, but to the”general,eoonomy of
the country as well. This great impaqt on our economy was
vividly demonstrated in the recent recession when increased
‘pfessure was brought to bear, by many sources including
'Congressional representatives themselves, on the Government
for increased spending. It was rightly felt that this in-
creased spending would provide a business stimulus, due to
the additional dollars in circulation, thereby hastening
economic recovery. On the bther»hand, such a move would
- markedly inoréase.overall governmental expenditures, thus
placing additional burdeﬁ on the. already overburdened tax-
payer. Because Government Procurement is now a major issue
of public policy, it is essential for évery individual to
learn more about its intricate workings and how tThe tax
dollar is spent. i '

| . Pederal Government expenditures for the present
fiscal year will be-a staggering'$79.2 billion,* Of  this
total approximately‘$17\5 Billion** will be spent directly
bj the Air Force. As this expenditure by or under the
- direction of the Air Force represents approximately 22% of
the total federal budget, the role played by the Air Force
in the Government procurement scheme assumes gigantic
proportions. | ’ ' , | -
| In the furtherence of their objective, which is
‘namely to procure aircraft and missiles of the latest deSign
‘and to ﬁaintain our technological edge in the struggle for
leadership in the air, the Air Force utilizes a complex
system of procurement designed to insﬁre_"More Air Force per
dollar." |

* 10
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Among the various types oftoontracts necessary to
procure the men, materials, and services required‘are
Research and Development Gontracte,'Supply Contracts, and
Facilities Contracts.  Bach type has a. specific purpose in
the overall procurement scheme.

As 1t would be 1mp0831ble*to cover all phases of _
 this complex system within this single study, it is the intent _
| tovpoint out possible]economies within the small, but important,
.‘field of Government»Proourement,.that of the Air Force Facil-
ities Contract. Byﬂdefinition,,"Faciiities Contract means a
contract between the Government and the Contraotor providing
‘to the Contractor existing Government Facilities and/or funds
for the acquisition of facilities for the production or
develOpment of USAF material and serv1ces ok

The basis for original 1noeptlon of this type of
'contraot is that "It has long been the duty of the state to
- do what private enterprlse will not or cannot do."** Conse-
quently, because current production requireménts for highly
specialized products required by the Air Force cannot be
‘produced eoonomically or expeditiously by private industry,
iﬁ‘is neceSsary for the Government to supply machine tools,
equipment, and buildings or funds to acquire same, as required,
to private contraotors in order to meet Air Force delivery
requirements. Thls, it should be noted, is not only true as
‘regards the Air Force, but is also true of other departmental
agencies as well. -For purposes of brevity, our remarks herein
will be confined strlctly to those relating dlrectly to the
Air Force. :

As the amount of Alr- Force business grows, so does
.the utilization of the facilities contract. It is needless
'to say that without a program of this type we would not be
able to maintain our leadership in the alr, which is of critical
importance if we are to retain our bdrgalnlng position for
. world peace.

* 16, p. 1501
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However, as in any vast network of rules and
regulaﬁions, there are certain economies which could be
realized if time and effort is expended in critical analysis
and evaluation. Many areas of this procurement progran
would lend themselves to organization along the lines of
_private industrj, meaning substantial direct cost savings
not only within the procurement process itself, but also in
. the final purChasé price of the item to be secured. Whether
purchasing is accomplished by the government or private
industry, the desired result is the same: +to procure the
‘right quantity, of the'right guality, at the right time,
for the -right price.* ' | | _

It is the purpose of this study to direct attention
specifically to those areas within the Air Force Facilities
Contract procedures where revisions to the‘present Air Force
Procurement Regulations and Procedures would result first;
in direct cost savings for administration of the program and,
‘second, in lower unit purchase prices.

Continual efforts in this direction are being made
both within the Air Force and from organized businesgs groups.
The largest of such business groups are perhaps the Machinery &
Allied Products Institute and National Association of Manu-
v‘facturers, composed of leaders in a vast number ofkcompanies,
who retain full time offices. and personnel at strategic
locations for close laison with governmental decision makers..
Many changes proposed in government contract or procurement
regulations are first submitted to these organizations for

review and comment; however, suggéstions and comments made
'by these organizations are not necessarily incorporated in
the revised procedures. ,

: The Congress of the United States also plays an
important part in overseeing all procurement policy regulations,
‘but, due to their burden of work, cannot follow in detail every
proposed item. Perhaps the most progréssive step in this

* 2. p. 13



direction during recent years Wes the creation of the
_“Hoover Commission" in 1955, which was charged with the
“responsibility of analyzing the Federal Government and
. suggesting rev1s1ons or reforms to brlng about necessary
economies in its operation. .
_ By nature of its broad dutles, the "Hoover Com-
mission' was not able .to cover in detail any partlcular
phase of the Federal Government, but they did touch upon
broad overall procurement policies which would have a
resultant effect upon the Air Force Facilities Contract.
_ In view of the fact that this investigating organ-
'1zation officially ceased. operatlon on October 20, 1958, it -
is now possible to list its acoompllshments in the government
procurement fleld which have beeﬁ accepted by Congress ar
are stlll prending as follows:

' Top Proposals Aocepted*

_ 1. ©Set up a government-wide program to redﬁce paper
work (Which used to total 25 billionlletters and memos a
year) and cut storage costs. ‘ |
2. Pay higher salaries (up to $17,500 a year) for
career btechnicians and other governmenz employees Who have
-:profe851onal and scientific skllls. :
3. Create a Federal Career Exeoutlve Board to offer
Vgreater career Lnoentlves to competenﬁ management pe rsonnel.'
4. Overhaul mllltary proourement procedures to permit
‘the services to buy golntly such common items as fuel and
‘olothlng (the commission regrets, however, that this is not
mandatory on the serv1ces)
’ @4p Proposals Pendlng

1. Eliminate duplicate military and civilian jobs
in the Defense Department (the commigsion found 16,000
instances of duplication, but admitbted that even if this
recommendation were adopﬁed, enforcement probably would be
difficult).

* 12



2. Set up central management of all government real
estate (some 838 million acres and 2.4 billion sqguare feet
of floor space), and sell all unneeded property.

o The above lisbting only includes top proposals
which directly affect the Air Force Facilities contract.
Many other notable accomplishments were made by this com—
migsion in spite of opposition”from manj gquarters but need
not be detailéd herein.

Unfortunately, it is felt that establishment of
a similar commission to delve further into this problem is
a remote possibility at this time. -Mr. Hoover, who spear-
headed the commission, is now 84 years old, and without his
prestige, it is doubtful whether a new comumlission could
hardly get off the ground. ‘

In this report, a comparison of the present Air
Force procurement setup for a facilities contract, 1nolud1ng
'organlzatlon, personnel, prooedures, and oontrols, will be
made w1th standard textbooks and two oommer01al business
firms in Worcester, Massaohusetts area who are engaged in
the same type of procurement, that of securing capital,
goods, and eguipment. For increased emphasie in the area
where_savings by revision of regulations will allow lower
purchase prioes, a case study will be utilized by analyzing
an actual Facilities Contract now in operation. ‘ '




CHAPTER T.

THE FACILITIES CONTRACT

Scope

, Before approaching the subject of possible cost
savings in Air Force Facilities Contracts, it is essential
that a complete understanding of such contracts be acquired
in order to distinguish them from other types also in use.
The Facllities Contract has already been defined in the
Introductory Section of this repoft, but it is neéessary to
note that its scope encompasses all the activity involved
in making Government owned industrial facilities available
to an Air ForceVContraqtor and in supervising their use,
from the time it is determined that such facilities are
required until the time the contractor is relieved of all
responsibility with respect to them.* '

o This type of contract is only issued, for the Air
-Force, by the Industrial Resources Division of Headquarters
AME,'Dayton, Ohio upon formal written application by the
contractor. It is ndt necessary to‘detail the procedures to
be followed in applying for and securlng a facilities contract
_as this is beyond the scope of this study, however, infor-
matlon in this respect may,be secured in Section XIIT,
Part 24 of both the "Armed Services Procuremsnt Regulations™
and‘the "pir Force Procurement Instructions.!

Facilities To Be Provided

The type of facilities allowable under a Facilities
Contract varies, depending mainly upon contractor need and
ownership of'the'plant at which facilities are to be provided.

In a contractor owned plant, the f0110W1ng faCllltleov

may be prov1ded by the Air Force:** _
_l. Machlnery, including standard, special, ox
| 51nvle purpose machine tools.

* 16, p. 1302
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. - Machine tool .accessories.

Equipment, including welding machines, heat

treating equipment, and plating or anodizing

equipment. _
Building Installations - Mechanical, consisting

.of craneg, hoists, ventilating and exhaust fans,

and conveyors.

Labvoratory and testing equlpment whlch are of
standard‘manufaoture only, including electronic
testing‘méchinés, hardness testers, lab. ovens,
metallurgical speotrographs, optical comparators,
and standard gages and inspection equipment.

Furniture and equipment inoluding offioe’equipe

ment, standard steel work benches and shelving,
standard steel lockers, cafeteria eguipment,
(excluding dlshes, pans, ete. ), hospital equipment,

time clocks, and card racks.

Portable toolsg including riveters, impact

- wrenches, screw drivers, drills, etc., only if
they are standard commercial types with life

inbexcess of 4 years on a 2 shift, 5'day week
basis and unit cost ih excess of $500.00.

‘Material handling and automotive equipment

consisting of fork 1lift trucks, warehouse
tractors, and fire trucks. '

_Installatlon costs for all of the above refer~
" enced items.

In a Government owned;plant all of the above llsted

facilities may be provided as well as the following additional

items; *
' 10.
11.

Land'including clearing, grading, and drainage. -
Buildings and test cells. . (Major construction
Jjobs are, however, oontracted'for, not by the

* 16, p. 13923



Air Force, but by the Federal Works Agency and
the Corps of Engineers of the Army.)*

12. Building rehabilitation and alterations.

13. All building installations not mechanical
consisting of plumbing, ventilation, power
wiring, sprinklers, heating, lighting, and
air conditioning. . “

14. TLand installations (on 81te) con51st1ng of
paving, roadways, railway 81d1ngs, utilities,
and fencing. \ A |

15. ©Btandard commercial trucks.

Industrial Reserve System

The Air Force, like the other Branches of Service,
maintains an Industrial Reserve Syetem which consists of a
machinery, equipment, and vehicle pool for supplying same
 under Facilities Contracts. The Air Force‘reserves the
right to supply to the requestinglcOntractor_any item of
equipment available in this'Industrial Reserve System if
lt will meet the stated needs of the oontraotor."

The machlnery and equipment in the system is
acquired ‘through Air Foroe Pool Orders with machine tool
manufacturers, from Air Force Contractors who have declared

" the item surplus to their partlcular needs, or through trans-

fer from other Defense Department agencies.
The Facilities Lease Contract

The Facilities Contract should be.distinguished
from the Facilities Lease Contract. In the former case,
the contract provides only for‘aequisition of the facilities
- to be used by the contractor Once‘these facilities have
been acquired, some equitable arrangement must be made between
the  contractor and the Air Force for their eernded use.
' For this purpose, the Facilities Lease Contract is utilized
which sets forth the specific use the equlpment is to be

* 3, p. 11405



 put to, the term of'nse; and COmpensationbto{be given the
'Alr Force, if any, for théir use on productlon wWork. o
Administration of this type of contract 1s radically dlfferent
than for a pure Fa01llt1es Contract and as such will not be
dlscussed in this study. . o _
_ ' The Facilities Contract mnay be any one of the. many
types of contracts catagorlved as fixed prlce, price redeter-
mlnatlon, cost cost plus 1ncent1ve, cost plus fixed fee, time
and material, etc., however 1%t is generally of a cost nature.
Consequently, dlscusslons regardlng the Facilities Contract
cannot be conflned t0 any one of The above types and must
encompass con51deratlons which are common: to all. Hach type
of .contract is a story in itself. and would require a complete
k'thes1s to- fully dlscuss all management con51deratlons required
1n the admlnlstratlon of 1t  As we are not primarily con-
cerned here with the actual Worklngs of a: partlcular contract
_but rather with the admlnlstratlon of the Facilities Contract
‘ system itself, discussions will be conflned to those faCts
kpertalnlng only to the system.

Method of Operatlon

Actual procurement under a facllltles contract is
normally carried: out exclusively by the successful contractor.
‘Hence, the role of the Air Force is not that usually thought
of . 1n the purcha51ng sense, but one of overall admlnlstratlon

'r“and approval of contractors. procedures. The contractor must

- first make the purchase and then.seek reimbursement from the
"Alr Force .on the basis that the procurement was necessary,
vgustlfled, in accordande Wlth ex1st1ng procedures and regu-
‘,latlons, and in the best interests of the government. v
Consequently the entire system, anludlng all: personnel
tretalned by the Air Force for administration under a Fa0111t1esp
Contract is mnot devoted to the acUual purchasing process itself
tbut is de51gnated to act as a ”watchdog” to 1nsure compllance
~with the 1ntent and the. letter of the contract. . ‘
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CHAPTER I

' ORGANIZATION

In order te accemplish'its staggering task of
channeling appropriated dollars- to the proper outlet where
they can be spent, the Air Force mainbtains an‘organization‘
which is indeed larger than that which would be maintained.
:by a private concern. accomplishing the same result. This
is understandable in that expenditures made by the Air Force,
or any governmental agency, are not only concerned with
procurement but with political considerations as well. The

. dollars being spent are not those of prlvate lnvestors but

are public funds secured through income tuxes, corporatlon,
taxes, etc.'and as such greater control must be exer01sed
to protect the public interests. :

Lines of Authority and Respoﬁsibilitz

Exhibit I, included in this report, indicates the
Air Force Procurement organization,from its highest level,
the Secretary of the Air Force, to the first intermediate
. level, Headquartérs AMC located at Wright—Patﬁerson Air

"Force,Base,'Dayteh, Ohio. The function of this‘porﬁion of

' the Air Force procurement organizatien in relation to the
Faoilities‘Contract is'to either,initiate a request to
establish same, when it is determined that a plant is
_reqpired to accomplish some'phase»qf production which cannot
~adequately be handled by existing private industries, or
to give final approval %o requeste initiated by private
contractors which have been received by the Alr Procurement
Dlstrlcts and the Air Material Areas

The Secretary of Defense- is, of course, a member
of the President's cabinet and the other subordlnate offices
listed are located at the Pentagon, Washington, D._C.' Because
of this, it isvpcssible to feel}the pulse of the public
threugh contacts with the President, Congress, and lobbyists
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in- Washlngton and 1t is. only flttlng then that all decisions
as to overall pollcy are made at thls level. Matters per-.
talnlng to details in carrylng out the broad pollcy decisions
are relagated to Headquarters, AMC. ‘

- Local Purchase Method

At this p01nt it should be noted that all Air Force

-_,procurement ig accomplished” by one of two methods - central

procurement or local purchase *. 'As the Facllltles Contract
' is handled througthhe‘centralaprocurement system, the local
~ purchase system will no® be'discussed except to staté that
individual Air Force installations buy their own requirements
under  this method. Supplies and services bought'underlthe
local purchase method include those which are generally of
_the type that are readily avallable on the open market are
less complex than those . which are centrally procured and
are. nore of a commerclal than purely military type Included
are Memall purchases,” mlnor-constructlon, local repalrs,
and serv1ces of_a»housekeeplng nature.*

Oentral PrOcurement Method

Under the central procurement method the follow1ng
types of items are procured in addition to Facilities
Contracts, large or complex 1tems, such as mlss1les, aircraft,
aircraft engines, major components of the foregoing, elec-
tronic equipment, support equipment, bas1c research, and
applied research.* - - ' . o
| ‘Geographic Location of Administrative'Offices

Exhlblt IT 1ndlcates by location the organlzatlon
utlllzed for issuing and admlnlsterlng the fa0111tles con-
tract under “the central.procurement svstem‘ ~Ranking, by
authorify,”is'as'followsf First, Headquarters, ANC, Wright-
,Patterson Air Force Base, Dayton,:Ohlo, Second, all Air )
Material Areas; and'last,,all“Air'Procurement.Dlstrlcts.

A1l rules, regulations and:contracts are passed'down‘in

%13, p. 43
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14,

this order while requests initiated by private contractors
must follow the pattern in reverse order for approval.
’ Departments

Headquarters,AMC ~the Air Materlal Areas, and the
Air Procurement Dlstrlots are all departmentallzed by
function to be performed. For example, there’ 1s.a_Contract
Section in the Air'ProcurementADistriot which reports to
a Contract Section in the Air Material Area, which in turn
reports to a Contract Section atheadquarters,‘AMC. This-
~generalization can be used for all of the following depart- .
ments which are to be discussed, except the Audit Branch.

The major departments Whlch are dlreotly connected
in the admlnlstratlon of a Facilities Contract are the |
vContraot‘Sectlon, the Production Section, the Property Branch,
~and the Quality Control Division which are'departmentalized
as discussed above and the Audit Branch which ie a‘direct
representative of the Auditor Gemeral, USAF.* However,
regardless of the- phy31cal location of these departments,
each is autonomous in its own sphere of respon51blllt1es and
:the procurlng contraotor under a Facilities Contract is faced
 with the necessity of determlnlng exactly what these respon—
sibilities are, and must then channel its problems to the
“Droper department. , o

"Briefly, the varlous functlons and respon31b111t1es
eof these departments in relatlon to the Fa01llt1es Contract
- are .as follows y
- Contract: SerlOn - .To de31gnate an . Admlnlstratlve

Contractlng Officer Who will** -
1. Determine allowaorllty of oosts, under the "Armed
Ssrvices Procurement Regulatlons,”.Sectlon 15.
. 2. Approve oontraotore,invoioes for payment.
3. Review and approve prioes of spare parts under

* 14, p. 38
- ** 14, p. 8
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11,

12.
13.

14,

15.

prov151on1ng appendixes, flnal spare parts

exhlblts, or otherw1se.
Approve 1nsurance costs under approved

insurance plan.» o
Review and approve wage and salary schedules -
in connection w1th cogt relmbursement type
contracts. v

Approve suboontracts and purchase orders to
vendors in accordanoe W1th the prov151ons of
the contraot being administered.

Determine respon81b111ty of contractor for

v_dlsp081tlon of - surplus and obsolete Govern-—

ment Property and approve sales when made by
contractors.: , -
In case of loss, destructlon, or damage to

Government property, determine llablllty of

contractor, if any. o
Prepare findings of fact and issue final

“.decisions on nonallowable 1tems of cost under

the ”Dlspute" article.

. Approve items for aoqulsltlon or performance.

Authorize the use of facilities in accordance
with the terms of the contract.

Negotlate fixed. overhead rates.

Enforce the proper maintenance and protectlon |
of Government owned fa0111t1es covered by

VfaCllltleS contracts and. leases. ,

Generally make determlnatlons and glve approvals
which are requlred,by the provisions of ‘the
Contract and perform'such other duties as're—
quired. o ' i

~Production Sectlon - Wlll a851gn a productlon o

speolallst or. progect offlcer who will*

l'

14, p. 50
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tarded due to technical difficulties that may

',bevexperienced-With contractural requirements.
Approve facilities to be provided on the basis

of approprlateness to meet contractors pro—

duction requlrements.

Insure that the contractor is using the equip-

.,ment enough to gustlfy retentlon and that such

5.

~use is on approved contracts.
Assist contraotor in securlng fa0111t1es in

accordance with vendors dellvery requirements.
Review contractor's requests for items to be
declared surplus. ‘

Property Branch - To des1gnate a Property Admlnls—

trator who Wlll*

l"“

2.

‘Insure compllance with contract requlrements

relative to Government Property.

Insure fulflllment of all obllgatlons 1mposed
by ‘the Air Force: Manuals and implementing
1nstructlons. '

Qualltv Control DlVlSlon —'To de81gnate a Qaallty

Control Representatlve Who Wlll**

l_c'

Insure contractor s 1nspectlon and acceptaace
of - supplles for the Air Force are in accordance
with SUandards of Quallty prescrlbed by the
Government : . '

Verify condltion of machinery, equipment, etc.
as reported by the - contractor.. R '

_Rev1ew and approve contra0uors malntenance

program and procedures.'

" Make all decisions in regard to technical

requirements.

pInsure'thathir Force contractors'eStablish.

* 14, p; 44

+% 14, p. 48
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and maintain an adceptable Quality Control
System. o
Audit Branch - Assign an auditor who will*

1. Audit expenditures made by a contractor for
which the latter is requesting relmbursement
- - under the terms of the contract.
2. Render technical ass;stance‘to the adminis-
trative contracting officer with respect to
the audit aspects of the éontractors operation.
The Administrative Contracting Officer has by far
the closest relationship with the procuring contractor, and
is required, under the terms of the contract, to render all
decisions affecting funds. However, the Production Specialist,
the Property Administrator, the Quality Control Representative,
and the Auditor who are instrumental in making decisions in
their own particular sphere of respon31blllty are not under
the superv131on of the administrative contracting officer,
but report to their respective department chiefs.
' | - Changes Required

This somewhat comprehensive study of the actual
‘organizational channels utilized for Air Force proourement'
under a facilities contract, as Well as the dutles thereof,
suggests a number of changes which can be made to overhaul
the system with a view to a clearer definition of authority
and uniformity of practice and to avoid unnecessary pyramiding
of checks, reviews, and other administrative control devices.

