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1. 

INTRODUCTION 

Government :procurement, in every sense, is becoming 

increasingly important not only in relation to quantity of 

goods and serVices consumed, but to the general economy of 

the country as well .. This great impact on our economy was 
. . 

vividly demonstrated in the recent recession when increased 

pressure 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 other hand, such a move would 

markedly increase.overall governmental expenditures, thus 

placing additional burden on the. already_overburdened tax­

payer. Because Government Procurement is now a major issue 

of public policy, it is essential for every individual to 

learn more about its intricate workings and how the tax 

dollar is spent. 

Federal Government expenditures for the present 

fiscal year will be. a staggering $79.2 billion .. * Of this 

total approximately $17 •. 5 billion** will be spent di.rectly 

by 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 

prop_ortions .• 

In the furtherence of their objective, which is 

namely to procure aircraft and missiles. of the latest design 

and to maintain our technological edge in the struggle for 

leadership in the air, the Air Force utilizes a complex 

system of procurement designed to insure 11More Air Force per 

dollar." 

* 10 

** 11 



2. 

Among the various types of contracts necessary to 

procure the men, materials, and services required are 

Research and. Development Contracts, Supply Contracts, and 

Facilities Contracts. Each type has a specific purpose in 

the overall procurement scheme. 

As it would be impossible to cover all phases of 

this complex system within this single study, it is the intent 

to point out possible economies within the small, but important, 

field of Government Procurement, that of the Air Force Facil­

ities Contract. By definition, ''Facilities Contract means a 

contract between the Government and the Contractor providing 

to the Contractor existing Government Facilities and/or funds 

for the acquisition of.facilities for.the production or 

development of USAF material and services.n* 

The basis for original inception of this type of 

contract is that 11It has long been the duty of the state to 

do what private enterprise will not or cannot do. 11 ** Conse­

.quently, because. current production requirements for highly 

specialized products required by the Air Force cannot be 

produced economically or expeditiously by private industry, 

it is necessary for the Government to supply machine tools, 

eq,uipment, and buildings or funds to acquire same, as required, 

to private contractors in order to meet Air Force delivery 

requirements. This, 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 strictly to those relating directly to the 

Air Force. 

As the amount of Air Force business grows, so does 

the utilization .of the facilities co,ntract. It is needless 

to say that without a program of this type we would not be 

able to maintain our leadership in the air, which is of critical 

importance if we are to retain our bargaining position for 

world peace. 

* 
** 

16, p. 1301 
4, p. 171 



However, as in any vast network of rules and 

regulations, there are certain economies which could be 

realized if time and effort is expended in critical analysis 

and evaluation. Many areas of this procurement program 

would lend themselves to organization along the lines of 

private industry, meaning substantial direct cost savings 

not. only within the procurement process itself, but also in 

. the final purcha.se pr~ce 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 g_uality, 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 business groups. 

The largest of·such business groups are perhaps the Machinery & 
Allied Products Institute and National Association of Manu­

facturers, composed of leaders in a va·st number of companies, 

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, suggestions 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 progressive step in this 

* 2, p. 13 
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direction during recent years was the creation of the 
"Hoover Commissionu i.n 1955, which was charged with the 
responsibility of analyzing the Federal Government and 
suggesting revisions or reforms to bring about necessary 

economies in its operation. 
By nature of its broad duties, the ~'Hoover Com­

mission11 was not able to cover in detail any particular 

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~ 
ization officially ceased operation on October 20, 1958, it 
is now possible to li.st its accomplishments in the government 

pr<?curement field which have· been accepted by Congress or 
are sti.ll pending as follows: 

Top Proposals Accepted* 

l. Set up a government-wide program to reduce paper 
work (which used to total 25 billion· letters and memos a 
year) and cut storage costs. 

2. Pay higher salaries (up to $17,500 a year) for 
caree;c: technicians.and other government employees who have 
professional and scientific skills. 

3. Create· a Federal Career Executive Board to offer 
greater career incentives to·corripetent management personnel. 

4-. Overhaul military procurement procedures to permit 
the . services to buy jointly such common items a,s fuel and 
clothing (the commission regrets, however, that this.is not 
mandatory on the services). 

Top Propos~ls Pending* 

l. Eliminate'duplicate military a.J?.d civilian jobs 

in.the Defense Department (the commission found 16,000 
instances of duplication, but admitted that even if this 
recommendation were adopted, enforcement probably would be 
difficult). 

* 12 
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2. Set up central management of all government real 

estate (some 838 million acres and 2.4 billion square feet 

of floor space), and sell- ·all unneeded property. 

The above listing only includes top proposals 
\ 

which directly affect the Air Force Facilities contract. 

Many other notable accomplishments were ~ade by this com­

mi~sion in ,spite of opposition'from many quarters but need 

not be detailed herein. 

Unf_ortunately, 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 

presti§e, it is doubtful whether a new commission could 

har.dly get off t:t;te ground. 

In this report, a comparison of the present Air 

Force procurement setup for a facilities contract, including 

organization, personnel, procedures, and controls, will be 

made with standard textbooks and two commercial business 
' 

firms in Worcester, Massachusetts area who are engaged. in 

the same type of procurement, that of securing capital, 

goods, and e,quipment. For increased emphasis in the area 

where savings by revision of regulations will allow lower 

purchase prices, a ca~e study will be utilized by analyzing 

an actUal Facilities Contract now in operation. 
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CHAPTER I. 

THE FACILITIES CONTR~CT 

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 acqu~red 

in order to distinguish them from other types also in use. 

The Facilities Contract has already been defined in the 
Introductory Section of this report, but it is necessary to 
note that its scop~ encompasses all the activity involved 
in making Government owned industrial facilities available 
to an Air Force Contractor and in supervising their use, 

from the time it is determined that such facilities are 

required until the time the contract·or is relieved of all 

responsibility with respect to them.* 
This type of contract is only issued, for the Air 

·::Force, by the Industrial Resources Division of Headquarters 
AMC, Dayton, Ohio upon formal written application by the 
contractor. It is not necessary to· detail the procedures to 

be followed in applying for and securing a facilities contract 
as this is beyond the scope of this study; however, infor­

mation in this respect may be secured in Section XIII, 
Part 24- of both the nArmed Services Procurement Regulations" 
and the 11Air 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 following facilities 

may be provided by the Air Force:** 
1. Machinery, including standard, special, or 

single purpose machine tools. 