AdminiStraﬁioﬁ is concerned with converting policy
into practice. At'the head of each division is a person
responsible for the division and in possession of authority
for supervisioh and‘oontrdl. Fach division may be organized
into a framework of departments with an operating headﬂof
- each department.** This is true to a limited extent as
regards the Air Force organizational set-up, however the

* 14, p. 38
** 1, p. 51
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head of the division or the coordinatorbof ideas, being _
at Headquarters, AMC, is remotely removed from the actual
operating departments, which are the Air Procurement '
‘Districts. In between, in addition to a great ‘number of
-phy51cal mlles, are the Alr Material Areas which serve
merely as an addltlonal review or check upon the work of
the Air Procurement Districts. Certainly, if the Dersonnel
'utlllzed at the Air Procurement District level are Judlclously
‘chosen, there would be no need for an 1ntermed1ate check or
review. 1It.1s not proposed that the Air Material Area be
~eliminated as it serves a distinct'purpose under supply
‘contracts and personnel admlnlstratlon “but those departments
'speolflcally devoted to the Facllltles Oonbract could be
eliminated with a resultant decrease in personnel. There
would bevnO'additional burden'assumed'by either Headquarters,
ANMC or the Air Proourement Dlstrlcts as coordination could
be accomplished dlreotly between them.. ; o
Both the Wyman -Gordon Oompany, TOrcester Massa- :

ohusetts and the Bay State Abra81ves Gompany, Westboro,
Massachusetts utilize organlzatlons for procurement of
. capital equipment items where top supervision coordination
is the next step above the varlous departments who enter
into the decision to procure an 1tem. The only check placed
upon the actual proourement itself 1s»by'the audit deﬁartment,
although the engineering'depértments do retieW bids not for
prices gquoted but as to whether speclflcatlons have been
: met.-» _ ‘ S

| The duties of the various departments within bthe
Air Force organlzatlon and llnes of authorlty and responsi-
"blllty are not clearly defined in any publlcatlon which is.
" readily accessable to the procuring contractor and needless
time and effort is spent in determining what action 1s
requlred by'What department Even the'spe01flc duties
'llsted 1n this report which were taken from a. publlcatlon
not usually avallable to the prlvate contractors, present
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areas of overlapping responsibilities'and authority that
must be straightened out during operation of the contract.

A good job evaluation System,bsuoh as 1is hOW in
use by the-Wyman-Gorden Company and the Bay State Abrasives
Company, which requires a basic job'description would be
1nvaluable if said Job descrlptlons were made avallable to
~ the operating contractors. In this way the duties and re-
sponsibilities of each department would be readily apparent,"
‘and much time, effort, and paper work in determlnlng these
facts, under contract. operatlng condltlons, saved. Deter—;
minations required for expediting matters could then ©be o
referred to the proper department with assurance that proper
actlon Would be taken as rapldly as p0551ble.

_ One further step Whloh could be taken to stream-'
line the organlzatlon Would be to establlsh the productlon
'department property section, apd quallty control branch
as staff departments reporting on all matters to the
~contracting officer. It would be adv1sable £0o leave the-
audit department under present gurlsdlctlon‘as this is the
o mest effective'check and review on all departments and as
".such should be completely divorced from control of the
operatlng departments.

"The above suggestlon Would tend t6 centrallze
procurement and related funotlons under the Facilities
Contract.. It would be advantaveous both to the Air Force
and to industry to deal Wlth a single ofllce in settling
all problems which arise and would certainly decrease
' administrative costs to the Air Force. o
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CHAPTER TIT

PERSONNEL

- Importance of Competent Personnel

The success or failure of the government's
procurement program under a facilities contract must depend
flnally upon the people who administer that program. There-—
fore, no aspect of the Facilities: Contract is of more
1mportanoe.v The topic .of Personnel must include consideration
of both military offlcers and civilian employees of the
Unlted States as both occupy p031tlons previously dlscussed
in Chapter IT and no discrimination as to employment is made
between them. The only ‘exception to thig rule are the
cabinet officers, in this case the Secrestary of Dsfense,
and the heads of agencies such as Secretery of the Army, "
Navy, and Air Force, and their aides, who are civilians and
are appointed by the President. Thie latter group provides
the top level direction for Government activities not only
within the Facilitiee Contracting field but in a host of
" others, and are politically responsible to the electorate.
‘Hence, no consideration will be given to this level of
administration as any chenges made in this area would have
to be of a personal*nature initiated by the President because
of public or personal sentiment.

' As both military officers and 01v111an employees
perform identical functions with the same organlzatlons,
although it may be in a different geographical location,
they should be considered as one group in any discussion
relating to personnel. However, there are minor differences
which will be discussed as each major phase of the personnel
problem ig defined.

The Facilities Contract awarded to a contractor
has two basic parties to the instrument - The United States
of America and the contractor. Each Air Force representative
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_ referred to in Chapter II, the Contracting Officer, the _
Property Admlnlstrator, the Quallty Control Representatlve,.
and the Auditor, in thelr own realm of respon51blllty, are
to assume in the name of the United States government its

- position as a party to the contract. Hence the stature of
these people must be such as to demand respect by all levels
of.management of the conmtractor as this will be the very

same respect in which the contractor holds the United States
Air Force. This point is clearly recognized by the Air

Force as indicated in the following instructions issued to
thelr Contracting Officers. , |

o “Magor Contractors to the government are usually

" corporatlons that are staffed by a full complement of Well—pald"
experts - lawyers, comptrollers, treasurers, cost accountants,
engineers, auditors, and whatever other talent is required

to conduct successfully a 1arge‘manufaoturing business.

The contracting officer is usually outnumbered
at austere and dignified meetings with the corporate of-
ficials.v He must cope with a galaxy of special abilities,
~and argue major issues on a par Wlth each of the soeolal
talents....... ‘ ’

The contracting officer, hlmsell, may not be a
lawyer, an aocountant ‘a cost expert, an engineer, or any
of the specialists ~ and he cannot be all - but thls ‘does
not detract measurably from his ability to deal with them
evenly and on their own ground."*

Truly then, these people must be of exceptional
personal stature and ability, It is the intention of this
seotlon of the report to analyze the eXiSting personnel
s&Stem to see 1f proper steps are being taken to secure and
;retaln this required talent.

~ Private Industry Appraisal A

At this point it would be well to preface the

remarks to be made on the Alr Force personnel system with

* 14, p. 1.
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the general feeling of private industry . which is "It is
our belief that the<great majoriﬁy of governmént-employees
are competent, induétrious, and dedicated to the interests
_of‘the_United States. If there are personal or professional
shortcomings in the performance of certain government
contracting pérsonnel - and the great weight of evidence
indicates this to be the case - the fault, we think, lies
in the system rather than with individual employeos 1

Pay Scales'

The first consideration which is of utmost
importance in seCuring men of the proper caliber is the
pay scale offered by the Air Force to men who are expected
to fulfill the requlrements of the above jobs. As no »
SpelelC case can be 01ted as to the exact pay scale for
this personnel, it will be necessary to establish the range
of pay scale available for this type of work. The military
officers range from 2nd lieutenant to major with a paj
rangé from $4,200.00 to $8,400.00. Civiliam employees,
who are within the coVerage of the civil ssrvice systenm,
range from classification GS-10 to GS-12 with a pay range
from $6,000.00 to $8,200.00. As a basis of comparison, the
~contractor personnel, With'whom the Air Force personnel must
deal, are usually in the salary ranges of $10,000.00 to
$20,000.00 per year, and in some cases more.

As can be seen from the above comparison, there
is a radical difference between the compensation received
by the two parties to the same agreement Who are to deal
with each other as equals. It is true that a concrete
conclusion cannot be drawn from the above which would indi-
cate that one type of personnel is 1nferlor t6 the other,
but it is also true that an individual will tend to seek a
position which pays commensurate with his ability to perform,
Merely in a sense of fairness or justice, the pay ranges
should be identical as it is unfair to exploit an individuals

* 5, p. 50
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Y

desire to serve his country by offéringban annual wage
which is less than that which is adequate for. proper
compensation., Of great danger, is the fact,that the lower
pay scales will tend to drive the able, the ambitious, and
the strong willed out of the Air Force contracting field.*
Revision of pay‘soales_for annual salaried
employees (as well as Military Personnel) is a function
reserved by the legislative branch of goverament - the
Congress. Nevertheless, Congress‘makes’considerable use .
of the fects and recommendations provided bybthe executive
branch.** It is here that a.realization of the overall
problem must arise and legislation initiated whereby pay
scales may'be nade commensurate with private industry.
Unless and untll this is accompllshed publicAopinion ‘
notw1thstand1ng, the Air Force personnel system will tend
to suffer and adequane protection of the best interests of
’the government will be in geopody It is firmly believed
that higher pay scales will attract competent personnel
Who will be capable of making those decisions which will
result in lower ultlmate proourement costs under a Faellltles
Contract. o »
B - - Seleetion;of.?ersonnel

~ Another eonsideratidn which is Qf‘utnosﬁ importanee
Cif the proper personnel are‘to»be seeured'for-these positions,
is the method utilized'by the Air Force for selection of its
‘personnel. .Here there is'a-slight'deviaﬁion in the methods
'availanle for military officers and“oivilian_employees as

the military is nestrioted~to those individuals who have »
specifically decided upon a military career or are temporar— -
ily in Service, not of their own free choice. Thus, the
number of military offlcers avallable is very reSUrlcted.

_ *>5) P 31  »
** 17, p. 5
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Civil service, on the other hand, offers a civilian career
which is considerably more attractive and thus can command
a gfeater number of appllcants.

Military personnel are utilized in those positions
" where it is indicated they are most suited. In many cases,
the officer himself will request transfer into a position
he knows is vacant although in the majority of cases request
is made by the Air Procurement District or Air Material Area
military chief. There is a tendency in this type of system
to foster utilization of military officers in positions
vital to the Facilities Contract merely because it is expe-
- dient, they are availabie, or>bé¢au5e the duty appears
attractive. EXperience and training, both military or
Civilian»»may or may not be considered when the appointment
is made. In addition to this, the military system itself
has built into it, the undesirable feature of assignment
rotatlons. Henoe, after a military offlcer has spent time
to acquire experience and knowledge on the Facilities
Contract, he will be transferred, not necessarily into a
position requiring the same talents or skills.
, - Civilian employees are, hoWever,'under the Jjuris-
diction of the Civil Service.ACt_of_lSBB which is supplemented
By Presidential Executive Orders and detailed regulations
issued by the Civil Service Commission.* Under the Civil
Service'Aot, selection is left up to the respective department
head exolusivély. A common mistaken idea is that all posi- .
ﬁions are filled by competitive examination. This is not
frue althbugh this is one avenue open to the deparfment head,
and is probably‘the one most commonly used. Other methods
are direct hiring, transfer, reassignment, promotion and
reemployment .** ' S -

It is a recognized tendenoy for: department heads

* 17, p. 2
** 17, p. 6
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to rely too heavily on the employees within their immediate,
limited purview as the sole source for selecting persons

to fill higher positions. This practice may fail to consider
better gualified persons eligible for the promotion since

the area of consideration 1s so narrow.

Basically however, filling a position in the Air
Force is the same as in any business organization. The main
difference is that once the selection has been made, it 1is
extremely difficult o change in view of government regula-
tions which have been enacted specifically to insure Jjob
tenure. In a private business organization the penalty for
inefficiency is dismissal immediately, whereas dismissal
from the Air Force position is a long drawn-out process.
Therefore, all of the known skills of personnel selection
should be utilized such as AVA tests (Activity Vector
Analysis), careful scrutiny of background, education, and .
experience, and review by an impartial board of personnel
experts, prior to the installation of anyone in a government
job. In addition, the right to remove a civil servant for
inefficiency or inability to perform the work should be
strengthened and placed on the same basis as privaté industry.
Unless some action is taken along these lines, the Air Force
cannot be assured that its interests are being adequately
protected under a Facilities Contract.

As detailed in Chapter I, the Facllities Contract
is primarily concerned with the acquisition of capital equip-
ment items and the construction phase of procurement. Hence,
it is essential for all members of the Air Force team, as
well as those of the contractor, to be familiar with these
types of items. One must be familiar with the terminology
and the many rules of thumb prevalent in the trade in order
to accurately appraise requests for procurement and discuss,
on equal ground, The merits of a given request. This
knowledge can be acquired through formal schooling in an
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engineering coilege‘or, as is more common, through actﬁal
-experience in the field. TIn addition to this specialized
knowledge, a good background or working knowledge of
business fundamentals is required.
~ As this combination of knowledge is not ordinarily

found in a going industrial concern, it is often necessary
for the contractor to hire personnel, from outside its
normal sphere of'operation, to fill key positions‘in its
Facilities Contract Organization. These people are experts
in their field and normally move from job to job as the
occasion demands. In this way, the contractor can be
assured of up to date, accurate information which will
adequately protect its interests as a party to the Facilities
Contract.* | A |

‘ Personnel utilized by the Air Fdroe, on the other
hend, are those who have acquired job tenure through length
of service and who may or may not have the knowledge re-—
.quiréd for proper administration of the contract. In many
cases, as the Facilities Contract is not as common as the
Supply or Research & Development types, the Air Force _
- administrators have but a minimum of understanding of such
‘matters. Because of this, they are apt to lean too heavily .
upon statements or determinations made by the contractor’
without making an independent check or analysis.

It is not the intention of this report to infer
that such a check will indicate falsehoods on the part of
the contractor, but that merely from the principles of
good business practice a review or approvalgshould'be~
independent in nature based upon knowledge which is of a
- different origin than that utilized for the original
determination. In this way possible mistakes can be
corrected before they assume serious proportions.

Unfortunately, training for Air Force personnel

* 18
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utilized onkthe Facilities Contract is not on an organized
basis and variesrdepending upon the department head. In
many instances, due to'thevpreesing day to day aotivities,.
- no such ﬁraining'is utilized The phllosophy of government
personnel training is empha51zed in the follow1ng
"The process of education. contlnues throughout

én employee's career. He learns from his superv1sor,_
from hls colleagues, and , if he himself is a ‘supervisor,
from his subordinates. Frequently his learning‘and improve-
ment in hisiwork can be strengthened or speeded up through
' staff conferences, by_formal on—the-job courses, by special
reading, or by taking:conrses off the Jjob."* -Two week
duration Contracting Officer Schools are held periodically,. .
the latest of which was held in~ December 1958 at Middletown
| Alr Material Area in Pennsylvaniaj however, a multitude of
;tems must be covered within.a relatively short period
.méking disoussionsoof a~general,nature only. This is ade-
.énate as far as it goes, but due to;the speoialized nature
of the Facilities Contraot ‘1t is’felt that some formal
tralnlng, either on or off" the Joby s essential if the
‘ personnel designated by the Air Foroe ‘as their representa—
.tlves are to adequately'”protect the 1nterests of the
government" and be in a position to discuss with emphasis
%ne'many problemS“peouliar‘to this phese'of.Government
Procurement. ‘ ) | |
In addition to possible revisions %o the'
government personnel system referenoed above, it is
necessary to. state that the system appears to be predloated
upon an assumption that the people who man it are not com-
- -petent to handle the Government's business without detalled
review.+ Thig is indicated by the fact that most final
deolslon~mak1ng power is reserved to Washington or to
similar central offices. The ultlmate result of such a.

*17, p. 11
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policy is to create a etultifying influence which causee
the average Air Force employee to not exercise such
authority as he does possess.. The immediate outgrowth of
this type of an influence is a tendency to increase the
number of personnel required to run the system as most
personnel added are merely to exercise checks and review
decisions made by subordinates. As it must be assumed
that competent personnel will be selected to make the
original decisions, the need for more than one reviewing
person should be eliminated.

dhanges Required

It has not been the 1ntent or the purpose of
this study to cover every phase of the military or civil
service personnel system as this would be unnecessary in
a discussion restricted to the Facilities Contract. Many
suggested improvements to. both the military and civilian
persdnnel system have been proposed by the legislative
branch of the government, such as better retirement funds,
vacation pays, travel allowances, and proper compensation
for overtime. These would apply o Air Force employees
regardless of the type of occupation and would not be
confined strictly to rzmarks regarding a Facilities Contract.
As these suggestions are so broad in coverage, no attempt
has been made to analyze their merits. It must be stated,
however, that much work can be done in this area commonly
referred to as "Fringe Benefits." It is also understood
that any improvement made in this area would tend to improve
the caliber of personnel belng engaged in any phase of
Government Procurement, inoludingvthe Facilities Contract. .

The main attempt has been £0 point out those
specific -areas directly related to personnel administering
the Facilities Contract and to suggest possible changes
which could be made ani which would in turn reflect cost
savinge in the procurement procedure.
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"It should. be the flnal goal of the Alr Force to
select and train its: personnel to have the nearesn practlcal
'approx1matlon of a buyer-seller relatlonshlp in prlvate
business with its contractors. TUntil this attltude is
obtained, there Wlll be waste on both sides. .

Admlttedly, relations between The AiT Force and
'a prlvate contractor are subject to a number of special
con51deraulons and because of this the p0851b111ty of
. finally arr1v1ng at the ultlmate goal is remote. The
'sovevelgn power of the United States automablcally distorts
the normal contract relatlonshlp of free and equal ‘parties.
Moreover, the Government is entitled to demand a higher
standard of performance than any'other contractor in view
of the fact that funds belng expended are those of the
_,general publlo. '
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CHAPTER IV

PROCEDURES

In an attempt to establish uniform procurement
policies, procedufes, and instructions for all agencies
within the Department of Defense, the 80th Congress passed
the Armed Bervices Procurement Act of 1947, Public Law 413,
41:U.S5. Code 151-161.

Armed Services Procurement Regulation

As a direct outgrowth of this léw, the "Armed
Serﬁices Procurement Regulation" was issued by the
Assistant Seorétary of Defense (Supply and Logistics) by
direction of the Secretary of Défense; and in coordination
with the Secretaries of the Army, Navy, and Air Force,

.which establishes for the Department of Defense, uniform
policies and procedures, rélating fo the procurement of
supplies and services under the authority of Chapter 137,
Title 10 of the U.S. Code, or under other statutory
authority.*

This regulation is to apply to all purchases and
contracts made by the Department of Defense, within or
outside the United States, for the procurement of supplies
and services which obligate appropriated funds (including
available contract authorizations) unless otherwise specified
therein.* Included within the scope of this regulation is '
the Air Force Facilities Contract.

‘The "Armed BServices Procurement Regulation" is
divided into sections, each one of which deals with a separate
aspect of procurement and each section is further subdivided
into parts and paragraphs. As an examble of the phases.
of procurement which are covered are the following: Pro-
curement by Formal Advertising; Procurement by Negotiation;
Coordinated Procurement; Interdepartmental Procurement;

* 15, p. 101
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Foreign Purchases, Contract Clauses; Termination of Contracts;
Patents and Copyrlghts, Bonds and Insurance, Federal, State,
and Local Taxes; Labor; Government Property, Inspection and
Acceptance; Contract Cost rr1n01ples, Procurement Forms, and
Armed Services Board of Contract Appeals.; o ‘

i This regulation may be amended, from time to time,
o eet‘forth improved procedures which reduce contract
preparation time, simplify and standardize contract forms
within the Department of Defense; and improve the contracting
process by standardlzlng prooedures and instructiodns.*

However, in spite of the fact that it is the avowed
purpose of the "Armed Services Procurement Regulation" to
standardize all procurement policies and procedures, each
of the’Defense Departments, the Army, the Navy, anddthe.Air
Foroe, supplements this bueio Manual with instructions and -
interpretations peculiar to their particular branch. As
we are dealing here with only Air Force Facilities Contracts,
it will be sufficient to nobte.that the "Armed Services
Procurement" regulation does not cover completely the various
policies and procedures of sither the Army or Navy if one
is concerned with this type of contract. We will, however,
detail in some length the supplementary provisions published
by the Air Force. ’ '
Air Force Procurement Instructlon

, The supplementation 1ssued,by the Air Force is
entitled the "Air Force Procurement Instruction.” The "Air
Force Procurement Insbruction! is issued by the Commender, _
AKC, by authority of the Secretary of the Air Force, delegated
through the Deputy Chief of Staff, Material, Hq. USAF. It
implemente the Armed Services Procurement Regulation and
establlshes for the Department of the Air Force unlform
pollCles, procedures, and 1nstructlons relatlng to the pro—
curement of supplies and services under the authorlty of
the Armed Services Procurement Act of 1947, Public Law 413.%*

* 15, p. 102
** 16, p. 101
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The AFPI, like the ASPR, is to apply to all
purchases and contracts, within or outside the continental
United States, for the procurement of supplies or services
which obligate appropriated fundsk(including'available
contract authorizations). Unlike the ASPR, the AFPI of
course only relates to those contracts 1ssued under the
Jurlsdlctlon of the Air Force. _ '

The AFPI, like the ASPR, is lelded into sections
each one of which deals with a separate aspect of procurement.
- The section numbers, topics, parts and paragraphs correspond
identically in each mamnual. Thus, if one wishes to determine
what implementation is'included‘in the AFPI for a particular
paragraph in ASPR, he need merely refer to that paragraph
number in the AFPI. In those instances whére no changes
have been made by the AFPI, the designation "No Implementation™
is used which indicates that the Air Force will accept in
toto the presentation of the ASPR. Additional sections, |
over and above those utilized in the ASPR are used to cover
major aspects where warranted.

The AFPI is amended from time to time by publication
of revised or additional pages, parts, or sections.

Air Force Procurement Circular

When changes, additions, or .deletions are to be
made to the AFPI and there is not sufficient time tolissue
an AFPI supplement, the "Air Force Procurement Circular™ _
' is used. This is a temporary instrument which is used only
for immediate notification to Air Force personnel and
contractors and will be v01ded upon the issuance of an AFPI
supplement incorporating the change involved. These Air
Foroe Procurement Circulars are numbered~conseoutlvely for
the calendar year, beginning with No. 1. '

Department of Defensge DirectiVes and‘Instructions

From time to time, as the occasion demands, the-
Department of Defense Wlll 1ssue DOD Directives or DOD
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Instructions concerning procurement matters which affect
all agencies within the Department of Defense. These
directives and instructions will be implemented by means
of the "Air Force Procurement Instructions" or an nAdp
Force Procurement Circular as soon as possible after issue.
These DOD Directives or Instructions are issued under any
of the following 01rcumstances * .

a) When the subject matter is classified

b) When the subject matter is not suitable

for inclusion in the ASPR or AFPI

¢) As an interim measure, pending subsequent

incorporation in the regulation

d) When the policy or procedure is expected

to be effective for a period of less
than 6 months. | -

When the subject matter relates to one time
requests for information or instructions on a particular
or individual matter, memorandums may be addressed to the
Secretary of the Military Departments. '

| Other Published Procedures

.~ In addition to the above five basic regulations
which are available in published form both to Air Force
bpersonnel and Air Force bontractors‘(in the latter case
- there is a slight fee payable to the Government_Printing
Office, Washington, D. C.), the Air Force utilizes several
-other means of interpreting and refining the procedures
~which apply to their partibular contracts. These are issued -
by the procuring departmentsfat all levels of the Air Force
organization previously diécussed in Chapter II. |

"Air Force Regulations" (AFR's) are issued by
Headquarters, AMC, "AMA ILetters" are issued by the Air
Material Afeas, and Manuals relating to details for each
specific phase of the program are prepared under the direction

* 15, p. 102
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of the oognizant militéry'oﬁief."All of these deal with
- specific, current quastions which have raised in connection
with the administratiou of the Air Force proourement program.
The Facilities Contract, being a phase of the
overall Air Force proourement'program”is_subjeot to, and
affected by each one of the above referenoed regulations;;
The above referenced regulatioms are, of‘course,‘
over and above the statutory law dealing with government
procurement ”hey are merely detalls of how matters should
be handled by Air Force personnel and contractors in order
to comply with the law. , ' -
Gonsolldatlon of Regulations

The,flrst,_andfmost obvious commeut, in regard to -
the existing procedures is the fact that, in spite of the
expressed wish by Congress to enact one set of principles
to apply to all government procurement each inditidual
department has taken it upon themselves to 1mplement the
basic regulations. with ideas and thoughtsof their own.
Consequently, admlnlstratlon of ‘a Facilities Conbtract
under the Air Force might dlffer ‘radically in detail from
' those issued by the Army or the Navy. The prime 1ntent of

- the Armed Services Procurement Aot of 1947 has therefore
been defeated. Untll and unless one comprehen31ve set. of
principles can be obtalned whlch will lend themselves to
acceptance in toto by'all branches of the mllltary, there
"Wlll be oonfuslon 1n the overall»government procurement .
eprogram, ' | ‘

_ Spe01floally, now, deallng only Wlth those regu-
lations which are intended to cover. Air Force oontraots,
it can be seen that to determlne the most current regulation

‘pertalnlng to a partloular phase, it is neoessary to rev1ew
at least eight different sets of publloatlons by the Air
Force. To further hamper the Air Force facility oontraotors,
a number of thege regulatlons, partlcularly the AFR's, AMA
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Lettérs, and manuals, are zealously guarded by the Air Force
contract administrators and are not made known to then
until they have unwittingly transgressed their provisions.
It is an extreme burden to have %o review a large number
of regulations in order %o finally determine the exact
course of action required, but it is an injustice to have
certain information withheld until such time as it is ex-
pedient for the Air Force contract administrators to make
it known. Procedures are published by most industrial
companies for the purpose of providing clear, concige
instructions for day to day operation which will in turn
point out the most advantageous and economical manner to
perform a particular btask. It should be with this in mind
that the existing Air Force regulations be consolidated
and revised. Without doubt the Air Force would save the
cost of settling unnecessary contract disputes which afise
because contractors are unable to obtain readily the pro-
cedural information required either because they must wade
through a number of disorganized and detached publications
or because the information is not made availabie to themn.

‘As a further deterrent to the Air Force Facilities
contractor, the previously referred to procedures and regu-
lations are not stable for any length of time. The Armed
Services Procurement regulation was revised 35 times between
19 May 1948 and 3 January 1955 at which time it was completely
rewritten. Since 3 January 1955 through 5 September 1958
it has been revised 36 times averaging one change every 36
days. The Air Force Procurement Instruction was revised
68 times between 2 January 1956 and 1 October 1957 at which
time 1t was completely rewritten.  Since 1 October 1957
through 5 September 1958 it has been revised 12 times averaging
one change every 27 days. It is true that each revision %o
either of these regulations was usually not in itself of great
significance, but it did involve a complete rewriting of from
15 to 50 pages. Thus, in order to remain completely up to
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date on the latest Air Force regulations, a contractor must
spend both time and money to both insert the revised pages
in the proper places and to oompletely read the subject
matter contained therein.

Recently, the Air Force has recognized the
mountainous task involved and does how indicate on their
rev131ons,those speolflc p01nts which have been changed
from the previous: edition. Regardless, the task is still
a large one which is ultimately paid for by the Air Force
through the purchase price of material and equlpment they
are procuring. More~51gn1f10ant.yet is the fact that many
potential vendors of the Air Force are frightened away from
contracting with them as they do not have the personnel
available who can keep up with and interpret the regulations
properly{ Thus the Air Force is apt to pay more for an item
because a contractor who could supply it at a lower cost
does not wish to bid because of the paper'work involved.

‘Publishing Economies

‘In addltlon, the tlme and effort of many people
in the government and the Alir Force is devoted exclusively
to rewriting the regulations. The cost of printing and
paper is an additional cost which assumes large proportions.
Although it must be assured that sufficient flexibility is
left in the Air Force Procurement regulation system for
change, it 1s not unreasonable to expect changes to be of an
infrequent nature which would eliminate the need for a large
staff ‘of procedure writers. Another cost which could be
saved by stabilizing the procedures is that which is incurred
due to the many reviews which must be made of a procedural
change before it is issued in its final form. ILess changes
would allow operating personnel,‘who must review the pro-
oedure,~%o devdtetmore time to more important tasks.

Changes Required o

It must here be stated that the.deernment’does
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charge a nominal ﬁeé of all contractors who wish to purchase
these regulations complete with all revisions. However,
because the charge does not cover in full the actual total
cost involved in prepéring the changes and these changes must
be issued at no’charge td‘all government personnel involved,
this service is indeed not self-supporting financially.

' The Air Force Procﬁreménf;Instruction is a volume
of approximately 1500 pages which implements the Armed
Services Procurement Regulation, a much smaller book. It

is filled with legal jargon designed to cover minutely
every phase of the Air Force Prccurement program, but herein
lies a fundamental weakness of this publication. The very
tenor of the‘document bespeaks an attitude of suspicion
toward industry which is unhealthy and unjustified. As

with any set of regulations which is intended to cover in
detail all phases of a subject, there are loop-holes and
differing interpretations which lead to contract disputes
and the consequent high costs of administration.

It should be recognized that it is impossible to
cover every detail of.the entire government procurément
program in one publioation. Therefore, the procurement
procedures and regulations should be reserved for indicating
overall policy objectives and, in outline form, the manner
in which these obgeotlves are to be attained. The‘adminis—
trative details of the sgystem should be left to the discretion
of the operatlng contractors, who have the experience and
know-how to choose the mos?t economloal and eff1c1ent manner
possible. ' _
; Although the previous dlsou831on has been based
upon procedures and regulatlons which affect all phases of
the Air Force procurement program, it is necessary that this
be considered in any study regarding the Facilities Contract.
The Facilities Contract is a speolal type of Air Force pro-
curement subject to sp601al con81deratlons but to determlne
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what these special considerations are, it is necessary to
wade through the regulations and procedures previously
referred to and to sift out that information which is
applicable.

No attempt has been made to analyze the procedures
themselves, as this will be accomplished later in this study.
It is sufficient to note at this time that there certainly
are many economies which can be made merely in publication
of the regulations which would assure lower overall costs
of contract administration.
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CHAPTER V

ADMINISTRATIVE "WATCH DOGS"

'In order to insure itself that the personnel
direetly connected with the Air Force facilities procurement
program are performing their jobs in accordance with existing
regulations, the Air Force utlllzes four (4) different
organizations for checklng purposes. Two (2) of these
organizations, those of the Inspector General's office and e
the Auditor General's offlce, are directly under the super—
‘.v131on of the Air Force hlgher echelons. The other two (2)
organizations, that of the General‘Accountinv Office and
Special Congressional Commlttees,are entlrely separate from
the Air Force organlzatlon itself and act as a double check
agalnst Drocurement actions. '

' Audlt Branoh

The Audit Branch of ‘the Alr Force was Drlefly
referred to in Chapter II under the overall Air Force. pro-
curement organization. Specifically, however, all audits
of Air Force contracts ére aocomplished_by representatives
of the Auditor General, USAF. In those cases where audit
cognizance has been assigned to the A%my Audit'Agency or
the Navy Cost Inspection Service, by coordination with the‘

: Audltor‘General, audits of Air Force contracts are accom-

| ﬁlished by representatlves of such oognlzant order service.
In other words, the Air Force may assign the task of audit
to either the Army or Navy wherever it is more eoonomlcal or
expeditious to do so. :

Where Air Force contracts, including facilities
COﬁtracts, are cohcerned, the assigned auditor is responsible
to the Auditor General through the Chief of the Audit District
‘and is expected to adhere to the procedure and instructions
issued by or applioable to the Auditor General. The assigned
auditor 1s completely independent of the contracting officer 
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and other air materiai area'administrative personnel in

~ the conduct of his office. 'However, the auditor is enjoined
to assist the contracting officer to the maximum extent as -
‘well as %o adhere'to'the highest personnel standards in
conductlng the audit and to exercise unbiased Judgement in
maklng his determlnatlons and recommendatlons.

The recommendatlons ‘which audltors use to determlne
' the allowablllty and proprlety of costs and. - expendltures
are those in Sectlon XV ASPR entitled ”Contract Cost-

1nclples” as well as the pr1n01ples and procedures 1ssued
in directives by the Auditor General. '

We therefore see that the audlt agenoles ‘which are
4to approve all expenditures made by. a contractor are completely -
'separate from the other Air Force admlnlstraulve offlcers
and nay, therefore, act on their own 1n1t1at1ve under regu—
latlons ertten specifically for this purpose

The Facllltles Contract admlnlstrator does not
have to abide by deolslons made by the audltor and may
‘reverse said decisions after careful consideration of the
facts; However, thls is more theory than praCulce in that
.the admlnlstratlve officsr can open himself to sever criticism
)1f he does not ablde by the decision of the auditor.
' Inspector G neral USAF

: , The second of the major agenCLes Who exercises
‘general ”Watch Dog“ powers is that of the Inspector General,
_QSAF. Personnel,attached-to this office are resident at
the various air material'areas and‘major‘procurement sites
'throughout the Unlted States. Each represehtative in this
'offloe is charged Wlth the respon51blllty of overseelng all
phases of the Air Force contracting program in its partlc— _
ular geographical area. Although not. prlmarlly concerned '

'uw1th contract expenses, This organlzatlon includes them

among the various phasos of’ uhe procurement program comlng

’*'14, p. 38
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under their Jjurisdiction. Included are administration of
the contracts, personnel, property control, and any other
phase which might offer any possibility of controversy.
Periodically, representatives from this office
will visit every Air Force contracting point within their
- geographical area to review*all'phases of the program. Any
deficiencies or recommendations made by this office are'
transmitted through Headquarters, AMC for correction.
General Accounting Office

The third and perhaps the most powerful agency
established for checking is the General Accounting Office.

The General Accounting Office (GAO) is the
representative of the Comptroller General. The Comptroller
General is charged, by statute, with the duty of auditing
disbursements by the Government and adjusting and settling
claims by the Government or against.it. The decisions of
the Comptroller General are, for all immediate purposes,
final unless he can be persuaded to modify them. The only
other recourse is a proceeding in court against the Govern-
ment, which may be a protracted process. Formerly, the GAO
performed all of its duties in Washington, D. C., but in
order to decentralize its work, it has established regional
offices and assigned representatives to perform at the site
(usually the contractor's plant) the review of reimbursements
made under Government contracts. The function of the GAOQ,
speaking generally, is to prevent unauthorized payments of
public moneys.

' ' The essential characteristic of GAO procedure is
"post audit", that is the GAO re-examines the situation
after the contractor has made the expenditure and has been
reimbursed. In some cases, such re-examinations come long
after the transactions have been completed. In most cases,
representatives of the GAO are assigned to the contractor's
plant to audit the paymentis soon after they are made, a
procedure known as "GAO audit procedure" or "site audit".
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If the contract is lawful and specificaily author—
izes a particular payment, it is not the function of the
GAO to challenge the payment, eV°n'though it may believe
that the oontraot provision is unwise. For example, the
GAO may think that the buyer was unwise to buy a certain
type of aircraft or that the stipulated unit price was too
high, but it recognizes that, if the contract was lawfully
made, these questions are outside its Jurlsdlctlon.

Apart from any gquestion of statutory authority,
'the-ComptrOller'General has the power, in the case of a
payment which he believes to be not authoriéed'by the contract,
to‘Suspend the accounts of the finance officer who made the
payment. - v » '

B The financé‘offioer is personally responsible

for improper payments which he makes. -Accordingly, when a
béyment is suspended, the finance officer calls on the con-
tractor to refund the suspended payment. This is usually
accbmplished'by deducting the amount from the next vduéher
presented by the cbntractdr. Since the action of the
Cémptroller General can be reviewed only in the courts,

iﬁ is of utmost_importanCe-that‘the views of the General
Aébqﬁnting éfficevbe taken into conSideratioh,nbt only during
thélbreparation of the contract by dQSCfibing some spéCifio
allowable items of cost contained thereln, but aiso in
admlnlstratlon of contracts. '

Because of the risk of dlsallowanoes, the contraotor
may ask for an advance decision before making an expendlture. |
Representatlves of the General Accounting Office will notb
give advance rulings to the contractor and will not render
a formal decision until the contractor has actually made
the éipenditure:énd.is~seeking reimbursement. However, the
Compbtroller General Wili, in some cases, give the Secretary
of the Air Forpé an opinion on a statement of facts before

the'Contemplated expenditure is made. When such an advance
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decision is requested, the Fihanceﬂdffioer will submit the
guestion to the Comptroller General. Such advance decision,
when given by the Comptroller General, is binding on him
accordlng to prov1s1ons of 31, U. S. Code 74.

Usually the Gomptrollar General will refuse to give
an advance decision in cases where the General Accountlng
Qffice has representatlves engaged in ma&lng a resident audlt
at the plant. , ,

For purposes’of guiding'the Alr Force Administrative
Officers, all previous decisions of the General Accounting
Office are pubiished and may be referred to if specific
questions arise. It is cautioned that in reading decisions
bf the Gomptrolier General care must be taken not to
generalize from rulings based on the specific language of
a partioular‘contraot of another service eépecially where
- the provisions of Air Force contracts may be substantially
 different. '

Oongre881onal Commlttees

. The fourth method utlllzed for checklng adminis-

tration of contracts are Congr8581onal Committees. ~Although

exceedingly powerful, these are relatively unimportant in

the overall Air Force‘brOCurement'scheme due to the infre-

quency in which they are encountered in the normal procurement

'operatlon. Congress has a great complexity of major national

issues confronting them and as such cannot devote sufficient

time to the proourement problems. Only When a spec;flc

point is brought to the attention of the legislature will

Congress take actlion and then only if it is serious énough

to endanger the interest of the public. Consequently, seldom

ig this method encountered and the administrative personnel

of the Air Force om a facilities contract meed worry little

about its intervention. ,
However, if the’occasion ariseé where a GongresSional

Subcommittee initiates an investigation,'it isAaptvto be of a
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most damaging type. Special hearings and public hearings
~are utilized which tend to sensationalize the proceedings
and prodice differing publicity opinions. '

Analysis of Watchdog Agencies

v In summation, there ié evidence that procurement
has become today the servant of audit. Certainly audit
is a necessary, even crucial part of prdcurement but, however,
- when audit has provided;aﬁ Air Force Administrative Officer
with that data upon which he may rely for intelligent
decisions, its job should be done. It should not be used
as a Court of Last Resort in thé field of procurement. True,
every industrial comncern utilizes &n audit agency which is
separate from its operating organization. However, this
auditor's propér sphérefof activity is limited to the
verification or olarification'of‘factual or establishéd data.
There should therefore be no reason for opinions, estimates,
or forecasts of the type now being made by the Air Force
audit agency. In regard to the General ACcountingVOfficev
which has the broadest most overall power of all the "Watch
Dog" agencies, it should be understood that this power was
intended to be used only where evidence of fraud exists or
where an executive agency hés inédequate procurement or audit
procedures. _', ‘
o Operation of Agencies

As it now stands, aﬁcontraotor'wiﬁh the Air Force
may, in the course of contract performance and before final
payment, deal with separate levels and layers of adminis-
trative personnel in a'military department, have his books
exanined by a military audit agency, and have his profits,
if any, reduced by the'Renegotiation Board. Having run this
gauntlet the contractor must still face the possibility that
the Generai Accounting Office may elect to undertake a further

examination of his books and records.* In addition to this

* 6, p. 18
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uncertainty as to the finality of any transaction with the
government, the contractor encounters in his dealings with
the administrative officer irresolute and indecisive action
in contract administration engendered in part by fear of
ultimate review and reversal by the General Accounting
Office. The latter is perhaps the most unfortunate effect
of the General Acdounting_Offioer’s power of audit.

In general it is felt that the agencies which are
used for checking of contraoting.administration in the Air
Force should be restricted to a maximum of two, the Audit
Agency within the Air Force itself and the General Accounting
Office, as a representative of the législative branch of the
government. In this way adequate proteofion would be
provided to the taxpayers but 1t would be possible to
eliminate a great deal of personnel now engaged in checking
activities only. In addition, the powers of the General
Accounting Office should be restricted in relation to the
length of the peridd following final payment during which
the contracting records are subject to their audit, and thus
the period of uncertainty to which a contractor is subject.

' ' In practice, the present across-the-board power

of post audit by the General Accounting Office is restricted
due to the fact that the limited number of General Accounting
Office personnel now avallable makes its post audit a highly
selective process. '

It is also felt that closer liason should be
established and maintained between the General Accounting
Office and the Executive Procurement Agency. In this manner,
a great deal of work being performed now by the General
Aoodunting Office could be eliminated. A coordination and
streamlining of these agencies would go far in decreasing
the overall administrative costs of the Air Force Facilities
Contract.
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;GHAPTER:VI“~

OTHER CONSIDERATIONS
Although the more important aspects of the admin-

istrative organlzatlons and procedures have been covered
in the previous chapters, there are other considerations
which should be investigated in order to eliminate
unnecessary, WaSteful, and consequently costly practices ;
which are prevalent in the Air Force Faciliﬁies'Contracting
field. These, of course, are- of lesser 1mportance than those
prev1ously covered in detall however, in total they are of
prime 1mportance in any con51deratlon of the F30111t1es'
Contract :

'Retention of Records

A Under the provisions of the standard Facilities
Contrect,'it is necessary for the. contractor to maintain
all records for a period of six (6) yeers}after final
cOmpleticn of.the contract. In addition, records generated
by the Air Force personnel, as well as those collected in
the administration of their respective duties, must also be
reteined for the same period The contractor is required
to store his records, at his own expense, in a locat;on
Where they are readlly accessible. ‘The Aip Force, on the
'other hand, ‘maintains complete record storage depots,
fstratevlcally located where all the records. generated on
,'a partlcular contract are sent. These records are cataloged
n detail before belnw sent and are then cataloged in
conguncblon with records sent on other contracts when they
érrive'at the storage'depot.k In order to retain_aﬁY'semblance
ofaorder, it is necessary to expend a great deal of time in
'%irst sifting out the essential records to be sent, and
second maintaining an accurate catalog llstlng S0 that any
'partlcular record may be located at Wlll Time resolves
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itself ultimately in expense and therefore contributes to
the overall cost of doing business under a Facilities
Contract In addltlon, a tremendous overhead has to be
maintained in keeping the record safe and dry, providing
for persomnnel to handle the reoords, handllng of material
itself, heat, light, ete. | a L

| The primary purpose for the retention of records.
is, of course, due to the post audit feature of the General .
Accounting Office and Congressional Committees. As prev1ously
pointed out in Chapter V, . .this praotlce in itself is unde—
sirable and,if it could be eliminated, it Would ‘not only
provide the direct benefits cost wise, but Would'also
eliminate the need.for prolonged retentlon of records. Thus
the tremendously expen81ve organlzatlon which has been built
up to handle this problem could be at least drastlcally re—
duced bringing with it the resulting economies.