* 16, p. 1302 
** 16, p. 1392.3 
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2. Machine tool .accessories. 
3. Equipment, including welding machines, heat 

treating equipment, and plating or anodizing 

equipment. 
LJ-. Building Installations - Mechanical, consisting 

.of cranes, hoists, ventilating and exhaust fans, 

and conveyors. 
5. Laboratory and testing equipment, which are of 

standard manufacture only, including electronic 
testing machin . .es, hardness testers, lab. ovens, 

metallurgical spectrographs, optical comparat·ors, 

and standard gages and inspection equipment. 
6. Furniture and equipment including office equip.:.. 

ment, standard.steel work benches and shelving, 
standard steel lockers, cafeteria equipment, 

(excluding dishes' pans' etc.)' hospital equLpment, 
time clocks,. and card racks. 

7. Portable tools including riveters, impact 

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

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

8. Material handling. and automotive equipment 

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

9. Installation costs for all of the above refel;'­
ence·d itei:ns. 

In a Government owned plant all of the above listed 

facilities may be pr.ovided as well as the following addi t;i..onal 

items;* 
10. Land including clearing, grading, and drainage. 

11. Build?-ngs and test cells. (Major construction 
jobs are, however, contracted for, not by the 
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Air Force, but by the Federal Works Agency and 

the Corps of Engineers of t~e Army.)* 

12. Building rehabilitation and alterations. 

13. All building installations not mechanical 

consist~ng of plumbing, ventilation, power 

wiring, sprinklers, heating, lighting, and 

air conditioning. 

14. Land installations (on site) consisting of 

paving, roadways, railway sidings, utilities, 

and fencing. 

15. Standard commercial trucks. 

Industrial Reserve System 

The Air Force, like the other Branches of Service, 

maintains an Industrial Reserve System 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 requesting contractor any item of 

equipment available in this In·dustrial Reserve System if 

it will meet the stated needs of the contractor. 

The machinery and equipment in the system is 

acquired through Air Force Pool Orders with machine tool 

manufacturers, from Air Force Contractors who have declared 

the item surplus to their varticular needs, or through trans­

fer from other Defense Department agencies. 

The Facilities Lease Contract 

The Facilities Contract should b.e distinguished 

from the Facilities Lease Contract. In the former case, 

the contract provides only for acquisition of the facilities 

to be used by the contractor. Once these facilities have 

been acquired, some equ~table arrangement must be made between 

the·contractor and the Air Force for ·their extended use. 

For this.purpose, the Facilities Lease Contrc?-ct is utilized 

which sets forth the specific use the equipment is to be 

* 3, p. 11405 
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:put to, the· term of us~, and compensation to be given the 
Ai.r Force, if any, for their use on production work. 
Administration of this type of contract is radically different 

.than for a :pure Facilities Contract and as ~uch_will not be 
discussed in this study. 

The Facilities Contract may be any one of the many. 

types of contracts cat?-gorized.a$ fixed price, price redeter­
mination, cost, cost plus incentive, cost plus fixed_fee, time 
and material) etc., however it is generally of a cost nature. 

Consequently, discussions.regarding the Facilities_Contract 
cannot be confined to any one of the above types and must 
enco.m:pass considerations which are c.ommon to all. Each type 

of .contract is a story in itself and would require a complete 

thesis to fully·discuss all management considerations required 

in the admin:istration of it. As we are not :primarily con­
c.erned here with the actual. workings of a :particular contract 

but rather with the administration of the Facilities Contract 

system itself,_ discussions will be confined to those facts 
pe.rtaining only to the system. 

Method of Operation 

Actual procurement under a facilities contract is 

normally carried out exclusively by the successful contractor. 
Hence, the role of the Air Force is not that usually thought 

of in: the purchasing sense,. but one of overall administration 
and approval of contractors procedures. The ·contractor must 

first make the purchase and then seek reimbursement from the 
Air.Force on the basis that the procurement was necessary, 
justified, in accordance with existing procedures and regu...; 

lations,- and in the best interes.ts o;f the government. . . 
Consequently the entire system, including all personnel, 
retained by the Air Force for administration under a Facilities 
Contract is not devoted to the actual purchasing process itself 
but is designated to act as a 11watchdog 11 to_ insure -complianc? 
with the intent and .the. letter of the contract. 
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CHAPTER. II 

ORGANIZATION 

Inorder to accomplish its staggering task of 

channeling appropriatec:l dollars·to the proper outlet where 
they can be spent, the Air Force maintains an organization. 
which is indeed larger than that .which would be maintained 
by a private concern.accomplishing the same result. This 

is understandable :i,n 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 private investors but 

are public funds secured through income taxes, corporation 
taxes, etc. and as such greater control must be exercised 
to protect the public interests. 

Lines of Authortty and Responsibility 

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, Headquarters AMC located at Wright-Patterson Air 

Force .Base, I\ayton, Ohio. The function of this portion of 
the Air Force procurement organization in relatio.u to the 

Facilities Contract is to either initiate a request to 
establish same, when it is determined that a plant is 
required to accomplish some phase-of production which cannot 

adequately be handled by existing private industries, or 
to give final approval to requests initiated by private 
contractors which have been received by the Air Procurement 
Districts and the Air Material Areas. 

The Secretary of Defenseis 1 of course, a member 
of the President's cabinet and the other subordinate offices 

listed are located at the Pentagon, Washington, D. C. Because 
of this, it is_possible to feel the pulse of "the public 

through contacts with the Presid'ent, Congress, and lohbyists 
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in Washington and it is·only fit-ting then that all decisions 

as to overall policy are made at this level. 
taining to details :j_n carrying out the broad 
are relagated to Headquarters, AMC. 