The Advisory Council on Fed ral Reports, a bu51ness
group, is now working with the U. S. Bureau of the Budget
in urging government agencies to specify, with each new
regulation requiring recorde, just how long the data must
pe retained. It recommends a six (6) year maximum. |
Private'Industry Practice

Private enterprise also makes proviSion for the
retention of records but once its papers have been audited
‘and approved they are destroyed, except for those documents
which pertain directly to corporation or income taxes. In
these instances, it has become the practice to microfilm the
-records and destroy the originals, thus drastically reducing
storage space required. o

The Wyman-Gordon Company in proourement of capital
items, retains all records Whloh pertain to the actual payment
for these items for a period of ten (10) years. Other papers
such as correspondenoe, delivery statementsj,expeditingtnotes,
etc. are destroyed shortly after the. item i1s secured.
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This practice is essentially the same as that
utilized by the Bay State Abrasive Company in Westboro.

Much work is being done in this area by the
National Records Management Council, the Controllership
Foundation and the American Society of Corporate Secretaries
who are attempting to establish guides to éaving records.
Once these guides have been éstablished it is assured that
standardiiation will prevail thréughout private industry;

Use of Security Classification

v Another phase of the Facilities Contractywhich;
should be subjected to close scrutiny is the rather
effusive use of seourity'olassification for work being
performed under the contract. - Basically, the security
classification program was initiatéd in order to protect
that information which was vital to the security of the
- country and to keep it from falling into hostile hands Where
it could be used to the disadvantage of the United States.

’ In order to make such a system work, it is
'necessary for all personnel Who are connected Wlth a
particular classified project, to be_"cleared? by minute
investigation into their past lives, their beliefs, and
their actions. A great deal of time and effort is spent
in the investigation to determine whether a person is
suitable to handle classified material and any limitation
on the unnecessary use of'¢lassifiCation would eliminate
these costs. o |

~Although much time is spent in detérmining

whether one is suitable to handle such material, very little
time or effort is-spentyin‘deoiding exactly what should or
should not be classified. In actual practice there is the
tendency to overclaséify material on the presumption that

it is better to be safe than sorry. This, of course, is true,
however, Jjudicious use of the security classification would
drastically reduce not only the coSts.relating,directly’to
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investigations offperédnnel, but also those oonneéted with
control of the classified material such asbsegregation of
material, special safes or filing“oabinets, guards, etc.

| No specific cdmment can be made on this particular
phase as each 1nd1v1dual case must be handled in the light
of its own partlcular requlrements, ‘however, it can be
generallzed that a more forceful dynamic approach should
be taken to this problem with an eye towards economy as Well
as security. ' . '

Private Tndustry Practice

Private concerns are seldom'affected‘by Sécurity
classification as a result of their own operations and must
cope with this problem only when 1t is infliéted upon them
by the government or government_contracfors and then must
follow rigid rules and regulations set forth fdr its
operation. Thus, any reVisions to this system would have
to be accomplished at the source, that is the point at
which the initial classgification is made which is the
governmental agency involved.

Fortunately this problem is encountered but seldom
in the Facilities Contracting. field due to the nature of the
equipment coveréd'by’thiS‘type_of,a,contract.' ‘
' Relation between Congress and Industry

The Legislative Branch of the Government as well
as Congressional Committees has been previously discussed
under Chapter V in relation to their function as Administrative
"Watch Dogs" over the Facilities Contract Program. However,
their prime function is the initiation of the statute and
law governing the administration of all Government procurement.
Consequently, thelr impact on this whole problem is extremely
great. A | | ‘
| Legislation designed to govern the various pro-
curement programs must be of neoeééity Very broad'in view of
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the fact that they must cover the entire field. Thus, no
‘one (1) type of contract in particular is usually analyzed
to determine what is.bést for its particular needs. On the
- contrary, legislation‘is directed towards:the'satisfaction
of the overall general need. -

It is sug?ested that closger cooberatlon be main- .
tained between the Loglslatlve Branch of the Government and
the various organizations set_up,by 1ndustry‘for reviewing
| the overall procuremeﬁt'pdlicies._fTrue, the utilization of,
this method might provide the possibility for undue bilas in
a decision. However, private ihdustry engaged in business
for the prime purpose of making a profit are, we feel, in
" a better pbsition to indiéate thdse'procedures and practices
which are the most economical. As previously stated in the
introduction of this study, there are several business
- organizations which are formed for the sole purpoSe of
reviewing proposed government legislation with a view tdwards'
praéticality and economy. . If these suggestions, after due
consideration, are conscientiously followed, it is certain
that the administrative oosts of procurement‘under a
Facilities Contract or any other type of Government prooure—

ment would be greatly deorea8°d.
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CHAPTER VII

SPECIAL FACILITIES CONTRACT AF 33-600-36321

The above referenced Facilities Contract, a
copy of which is included in Appendix A of this Study, was
entered into between the Wyman-Gordon Company; North Grafton,
Massachusetts, and the United States of America (Department
of the Air Force) on 8 November 1957 for the purpose of
supplying a numerical controlled profile milling machine to
be used in the development and production methods therewith.
- A separate and eﬁtirely’distinot contract had
already been entered into by the two parties which pro-
- vided for the exact developmentvwork to be performed,
the reports required, the frequenoy of reporting and other
terms and conditions governing the use to which the machlne
: would be put by the contractor,'wyman—Gordon Company.

Purgose

It was the purpose, then, of this contract
merely to prov1de contractual coverage for the acquisition
and retention of the machine in the plant of the contractor,
Wyman-Gordon Company. This is not unique for +this par-
ticular Facilities Contract, but is in keeping with the
'soope and definition of a Facilities Contract. 'Normally,
as previously pointed out, the Facilities Contract |
-prov1des facilities or equlpment to accomplish a partlcular
job, but does not spell out in detail the Jjob to be
cpmpléted except for that period during which acquisition
"is taking plabé. The subsequent period is covered either
by a Facilities Lease Confréct Operating Contract, or
Research dnd Development Contract.

In a discussion of this partlcular Facilities
Contract, it is mneedless to go-into detail on the work to

. be performed. However, it does consist of an evaluation
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of the Numerical Control Profile Milling'Machiné to see
if it is feasible for production of dies utilized in fthe
forging industry. |

Form

The form of the Facilities Contract is standard
 as utilized by the Air Force. The cover sheet indicates
the Contract Number, the Parties to the Contract Proposal,
- Issuing Number, Office of USAF Admlnlstration, the Date
of Agreement. Page 2 is a Table of Contents listing by
page numbers the location of various administrative
clauses. A ' '

Page 5 embodies the Preamble to the Contract.
This Preamble merely resbates in more detailed form the
purpose of the Facilities CQntract. Pages 1 through 10
contain the General,PrOVisions governing the administration
of the contract. These are'standard terms and conditions
utilized for all Faoilities Contracts and are, therefore,
preprinted by Headquarters, AMC. In this manner, when a
Facilities Contract is to be written, the issuing office.
need only atbtach the Cover Sheet, Preamble, and Final
Schedule to these standard conditions and a Facilities
Contract is born. Thus a great_deal of administrative time
and effort is saved .on the partbof the issuing officer as
“he does not have to look up, and réwrite in detail the
General Provisionsiwhich apply to all contracts. Where'

a deletion for this particular contract must be made in
thesekstandard terms and conditions, as indicated on Page 2
and 3 of this oontracﬁ, the particular paragraph in question
~is merely x'd out by typewriter. 'A reference note is then
placed at the end of the deleted paragraph to indicate where

the changes can be found. '
In this particular contract the final clause,
which is Number 23,_is entitled "Alterations in Contract'.
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The changes are tYpéd on én_additional piece of paper which
i1s attached as the final page:of the General Provisions.
In this manner changes can be rapidly made in the standard
terms and conditions to adapt them to akparticular case.
In the special Facilities Contract No. AF 33-600-36321,
two(2) changes were made. One (1) specifically limited
the use of this equipment only in the performance of the
special Research and Development Contract. The standard
- terms and conditions usually provided for utilization of
equipment for "any legal purpose'. g

The second ohange marely incorporated the latest
prov151on for Property'Oontrol Records which was issued
through the Armed Services Procurement Regulatlons.

PrOVlSlonS

As can be noted, the provisions of the contract
deal w1th a1l phases relating bto the utlllzatlon of-
Government owned equlpment in a privately or Government
owned 1nstallatlon. In addition, certain provisions
are included Whlch are mandatory by law. These provisions
pertain to such th;ngs as labor, certain procedures to be
followed in the securing of the contract, control of the
property while in the hands of the contractor, liability
for the property, and provisions governing the conduct of
both parties during the administration of the contract.
‘These clauses Will be reviewed in detail further on in this
study. The‘second last page of the contract includes a
schedule which lists in detail the item of equipment to
be furnished. The last page of the contract is a'signatﬁré
page which includes. 81gnatures of both parties to the
contract as well as a certificate executed by the clerk of
the contractor indicating that the person signing for then
 contractor was an authorized executive of ‘the company.

' Negotiation

Negotiation of this cohtract‘was'rather'simple
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in relation to normal-prbéedufegﬂ'Invthis particular
instance the Air Force had acquired from Machine Tool buil-
ders a number of numerical control milling machines. These
machines were unbtried and untested in production as they
_were exceedingly expen81ve but could insure no high degree
of performance in operation. Thers fore, private industry
was reluctant to utilize the machines in their'production‘
_ processes at tha present acquisition cost. In order to
insure the United States with the latest development in
machine toois and to further development thereon, the Air
Force had agreéd to purchase a number of these units.

Once these were acquired, it then became necessary
to put the equipmeht to use in order to give it a fair test.
- Although the ultimate operator of the equipment would acquire
a certain benefit from the use of the equipment, if it
,'performed satisfactorily, he Was still gambling that it
- would not operate cOmmensﬁraté with expectations and that
extensive maintenances costs would be incurred.  There was,
however, a fourteen (14) month limit placed on the Use
| Contract which would govern the Facilities Contract as well.
At the end of Fourteen (14) months, a re- evaluatlon could
be made and adjustment accomplished dependlng upon the
operational results of the machine tool. ‘

| In view of the fact that the Air Force itself was
éoliciting The contract_with Wyman-Gordon Company and both
parties were fully aware of the circumsbtances involved,
negotiation was at a minimum. The only mattérs which
caused concern were details in thé standard terms and
conditions which had to be revised to fit the particular
situation. = Once this was écdomplished the eXeoution.of the
contract was routine. :
‘ At this point it should be stated that thls is
not generally_true of special Facilities Contracts. - When
the soliciter of the contract is the contractor himgelf
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-there is much more time and paper work involved. The
organizational ohannels p01nted out in Chapter II of this
report must be adhered to rigidly and all information must
be submitted in great detail with positive justification
for the request. Even after this has been accomplished
‘there is no assurance that the Air Force will see fit to
enter into a particular contract because of the status of
- Appropriated Funds at the’ particular mement. -

Approach to be Used for Discussion

This therefore is the background df the Special
Facilities Contract which is to be discussed in detail
in this study. The approach to be used will be to discuss
in detail the general provisions of the contract, clause
by clause, to indicate how each affects ultimately the
total cost of administering the Facilities Contract.
Suggestions as to possible revisions will also be made
as these points are brought forth in the discussions.

The major clauseszill be covered as separate chapters
whereas the minor ones will be grouped tbgether for dis-
‘cussion as one. | , '

As no one contract dan convey a complete picture
of all facets of a particular problem, an attempt will be.
made to expand the information which is given in this
particular contract, to others which may differ slightly
in some respects. Thus by discussing variouS’alternate
gituations, it is felt that a more comprehensive and
complete picture of the Facilities Contract and its operation
can be presented. To limit discussions to only one isolated
’case, exclusively, would detract measurably from the educa-
tional value of the case study method.

Of necessity, reference will be made to information
presented in Chapters I through VII of this report and
premises developed therefrom. In this manner,' the case
study will serve as a tying‘together of ideas which
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are formulated on the administration of a Facilities
Contract. " '
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CHAPTER VIII

CIAUSE 3 - FACTUAL APPENDICES

" Provisionsg of Clause

This clause provides that a complete listing of
all facilities acquired under the facilities contract be
submitted by the contractor to the Air Force within three
months after the date the contract became effective, and
‘at three month intervals thereafter during the life of the
contract. At each three month interval the contractor is
to submit\awlistvofxfacilities'providéd thereunder for the
previous three months only or those which have not previously
been listed, together Wiﬁh a list of any necessary changes
or deletions of items on previous lists. No listings are _
required for any period in which there have been no additions
to or-changes or deletions of previous listings.

- Actual Requirements in Practice

The listings are to be broken down.into two
categories; "Contractor Acquired’Fécilities” and "Government
Furnished Property". "Contractor Acquired Facilities"

are those which have been purohased by the contractor for
~which he has been reimbursed by the Air Force from funds |
provided in the Facilities Contract for that purpose.
Acquisition of these facilities must be in accordance with

- the terms of the contract and they must have had prior

Air Force approval indicating their appropriaténess to

the contract. "Government Furnished'PrOperty” is that
equipment which has been supplied directly by the Air Force'
to the contractor, at no cost to the latter. Such items
also require prior Air Force approval as to appropriateness
to the contract and are supplied from the Industrial ‘
Reserve System previously discusged in Chapter I of this
study. ' ' ' |
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Under Contraot No AF 33%-600-%26%21 being dis-
'oussed directly in this report the preparation and
submission of the "Factual Appendix A", as these llstings
are called, is a comparativelyvsimple task as there is
only one item of equipment involved, namely a numerical
- controlled tracer milling machine. Under Facilities
~ Contracts which provide for a large number of“items,
particularly when they.are partially Government Furnished
Property and pertially«Contraétor Acquired Equipment,
the task of prepariﬁg such listings becomes a full time
Job for some member of the contractor's organlzatlon.
The detailed requirements for the form and
type of information to be included in a Factual Appendix
are as follows:* ‘
, Items are to be segregated by cla851flcatlon
| prev1ously'referred to, 1le Contractor ACqulred Equipment
or Governmendb Furnlshed Property. ZFach category is then
further broken down into the following categories;
Land . ’
Land Improvements
Buildings :
Building Installations (Not Mechanlcal)
Leasehold Tmprovements
Of f-Leagehold Improvements
Machinery
Equlpment :
Building Installations (Mechanlcal)
" Laboratory and Testing Equlpment
Office Furniture and Fixtures
Cafeteria Furniture and Fixtures
First Aid Furnlture and letureS‘
Portable Tools v '
Material Handling and Automotive Equipment

* 16, p. 1399.6
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Bach item is then listed under the particular
category in which it falls with the following information;
. Item No., Quantity, Description, Acqulsltlon Cost, Manu-
facture Serial No.; Reference No., USAF Blue Tag No.,

Air Force Diamond Tag No., AMC Approval Autnorlty and Date,
Purchase Order No., and Plant Order No.

The total acquisition cost of all items within
a particular category is noted and a dollar summary sheetbt
prepared indicating the total amount spent within each
category as well as the overall total amount.

As this report is prepared quarterly, it is
normal for the contraetor'to prepare a standard form which
is preprinted in a large number of copies. In order to
complete a report; it is only necessary then to £ill in the
requlred information from receiving reports issued durlng
the prior three month period. _

It should be here noted that the reason a report
of this type is required by the Air Force is that the
‘Factual Appendix A‘aots as an inventory report for all
equipment procured by the Air . Force during each calendar
three month perlod. When the Factual Appendix A has been
received at. Headquarters, AMC, 1t can be combined with
gsimilar reports received from all of the other Air Force
contractors and this combined report then is a documented
listing of all Air Force equipment procured during this
period. This ready reference is essential if administrative
Air Force Officials are to know the status of acquisitions
at any‘partlcular moment. As the files are aocumulated
'quarterly, a running total is kept which then serves as
an inventory for all Air Force owned property.

Pregsent Tendencies on this Subject

However, for a number of reasons which will be
discussed later in this chapter, the Factual_AppendiX A
~ has not besn able to fulfill the requirements for which it
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was established and in addition has been proven cumbersome
and expensive to prepare and administer. Consequently,
the tendency‘has been, in Facility Contraotsvissued during
the last year, to eliminate Clause 3 Whioh'provides for -
the preparation of the Factual Appendix A and to substitute
in its place the submission of AFPI Form 81 "Status of
Facilities Contract" For ready reference, a copy of this
form is included in this report and deSignated as Exhibit 3.
As can be noted from this exhibit, no provision

has been made for itemizing individual items as they are
procured as was the case with the Factual Appendix A. The
report is, however, prepared and transmitted by the con-
tractor to the Air Ferce,'quarterly and is intended to
.indicate all acquisitions of Air Force owned property and
equipment by a Facilities Contractor. As 1n the case of

the Factual Appendix A, these reports act as an inventory
report for a particular three month period, and when taken

in total indicate the complete inventory of Alr Force owned
equipment. . N

| | AFPT Form 8l is essentially'a'dollar inventory
control rather than an item inventory control as was

Factual Appendix A. However, the dollars for items procured
are broken.down into eesentiallyeﬁhe same categories as ‘
‘listed for the Factual Appendix A. Two additional categories
have been added; those of Indirect Costs and Storage, and |
'Preparation for Shipment Costs. -

In addition, further information is required

on the status of the Facilities Contract which was not
required under Factual Appendix A. This information is
required to present a complete overall picture of the status
of any particular Facilities Contract on this sheet of
paper. ' R v _
_Productibn information to be furnished by the
contractor includes produot, information as to schedule or
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completion of the Fadilities Contract, preSent production:
rate, himhest monthly produotion rate,'and Shift capacity
‘per month both before and afuer expan51on under the
Facilities Contract. This 1nformatlon is utilized by the 
Air Force in determining Whether the Facilities furnished
under the contract are being used to their fullest extent
and whether the Facilities Conbract has proven to be
beneficial to the Air Force. | :

~ Piscal information con51sts of funds allocated
on the contract, forecast of funds to be utilized for
expenditure by the Air Force, and anticipated - snrplus
over allocated funds. Thig. information'is of great
‘ass1stanoe to Air Force personnel in budget plannlng and
in determlnlng whether contract progress, financially, is
in accordance with,the’originel forecast of funds required.‘
This is particularly important when the'Faoilities Contract
is of a cost relmbursement nature. . o . i

In addltlon, certain information is requlred on
delivery soheduleS'Of,the‘eontract., This information, h
although not pertaining directly to thé Facilities Contract,
'serves as a measuring stick.in'determining the-success or
failure of the Fédilities Contract and alsb'forces The'
contractor to preplan and schedule his productlon to insure
fullest utilization of the equipment. belng supplled under
‘a Facilities Contract. ) ‘

It is needless to say that,oncerhaving'been
prepared properly, the AFPT Ferm 81 is a highly useful and
1nformat1ve report from the.standp01nt of both the contracor
and the Air Force. It prov1des a varlety of information -
«Which' if used. properly3 can make the admlnlstratlon of
the Fa01llt1es Contract easy, as well as serve as a ready
means of comblnlng 1nformatlon from a large number of
_separate contracts. ' S

’ '. Although this form 1s belng utlllzed on new
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Pacilities Contracts now belng 1ssued there are stlll a
~number of Facilities Contracts 1ssued prlor to this date
whlch still require the Factual Appendlx A, Oontract _
AF 55 600-36321 is one of them._ Steps are . belng ‘taken by
the Air Force to make changes in all present contracts but
progress has been extremely slow. It 1is expeoted that in
the near future the contract in questlon will be amended
1n ‘accordance with this regulaﬁlon._, '
Poss1ble Economy Rev151ons

From prev1ous dlscu531ons in thls chapter, it can
be seen that a great forward step has been taken by thef
Alr Force in. m1n1m1z1ng the paper Work and costs 1nvolved
in determlnlng the status of Fa0111t1es Contra0us The
Factual Appendix A~ Was expensive to prepare’ in both blme
and man hours as each individual 1tem‘acqu1red_had to be -
- listed in great detail. These oosts»were'borne directly by
the Air Force and contributed’fo the"ovefall costs of the
~item procured under>a_Facilities Gontract. . If the final
Facilities Coﬁtract was of a cost reimbursement nature
then all the costs for preparatlon for this report Were’
reimbursable to ‘the conuract If the Fa01lltles Contract
wag of a "fixed prlce” nature then these costs were added
to the Fixed Price submitted by the contractor and were
therefore directly borne by the Air Force. L -

The substltutlon of AFPL Form 81 has deflnltely
been a step in the rlght direction. For purposes of
3_overall 1nventory 1nformatlon, a dollar control is more
than sufficient. It is to be understood that bao&up
detall item information is avellable in the. form of
Property Record Cards which are retalned by the contractor
and supervised. by the Alr Force Property Admlnlstrator.’
‘Thus, the ﬁactual Appendlx A was merely a reetatement of

information already prepared and 1n the file of" the Alr

Force



6t

It does not appear that this partlcular phase of
the Facilities Contract can be 81mp11fled to any greater
extent than has already been accompllshed by the Air Force
itself.
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CHAPTER IX
CLAUSE 4 - REPORTS

Prov181ons of Clause

“Clause 4 of Contract AF 55 600- 36521 prov1des _
that the contractor, Wyman-Gordon Company, shall,_lnsofar
as 1t is able, furnish the Alr Force such reports, estlmates,
and other 1nformatlon regardlng the subgect matter of this
oontract as the contracting officer finds necessary and’
reasonable.  This includes such records and data with
respect to the facilities prov1ded hereunder,_as may .be
requlred by the Contraotlng Offlcer‘not only in connection’
with the contract itself, but alsovar oVerall'Industrial
Planning or other purposes. Coverege, therefore,\is‘all
inclugive and any information at all can be requested for -
any reason what-so-ever as long as the Contracting Officer

deems that it is necessary and reasonable.
Actual Requirements in Practice

Alﬁhough the power to request and receive e-great
many varied reports hes_been written into the contraot,
exercise of such powers on the part of the,Contraoting'
Officer has beén Jjudiciously taken bto the extent he has.
been able. In many instances, the Conﬁractihg Officer is
merely abrecipient of a request for information from higher
headquarters and must pass this request on to the oontraotor |
whether it is his belief or not that sald lnformatlon is
necessary and reasonable. ' "ﬁ B _