Local Purchase .. Method 

Matters per­
policy decisions 

At this point it should be noted that all Air Force 
procurement is accomplished by one o.f two methods - central 

procurement or local purchase.* As the Facilities Contract 
is handled through the central procurement system, the local 
purcha~e system will·not be discussed except to state that 

individual Air Force installations buy their own requirements 
under this method. Supplies and services bought under the 

local purchase method include those which are generally of 
. the'type that· are readily available on the open.market, are 
less complex than those.which are centrally procured, and 

are more of a commercial than purely military type. Included 
are nsmall purchases, 11 minor·· construction, local repairs,. 
and services of a housekeeping nature.* 

Central Procurement Method 

Under the. central procurement method, the following 
types of items are procured, in addition .to Facilities 

Contracts; large or complex items, such as missiles, aircraft, 
aircraft engines, major components ot' the foregoing, elec­

tronic equipment, support equipment, basic research,, and 
applied research.* 

. . 
Geographic Location of Administrative Offices 

Exhibit II indicates by location the organization 
\l.t:i).ized for issuing and admini.stering the .facilities con­

tract under the central.·procurement system. Ranking, by 
authority, is as·follows: .E'irst, Headquarters, AMC, Wright­

Patterson AirFor~e Base, Dayton, O~io; Second, all Air 
. . 

1VIaterial Areas; and last, .all' Air Procurement Districts. 

All. rules, regulati.ons and contracts are passed down in 

* 13, p. 43 
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this order while requests initiated by :private contractors 

must follow the :pattern in reverse order for approval. 
Departments 

Headquarters, AMC,·the Air Material Areas, and the 
Air Procurement Districts.are.all de:partmentalized.by 
function to be :performed. For example, there is a Contract 

Section in the Air Procurement District which.re:ports to 
a Contract Section in the Air Material Area, which in turn 

reports to a Contract Section atHeadquarters, AlVIC. This 
generalization can be used for all of the following depart­

ments which are to be discussed, except the Audit Branch. 
The major de:partmen.t·s which are directly connected 

in the administration of a Facilities Contract are the 
Contract Section, the Production Section, the Property Branch, 

and. the ~ality Control Division which are departmentalized 
as discussed above and the Audit Branch which is a direct 
re:pre senta·ti ve of the Auditor General, USAF~* However, 

regardless of the :physical location of thesede:partments, 
each is autonomous in its own sphere of responsibilities and 

·the :procuring contractor ~der a Facilities Cont;ract is faced 

V!lth the ·necessity of determining exactly what these respon­
sibilities are, and must then cha:n,nel its problems tO the· 

proper department. 

Briefly, the various functions ~nd responsibilities 
of these departments in relation to the Facilities Contract 
are.as follows: 

.Contract Section - To designate an Administrative 

Contracting Officer who will** 

* 14-., p. 

** 14-, p. 

1. Determine allowabili ty of .. costs, under the nArmed 
Services Procurement Regulations, 11 Section 15. 

2. 

3. 

38 

8 

Approve contractors. invoices for- :payment. 
Review and approve :prices of spare :parts·under 
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provisioning appendixes, final spare p~rts 

exb.ibi ts, or otherwise. 

4. Approve insurance costs under approved· 

insurance plan. 

5. Review and approve wage and salary schedules 

in connection-with cost reimbursement type 

contracts. 

6. Approve subcontracts and purchase orders to 

vendors in accordance with the provisions of 

the contract being administered. 

7. Determine responsibility of contractor for 

disposition of--surplus and obsolete Govern­

ment Property and approve sales when made by 

contractors. 

8. In case of l.oss, destruction, or damage to 

Government property, determine liability of. 

contractor, if any. 

9.. Prepare findings of fact and issue final 

.decisions on nonallowable items of cost under 

the -11 Dispute 11 article. 

10 .. Approve items for acquisition or performance. 

11. Authorize the use of facilities in accordance 

with the terms of the contract. 

12. Negotiate fixed. overhead rates. 

13. ED.force the proper maintenance·and protection 

of Government owned facilities covered by 

facilities ·contracts and leases~ 

14. Generally make determinations and give approvals 

which are required by the provisions of the 

Contract and perform such other duties as re­

quired. 

Production Section - Will assign a production 

specialist or project officer Who will* 

l. Insure that contractors production is not re-

*14, p. 50 
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tarded due to techliical difficulties that may 
.be experienced·with contractural requirements. 

2. Approve :facilities to be provided on the basis 

of appropriateness to meet contractors pro­
duction requirements. 

3. Insure that the. contractor is using the equip­

ment enough t? justify retention.and that such 
use is on approved contracts.· 

4 •. Assist contractor in securing facilities in 
accordance with vendors delivery requirements. 

5. Re.view contractor's requests for items to be 
declared surplus. 

Property Branch ~ To designate a Property Adminis­

trator who will* 
1. 'Insure compliance with contract requirements 

relative to Government Property~-...... . 
2. Insure.fulfillment of all obligations imposed 

by.the Air Force·Manuals and implementing 

instructions. 

Quality Control.Division -To designate a Quality 

Control Representative whowill**· 

* 14-, P~ 

** 14-, p. 

1. Insure contractor's inspection and acceptance 
of supplies for the·· Air Force are in accordance 
Wlth standards o£ Quality prescribed by the 

Government. 
2. 

3. 

4. 

5-

44-

4-8 

Verify condition of machinery, equipment, etc. 

as reportsd by th& contractor. 
Review and approve·contractors maintenance 

program and procedures. 
Make all decisions in regard to technical 

requirements. 
Insure that Air Force contractors establish 
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and maintain an acceptab:Le Quality Control 

System. 

Audit Branch -Assign an auditor who will* 

1. Audit expenditures made by a contractor for 

which the latter is reguesti~g reimbursement 

·under the terms of the contract. 

2. Render technical assistance to the adminis­

trative contracting officer with respect to 

the audit aspects of the contractors 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 fuhds. 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 responsibility are not under 

the supervision 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 procurement 

under a facilities cont~act, as well as the duties 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. 

Administration 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 supervision and control. Each division may be organized 

into a framework of departments with an operating head of 

each department.** This is true to a limited extent as 

regards the Air Force organizational set-up, however the 

* 14-, p. 38 
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head of the division or the coord.inat.or of 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 

physical miles, are the Air Material Areas which serve 

merely as an additional .review or check upon.the work of 

the Air Procurement Districts. Certainly, if the personnel 

·utilized at the Air Procurement District level are judiciously 

chosen, there would be no need for an intermediate check or 

review. It is not proposed. that the Air Material Area be 

e'liminated as it serves a distinct purpose under supply 

contracts and personnel administration, but those departments 

specifically.devoted to the Facilities Contract could be 

eliminated with a resultant decrease in personnel. There 

would be no additional burden assumed by either Headquarters,. 

AMC or the Air Procurement Districts as coordination could 

be accomplished directly between them. 

Both the Wyman-Gordon Company, Worcester, Massa­

chusetts and the Bay·state Abrasives Company, .. Westboro, 
• ' > ' 

Massachusetts utilize organizations for procurement of 

capital equipment items where top supervision coordination 

is the next step above the various departments who enter 

into the decision to procure an item. The only check placed 

upon the actual procurement itself is by the audit department, 

although the engineering departments do review bids not for 

prices quoted but as to whether specifications have been 

met. 

The duties of the various departments within the 

Air Force organization and lines of authority and responsi­

bility are not clearly defined in any publication which is 

readily accessable to the procuring contractor and needless 

time and effort is spent in determining what action is 

required by what department. Even the specific duties 

listed in this report, which were t.aken from a publication 

not usually available to the private contractors, present. 
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areas of overlapping responsibilities and authority that 

niust be straightened out during operation of the contract. 

A good job ~valuation system, such as is now in 

use by the Wyman-Gordon Company and the Bay State Abrasives 

Company, which requires a basic job description would be 

invaluable if said job descriptions were made available to . 

the operating contractors. In this way the duties andre­

sponsibilities of each department would be readily apparent 

and much time, effort, and paper work in determining these 
/ 

facts, under c~:mtract .operating conditions, ~mved·~ Deter-

minations required.for expediting matters .could ·tben be 

referred to the proper department with assurance that proper 

action would be taken as rapidly as possible. .. 

One further step which could be taken to stream­

line tb.e organization would be to establish the production 

department, property section, and quality control branch 

as staff departments·reporting on all matters to the 

contracting officer. It would be advisable to leave the 

audit department under present jurisdiction as this is the. 

most effective check and review on all departments and as 

such should be completely divorced from control of the 

operating departments. 

The above suggestiDn would tend to centralize 

procurement and related functions under the Facilities 

Contract. . It would be advantageous both to the Air Force 

and to industry to deal with a single office in settling 

all problems which arise and would certainly decrease 

administrative costs to the Air Force. 
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CHAP'rER I II 

PERSONNEL 

Importance of Competent Personnel 

The success or failure of the government's 

procurement program under a facilities contract must depend 

finally upon the people who administer that program. 'rhere­

fore, no aspect of the Facilities Contract is of more 

importance. The topic of Personnel must include consideration 

of both military officers and civilian employees of the 

United States as both occupy positions previously discussed 

in Chapter II and no discrimination as to employment is made 

between them. The only exception to this rule are the 

cabinet officers, in this·case the Sec.r>etary of Defense, 

and the heads of agencies such as Secretary of the Army, · 

Navy, and Air Force, and their aides, who are civilians and 

are appointed by the President. This latter group provides 

the top level direction for Government activities not only 

within the Facilities 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 changes made in this area would have 

to be of a personal nature initiated by the President because 

of public or personal sentiment. 

As bqth military officers and civilian employees 

perform identical functions with the same organizations, 

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 is 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 Administrator,.: the . Quality Control Representative, . 

and the Auditor, in their own realm of responsibility, 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 contractor 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 

their Contracting Officers. 
11Major Contractors to the government are usually 

corporations that are staffed by a full complement of well-paid 

experts - lawyers, comptrollers, treasurers, cost accountants, 

engineers, auditors, and whatever other talent is required 

to conduct successfully a large manufacturing business. 

The contracting officer is usually outnumbered 

at austere and dignified meetings with the corporate of­

ficials. He must cope with a galaxy of special abilities, 

and.argue major issues on a par with each of the special 

talents •...... 

The contracting officer, himself, may not be a 

~awyer, an accountant, a cost expert, an engineer, or any 

of' :the specialists - and he cannot be all ~ but this does 

not· .detract measurably from his ability to deal with them 

evenly and on their own ground. n * 
Truly then, these people must be of exceptional 

. ,. 

personal stature and ability, It is the intention of this 

section of. the report to analyze the existing personnel 

system to see if proper steps are being taken to secure and 

retain this required talent. 

Private Industry Appraisal 

At this point it would be well to preface 'the 

remarks to be made on the Air Force personnel system with 

* 14, p. l 
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the general feeling of private industry.which is -11 It is 

our belief that the great majority of. government employees 

are competent, industrious, and dedicated to the interests 

of the United States. If there are personal or professional 

shortcomings in the performance of certain government 

contracting personnel - and the graat weight of evidence 

indicates this to be the case - the fault, we think, lies 

in the system rather than with individual empl·oyees. 11 * 
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 requirements of the above jobs. As no 

specific case can be cited 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 pay 

range from $~,200.00 to $8,400.00. Civilian employees, 

who are within the coverage of the civil sarvice system, 

range .from classi.fication GS-10 to GS-12 wi·t;h 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 di.fference 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 inferior to 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 ex:Ploit an individua~s 

* 5, p. 30 
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desire to serve his country by offering an 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 fie.ld. * 

Revision of pay scales for annual salaried 

employees (as well as Military Personnel) is a function 

reserved by the legislative branch of government - the 

Congress. Nevertheless, Congress makes considerable use 

of the facts and recommendations provided by the executive 

branch.** It is here that a realization of the overall 

problem must arise and legislation initiated whereby pay 

scales l)lay be made commensurate with private industry. 
. . 

Unless and until this is accomplished, public opinion 

notwithstanding, .the Air Force personnel system .will tend 

to suffer and adequate protection of the best interests of 

the government, will be in j eopody. It is firmly be.lieved 

that higher pay scales will attract competent personnel, 

who will be capable of ma~ing those decisions which will. 

result in lower ultimate procurement costs under ·!3- Facilities 

Contract. 