_ Under the above- referenced oontraot the follow1ng"
reports constitute the ones which are requlred on a perlodlc

 basis notw1thstandlng

1. AMO Form 57 - ”Report of Utlllzatlon of Heavy Presses"
(Prepared as of the end of each month and
submltted to Commander AMC to arrive no
later than the thh day of the eucoeedlng

- month)
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2. . ANC Form 87 .- ,"Status of Funds on Spec1al Fa0111t1es
' i ””Contraot“ (Informaﬁlon similar to that
'ilncluded ;n,Sectlons»I, IT, and III on’
'AFPITFOrm181 previously discussed. Form
Willvbe replaced when. AFPI Form 81 is
B _ " incorporated in basic contract)
3,, AMC Form 337 - ”Indastrial ConstructiOn Inifial Progress‘
| ~Report™. (Submltted prlor to Inltlatlon
‘ - of any oonstruotlon} S : _
‘4. AMC Form 557A'5 "Industrlal Constructlon Monuhly Progress
o Report” (Prepared as of last day of each
-month for each project: under oonstructlon.
;'Submltted not later than l5th day of
. S 'follow1ng month) ) ‘ , :
5,’ AMC Form 337B. - "Industrlal Gonstruction Final Progress
’ 'Report” (Prepared upon completion of a .
| ' ~ project) . SRRPURT I
6. DD Form 702 e' "Order for Purchase of Supplles or
I Serv;oes“.(Prepared as of end of each
- month indicating Funds Committed, Funds
;Obllgated and Funds to be Obllgated by
. Fiscal Year) f ; :
"7;fP o ~ "Annual Report of. USAF Real Property and
| Equipment ™ (Informatlon submltted to Air
Force Audlt Branch on Yearly: Purohases,-
transfers in, retlrements, transfers out,
: A  and adjustments) , .
8. AMC Form 51 - "Industrial Equipment Inventory and Visual
: B ' Inspection Reportﬁ (Prepared on eaoh in-
vldividual item of equipment whose acquisition
A cost exceeds $500 or whose life is greater_
than 4 years, 1mmed1ately upon reoelpt of
o  item) o - ,
9. ANC Form 51A - “Industrlal Equipment Inventory Change
Sheet" (Prepared to alter any. information
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previously submitted on AMC Form 51 far
, any reason what-so-ever) ‘
10. DD Form 543 -~ "Termination Inventoryv— Schedule B"
'(Prepared”and transmitted whénever a
piece of Air Force owned property is
declared surplus to the needs of the
‘ contractor) ' '
11. AMC Form 244 — "USAF Industrial Facilities Inventory
- Report! (Prepared annually by Air Force
personnel from information supplied)

The above listing of report forms, although not
complete in any sense of the word, does cover the major ones
which are required periodically and in accordance with a set
schedule. ' ,k ' o ,

Many other reports are requested, but are usually
of a spontaneous nature and in no set form. MNost of these
are concerned with financial and physical progress of the .
Facilities Contract and serve as a measure of the contractors:
ability to cdmplete the work in accordance with a prede-
termined schedule. »

It is felt unimportant at this stage of discussion
to include in this study a copy of each of the reports
referred to as the majority of information included therein
is irrelevant to the actﬁal administration of the Faciiities
Contract. They are detailed in order to provide an idea of
the magnitude and extent of information which is usually
required under the terms of Clause 4 in a Facilities Contract
and to serve as a basls for further discussion. '

Recommendations

As can be readily seen, the Reports Clause of the
Facilities Contract provides for the Air Force a blanket
~authority to réqueSt, at will, any information from the
obntréctor it deems necessary and reasonable. Thig is
undoubtedly as it should be, for the Air Force is the
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organization whlch is supplying the funds for the proaect
and as such should have at its dlsposal every means of
protecting its interests. On the other hand, it is ex-
| tremely important that this right, which is accorded the
Air Force in view of its sovereign position, not be abused.
- Every report or request_fof information ultimately resolves
itself into cost, which cost is, of oourse;‘borne by the
government and becomes ultimately a portion of the flnal
purchase price for the fa01lltles.\
 The clause 1tself should be clarified and detailed.
If possible, the descrlptlon and details of each report .
required should beﬁspelled;eutvin order to.give the contrac-
tor an idea of what to expect. If this information is
known, the_contractdr.can_arrange his methods employed in -
‘the recording of contract data in such a manner as to
rapidly yield the information desired with a minimum of
time and effort. Under a fixed price Faoilities‘Contract,
~the contractor could then estimaﬁe his ultimate costs
more closely, thereby ellmlnatlng the necess1ty of 1ncludlng
a contingency factor. '
Of course it would be extremely dlfflcult for
Air Force admlnlstratlve personnel to plan exactly the
information required, but if some intensive study is glven
to the uses to which this data will ultimately be put, it
is a certainty that much Qf this problem can be resolved.
In addition, the Air Force would be able to receive these
reports in a much shorter time, due to the advanced
organization of the contractor's records, making the _
information more eurrent.and, therefore, ef much greater
value in future planning. | o '

) Again'it is unfair to request a Facilities
Contractor to supply infofmation which is not related
directly to the administration of his particular contract

"but which is to be used uwltimately in "Industrial Planning®
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or for some such nebulous reason. It is felt that if the
report requirements are spelled out in detail beforehand

a great deal of this paper work can be eliminated as it
will be brought to light during contract negotiations and

~ therefore be opened up to discussion. In many cases, the
Air Force Contracting Officers or Contract Administrators
have no idea of what information requests will be made of
the contractor at the time of the original negotiation

and, therefore, cannot properly evaluate it's impact on the
contract price. o »

The determination as to what information is
necessary and reasonable is left exclusively to the dis-
cretion of the Contrdcting'Officer. As previously pointed
out, in many cases requests for information are passed
down to him from higher escelons; As the Contracting
Officer has no backup information on which to base a
decision as to whether such requést is necessary or reason-
able, the usual result is that the request is passed to
the contractor without question. In these partlcular cases,
it is extremely 1mportant that sufficient lnformatlon be
.supplied both the contractor and the contraotlng officer
as. to the ultimate usge the information will be put to.

'If this is known, much confusion and unintentional misinfor-
mation would be avoided for contract terminology, although
becoming more defined, still differs between individuals
-and through no fault of either party, information may be
submitted in an improper form causing distortion of the
ultimate result based upon the data.

Contract AF 53-600 36321 which ig under dlscu331on
is relaﬁively simple to handle in this respect as only one
item of equipment is involved, and this is to be an item
of government furnished propefty. Consequently, no funds
are'authorized_under the contract for any reason what-so-ever.
This eliminates any requests which might be forthcoming based
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upon status of funds and radloally reduces the work in-
volved in preparatlon of renorts based upon the acqulsltlon
of equipment. ,Needless to say, by far the majority of
contracts are much more complex in this respect making the
"Reports" clause of major impertanoe both in determination
of personnel required to administer the contract and final
administrative costs. ’

Wyman—Gordon Company, in fulfilling the terms
and conditions of its more complex Facilities Contract,
assigned one 1nd1v1dual full time, to provide the Air Force
with the information it requested This 1nd1v1dual was
designated as the "Air Force Statistical Coordinator" and
devoted his entire efforts not only to completion of report
forms, but to the organlzatlon and 31mp11110at10n_of data
keeping in such a manner that it would be able to yield the
same information in a great many different ways. The prin-
ciple method used was to enter data in as refined form as
possible so thaﬁ it could be cembined in any number of ways.
Thus, when a particular request was received from the Air
Force, it needeonly.be,determined exactly what was desired,
then the data could be arranged to fit the particular need.
| The contract itself- prov1des, under later clauses,
" that adequate records,both propertywlise and accountingwise,
be kept by the contractor and it is felt by Air Force per-
sonnel that these records can, therefore, be used as a basis
for completion of the requesbed reports. This unfortunately
is not the case as the records are establlshed in accordance
with a strict set pattern and 1nformatlon usually asked for
~in the reports does not correspond inpattern to the records.
Of course, with a great deal of work the reoofds could be
arranged to yield the~proper result, but because of the great
amount of work involved and_the fact that excessive shuffling
of records is bad from the sfandpoiht of control, this is
not feasible. ' N '
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~ The individual who is designated as the one who -
is responsible‘fer completien of Air ‘Force reports must
be of high caliber as completlon of these reports consti-
tutes a dlrect representatlon by the contractor that such
'1nformatlon is complete,»accurate, and in accordance with
established records. He must therefore, have a good know—-
’ ledge of accounting, englneerlng, and bu81ness pr1n01ples
in order to aocurately appraise a 51tuatlon and determine
the exact 1nformatlon de81red by the Air Force. Because
of the extensive experience and training required for this
position, the position is extremely difficult to fill
adequately and then only at a premium‘oost in wages. - Usually )
“and a331stant is also requlred and under a Facilities Con-
tract which extends for one, two, or three years the cost
of such personnel becomes a significant partbof the overall
contract cost. Any effbrts then made in this direction can
meke a significant reduction in. Durchase prlce of the
facilities to be secured. 7 ' '
Unfortunately, the.present trend in relation to
reports is toward moreeahdvmoreVrather than less. This,
of course, is due to the ihereased consciousness of the Air
Force and private‘indusﬁry as well of the impoftaﬁee of | ‘
- having adequate figur“s on which to base avdecisien. Wlthout
- question, the trend is good because without. sufflclent v
figures an intelligent decision cannot be made. However,
particularly in view’ef’this”preeent,trend, it is important
"that‘considerable'theﬁght be givern to the exact information
necessary to fulfill the Dartlcular need. Record’keeping
mneans 1ncreased admlnlstratlve costs and this expenditure
can only be gustlfled by the fact that suff101ent savings
will be realized because of the avallabllity of the figureé
" to offset the cost of obtaining the flgures. _
| Wlth this in mlnd, it is felt that a complete
- review of this situation is necessary in relation to the Alr
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Force Facilities Contract. Reports required should be
spelled out beforehand in the "Reports" clause and these
should be kept at an absolute minimum requiréd for a
'specific purpose., Undoubtedly, a number of these can be
combined in such a manner as to convey the required infor-
mation to a number of different parties at a minimum of
preparation costs. In addition, the printing and paper

costs of forms could be greatly decreased insuring that

more of the dollars expended for an item go directly into
it's production rather than into overhead costs. In addition
a number of specialized contractor personnel could be
released for other, more productive work under the Facllities
Contract. )
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CHAPTER X

CLAUSE 5 - TUSE AND GHARGES

Although not specifically a function of the pure
Facilities Contract, some designation as to,use and charges
for the equipment supplied, thereunder, is usually included
in the contract terms. The alternate method is to have a
separate operating contract in the form of a Facilities
Lease Contract or Research and Development Contract which
spells out specifically the terms and conditions of use,
charges therfor, etc. In this particular instance, this
designation has been placed in both the Facilities Contract
covering the acquisition of the machine tool and the Research
and Development contract covering its use.

It must be mentloned however, that in small
Fa01lltles Contraots the additional coverlng contract is
ellmlnated and all terms and conditions covering the item
or items concerned is included in one document. For this
reason, the "Use and Charges™ clause is 1ncluded as a
standard General Prov151on 7

" Provisions of Clause

This clause provides that the equipment covered
by this contract may be used without charge under the
following 01rcumstances, subject to the approval of the
Contracting Officer:

1. On any Air Force Prlme contract which

expressly authorizes no charge use

2. On any subcontract under an Air Force

prime contract when both the prime contradt
and subcontract expressiy'authorize such
no charge use '
5. On any government oontraot which doesn'?t
interfere with the foreg01ng as long as
_1t lS -
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a. A prime contract which expressly,
authorizes such no charge use.
b. = A subcontract under a prime contract
 When both expressly authorlze such
-no charge use. o ‘
o4, On-any work in connectlon Wlth “the. &asearch
. -and Development contract for which the
| equipment under the. Facllltles Contract
was supplled

_ The latter prov151on was added by change under
Item 1, Clause 25 of Contract AF 53 600-56521 1nd1catlng
that such provision is not;standard for a Facllltles Contract
in general. T ’ '
In addition, this .change provides that. the machine

~will be used tonly" for this purpose. Therefore, in view
of the fact that contradlctory prov1s1ons are included in
the contract‘ that of authorizing only use on the Research_
and Development contract' ‘but also use on”certain contracts 
prov1d1ng for no charge use’ of equlpment determlnatlon was
made by the Contracting Olfloer that the more restrlctlve
provision would apply. “However, upon application to the
Contracting Officer with sufficient justification, the item
could be used on the other'contracts specifically referenced.

» The probable reason for the contradlctory provisions
‘was in all llkellhood a; haste in preparatlon on the part of
the buyer at Headguarters, AMC. In attemptlng to adapt the
standard General Condltlons to thls specific 1nstance, certain
terms were lef%b remalnln@ ‘which, when read in- the llght of

"the special- terms, Were oontradlctory in nature.

This, of oourse, is one feature of - trylng to adapt
_'General Condltlons t0 sp601flc cases which must be scruti-

nized extremelyiclosely. Although not of great 51gn1110anoe
in this particular case, it may leadvto oon51derable @1spute
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if such contradiction concerns the majer coﬁtract clauses
or materially affects reimbursement of funds to the con-
tractor. It is alsovimportant that the original intent
of the clause be established, preferably in writing, in
cage a dispute“does arlise so that the Contracting Officer
may make an equitable interpretation of the contract terms.
In this particular contract, it was clearly understood
beforehand that the - ‘equipment was being supplied only
for one reason; to test the feasibility of utilizing a
numerical controlled milling'machine on the production of
die blocks used in the forglng 1ndustry, consequently, no
dispute could arise. ' _

The portion of the "Use and Charges" clause
pertalnlng speclflcally to charges has been x'd out by
typewriter indicating that the contract was let on a no
charge basis. In spite of the»fadt that there is no charge
for the use of the equipment, the contract is a legal and
eQuitable one in view of the fact that consideration to
the Air Force consists of periodic'reports to be submitted
under the terms of the Research and Development contract.
In addition, the contréctor, Wyman-Gordon Company must
expend funds‘for installation and erection, preparation of
test die blocks, and submisSion of ‘reports. Thus, although
not specifically stated, there is a cost attributable to
the contract for the use of the equipment.

As can be noted from the seotidn,whieh has been
eliminated, the standard rate for the use of Air Force owned
facilities is as follows: ' V
5% per annum for land and land improvements
8% per annum for building andvbuilding installations
12% per annum for machinery and equipment | |
25% per annum for portable tools and automotive

.equipment | " ‘
These peroentages 1ndlcate that the Alr Force
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considers the normal life of these items to be; 20 years
for land, 12% years for buildings, 8153 years for machinery
and equipment, and 4 years for portable tools and automotive
equipment. '
If the plant into which the equipment is to be
supplied is completely Government owned, it is usual for
the Air Force to charge a flat négotiated percentage on all
sales from that particular plant. This markedly simplifies
the calculations on the rental use charge as it is not
necessary to detail the acquisition of each piece of equip-
ment and then apply the.appropriéte percentage noted. From
final, year end financial reports, the flat negotiated per-—
centage figure is applied to the total sales figure.
However, the latter method is impractical where
there is a mixture of contractor owned and Air Force owned
equipment as it would be impossible to distinguish what
portion of sales was performed by contractor owned equipment
and what portion was performed by Air Force owned equipment.
Under these circumstances, it is therefore necessary to use
a rental based upon the acquisition cost of the Air Force
owned equipment. |
' Where charges are made based upon the acquisition
cost of equipment, it is extremely important that complete,
accurate, and readily accessible-Property Records be
maintained. Although this is important under any Air Force
Facilities Contract, it takes on added significance in this
case and it would, in‘fact, be necessary to establish a
staff of personnel specifically for establishing these
records and maintaining them up to date. These charges,
although not directly reimbursable under the Facilities’
Contract, would have to be absorbed by the product being
manufactured in the plant. Thus if production is primarily
for the military, the Government would bear the brunt of

these costs which would increase their purchase price.
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Purpose of Provision

The purpose of'the’”USe and Charges" clause is to
state in definite terms the negotiated agreement reached by
both the contractor and the Air Force for the terms and

- conditions under which the _equipment is to be used. However,

it has ‘been the practlce of the Alr Force to apply standard
conditions for thls partloulaL purpose, maklng it identical
among various -contractors. . Although admlttedly this is
equitable, it must be reallzed that there are differences
in each oontract Whloh should be taken into oon51deratlon,
partlcularly on the amount of- charges to be pald. The con-
- tractor who is utilizing the equlpment 100% on Government
work should be allowed to utilize the equipment on a no
charge basis, whereas the oontractor ut111z1ng the equipment
100% on commercial Work should pay the maximum fee. This
reason is premlsed on the basis that the contractor performlng
100% mllltary work Wlll add to the burden cost to be applied
to the selling price, the rental charge due the Air Force.
On top of this, he Wiil add a standard percentage of profit
which he will figure into the selliné price of the item and
be reimbursed for complete use charves as well as a percenta@e_
of profit on them. If these costs ‘are borne by the military,
it would be to their advanta"e to eliminate them at the
orlglnal point and thereby eliminate the profit factor
As the purpose of the Facilities Contraot is to

supply machinery, equipment, and facilities to a contractor
to perform'that work which private industry is unable or
| unwilling to perform, the leaét expensiﬁe‘method to the
Government should be utilized. A detailed investigation
"should be'perfOrmed on each partioular oontrabt to determine
which is the least expensive. : - -

‘ The "Use and Charges" clause, therefore, should be
eliminated from the General Conditions utilized by the Air
‘Force in the preparatioﬁ of the Facilities Contracts. In
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this way it would then be necessary for the issuing offlcer
or buyer to determlne, on ‘his own, the most economical
-method to be utilized. By allow1ng thls to remain in the
standard "Boiler'Piate",'bhe analysis requlred to select
the proper clause might be overlooked and the standard
provisions provided merely because 1t is more expedient
to do so. For this reason the Air Force may be in a
position of paying an unnecessary premium for eecuring the
information or supplles it requires. ' v

Part C of this clause does provide that in any
contracts performed by the contractor using facilities
provided, hereunder, on a no charge basis, he will eliminate
from the price and for the purpose of computing for fees,
all charges attributable.to_theJmaohine itself. ~This.
specific provision is utilized only when the contract is on
a no charge basis. .

Standard Commercial'Practioe

The percentages utlllzed as charges for depre-

c1atlon appear to be reasgonable in relation to those
utilized in standard commercial practice; Wyman-Gordon
Company utilizes essantially the same years of 1life for the
items referenced in this clause, however, each item is
- handled as a separate case based upon the partloular Cchum~
stances involved. It is felt that no blanket provision
can be made to cover all instances. The prov151on prov1ding
for a flatipercentage charge based upon sales is, by far, |
the better arrangement if it can be appropriately applied
to the particular situation. = . S

| It does not appear that thesres is much deviation
in this clause from standard commercial practice other than
the minor points referenced above. Considerable investigation
on this phase has been made by both the Air Force and Congress
itself and the major point of concern appears to be equity
between contractors rather than the total dollars realized
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from rental charges. If the arrangements by the relative
contractors are equitable or identical, the amount of
digputes apt to arise over this clause would be greatly
diminished. Consequently, revisions required in this area
should be directed to that objective rather than a revision
to the. detailed terms and conditions of the lease.
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- CHAPTER XI

CLAUSES 10, 17, 18, 19, & 22 - PROPERTY CONSIDJRATIONS

The above referenced. clauses are grouped together
because they all pertain to the same objective, that is the
control of Air: Force property while in the possess1on of
the contractor. They do, however, deallwithsdifferent
agpects of the problem, but should beAcombined in any dis-
cussion to provide one complete, overall picture of the
types of controls exercised under the varying circumstances.

Provisions of Clause

, Clause 10, although coming first in the contract
itself, is actually the instruction pertaining to the last
operations to be performed on an item of equipment prior
to its disposal because it has become excegs to the re-—
qulrements of the using Government contracts, or is worn
out, damaged, or obtherwise unserv1ceable  ‘Specific
instructions as to the handllng of the item itself under
any of the above circumstances is referred to in Paragraph C
of Clause 9 entitled "Termlnatlon” - These instructions
merely cover broadly, and in genefal terms, what operatlons
will be required to be performed.by the_contraotor if an
item is to be disposed of. Provision is also made in
Clause 10 for the purchase of any unserviceable property,
including scrap by the contractor if he so desires.

Clause 17 protects the title of all equipment
furnished under the Facilities Contract by stating that
title of all equipment so furnished will remain in the
Government even though it has been installed in a non-
government plant. _ _ '

Clause 18 restricts the contractor under a
FaOllluleS Contract from removing or parting with the
possession of any fa0111t1es provided, hereunder, in any
. manner what-so-ever for any reason what-so-ever.
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Clause 19 is probably one of the most important
of all the contract clauses as it deals specifically with
the Qontractor's liability for Air Force owned property

. while it is in his possession. Generally,‘the contractor

is always financially liabie for any loss or damage which
results from; ' o
a. A risk expressly required in the contract to
be insured against | | '
b. A risk covered by insuranoe, but only to the
extent of such insurance
c. Willful mlsconduot or lack of good faith on
the part of any of the contraotor s directors
or officers, or on the part of any of its
managers, superintendents, or other equivalent
representatives o . :
d. Failure on the part of the contractor or his
representatives to maintain and administer,
in accordance with sound industfial practices,
a program for theimaintenance,'repair, prb—
tection, and preservation of the facilities
or to take reasonable steps to comply with -
any written instructions which the Contracting
 Off1cer may prescrlbe as reasonably necessary.