Selection of Personnel 

- Another consideration which is of utmost importance 

if the proper personnel are to be s.ecured for these positions, 

is the method utilized by the Air Force for selection of its 

personnel. Here there is a slight deviation in the methods 

availaqle for military officers and civilian employees as 

the military is restric.ted 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 officers available is very restricted. 

* 5, p. 31 
** 1:7, 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 greater number of applicants. 

Military personnel are utilized in those positions 

where it is indicated they are most suited. In many cases, 

the officer h~mself 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 t4e Facilities Contract merely because it is expe­

dient, they are available, or because 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 

rotations. Hence, after a military officer 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 o~ skills. 

Civilian employees are, however, under the juris­

diction of the Civil Sarvice Act of.l883 which is supplemented 

by Presidential Executive Orders and detailed regulations 
' ' ' 

issued by the Civil Service Commission.* Under the Civil 

Service Act, selection is left up to the respective department 

head exclusively. A common mistaken idea is that all posi­

tions are filled by competitive examination. This is not 

true although this. is one avenue open to the department head, 

and is probably the one most commonly used. Other methods 

are direct hiring, transfer, reassignment, promotion and 

reemployment . * * 

It is a recognized tendency for department heads 

* 17, p. 2 
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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 qualified persons eligible for the promotion since 

the area of consideration is 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 is 

extremely difficult to change in view of government regula~ 

tions which have been enacted specifically to insure job 

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 lcrrown 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 private 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 Facilities Contract 

is primarily concerned with the acquisition of capital eql;l.ip­

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 college or, as is more common, through actual 

experience in the field. In 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 contTactor 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.* 

Personnel utilized by the Air Force, on the other 

hand, are those who have acquired job tenure through length 

of service and who may or may not have the knowledge re­

quired 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 approval should be 

independent in nature based upon knowledge which. is o.f a 

different origin than that utilized for the or'iginal 

determination. In this way possible mistakes can be 

corrected before· they assume serious proportions. 

Training 

Unfortunately, training for Air Force personnel 

* 18 
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utilized on the Facilities Contract is not on an organized 
basis arid varies depending u:pon the department head. In 

many instances, due to the :pressing day to day activities, 
no such training is utilized. The :philosophy of government 

:personnel training is emphasized in the following: 
11 The :process of education.continues throughout 

an employee's career. He learns from his supervisor, 
from his colleagues, and, if he himself. is a supervisor, 

from his subordinates. Frequently his learning and improve­
ment in his work can be strengthened or s:pee~ed u:p through 

staff conferences, by formal on-the-job courses, by special 
reading, or by taking courses off the job.H* Two week 

duration Contracting Officer Schools are held periodically, . 

the latest of which was held in. December 1958 at Middletown 
·Air Material Area in Pennsylvania; ~oweve.r, a multitude of 
J.. tems must be covere.d within. a relatively short :peri·od 
making discussions of a generalnature only. This is ade­

quate as far as it goes, but due to the specialized nature 
of the Facilities Contract, ·it is feli;i that some formal 

t):>aining, either on or off· the job, is essential if the 
personnel designated by theAir Force as_their representa­
tives are to adequ~tely ·;1p;rotec't the l.nterests of the 

governmentn and be in a position to discuss with emphas'is 

the many problems peculiar to this :phase of Government 

Procurement. 
In addition to :possible revisions to the· 

government personnel system referenced above, it is 
necessary to state that the system appears to be :predicated 

u:pon an assumption that the people who man it are not com­
petent to handle the Government's business without detailed 
review.:. This is indicated by the fact that most final 
decision-making power is reserved to Washington or to 

similar central offices. The .ultimate result of such a 

*17, p. ll 
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policy is to create a stultifying influence which causes 

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 seleci:ied to make the 

original decisions, the need for more than one reviewing 

person should be eliminated. 

Changes Reguired 

It has not been the intent 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 

personnel system have been proposed by the legislative 

branch of the government, such as better retirement i'unds, 

vacation pays, travel allowances, and proper compensation 

for overtime. These would apply to Air Force employees 

regardless of the type of occupation and would not be 

confined strictly to remarks 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 being engaged in any phase of 

Government Procurement, including the Facilities Contract. 

The main attempt has been to 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 

savings in the procurement procedure. 
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· It should be the final goal of the Air Force to 

select and train its personnel to have the nearest practical 
approximation of a buyer-seller relationship in private 

business with its contractors. Until this attitude is 
obtained, there will be waste on both sides. 

Admittedly, relations between the Ai'r Force and 
a private contractor are subject to a number of special 
considerations and because of. this tb.e possibility of 
finally arriving at the ultimate goal ·is remote. The 

sovereign power of the United States ~utomatically distorts 
the normal contract relationship·o:t 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 being e:x:pended are those of the 

general public. 



30. 

CHA.PTER IV 

PROCEDURES 

In an attempt to establish uniform procurement 

policies, procedures, and instructions for all agencies 

within the Department of Defense, the 80th Congress passed 

the Armed Services Procurement Act of 1947, Public Law 413, 

4l:U.S. Code 151-161. 

Armed Services Procurement Regulation 

As a direct o-qtgrowth of this law, the nArmed 

Services Procurement Regulation 11 was issued by the 

Assistant Secretary of Defense (Supply and Logistics) by 

direction of the Secretary of Defense, and in coordination 

with the Secretaries of the Army, Navy, and Air Force, 

. which establishes for the Department of Defense, uniform 

policies and procedures, relating to 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 rrArmed Services 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 Copyrights; Bonds and Insurance; Fe.deraJ., State, 
and Local Taxes; Labor; Government Property; Inspection and 
Acceptance; Contract Cost Principles; Procurement Forms; and . . 
Armed Services Board _of Contract Appeals •. 

' . 