The oontractor is never llable for any losses
resulting from the so called “excapted perlls" These are
usually'llsted in the oontract and include such thlngs as
fire, lightning, Wlndstorm, and generally all acts of God.

A listing of these can be found on page 7 of subject contract
1noluded in the Appendix of this study. . ' ,

‘As the Air Force is a self 1nsurer, 1t is definitely
stated.that no property damage insurance will be retained
by the contractor on Air Fdrée equipment unless it be for
the contractor's own benefit and at its own axpense. Thﬂs,
the contractor is not liable for a loss which is customarily
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covered by insurance in normal practice as the Air Force
.does not allow insurance to be.oarriéd at its expense.

, General instructions are included in this clause
for the steps to be taken in case of a loss of Air Force
‘owned property and the Air Forbe reserves the right to
recover against third partiés if appropriate.

Clause 22 provides that the Air Force shall be
held harmless from any claims for injury to persons or
damagé to the property of thebcontfactor or others arising
from the contractors poésession or use of the facilities
provided hereunder, and it shall further not be liable for
any damages or loss of profits by feason of nondelivery.
or of any delay in the delivery of any or all of the
facilities to be prov1ded under the contract. -

Purgose

The purpose'bf the above detailed provisions is,
of course; to clearly spell out on What'basis the contraétor
is to be responsible or liable for the Air Force équipment
supplied under the contract once it has been received and
"is in use at the contractor's plant. The Alr Force has not
. taken the position that the equipment was supplled to the
contractor exclusively for his own benefit and, therefore,
should be liable for any damages it incurs while being used
for the purpose intended. However, on the other hand, it
must be clearly understood that the Air Force will not |
relieve a contractor from’liability which arises because
of the contractors neglect, miséonduct, misuse, or gross
failure,tq'adéquately'protect the item while 1t is’in his
possession. For this reason, procedures are spelled oub
in detall on exactly what is_required or expected of the
contractor's representatives and:for what reasons the Air
Force will stand lossss on equipment lost or damaged. With-
‘out provisions of this nature in the contract, there would
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‘be no meeting of minds between the parties énd,situations
arising in this area would cause constant dispute and
termoil. ' _ oo

Actual Requirements in Practice

Althbugh the first cursory glaﬁce‘Would indicate
that the provisions included herein are‘complete, adequate,
~and fair to all parties ooncérned,vit should be understdod
that‘these are'nbt the full requirements of the Air Force
in relation to property under a Facilities Contract. In
Chapter IV of this study two written procedures were dis-
cussed which were to apply to all Air Force contracts whether
they were incorporated therein by refersnce or not. These
‘are the "Armed Services Procurement Regulations” and the
"Air Force-Proourement~Instruoﬁions“. Both: of these publi-
cations, one of which is written to supplement the other, |
have avoomplete section devoted fo the subject of government
owned property entitled "Appendix B - Manual for Control of
Government Property in Possession of Contractors". This
Manﬁal is the governing procedure of Contract AF 33-600-36321
as well as any other Air Force Facilities Contract as "it
- is mandatory on the part of Air Force persomnnel."* Thus,
because the Air Force personnel must first approve all
. actions by«contractdrs énd~they.must in'turn*act in strict
conformance with the Manual, the contractor is obliged to
conform to it or they will not be reimbursed by virtue of
having unapproved procedures. ' '

The Manual itself is divided into a number of
sections dealing Wiﬁh'a1l phases of property control. By'
general heading_they aré; General prOvisiQnsédetailing'
definitions, duties and responsibilities of all parties;

Records to be maintained - detailing types and k¥inds of
'redbrds, by whom kept, and filing instructions; Miscellaneous
Provisions - coveringfidentification of items, contractor's
responsibility,and liability, and auditing propérty accounts;
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‘and Adjustment of Disorépanciés Incident to the Shipment.
of Government Property - Covefing procedures to be followed
whenever discrepancies occur in oonnecfion‘with a shipment
and outlining the responsibilities of the Alr Force and
the contractor to report, adjust, or settle such discrep—'
ancies. , A , _ ' .

In case that provisions, specifically included
in the contract itself, differ from any procedures or
regulations in the Manual, the ones in the contract shall
prevail. In practice, the difficulty arises in that con-
tract provisions are apt to be written in a general vein,
not being too specific on any one subject and generally
can be interpreted in such a manner as to allow the
requirements of the Manual. Needless to say; Air Force
personnel who are administering a oontraotvwill.tend
strongly towards a liberal}interpretation to allow the
provisions of the Manual to6 become effective and seldom
is any direct contradiction determined between the two,
although it might be originally intended that there be.
It is, therefore, of utmost importance that both parties
to the contract spell out in detail any specific points they
have agreed upon which are in oonfliot'with standard terms
and conditions. ‘ |

The "Manual for Control of Government Property in
‘ Posse881on of Contractors" is expllolt and exacting on all
- phases of government property control. In reality, there
~is little chance for interpretation of the regulations as
it is the avowed purpose of this document to enforce some
degree of standardization between contracts and it has
- been so written. Thus the Facilities contractor is rigidly
bound in a straightjacket of rules and regulations which
are designed to cover all government contraots in general.
No oonsideration has been given to special situations '
which might arise in relation to one specific contract
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nor has any'provisiOn been made . to effect ohanges for
these instances. - | :

The procedures as written are tedious to perform
and expensive'to'execute as the whole tenor of the document-
bespeaks the distrust of the Air Force towards the con-
tractor. Property'forms, records, and controls are spelled
out in great detail and are preprinted for distribution
to all contractors. In}ﬁost'instanées, the information
required is far in excess of that called for or utilized by
private industry, hence considerable time and expense is
incurred in completion of the forms and records. N

Tiability onvthe'part of the contractor is firmly
fixed and is even more strict than that quoted in the
contract. No- prov151on is included for excu81ng the
contractor from any loss or damage, although final deter—
mination is left up to the Contracting Officer.  Under
Contract AF 3%-600-%63%21 it has beénvdetermined that the
- contract prdVisionS‘shall apply in this instance and that
liability will be based only upon those cases speolflcally
mentioned therzin.

' A complete detail of all of the provisions of
the Manual is not necessary for the purposes of this study,
. however, it is essential that it be understood that such a
procedure is in'ekistence'which does pertain to all govern-
ment contracts, including the Facilities Contract.
" Possible Fconomy Revisions

Ba81cally, all of the rules, regulations and
procedures included elther 1n the General Conditions of
the contract or in the Manual are placed there for one
reason; to insure the return of the facilities to the Aim
Force in as good a condition as‘they were received, less
normal wear and tear. With a view towards the end result
only, there are several suggestionsvwhich can be made to
minimize the paperwork and labor involved in the control
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of Air Force property. The most obvious would be to
eliminate all interim prooedurés except the requirement

for an accﬁrate reCord of all Air Foroe'property received.
Then control of the items could be left up to the con-—
tractor completely while it ig in. his possession with the
understandlng that the facilities will be returned to the
government, when the contractor is through with them, in

as good a_condltlon as received, less normal wear and tear.
The burden of proof to the effect that only normal wear

and tear has taken place could be on the contractor and if
the item i1s not returned in proper condition, or lost, the
contractor would be liable. In this way, burden for control
of property would be on the contractor who would be able

to exercise that amount necessary to adequately protect its
interests but not excessive to the point of costlng needlesé
dollars. It is a certainty that this would provide modern,
up to date, efficient control and the Air Force would be
relieved of the réquirement to 'watchdog" the contractor
throughout the duration of the Facilities Contract. It is
entirely possible that contractors would exercise‘little

or no control on some items of equipment but decision to

do so would most assuredly be based upon the economics of

a particular situation. If stringent controls were more
expensive than the acquisition cost of the item, it would

be good business practice, and more economical in the long
run, to exercige as 1little control as possible and ultimately
reimburse the government for the worth of the item less
depreciation.’ ‘

Another approach to the problem would be to
eliminate all detail procedures in relation to control of
government property and in its stead, spell out the broad
general objectives required by the Air Force. It would
then be up to the cOntractor to devise the most economical
method of accomplishingvthesebobjectives and he would
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undoubtedly be able to include this equipment in his normal
control procedures of his own equipment, thus providing
additional economies. It is strongly felt that freedom of
choice in the matter of property by the contractor is
esgential if economies are to be realized.

It is understandable that the Air Force is deeply
concerned with control of its property as it is, in the
long run, owned by the people of the United States through
whose tax dollar it has been purchased. However, in
aﬁtempting to be cautious and prudent, the Air Force has
been excessively so, to bthe point of spending needless money.
More liberalization by increasing the ability to make choices
to fit a parbticular situation would be to the best interests
of all parties concerned.

With a liberalization of interim property controls,
the Alr Force could rather drastically cut its number of
personnel directly assigned at the Air Procurement District
level for checking the contractor on this phase. This
personnel, assigned to the Property Section, are the Air
Force Property Administrators, discussed in Chapter II.

With less workload per Facilities Contract, one man could
‘assume responsibility for a greater number of contracts and
still perform an efficient job.
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involving funds. His decisioniis usually based upon
~detailed reports received from the contractor, the Air

Force Property Administrator, and the Air Forée Quality
Control Representaﬁive who each make individual, independent
surveys of the specifid'circumstances surrbunding each case.

' For ease of admlnlstratlon, all property is coded

as to condition when it is to be dlsposed of by the contractor
for any reason. These condition codes are as follows:

N-1 ' Unused, Excellent = 0-1 ' Used, Excellent

N-2 Unused, Good k | 0-2 Used, Good

N-3 Unused, Fair "~ 0-3 Used, Fair

N-4  Unused, Poor ' '0-4  Used, Poor

- R-1 Repaifs.Req., Exoellent’__E—l Rehabiliﬁated, Excellent

R-2 Repairs Reg., Good E-2 Rehabilitated, Good

R-3 Repairs Req., Fair - TE-3 Rehabilitated, Fair

R-4 .Bepaifs}Req.g Poor . .. = B4 Rehabilitated, Poor

It is the usual practice of thé Air Force to.
accept, without any question of liability, all items which
are returned in 0-2 condition or better. As 0-2 represents
a condition which indicates that the item is still in good
running or operating order, it is assuméd that it has been
subjected to no more than normal wear and tear. By estab-
lishing this dividing line, a great deal of administrative
paper work is eliminated on those items which are in 0-2
or better condition. ' ‘ '
| The first stumbling block in the above detailed

procedure is the establishment of the condition code for a
particular item. - As can be noted, the condition oategorles
are very broad, and- dlfferent individuals are very ‘apt to
rate an item differently. The difference between good and.
“fair, or fair and poor, or excellent and good is a nebulous
one and . who is to establlsh exactly Where the dividing line

is?
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The task of aocompllshlng this feat falls pri-

marily upon the contractor. Through visual and operatlonalA
llnspectlon, which is tabulafed usuélly on a special form
for this purpose, the contractor's Air Force property
inspector assigns a condition code which he feels .comes
closest to describing the actual oondition of the item.

The inspection report, as well as the item itself, is then
reviewed by the Air‘ForQe Quality Control Representative
who is charged with the responsibility of'inspection for
the Air Force. Then by'discussion,'and'inlsome cases
negotiation, a final condition code is arrived at which
fairly typifies the actual condition as closely as possible.
This joint determlnatlon is subaect-to review further by
the Air Force Property Admlnlstrator, but said rev1ew is
usually just a matter of form.

Once the condition has been establlshed, the
contracting officer must then make a written determination
of liability. As previously stated, if the condition is
0-2 or better, the determination of liability will consist
merely of a memorandum to the contractor stating that he
has been relieved of acéountability,3rééponsibility, and
liability for the item. If the condition is worse than
0-2, the oontracting offidei will notify the contractor
in writing that full llablllty will be assessed agalnst
him unless sufficient Justlfloatlon is transmitted to his
office in writing vefore explratlon of a certain time,

“usually 30 days. o
The contractor must then establlsh reasons why

+the particular item of equlpment is in 1ts present condition.
Perhaps the most useful tool at this point is reference
to the mainbtenance records for each facility which must be
established in accordance With part 2 of this clause.

| At the outset of the. Fa01lltles Contract the
contraotor must submit complete, detalled procedures on
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exactly how he proposes tQ’maintain the equipment supplied
to him under the contract to the contracting officer for
approval. Such procedures shall include not only a preven-
tative maintenance inspection schedule, but detaiis as to

- maintenance organization, training programs, selection of
personnel, and all other pertinant facts about the maintenance
program. Once this written program is approved and ‘
maintenance records. established, the contractor must follow
it dlllgently unless formal written apnroval is received

to alter it. _

If the contractor can. establlsh, on a piece of
equlpment which has been declared in poorer than 0-2 con-
dition, that the‘wrltten,malntenance procedures have been |
followed as diligently as possible and that maintenance
records have been properly established and maintained as
well as the fact that the maintenance records accurately
reflect the present condition of the item, he'may so state
in the ertten report to the contracting officer and run
little risk of being held flnan01ally liable for the con-
dition of an item. If, however, he cannot do so through
failure to oomply Wlth any of the written procedures, it
is a certainty that some assessment w1ll be made against
‘him.

Of course, the_rébort submitted'by the contractor
is subject to reviewvby'the‘Air‘Force Property Administrator
and the Air Force'Quality Cbntrol Representative who them- |
selves in turn submit a written réport to the Contraoting
Officer*either confirming the statements of the contractor
or offering rebuttal to it.. ‘

_ Upon these reports the‘final decision is made by
"the contraotlng officer- elther for or agalnst the contractor.
The decision is final and cannot be refuted excebt under
~ the “Dlsputes” clause of the contract whereby the contractor
must submit an appeal to thé'Boardlof Contract Appeals in
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Washingten, D. C. This is usually an expensive proposition
as legal council mﬁst ‘be retained, hearings attended, and
in general, court proceedings followed. ConSequently, only
those cases which 1nvolve a great deal of funds are usually
. appealed, making the decision of the Contracting Offlcer,
for all intents and purposes, final. '

.Clause 20 is also supplemented by the "Armed
.Services Procurement Regulations” and the "Air Force
Procurement Imstructions” as well as AMC Manual 69-1 which
was written exclusi#ely to cover'all‘phases of handling
on Air Force equipment. Thus before any maintenance
program is set up, due consideration must be given to the
,‘suggestions included in these publications. .
’ ' On Conmbtract AF 33-600-%36321 it was. unnecessary
to. submit such a maintenance program as. it had already
been submitted and approved under another fa0111t1es
contract which is still effective. ' However, if this was
the first such contract undertaken by Wyman-Gordon Company,
it would have been necessary to follow the exact procedure
previously outlined in spite of the_fact that only one item
was involved. ' o R ' ’

Possible Ecenomy Revisions

When viewed objectively, it appears that the
provisions included in this particular clause are fair and
reasonable to all parties concerned, adequate to protect
the interests of the Air Force, and economically feasible.
The provision that items are to be returned to the Air
Force in as good‘odndition as received less normal wear
and tear or depreciation is certainly definite and fair to
all parties. The main problem in this area appears to be
the determination as to exactly what constitutes normal
wear and tear and on what liability is to be based.
However, it is felt that any atuempt to clarify these pro—'
visions Would only lead to further confu31on and consequently
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increase the number of disputes under the clause. If
vdeterminations and inspections are pérformed by competent,
reasonable, and honest persohnel; there should be few cases
where bothvparties cannot have a meeting of minds.

The most likely place for possible economies in
the "Malntenanoe" clause is in the requirement for complete
written procedures on this phase to be submitted to the Air
Force prior to start of work. The olauée itself definitely
states that "malntenanoe, repalr, protection, and preser-
vation are to be in accordance with sound industrial
practice". If this'is in reality so, the Qontractor should
be able to utilize the same maintenance procedures on Air
Force equlpment as he does on his own equipment. Time and
‘money would then be saved in the original preparatlon of .
the Mainbtenance program, fqr the contractor could merely
submit his own written procedures with no revisions. In
administration ofithe program, the Air Force equipment could
be then merely added to other piant equipment which is
contractor owned and handled in the same manner.

This plan, although providing the possibility of
some cost savings, might in the long run cost more depending
~upon the particular situation. If the contractor utilizes
a poorly run, inadequate4maintenanoe program on his own
equipment, it would not be to the'advantage of the Air
Foroevto accept that particular company}S’“industrial
praotice"; However, this could be established at the time
the maintenance procedures are submitted by the contractor
for approval and determination made as to whether to accept
the procedures or reject them. '

Preventive maintenance is one of the most
important considerations on any equipment which is rented
or leased to another party and for this reason it is felt
that the stringent controls exercised by the Air Force in

this matter are Jjustified.
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CHAPTER XIIT

OTHER PROVISIONS

The main provisions of the Facilities Contract
which would lend bthemselves to possible revisions and
subsequent cost economies have been discussed in Chapters
VIII through XII. In order to present the complete picture
in regard to all provisions, this chapter will be devoted
to the remaining clauses which must be included in the
Facilities Contract for informational purposes, as
clarification of terms, or by legislative requirements..
These clauses, although having a decided impact on
administration of the Facilities Contract, are definite
requirements either from‘the standpoint of good common
sense or fairness to all parties concerned and as such
should be retained in brder to provide a complete document.
The only possible revisions which could be madé would have
to be initiated by the legislative branch of the government
but, as previously discussed, this is dependent as much or
more upon public policy considerations than upon strictly
economic considerations.

Clause 1 & 2, Prelude

Clauses 1 and 2 cover definitions of terms
referenced in the contract as well as a general statement
of the Facilities to be furnished. These are of little
importance except to specifibally spell out who is meant
by the terms "Secretary" and "Contracting Officer". The
facilities to be furnished are merely referred to as those
included in the schedule attached which was discussed in
Chapter VII of this report. The most important provision
is that the facilities to be provided, hereunder, will be
done so with no warranty express or implied on the part of
the Air Force as to serviceability or fitnessfor use. As
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the contractor has‘the right to reject all items for good
and sufficient reasdn, this appears to be fair and reasonable.
~ Clauses 6 & 7, Air Force Retention of Rights

- Clauses 6 and 9 specifically require the contrac—
tor to pay all taxes and charges~arising from the use of
facilities and also provides that the Air Force shall at
all reasonable times have access to the premises wheérein .
any of the facilities provided hereunder are located. As
the facilities are Air Force owned but operated to the
financial benefit of the contractor, both provisions are
in keeping with reasonableness and common sense. |

| Clause 8, Records

Clause 8 covers the maintaining of adegquate
records and a system of identification of the facilities.
provided hereunder as well as providing for periodic inven-—
tory of the items while in the possession of the contractor.
This clause was x'd out in the General Conditions and a
substitution clause included as Item 2, in Clause 25.

It is to be noted that the substituted clause reflects

the latest revision to the "Armed Services Procurement
Regulations" and as such' will shortly be‘incorporated as

an integral section of the preprinted General Conditions.

As the revised clause is most récent, it was not possible

to accomplish this in Contract AF 33-600-36321 so the
elimination - substitution method was utilized.. This

clause specifically states the requirements for property
control records which is, -however, a repeat of the.

. requirements under "Appendix B - Manual for Control of
Government Property in Possession of Contractors" previously
discussed in Chapter VI. The only new aspect of the
property control situation is the requirement for a physical
inventory of all items provided under the Facilities Contract.
Until recently this requirement was for an annual inventory
of all items and therefore presented a situation which was
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expensive to administer while providing little benefit to
either'party.- This latest revision, however, removes the
provision for an.annual inventory leaving the timing of
such inventory as a matter of negotiation between the
contractor and the Contracting Officer. Thus by mutual
agreement, a reasonable schedule for inventory can be
worked out to the satisfaction of all on any particular
contract by taking into consideration the spedial aspects
pertaining to a given situation. ILarge machine tools
which’are permanently installed need be inventoried but
seldom, while small hand tools should be inventoried much
more often. This has been taken into consideration and
allowed for in the latest revision which shall, henceforth,
be incorporated inm all Facilities Contracts.

v The reference in this clause to "stock-listed"
items means, in general, all items having an acquisition
cost in excess of $500.00 or a life in excess of 4 years.
The listing of these 1tems maintained by the Air Force
comprises the active items included in the Industrial
Reserve System. Thus the conbtractor under a Facilities
Contract must declare to the Air Force on AMC Form 51,
previously referred to in Chapter IX, all items it receives
in the above category in order that a complete listing nay
be retained at Headquarters, AMNC.

In view of the latest revision to this clause, it
appears that the provisions are fair and reasonable and will
allow enough leeway for both the Air Force and the Contractor
to arrive at a suitable agreement to provide the most
economical method of obtaining the desired result.

Clause 9, Termination

Clause 9 makes provision for termination of the
Facilities Contract by either the contractor or the Air
Force upon the happening of certain specific instances.
In general, the Air Force can Terminate for any reason
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resulting from lack of need for the end item being produced
or default on the pért of the contractor. The contractor
may terminate for any reason What—sb—ever as long as the -
Air. Force is given sixty days prior notice. Paragraph C
outlines briefly the steps which must be taken in case of

a termination by either party..