This regulation may be amended, from time to time, 
to set forth improved procedures which reduce contract 

prepara~ion time, simplify and standardize contract forms 

within the Department of Defense, and improve the contracting 
process by standardizing procedures and instructions.* 

However, in spite of the fact that it is the avowed 
purpose of the 11Armed Services Procurement Regulation 11 to 

standardize all procurement policies and procedUres, each 
of the Defense Departments,the Army, the Navy, and'the Air 

Force, supplements this basic 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 note-that the nArmed Services 
Procurementn regulation does not cover completely the various 

policies and procedures of either 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 Instruction 

The supplementation issued by the Air Force is 

entitled the 11Air Force Procurement Instruction. 11 The 11Air 

Force Procurement Ins:truction 11 is issued by the Commander, 
.AlV::C, by authority of the Secretary of the Air Force, delegated 

through the Deputy Chief of Staff, Material, Hq. USAF. It 
implements the Armed Services Procurement Regulation and 
establishes for the Department of the Air Force uniform 
policies, procedures, and instructions relating to the pro­
curement of supplies and services under the authority of 
the Armed Services Procurement Act of 1947, Public Law 413.** 

* 15, p. 102 
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The AFPI, like the ASPR, is.to apply to all 

purchases and contracts, -vn thin or outside the continental 

United States, for the procurement of supplies or services 

which obligate appropriated funds (including available 

contract authorizations). Unlike the ASPR, the AFPI of 

course only relates to those contracts issued under the 

jurisdiction of the Air Force. 

The AFPI, like the ASPR, is divided into sections 

each one of which deals with a separate aspect of procurement. 

The section numbers, topics, parts and paragraphs correspond 

identically in each manual. 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 where no changes 

have been made by the AFPI, the designation "No Implementation 11 

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 warrante·d. 

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 to issue 

an AFPI supplement, the ''Air Force Procurement Circular 11 

is used. This is a temporary instrument which is used only 

for immediate notification to Air Force personnel and 

contractors and will be voided upon the issuance of an AFPI 

supplement incorporating the change involved. These Air 

Force Procurement Circulars are numbered consecutively for 

the calendar year, beginning with No. 1. 

Department of Defense Directives and Instructions 

From time to time, as the occasion demands, the 

Department of Defense will issue 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 11Air Force Procurement Instructions" or an "Air 
Force Procurement Circular 11 as soon as possible after issue. 
These DOD Directives or Instructions are issued under any 

of the following circUmstances:* 
a) When the' subject matter is classified 

b) ~~en the subject matter is not suitable 
for inclusion in the ASPR or AFPI 

c) 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 

personnel and Air Force contractors (in the latter case 
there is a slight fee payable to the Government Printing 

Office, i7ashington, D. C.), the Air Force utilizes several 
other means of interpreting and refining the procedures 

. which apply to their particular contracts. These are issued 
by the procuring departments at all levels of the Air Force. 

organization previously discussed in Chapter II. 
nAir Force Regulations 11 (AFR's) are issued by 

Headquarters, AMO, nAMA Letters" are issued by the Air 
Material Areas, 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 cognizant military chief.· Al-l of these deal with 

specific, current guastions which have raised in connection 

with the administration of the Air Force procurement program. 

The Facilities Contract, being a phase of the 
- ' . ' 

overall Air Force procurement program is subject to, and 

affected by each one of the above referenced regulations .• 

The above referenced regulations are, of course, 

over and above the statutory law dealing with government 
• .. 

procurement. They are merely details of how matters should 

be handled by Air Force personnel and contractors in order 

to comply with the law. 

Consolidation· of Regulations 

The first, andmost obvious comment, 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 individual 

department has taken it upon themselves to implement the. 

basic regulations. with ideas and thoughiE of their own. 

Consequently, administration of a Facilities Contract 

under the Air 'Force might differ radically in detail from 

those issued by the Army or the Navy. The prime intent of 

the Armed Services Procurement Act of 194-7 has therefore 

been defeated. Until and unless one comprehensive set of 
principles can be obtainedwhich will lend themselves to 

acceptance in toto by all branches of the military, there 

will be confusion in the overall government procurement 

program. 

Specifically, riow, dealing only with those regu­

lations which are intended to cover Air Force contracts, 

it can be seen that to determine the most current regulation 

pertaining to a. ·particular_ phase, it is necessary to review 

at least eight different. sets of publications by the Air 

Force. To further hamper the Air Force facility contractors, 

a number of these regulations, particularly the AFR's, AMA 
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Letters, and manuals, are zealously guarded by the Air Force 

contract administrators and are not made known to them 

until they have unwittingly transgressed their provisions. 

It is an extreme burden to have to review a large number 

of regulations in order to 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, concise 

instructions for day to day operation which will in turn 

point out the most advantageous and economical manner to 

perform a particular task. 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 arise 

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 available to them. 

As a further d~terrent 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 194-8 and 3 Ja~uary 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 it 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 to 

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 



---------------------------------------~----

36. 

date on the latest Air Force regulations, a contractor must 

spend both time and money to both ins.ert the revised pages 

in the proper places and to completely read the subject 

matter contained therein. 

Recently, the Air Force ha·s recognized the 

mountainous task involved and does now indicate on their 

revisions, those specific points 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 equipment they 

are procuring. More ~significant 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 inte~pret 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 addition, the time and effort of many people 

in the governmant and the Air 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 P~ocurement regulation system for 

change, it is.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. Less changes 

would allow operating personnel, who must review the pro­

cedure, to devote more time to more important tasks. 

Changes Required 

It must here be stated that the Government does 
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charge a nominal fee 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 preparing the changes and these changes must 

be issued at no charge to _all government personnel involved, 

this service is indeed not self-supporting financially. 

The Air Force Procurement 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 Procurement 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 a~l 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 procurement 

program in one publication. Therefore, the procurement 

procedures and regulations should be reserved for indicating 

overall policy objectives and, in outline form, the manner 

in which these objectives are to be attained. The adminis­

trative details of the system should be left to the discretion 

of the operating contractors, who have the experience and 

know-how to choose the most economical and efficient manner 

possible. 

Although the previous discussion has been based 

upon procedures and regulations 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 special type of Air Force pro­

curement subject to special considerations but to determine 
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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 ttWATCH DOGS 11 

In order .to insure itself that the personnel 

directly connected with the Air Force facilities procurement 

program are performing their jobs in accordance wi.th existing 

regulations, the Air Force utilizes .:four (4) different 

organizations for checking purposes.· Two (2) of these 

organizations, those of the Inspector General's office and 

the Auditor General's office, are directly under the super­

vision of the Air Force higher echelons. The other two (2) 

organizations, that of the General Accounting Office and 

Special Congressional Committees, are entirely separate from 

the Air Force organization itself and act as a double check 

against procurement actions. 

Audit Branch 

The Audit Branch of ·the Air Force was briefly 

referred to in Chapter II under the overall Air Force pro­

curement organization. Specifically, however, all audits 

of Air Force contracts are accomplished by representatives 

of the Auditor General, USAF. In those cases where audit 

cognizance has been assigned to the Army Audit Agency or 

the Navy Cost Inspection Service, by coordination with the 

Auditor General, audits of Air Force contracts are accom­

plished by representatives of such cognizant order service. 

In other words, the Air Force may assign the task of audit 

to either the Army or Navy wherever it is more economical or 

expeditious to do so. 

Where Air Force contracts, including facilities 

contracts, are concerned, 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 applicable to the Auditor General. The assigned 

auditor is completely independent of the contracting officer 
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and other air material 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 to adhere to the highest personnel standards in 

conducting the audit and to exercise unbiased judgement in 

~aking his determinations and recowmendations.* 

The recommendations which auditors use to determine 

the allowability and propriety of costs and expenditures 

are those in Section X:V, ASPR entitled ncontract Cost 

Principles 11
, as well as the principles and proc~dures issued 

in directives by_ the Auditor General. 

We therefore see that the audit agencies which are 

to ~pprove all expenditures made by. a contractor are completely 

separate from the other Air Force administrative officers 

and may, therefore, act on their own initiative under regu-
-: ;-

iations written specifically £or this purpose. 

The Facilities Contract administrator does not 

have to abide by decisions made by the.auditor and may 
~-. 

reverse said decisions after careful consideration of the 

facts. However, this is more theory than practice in that 
. . 

the administrative officer can open himself to sever criticism 

if he does not abide by the decision of the auditor. 

Inspector General USAF 

The second of.the major agencies who exercises 

general 11Watch Dog 11 powers is that of the Inspector General, 

USAF. Personnel,attached to this office are resident at 

the various air material areas and major procurement sites 

throughout the United StatE?S· Each representative in this 

of.fice is charged with the responsibility of overseeing all 

phases of the Air Fo.rce contracting program in its_partic­

ular geographical area. Although not primarily concerned 

. with contract expenses, this organization includes them 

'?-mong_the various phases of the procurement program coming 

.* 14, p. 38 
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under their jurisdiction. 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 Gove~nment contracts. The function of the GAO, 

speaking generally, is to prevent unauthorized payments of 

public moneys. 

The essential characteristic of GAO procedure is 
11 post audit n, 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 payments soon after they are made, a 

procedure known as "GAO audit procedurell or 11 site auditn. 
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If the contract is lawful and specifically author­

izes a particular payment, it is not the function of the 

GAO to challenge the payment, even though it may believe 

that the contract 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 jurisdiction. ' 

Apart from any question of statutory authority, 

·the .comptroller General has the power, in the case of a 

payment which he believes to be not authorized by the contract, 

to suspend the accounts of the finance officer who made the 

payment. 

The finance officer is personally responsible 

for improper paymen~s which lie makes. · Accordingly, when a 

payment is suspended, the finance officer calls on the con­

tractor to refund the suspended payment. This is usually 

accomplished by deducting the amount from the next voucher 

presented by the contractor. Since the action of the 

Comptroller General can be reviewed only in the courts, 

it is of utmost importance that the views of the General 

Accounting Office be taken into consideratio~ not only during 

thepreparation of the contract by describing some specific 

allowable items of cost contained therein, but also in 

administration of contracts. 

Because of the risk of disallowances, the contractor 
: .:,; /:·. 

may ask for an advance decision before making an expenditure. 

Representatives of the General Accounting Office will not 

give advance rulings to the contractor a..Tld will not render 

a formal decision until.the contractor has actually made 

the e.xpendi ture and is·· seeking reimbursement. However, the 

Comptroller General will, in some cases, give the Secretary 

of the Air Force an opinion on a statement of facts before 

the contemplated expenditure is made. When such an advance 
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_question to the Comptroller General. Such advance decision, 

when given by the Comptroller General, is binding on him 

according to provisions of 31, U. S. Code 74-. 
Usually the Comptroller General will refuse to give 

an advance decision in cases where the General Accounting 

Office has representatives engaged in making a resident audit 

at the plant. 

For purposes of guiding the Air Force Administrative 

Officers, all previous decisions of the General Accounting 

Office are published and may be referred to if specific 

questions arise. It is cautioned that in reading decisions 

o:f the Comptroller General care must be taken not to 

generalize from rulings based on the specific language of 

a particular contract of another service especially where 

the provisions of Air Force contracts may be substantially 

different. 

Congressional Committees 

The fourth method utilized for checking adminis­

tration of contracts are Congressional Committees. Although 

exceedingly powerful, these are relatively unimportant in 

the overall Air Force procurement scheme due to the infre­

quency in which they are encountered in the normal procurement 

operation. Congress has a great complexity of major national 

issues confronting them and as such cannot devote sufficient 

time to the procurement problems. Only when a specific 

point is brought to the attention of the legislature will 

Congress take action and then only if it is serious enough 

to endanger the interest of the public. Consequently, seldo.m 

is this method encountered and the administrative personnel 

of the Air Force on a facilities contract ne~d worry little 

about its intervention. 

However, if the occasion arises where a Congressional 

Subcommittee initiates an investigation, it is apt to be of a 
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most damaging type. Special hearings and public hearings 

are utilized which tend to sensationalize the proceedings 

and produce differing publicity opinions. 

Analysis of Watchdog Agencies 

In summation, there is evidence that procurement 

has become today the servant of audit. Certainly audit 

is a necessary, even crucial part of procurement but, however, 

when audit has provided an 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 the field of procurement. True, 

every industrial concern utilizes an audit agency which is 

separate from its operating organization. However, this 

auditor's proper sphere of activity is limited.to the 

,verification or clarification of factual or established data. 

There should therefore be no reason for opinions, estimates, 

or forecasts of the type now being madeby the Air Force 

audit agency. In regard to the General Accounting Office 

which has the broadest most overall power of all the "Watch 

Dog 11 agencies, it should be understood that this power was 

intended to be used only where evidence of fraud exists or 

where an executive agency has inadequate procurement or audit 

procedures. 