As 1t is essentlal that a proper termlnatlon
clause be included in any Contraot there appears to be no
objectlion to any of the provisions included therein. The
only possible abuse of thiszclause or needless sxXpense
incident to it would be a premature or hasty termination
by either party. Certainly, having once been in complete
agreement.on the scope and objective of a spedificvcontraot,
it is inconceivable that such a situation would arise;
however, it has on occasion. On the other hand, immediate
termination; based upon good or sufficient reason, is
essential 1f needless costs are to be\aVoided.

Tegiglative Requirements

The next group of clauses to be considered are
those which specifically incorporate statutes passed by
the LegiSlative Branch of the Government and enacted into
law by'the President. = These deal with a number of subjects,
but are beyond'the scope- of this'study as their usefulness
and necessity have been discussed in greatydetail before
passage into law. The concensus of opinion of the legislators
has been that they are neoessary, however thi's does not mean
that they may not be changed at some future time.

Clause 1lfmakes'provision for settlement of
disputes between the contractor and the Air Force Contracting
Officer. _ v _ ‘ ‘
' Clause 12 provides that no convict labor shall be
utilized in théfperformanoe of the contract.

Clause 13 incorporates the Eight Hour Law of 1912
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‘ prov1d1ng overtlme pay at l% tlmes day rate for any time
Worked in excess of 8 hours in .any ‘one - day.,

Clause 14 states that there will ‘be no diserimi-
~nation in employment‘beoause of.race,»rellglon, color, or
-_natlonal origin. . ,1 .

Clause 15 restrlcts any member of or delegate to
Congress\or resident comm1831oner from der1v1ng any benefit
from the contraot.v»_r , , »

_ Clause 16 restrlcts the use of a person or selllng
| agency to solicit or secure the oontraot for a comm1581on,
percentage, brokerage, or: oontlngent fee.

Clause 24 restricts the contractor from glVlng _
' or offerlng gratultles of any klnd to any representatlve of

the Government with a view towards securing the contract or
‘;]securlng favorable treatment Wlth respect to the awarding
or amending or the maklng of any determlnatlons with respect
to the performlng of such contract. . _ '
E Clause: 21 ?1ght of Dlver51on

The Alr Force under the prov151ons of Clause 21
reserves the rlght to dlvert any. or all of the facilities.
furnlshed to the contractor hereunden when it is determlned-
to be in the best 1nterests-of the Governmenty‘ Ags the
"‘eqnipment is'in‘aotuality owned:by'the Aierorce, this
'clause is not unreasonable unless such’ dlver51on is-
acoompllshed haphazardly and without sufflclent reasor. In
spite of the fact that thls oould happen, it is felt. that
any attempt to restrlot thls clause,_ln any Way, would only
‘make it 1neffeot1ve. o el o
| Olause 23, Reservatlon of R;ghts

' The Reservatlon of nghts prov1elon, Clause 23,
Ccan be very important at tlmes. In this clause the Air

: Force states that their fallure'to insist in any one or
more 1nstances, upon any of the terme, covenants, or ‘
conditions of this agreement shall not constitute a waiver
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of their rights, thereunder, or in-the»future performance

of the contractor. This olause‘in'ifself is not important,

except that it does indicate thatJthe.AiroForce may, under

certain ciroumstances, Waive their rights under any one

of the prov1s1ons of the Fac111t1es Contract. This they -

- have reserved the rlght to do, and Wlll do, upon sufficient.

'austlflcatlon from the contractor.. Thus the . contractor is
somewhat relieved from the stralghtgacket of rules and
regulations detailed in thls report if ‘he- can show just

:__cause for such action. On the other hand'kContracting’
v,Offloers have been loathe to Walve any clauses on their own
“as they are then subject to- crltlclsm, partlcularly if

: somethlng goes. wrong. . o ' ‘

Clauge 25, Alteratlons in Contract

L The final clause in. the Fa01lltles Contract has
. been previously discussed in a number of lnstances. This
is Clause 25 entitled "Alterations in Contract". In this
clause will be found all terms and conditions Whloh vary
‘from the preprlnted standard "General Condltlons” VmIt_lS_

7 1s a necessary 1ntegral part of the contrao
As prev1ously p01nued out, all clau

)

Ses 1i’f f@éd in?.- |
this chapter were digcussed primarily for rouﬁﬁlnggo@% th%
entire scope of the Faollltles Contract. The\g’:os%lbllltz;~

of administrative cost savings or revisions To the clauses
~which would allow savings through lower purohase prices

arée sllght indeed as the clauses are 1ntended merely to
spell out certaln reguirements oommon to all contracts,
partlcularly those _issued by governmental agencies. However,
. it is felt that at least some reference should be made to
them in any discussion intended to cover: the Fa01llt1es

Contract and such procedure is therefore Justlfled.
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CONCLUSIONS -

This study has been devoted to a complete scrutiny
of Tthe Air Porce Faoilities Contract in an attempt to estab-
 lish possible economies both within the administration of
the contracts and in the contract terms which would allow
the Air Force to procure 1ts ‘supplies, equipment, and research
for lower purchase prloesf

Perhaps the most important byproduct of this inves-
tigation‘has been %o familiarize the reader with the Air
Force Facilities Contract, what it is, how it operates, and
what it is trying to accomplish. It is important that these
facts be known as the Facilities Contract has a great impact
upon our general eoonomy as well as industry in particular.
Any instrument utilized to expend as much of the taxpayers
funds as this contract does; should be fully understood by
all members of sooiety; not only with a view towards finding
methods to deorease its administration costs, but aiso to
insure that the intefests of the general public are adequately
protected : A, : A:. o
~ In attemptlng to analyze with a view towards
simplification. of procedures and oontrols, one point became
apparent almost at once. This was the fact that it was
~rather difficult-and, in some instances, impractical to
compare existing'Air Force practices in the Facililities
Contract progfam with”thoee‘utiliZed by private industry
for operations which were to yield similar results. The
main reason for this appeared to be .the fact that premises
on which the Air Force proceduresvwere based not only had
to take into consideration the economy aspeot of the
particular situation, but public policy considerations as
well. Thus maximum protection or security of the taxpayer
dollar might rank higher in importanoe than slightly decreased

administrative costs.
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The constructive implications of this thesis are
important when viewed from the alarmingly increasing rate
of government expenditures in recent years.

First, attention has been directed to the Fac111t1es
Contract specifically. It cannot be said that the criticism
or analysis included herein is useless because it has been
leveled at too broad a field to be constructive. If
- accomplishing no morevthan the stimulation of an interest
in the Air Force Facilities Contract with aeview towards
modern, efficient administration, this thesis will have been
well worth the time of preparation and render a great service
to the already overburdehed Ameriean'taxpayer for, at last;
help will be on its way.

Second many avenues for possible cost sav1ngs
have been pointed out which should be glven serious .
consideration by the people who are concerned primarily
with setting up and~admini$tefing the Air Force Facilities
Contract program. %very dollar savings, when multiplied
by the large number of Air Force Facilities Contracts in
existance or to be issued in the future, will add up to a
considerable sum, and will mean one less dollar to be paid
in taxes. In addition to pure cOst~savings, there will be
a streamlining of procedures which will allow the Government
to procure its supplies and services faster from the stand-
point of dellvery, whlch fact would be extremely 1mportant
partloularly in time of natlonal emergency To generalize
the findings of this. study, it can be sald that the Air Force
Facilities Contract program, at present, is not badly
organized or operated, particularly in view of the complexities
involved and the fact that‘this program must be administered
‘in conjuncﬁion with a number of others and coordihated,
therewith. However, becéuse this is so does not mean there
is no room for improvement. In each particular phase of the
program there is room for economies which have been specifically
detailed in the body of this study.
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Third, the value of analysis of any problem is
particularly great as it tends to open‘up for discussion
many additional avenues for improvemént. If economies can
- be realized in this sp901flc program, then it stands to
reason that the same may be true of other governmental
procedures and programs. An awakening of interest on the
part of the general public in all phases of government
expenditures 1is exceedingly important or we may lull ourselves
into the apathy which has proven the economic downfall of
nations who were once as strong as We, A study such as this,
if concientiously read, can provide the stimulation required

to ‘accomplish this purpose. '
| As regards the pos31b1e economies Wlthln thls
program, it is one thing %o state what should be done and
another to determine how this may'be accomplished. Although
the actual mechénics to be used for initiating the proposed
‘reviSions is beyond the scope of this study, it must be
realized that the task is only half done once. these points

- have been determlned

Possible methods which could be used for affording
the drive to 1noorporate revisions outllned hereln,'would
be listed in order of Probability, Public Opinion, Self
Analy81s and Action by the Air. Force,'and Legislative Action
1nclud1ng special commlttees such as the Hoover Commission.

Public Oplnlon is probably the most effective
weapon once it has been aroused to the p01nt of being heard.
Governmental officials depend upon public support for their
livelihood and retentlon of offlce,iconsequently, they are
sensitive to the feélingS‘dfTﬁhe general public. The magor
drawback in this area 1s,~of course, the apathy of the
people_ln regard to specific instances, as well as their
ignorance of the factS'in many cases. One can insist on-
corrective action only if one is aroused and has the facts
necessary on which to bage an intelligent argument. TUnless
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these facts are brought forcibly to the attention of the
people through studies such as this, little action can be
expected from this source. .

Self-analysis on the part of the Air Force is a
process which is going on .continuously as evidenced by the
many revisions to the "Armed Services Procurement Regulations®
and the "Air Force Procurement Instructions". . However,
closer coordination is necessary between persomnel who are
charged with the responsibility for these revisions and
‘representatives of private industry who can and are Willing
to oontribute’their’wealth of experience and knowledge.*
Until the feeling that both parties are on opposite sides
of the fence can be dissapated and the realization made that
there is a common objective involved, the prospect is not
encouraging for aﬂy sweeping or radical changes in the
Facilities Contract program from this source.

_ Legislative action is, of course, the mosgt direct, 
possible means for initiating economies within the system. .
However, as previously stated in this study, Congress must
consider a great many complex problems and as such does not
have the time to minutely scrutinize all phases of any one
particular program. There are many considerations of far
greater importance which must be dealt with first. The
establishment of special committees such as the Hoover Com-
mission is a step in the right diréction, however even in
this instance the committee must concern itself with broad
overail policies and camnot confine itself to specific details.
In addition, special committees are looked down upon with
considerable disfavor by many representatives of the governé
ment and are, therefore, handicapped in execution of their
duties as well as initiation of their recommendations ihto
law. | .

VOne bright prospect has appeared'recently in this

* 7, p. 7
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respect when Senator Leverett Saltonstall (R-Mass.) intro-
duced a measure aimed at streamlining military prbcurement
policy to Congress. In spite of defeat of a similar bill
in August 1958, the Senator ‘has won broad general support
and it is p0351ble‘that_congress will attempt to effect at _
least some economies in this area within the near future.* -

: The‘prospectsvfor economic revisions, therefore,
-are not entirely black. The growing unresﬁ of the overQ_'
burdened taxpayer is oausing concern in a number of sources
- and it may someday spur into action the various controlllng
s groups. At that tlme, a'study such as this mlght be of
help in detailing those 1nroads which will most assuredly
bring about "More Alr Force per Dollar".
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PEEAMBLE

The Govermment and the Contractor have entered into Contract
Nr. AF 33(600)-36176, providing, among other items, for the evalu~-
ation and testing of a numerically controlled profile milling
machine, ard development of production methods therewith.

It is the pwrpose of this instrument to furnish such machine
to the Contractor.

AF 33(600)-36321
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GENERAIL PROVISIONS

CLAUSE 1 - DEFINITIONS

Ar ured throughout this contract, the following terms zhall have the meanings set forth below:

A. The term "'Secretary’” means the Secretary, the Under Secretary, or any Assistant
Secretary of the Denartment and the head or any assistant head of the executive agency; and the
term ''hie duly authorized representative'' means any person or nersone or board (other than the
Contractihg Officer) authorized to act for the Secretary. ,

‘B. The term '"Contracting Officer'' means the person executing this contract on behalf of the
Government, and any other officer or civilian employee who iz a properly designated Contracting
Officer; and the term includes, except as otherwise provided in thie contract, the authorized
representative of a Contracting Officer acting within the limits of his authority.

CLAUSE 2 - FACILITIES TO BE FURNISHED

A, Government-owned facilities to be furniched are ret forth in the Schedule. Such oroperty
ghall become gubject to all the termes and conditions hereof upon receint thereof by the Contractor
unlese otherwise providedin the Schedule.

B. Such facilities shall be provided without warranty express or imolied on the nvart of the
Government as to gerviceability or fitnees for ure, subject to the right of the Contractor reasona-
bly to inspect and reject the same for good and sufficient reagon. All nersonal pronerty included
in the facilities provided pursuant to this contract not nregently located at the location epecified in
the.Schedule, will be delivered to the Contractor at zuch location or at the voint neareet thereto

_ that rail carrier service i# available as #0oon as nracticable after the date this contract becomesr
effective, transportation charges prevaid.

CLAUSE 3 - FACTUAL APPENDICES

Within three months after the date this contract becomes effective, and at three-month
intervals thereafter during the life of this contract, Contractor zhall submit a liet of the_facilities
provided hereunder and not previously listed, together with a list of any neccstti'y changes or
deletions of items on previous lists, provided, however, that no such lists ghall be required for
any period in which there have been no additions to or changes or deletions of nrevious listings.
Such lists will be identified as "Factual Apvendix A'* to this contract or suvplements to such
appendix. They will contain a list of Government-furnished property nrovided hereunder and shall

be in a form to be a% reed upon between the Contractor and the Contracting Officer. Such lists shall be
certified as correct by a responsible representative of the Contractor. Upon anproval and distri-

bution thereof such lists shall be considered'incorporated herein by réference, it being under-
stood, however,’that such lists will be binding upon the parties hereto only to the extent that they
do not conflict with the sunvorting documentation.

AF 33(600)-36321 1
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CLAUSE 4 - REPORTS TO BE FURNISHED BY THE CONTRACTOR

The Contractor, insofar as it is able, shall furnish the Government, upon written request:
therefor, such reports, estimates and other information regarding the subject matter.of this
contract as the Contracting Officer finds necessary and reasonable, including suich records.and
. data with respect to such facilities as may be required by the Contracting Officer for industrial
planning or other purposes. Requests for such reports, estimates and other information shall
set forth the nature of the information sought and the form in which such information is to be
furnished.

* CLAUSE 5 - USE AND CHARGES THEREFOR

A, Subjcct to the termination provisions hereof, the Contractor may use all or part of the
facilities provided hereunder without charge in the 'performance of (i) any Air Force prime con-
tract which expressly authorises such no-charge use or states that the price -or fee thereunder.
is contingent upon such no-clurge use, (ii) subject to the approval of the Contracting Officer, any
subcontract under any Air Force prime contract when both the prime contract and the subcOntra ct
either expressly authorize ‘such no-charge.use in the performance of the sqbcoutn. ét or ut&e
that the prices or fees thereunder are: contingent upon such no-charge use, and (114) to theé extent
such use will not interfere with the foregoing and subject to the approval of the Contracting
Officer, (a) any other Government prime contract which expressly authorizes such no-charge use
or states that the price or fee thereunder i{s contingent upon such no-charge use, and (b) any sub-
contract under any other Government prime contract where both the prime contract and the
subcontract either expressly authorize such no-charge use in the performance of the subcontract
or state that the prices or fees thereunder are contingent upon such no-charge use; provided,
that this Paragraph A shall not apply to any subcontract below the first tier unless that aubcon-
tract, the prime .contract, and all inhrmodiata syubcontra cts either expressly- ‘authorire such
no-charge use in the performance of M’iowr thr “subcontract or staté that the pricel ok fees
thereunder are contingent upon such no-chrgc m "Evidence relative to. the terms: of the supply
contracts and subcontracts thereunder" waww:ny use of facilities {. made or proposed
under this Paragraph A shall be submitted to the Contrnctlng Officer by the Contractor herein
upon request, . ;, i

= > 'I'he Contractor may also, with the prior approval of the Contracting Officer, use the Pe®
facilitiégrovided hereunder in the performance of work other than that hereinabove auth \pyided
to the exten - X1 such additional work will not interfere with the performance of the Jui¥ herein-
above authorize. provided that the Contrncting Officer determines that such oth oz -2’ e is in the
Interest of the Gove -?-'- T\ and that the Contractor is mot thereby placed ing®¥Avored competitive
position, At six monthl % k3 1s during the life of the contract and ats A ormlnntion hereof the
Contractor shall submit a detal 0k eport to the Contracting Offic .c" ul such other use per-
formed during the preceding pcrlo %, if there has been no_ \--"- other use during the preceding
period, shall submit a certificate to "- t. Such repg@Ps shall be suppdrted by such records
as are necessary to insure equitable action Sl -;.---" Upon submission of such report the
Contractor and the Contracting Officer will pr %y negotilte to determine the extent of use
during the period covered by such report n he confiigeation therefor. Such amount shall be
computed upon the basis of the extent s ffhe use at rates -f’. xgupon actual or estimated original
acquisition cost of the fncilltien ._-"- . Such rates shall be 5% PR ganum for land and land
improvements, 8% per annyys- (for buildings and building installation® S % per annum for \-* .
machinery and equip 1898 s hind 25% per annum for ‘portable . tools and auto Y tge equipment -In the
event of a failure Bl free in such r&egotiatio s the resulting dispute shall be :‘».,. d in accordance
with the Prog .‘-’ et provided in the Clause’ hereof entitled "Disputes. The Confiiktc 2 shall upon
demand e e Contracting Officer except ‘in the event an appeal is pending or to be file ) ward G

his g ck to the Contracting Officer payable to the Treasurer of the United States for the . -" N
&t (Soe Item 1, Clause 25)

. 2
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C. The Gontractor represents that it hae eliminated or will eliminate from the nrices and,
for the purpose of computing feee, from the estirnated ¢ost, charged for all contracte to be per-
formed by the Contractor using facilities provided hereunder on a no- clurge basis any charges or
allowances (including amortization and depreciation) included therein for the facilities provided
hereunder exclusive of charges for coste iricurred in the performance of obligations imnosed:
hereunder, and in making application for permisszion to use facilities provided hereunder, the
Contractor shall so state. It ie agreed that nothing in this contract shall be interpreted as prej-
udicing any rights that the Contractor may hiaveé 'to be reimbureed under other contracts between |,
‘the parties hereto for the cost of perform&ng qbliganonl impoieﬂ hereunder and not made reim’'-
bursable hereunder.

CLAUSE 6 - TAXES‘.AN&UMLH*&ES

T3 “ :

A. 'The Contractor ugree! to ;ny when and as the same hecome due and etyablc, all taxes,
assessments and similar charges which at any time trior'to thé final zettlement of this .contract
are properly and legally gaxmd, n:ueébd or imposed uppn thc ‘Contractor’ . 1ﬁte!eet ‘inade or
created pursuant to the provmions dfd!hio contract, thh feonect to part or all of ‘the facilities
provided hereunder or the usge theréof BT e SRR

il

B. The Contractor agrees. to juy Al.t ¢laims or charges for or on account of water, light,
heat, power and any other services or uﬁhttes furnished: to or- with respect to the tite, buildings,
or the machinery and eqnxpment or any g;rtlthereof S Y

o« ey e

CLAUSE 7 - INSPECTION AND Acqzss ; v C

zimes hav; acaewtp ‘the oremiue wherem any of the
: 2%“ pumt of. iﬂlnc;tiug und mventorying the same,

of removinttt]iém as %p, g ihpd"‘ Y

contract L id 3 ’gﬁ

o 'M T‘ctohr“agteeb& ’Q&:!,g roperty coistrbl teébrds ‘and a ry;t Yoo

R

fication oi the TESRD e.,,‘ ded’ ‘re&mﬂa ia "cﬁordance with the PTOy. .,..‘ OB \.?a,;
GControl of Government Proper "”" X 3 of ‘Contracloysyd (Wt on the date of thi:

AT "..6 » z
As part of such control g%mm Coutra, u:;- S ‘:-(";"3-... inventory of the facilittes provided

hereunder at lgast ohce .'.. o o ‘bMiuch Yavent s XPradion and urOperly identifying all
losges and SAR ey ONREE i ve oc;ﬂk’nﬁ' nﬁ“\thelhkhig of ‘the last prevxo Yooty 29000 11 be
de YR fo the Contract[%gﬁﬁce;' uéq 'S ) :ofl;tion qf each such inventory . 0000

See . Item 2, Clause
CLAUSE 9 - TERMINATION

A. This. Contract may be termmated by the Government as to all or any of the facilities pro-~
vided hereunder () ‘whenever the Contracting ,v_ficer shall determine that the facilities to be so
terminated are not necerléry for the: perfarmiige of’ ‘GOverament contracte, (it) whenever the
Commander, Air Materiel Command, or hhmly o.txthonzed agent, has requested oriority with
reepect to the manufacture or furnishing of, wby‘ p;oduct- with facilities to be provided hereunder
and the Contractor has failed or refused to. g&ye r.ucb priority,: (iil) whenever a receiver or trustee
bhas been appointedfor the’ C@pﬂaeb& ‘&m&s > F¥tyy oF the Contractor has made assignment for
the benefit of creditors, or the Conﬂractor 1;9? Mccm insolvent, or a petition has been filedby or
against the Contructor puts\t&bt ‘;‘;. dj%%ﬁ;(wa of the United States Bankeuptcy Act, as
amended, for the pﬁrpooe bf»t i it metor & bankrupt or for a recrgnn{ution of the
Contractor or for the purpose of ‘silesting a4 jadtion or a fearrangement with the Contractor's
creditore and auch petition fﬂéd"ft“m t&é Gﬁﬁrm:w? was not di-mtued within' .L#ty (60) days,
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(iv) whenever tlere Las been a violation of the terms, conditions or covenants of this contract or
extension thereof by the Contractor and the Contractor failed to cure ruch violations within thirty
(30) daye from the date of notice thereof by the Government to the Contractor, or (v) upon not less
than sixty days notice to the Contractor for any other reason. Such termination shall be effected
by delivery to the Contractor of a written notice of termination specifying the extent to which the
contract i# to be terminated and the reason therefor if under (i), (ii), (it1), or (iv) hereof, and
shall be effective upon the date or dates specified therein.

B. Thie contract may be terminated by the Contractor at any time, upon not less than sixty
daye' notice to the Government, ae to all of the facilities provided hereunder. Such termination
shall be effected by delivery by the Contractor to the Contracting Officer of a written notice of
termination specifying the date on which such termination shall become effective. Contractor may
also by agreement with the Contracting Officer effect a partial termination of thiz contract with
respect to any portion of puch facilitiee. Termination at the option of the Contractor shall not
relieve the Contractor of any of ite obligations or liabilities under any other Gov ernment
contract.

C. Within 30 days after the effective date of a total or parti‘al termination of this contract,
the Contractor shall account for all facilities with respect to which the contract is terminated.
Within 90 days after the Contractor accounts for such facilities, the Contracting Officer shall
notify the Contractor as to the digposition of such facilities. The Contractor thereupon shall, as
directed by the Contracting Officer, prepare, protect, remove, or ship such facilities and in
connection therewith shall clean, drain all coolants from, cover with light preservatives, perform
necessary crating and skidding, and load on cars or trucks in accordance with the requirements
of the carrier such item or items of property so that such property will'reach the destination
specified in good condition, and such work shall be performed at no cost to the Government,
except to the extent that such costs may be reimbursed under other contracts between the parties
hereto, Transportation from the location where the property is located or point neareest thereto
that rail carrier service is available shall be by Government bill of lading. If the Contracting
Officer fails to notify the Contractor as to disposition of the facilities within the ninety {90) day
period, herein provided, the Contractor .may, upon reasonable notice to the Government, remove
and store elsewhere at Government risk and expense any of the terminated facilities which may
be located within the premises of the Contractor, The Government shall have a corresponding
right, upon reasonable notice, to remove and place in storage for the account of the Contractor
any property, title to which is not in the Government which has not been removed from any
Gov ernment-owned plant or building provided hereunder at the time of the surrendering of
possescion thereof,

D. Any termination under the provisions of this clause shall be without cost to the Government

CLAUSE 10 - CONTINUING PLANT CLEARANCE

A. The Contractor shall notify the Contracting Oéficer whenéver it is determined that any
property provided hereunder is excess to.the requirements of the using Government contracts'or
is worn out, obsolete, damaged or otherwise unserviceable (whether or not under circumstances
rendering the Contractor liable therefor). The Contracting Officer may permit any portion, or
all, of such property under the contract toc remain in the possession of the Contractor pending
total or partial termination thereof or may from time to time require the Contractor to dispooce
of such facilities as provided in Paragraph C of the clause entitled "Termination'' of this: contract.

B. The Government may but is not obligated to replace any items disposed ot pursuant to thé
provisions of Paragraph A hereof.

C. With the approval of the Gontracting Officer, the Contractor may purchase any unservice-
able property including scrap to be dispoeced of pursuant to the terms of this clause upon suchterms
and conditions as the Contracting Officer may approve. Payments due for any such purchase shall
be paid in such manner as the Contracting Office‘f may direct. :
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CLAUSE 11 - DI3PUTES 4

Except as otherwise provided in this contract, any dispute concerning a question of fact aris-
ing under this contract which is not disposed of by agreement shall be decided by the Contracting
Officer, who shall reduce his decision to writing and mail or otherwize furnish a copy thereof to
the Contractor. Within 30 days from the date of receipt of such copy, the Coptractor may appeal
by mailing or otherwise furnishing to the Contracting Officer a written appéal addressed to the
Secretary, and the decision of the Secretary or his duly authorized representative for the hearing
of such appeals shall, unlese determined by a court of competent jurisdiction to have been fraudu-
lent or arbitrary or capricioue or so grossly erroneous ag necessarily to imoly bad faith or not
supported by substantial evidence, be final-and conclusive; provided that, if no such aopeal is
taken, the decision of the Contracting Officer shall be final and conclusive. In conmection with any
appeal proceeding under this clause, the Contractor shall be afforded an obportunity to be heard
and to offer evidence in support of its appeal. Pending final decision of a dispute hereunder, the
Contractor shall proceed diligently with the performance of the contract and in accordance with
the Contracting Officer's decision.

CLAUSE 12 - CONVICT L.ABOR

In connection with the performance of work under this contract, the Contractor agrees not to
employ any person undergoing sentence of imprisonment at hard labor.

CLAUSE 13 - EIGHT-HOUR LAW OF 1912

This contract, to the extent that it is of a character specified in the Eight-Hour lLaw of 1912 as
amended (40 U.S. Code 324-326} and is not covered by the Walseh-Healey Public Contracts Act
(41 U. 8. Code 35-45), is subject to the following provieions and exceptions of gaid Fight-Hour Law
of 1912 a¢ amended, and to all other proviesions and excentione of zaid Law:

No laborer or mechanic doing any part of the work contemplated by thie contract, in the em-
ploy of the Contractor or any subcontractor contracting for any vart of said work, shall be required
or permitted to work more than eight hours in any one calendar day upon such work, except upon
the condition that compensation is paid to such laborer or mechanic in accordance with the pro-
visions of this clause. The wages of every such laborer and mechanic employed by the Contractor
or any subcontractor engaged in the performance of this contract s#hall be comouted on a basic day
rate of eight houre per day: and work in excees of eight hours per day is permitted only upon the
condition that every such laborer and mechanic shall be compeneated for all hours worked in
excess of eight hours per day at not less than one and one-half times the basic rate of pay. For
each violation of the requirements of this clausze a penalty of five dollare shall be impoeed upon
the Contractor for each such laborer or mechanic for every calendar day in which such employee
is required or permitted to labor more thau eight hours upon said work without receiving compen-
gation comnuted in accordance with this clause; and all nenalties thus i~moged shall be wIthheId
for the use and benefit of the Government,
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CLAUSE 14 - NONDISCRIMINATION IN EMPLOYMENT

A. In connection with the pérformance or work under this cpntract, thg Contractor agrees not
to discriminate against any employee or applicant for emvloyment because of race, religion,
color, or national origin., The aforesaid provision shall include, but not be limited to, the follow-
ing: employment, upgrading,-démotion, or transfer; recruitment or recruitment advertising;
layoff or termination; rates of pay or other forme of compensation; and selection for training,
including apprenticeship. The Contractor agrees to post hereafter in conapicuous vlaces, avail-
able for employees and savoplicants for employment, notices to be provided by the Contracting
Officer setting forth the provisions of the nondiscrimination clause.

B. The Contractor further agrees to insert the foregoing provision in all subcontracta
"hereunder, except subcontracts for standard commercial suoplies or raw materials,

CI.AUSE 15 - OFFICIALS NOT TO BENEFIT

No member of or delegate to Congress, or resident commigsioner shall be admitted to any
share or part of this contract,or to any benefit that may arise therefrom; but this provision shall
not be construed to extend to this contract if made with a corporation for ite general benefit.

CLAUSE 16 - COVENANT AGAINST CONTINGENT FEES

The Contractor warrants that no person or zelling agency has been emnloyed or retained to
solicit or secure this contract upon an agreement or underestanding for a commission, percentage,
brokerage or contingent fee, excepting bona fide employees or bona fide established commercial
or selling agencies maintained by the Contractor for the purpose of securing business. For
breach or violation of this warranty the Government shall have the right to annul this contract
without liability or in its discretion to deduct from the contract price or consideration the full
amount of such commission, percentage, brokerage, or contingent fee. '

CLAUSE 17 - TITLE

Title to all property furnished by the Government hereunder shall remain in the Government
and such property shall remain personalty although affixed to realty not belonging to the Govern-
ment,

CLAUSE 18 - POSSESSION

Except as otherwise in this contract apecifically provided, the Contractor shall not remove or
otherwise part with the posseseion of any of the facilities provided hereunder, pledge or assign,
transfer or purport to transfer title to any of such facilities in any manner to any third person
either directly or indirectly, permit the urse by others of any of such facilities, nor do or suffer
anything to be done whereby any of such facilities may be seized, taken in execution, attached, ’
destroyed or injured.
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CLAUSE 19 - LiABILITY FOR GOVERNMENT-OWNED PROPERTY

A. The Contractor shall be responsible for any loss or damage including expenses incidental
thereto, to the facilities provided hereunder:

(i) which results from a risk expressly required to be insured against hereunder, but
only to the extent of the insurance so required to be procured and maintained or to
the extent of insurance actually procured and maintained, whichever is greater;

(ii) which results from a risk which is in fact covered by insurance or for which the Con-

tractor is otherwise reimbursed, bul only to the extent of such insurance or reim-
bursement;

(iii) which results from willful misconduct orf lack of good faith on the part of any of the
Contractor's directors or officers, or on the part of any of its managers, superinten-
dents, or other equivalent representatives, who has supervision or direction of (A)
all or substantially all of the Contractor's business, or (B) all or substantially all of
the Contractor's operations at the industrial facility if such facility is a complete
plant or unit, or (C) all or substantially all of the Contractor's operations at any one
plant or separate location in which such industrial facilities are installed or located,

or (D) any separate or complete major industrial operation in connection with which
the facilities are used; or ‘

(iv) which results from a failure on the part 6f any of the Contractor's directors, officers,
.or other representatives mentioned in (iii) above, (A) fo maintain and administer, in
accordance with sound industrial practices, a program for the maintenance, repair,
protection and preservation of the industrial facilities, in accordance with the clause
hereof entitled "Maintenance', so as to assure their full availability and usefulness
at all times, or (B) to take all reasonable steps to comply with any appropriate
written directions or instructions which the Contracting Officer may prescribe as
reasonably necessary for the protection of the industrial facilities, provided, that,
with respect to any such loss or damage caused by an excepted peril, the Contractor

shall be liable under this subparagraph {(iv) only where such a failure of the Con-

tractor's representative, as set forth herein, results from his willful misconduct
or lack of good faith.

For the purposes of this clause the term '"excepted peril' is defined as any of the following k4

perils while the property is on the Contractor's or subcontractor's premises, or on any other

premises where such property may properly be locate d, or by removal therefrom because of
any ~f the following perils:

(i) Fire; lightning; windstorm; cyclone; tornado; hail; explosion; riot; riot attending a
strike; civil commotion; vandalism and malicious mischief; sabotage; aircraft or
objects falling therefrom; vehicles running on land or tracks, excluding vehicles
owned or operated by the Contractor or any agent or employee of the Contractor;
smoke; sprinkler leakage; earthquake or vqlcanic eruption; flood, meaning thereby
rising of a body of water; hostile or warlike action, including action in hindering,
combating, or defending against an actual, impending or expected attack by any Gov-
ernment or sovereign power (de jure or de facto),. or by any authority using military,

naval, or air forces, or by an agent of any such government, power, authority, or
forces; or

(ii) Other peril, of a type not listed above, if such other peril is customarily covered
by insurance (or by a reserve for self-insurance) in accordance with the normal
practice of the Contractor, or the prevailing practice in the industry in which the
Contractor is engaged with respect to similar property in the same general .locale.

. .
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B. The Contractor represents that it is not including and agrees that it will not hereafter
include in any price to the Government, any charge or reserve for insurance (including self insur-
ance funds or reserves) covering loge or destruction of or damage to the facilities provided here-
under caused by an excepted peril,

C. Upon the happening of loss or destruction of or damage to any Government property the
Contractor shall notify the Contracting Officer thereof, and ghall communicate with the Loss and
Salvage Organization, if any, now or hereafter designated by the Contracting Officer, and with the
assistance of the Loss and Salvage Organization #o designated (unless the Contracting Officer has
directed that no such organization be employed), shall take 21l reasonable steps to protect the
Government property from further damage, separate the damaged and undamaged Government
property, put all the Government property in the best possible order, and furnish to the Contract-
‘ing Officer a etatement of: (A) the lost, destroyed and damaged Government nroperty, (B) the time
and origin of the loss, destruction or damage, (C) all known interests in commingled nroverty of
which the Government property is a part, and (D) the insurance, if any covering any vart of or
interest in such commingled property. -The Contractor shall be reimbursed for the expenditures
made by it in performing its obligations unde¥ this paragraph C (including charges made to the
Contractor by the Loss and Salvage Organization, except any of such charges the payment of which
the Government has, at its option, assumed directly), to the extent approved by the Contracting
Officer and set forth in a Supplemental Agreement. '

D. In the event the Contractor is reimbursed or tompensatg}:d for any loss or destruction of
or damage to the facilities provided herein caused by an excepted peril, it shall equitably reim-
burse the Government. The Contractor shall de nathing to prejudice th#¢ Government's rights to
recover against third parties for any such loss, destruction or damage and, upon the request of
- the Contracting Officer, shall at the Governmertit's éxpénse, furnich to the Government all
reasonable aszistance and cooperation (including the p:rosecuti—on of #uit and the execution of instru-
ments of assignment in favor of the Government) in obtaining recovery.

CLAUSE 20 - MAINTENANCE

s

Except to the extent of any logs or destruction of or damage to the facilities nrovided here-
under for which the Contractor is relieved of liability under the vroviszione of the clau=e hereof
entitled ""Liability for Government-owned Property' and except for reasonable wear and tear or
depreciation, the facilities ghall be returned by the Contractor to the Government, or delivered by
the Contractor to any designee of the Government {at the time elsewhere in this contract provided)
in as good condition as when received or restored by the Contractor in connection with thie con-
tract. The Contractor shall also maintain a program approved by the Contracting Officer for the
proper maintenance, repair, prote'ction, ‘and preservation thereof in accordance with sound in-
duetrial practice, including normal parts replacements and, with respect to machinery and equip-
ment, necessary rebuilding and rehabilitation. The maintenance of any motor vehicles vrovided
under this contract shall be in accordance with standards preecribed by the Air Force as directed
by the Contracting Officer. Ags soon as practical after the execution of this contract the Contractor
shall submit to the Contracting Officer for approval a detailed statement of the maintenance pro-
gram proposed to be maintained under the requirements of this clause. Upon approval thereof by
the Contracting Officer such program shall not be relaxed or deviated from without the prior
apl‘;roval of the Contracting Officer. :
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CLAUSE 21 - RIGHT OF DIVERSION

The Government reserves the right when it is determined by the Air Force to be in the best
interest of the Government,to divert any or all of the facilities furnished to the Contractor here-
under to locations other than those specified in this contract. When any such diversion ir effected,
the Contracting Officer may require the Contractor forthwith to dispose of the diverted facilities
in its possession as provided in Paragraph C of the Clause hereof entitled "Termination".

CLAUSE 22 - RESPONSIBILITY FOR DAMAGES

A. The Contractor shall hold the Government harmles=e against claims for injury to persons
or damage to property of the Contractor oradhers arieing from the Contractor's posesession or use
of the facilities provided hereunder, except when there ies in effect one oxr more contracts with
Contractor for supplies or services which require the use of such facilities. The provisions of
such contracts shall govern the assumption of liability for such claimse arising out of or relatedto
the performance of each such contract and involving the pogsession and use of the facilities pro-
vided hereunder. '

B. The Government shall not be liable to the Contractor for damages or loss of profits by
reason on nondelivery or of any delay in the delivery of any or all of the facilities to be provided by
the Government hereunder; provided, however, that notwithstanding the foregoing a svecific pro-
vision for an appropriate equitable adjustment to include without limitation time of delivery and
price, may be included in any supply or service contract which may be effected by any such non-
delivery or delay.

CLAUSE 23 - RESERVATION OF RIGHTS

The failure of the Government to insist in any one or more instances, unon the performance of
any of the terms, covenants or conditions of this agreement shall not be construed as a waiver or

a relinquishment of the future performance of any term, covenant or condition, but Contractor's
obligation with respect to such performance shall continue in full force and effect,

GLAUSE 24 - GRATUITIES

A. The Government may, by written notice to the Contractor, terminate the right of the
Contractor to proceed under this contract if it is found, after notice and hearing, by the Secretary
or his duly authorized revresentative, that gratuitiee (in the form of entertainment, gifts, or
otherwise) were offered or given by the Contractor, or any agent or renresentative of the Contrac- "’
tor, to any officer or employee of the Government with a view toward securing a contract or
securing favorable treatment with respect to the awarding or amending, or the making of any
determinations with respect to the performing of such contract: provided, that the existence of
the facts upon which the Secretary or his duly authorized represzentatives makes such findings shall
be in issue and may be reviewed in any competent court.

B. In the event this contract is terminated as provided in paragraph A hereof, the Government
shall be entitled (i) to pursue the same remedies against the Contractor as it could pursue in the
event of a breach of the contract by the contractor, and (ii) as a penalty in addition to any other
damages to which it may be entitled by law, to exemplary damages in an amount {as determined by
the Secretary or his duly authorized representative) which ehall be not lese than three nor more
than ten times the costs incurred by the Contractor in providing any such gratuities to any such

officer or employee.

C. The righte and remedies of the Government provided in this clause shall not be exclusive
and are in addition to any other rights and remedies provided by law or under this contract.

~ CLAUSE 25 - ALTERATIONS IN CONTRACT

The following alterations have been made in the nrovisione of this contract:

9

AF 33(600)-36321



Itam I - Paragraph B, Clause 5 is deleted and the following substituted there for:
"B. Pending further amendment of this contract, the facilities
provided under Item 1, Part 1 of the Schedule may only be used in the
performance of Contract Nr, AF 33(600)-36176, in accordance with Para-
graph A of this Clause,"
Ttem 2 - Clause 8 is deleted and the following swstituted therefor:

"CLAUSE 8 - PROFERTY CONTROL RECORDS

"The Contractor shall maintain adequate property control
records, a system of physical inventory, and a system of identi-
fication of the facilities provided hereunder in accordance with
the provisions of the 'Manual for Control of Govermment Property
in the Possession of Contractors' (ASFR Appendix 'B') in effect
on the date of this contract. As regards stock listed items, the
Contractor shall also carry out a written program approved by the
Contracting Officer for the support of Air Force industrial equip-
ment central inventory control procedures including the following
actions: (i) the keeping of historical records of the condition

- and maintenance of stock listed items; (ii) the annual reconcili-
ation by the Contractor!oef his property records with a mechine
listing to be provided ‘by:the Government of Air Force Central
Inventory Control Records smd the submission to the Govemment of
documents necessary to correct such machine listings; and (iii)
the preparation and maintenance of the Central Inventory Control
Reports approved by the Bureau of the Budget. In formulating the
foregoing program the Contractor shall use as a guide AMC Manual
69-1 !'Procedures for the Control of Government-owned (USAF) 3
Industrial Equipment for support of the Air Force Production Program'
as amended and supplemented. Necessary changes to such program
as required by changes in Air Force procedures will be made from
time to time." '

S A
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‘%f@he'(l) Kearrey and Trecker numerically controlled
profile milling machine, AF Nr. 130298.

Part. 2 ~ Location of Facilities (See Clause -3)

| Tﬁé'Government-owned plant at North Grafton, Massa-
chusetts, known as Air Force Plant Nr. 63, leased
to the Contractor.
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The rights and obligations of the parties to this contract shall be subject to and governed by the Schedule and
the General Provisions. To the extent of any inconsistency between the Schedule or the General Provisions,
and any specifications or other provisions which are made a part of this contract by reference or otherwise, the
Schedule and the General Provisions shall control. To the extent of any inconsistency between the Schedule
and the General Provisions, the Schedule shall control

The Contractor represents that the aggregate number of employees of the Contractor and its affiliates
is: & 500 or more, [ less than 500.

IN WITNESS WHEREOF, the parties hereto have executed this contract as of the day and year first
above written:

\ L k‘.‘\?\.LD '\’R‘%‘é 7COPY THE UNITED STATES OF AMERICA
* DEC 16
By.... s/ Andres. Ja NutteT . oo
eeeeevceneennnneeene PNDEEM L NULTER.

(CONTRACTOR)

................................................ By..../s/ Robert W, Stoddard . .

NOTE.—In case of corporatien, withessss net required
2t certificats belew must be completed. Type or print
cames wnder all signatures.

(ADDRESSE)

NOTB.—LComsractor, if & corporation, should camsi the following certificate 10 be exocuted wmder iis corporate seal, provided

that ths somae cfficer shali not exccute both the combract and the certificate. .
CERTIFICATE

i, ‘ S. X. Duryee eeemtetee e eaeiieas e fatememeaemescameanen st s aenteoemeae e beaene st anraen , certify that I am the

-.'Qlerl_cm_m" .................. of the corporation named as Contractor herein;

chat oo fobert W, Stoddard , who sigoed this contract on behalf of

vhe Contracter, wes then ... Pre .?ident ............ e of said corporation;

thet said contract was duly signad for and in behalf of ssid corporation by authority of its governing body,

and is within the scope of its corporate powers.

'.','- B o . A . Cwla &t d K ‘- al ;:.:v , ’
7 ,::'(fsoo)~363é§ - -2 :
D Wera 3511 E Lot
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