Operation of Agencies 

As it now stands, a contractor with 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 

examined 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 General 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 Accounting Officerts power of audit. 

In general it is felt that the agencies which are 

used for checking of contracting.administration in the Air 

Force should be restricted to a maximum of two, the Audit 

Agency within the Air Force itself and \;he General Accounting 

Office, as a representative of the legislative branch of the 

government. In this way adequate protection would be 

provided to the taxpayers but it 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 period 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 available 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 

Accounti~g 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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CHAPTER VI 

OTHER CONSIDEHATIONS 

Although the more important aspects of the admin­

istrative organizations 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 Facilities Contracting 

field. These, of cour,se·, are of le S$er importance than those 
. - . 

previously covered in detail, however, in total they are of 

prime importance in any consideration of the Facilities 

Contract. 

Retention of Records 

Under the provisions of the standard Facilities 

Contract, it is necessary for the contractor to maintain 

all records for a period of six (6) years .after final 

completion 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 

retained for the same period. The contractor is required 

to· store his records, at his own expense, in a locat~on 

where they are readily accessible. ·The Air Force, on the 

other.hand, maintains complete record storage depots, 

strategically located, where all the records generated on 

a particular contract are sent. These records are cataloged 

i:p. detail before being sent and are then cataloged in 

conjunction with records sent on other contracts when they 

arrive· at the storage depot. In_ order to retainany semblance 
. .· of order, it is necessary to expend a great deal of time in 

first, sifting out the essential records to be sent, and 

second, maintaining an accurate catalog listing so that any 

p~rticular record may be located at will. 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 addition, a tremendous overhead has to be 

maintained in keeping the record safe and dry, providing 

for personnel to handle the records, handling of material 

itself, heat) light, etc. 

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 previously 

pointed out in Chapter V, . this practice in itself is unde­

sirable and,if it could be eliminated, it would not only 

provide the direct benefits cost wi$e, but would also 

eliminate the need.for prolonged retention of records. Thus 

the trem~ndously expen~?ive organization which has been built 

up to handle this pro~lem could be at least drastically re­

duced bringing with it the resulting economies. 

The Advisory Council on Federal Reports, a business 
. ' group, is now working with the U. s. Bureau of the Budget 

in urging government agencies to specif~with each new 

regulation requiring records, just how long the data must 

be 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. 

The Wyman-Gordon Company in procurement of capital 

items, retains all records which pertain to the actual payment 

for these items for a period of ten (10) years. Other papers 

such as correspondence, delivery statements, e~~editing notes, 

etc. are destroyed ?hortly after the item is secured. 
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This practice is essentially the same as that 

utilized by the Bay State Abrasive Company in Westboro. 

Wmch work is being done in this area by the 

National Records Management Council, the Controllership 

FoUn.dation and the American Society of Corporate Secretaries 

who are attempting to establish guides to saving records. 

Once these guides have been established it is assured that 

standardization will prevail throughout private industry. 

Use of Security Classification 

Another phase of the Facilities Contract which 

should be subjected to close scrutiny is .the rather 

effusive use of security classification for work b.eing 

performed under the contract. Basically, the security 

classification program was initiated 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 with a 

particular classifi~d project, to be ncleared 11 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 classification would eliminate 

these costs. 

Although much time is spent in determining 

whether one is suitable to handle such material, very little 

time or effort is spent .in deciding exactly what should or 

should not be classified. .In actual practice there is the 

tendency to overclassify material on the presumption that 

it is better to be safe th<;m sorry. This,. of course, is true, 

however, judicious use of the security classification-would 

drastically reduce not only the costs relating directly to 
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investigations o£ personnel, but also those connected with 

control of the classi£ied material such as segregation o£ 

material, special safes or filing·cabinets, guards, etc. 

No speci£ic comment can be made on this particular 

phase as each individual case must be handled in the light 

of its own particular requirements, however, it can be 

ge~eralized that a more forceful, dynamic approach should 

be taken to this problem with an eye towards economy as well 

as security. 

Private Industry Practice 

Private concerns are seldom af£ected by security 

classification as a result of their own operations and must 

cope with this problem only when it is inflicted upon them 

by the government or government contractors and then must 

£ollow rigid rules and regulations set forth for its 

operation. Thus, any revisions to this system would have 

to be accomplished at the source, that is the point at 

which the initial classification is made which is the 

governmental agency involved. 

Fortunately this problem is encountered but seldom 

ih the Facilities Contracting. field due to the n:=tt.ure of the 

equipment covered by this type.o£ a.contract. 

Relation between Congress and Industry 

The Legislative Branch o£ the Government as well 

as Congressional Committees has been previously discussed 

under Chapter V in relation to their function as Administrative 

"Watch Dogs 11 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, their impact on this whole problem is extremely 

great. 

Legislation designed to govern the various pro­

curement programs must be o£ necessity very broad in view o£ 
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the fact that they must cover the entire field. Thus, no 

one (l) type of contract in particular is usually analyzed 

to determine what is best for its particu;Lar needs. On the 

contrary, legislation is directed towards the satisfaction 

of the overall general need. 

It is suggested that closer cooperation be main­

tained between the Legislative Branch of the Government and 

the various organizations set up by industry for reviewing 

the overall procurement policies. True, the utilization of 

this method might provide the possibility for undue bias in 

a decision. However, private industry engaged in business 

for the prime purpose of making a profit are, we feel, in 

a better position to indicate those 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 towards 

practicality and economy .. If these suggestions, after due 

consideration, are conscientiously followed, it is certain 

that the administrative costs of procurement under a 

Facilities Cont;ract or any other type of Government procure­

ment would be greatly decreased. 
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CRAFTER 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 entirely distinct contract had 

already been entered into by the two parties which pro-
. vided for the exact development work to be performed, 

the reports required, the frequency of reporting and other 

terms and conditions governing the use to which the machine 
w9uld be put by the contractor, Wyman-Gordon Company. 

Purpose 

It was the purpose, then, of this contract 

merely to provide contractual coverage for the acquisitio:tJ: 

andretention 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 

scope and definition of a Facilities Contract. Normally, 
as·· previously pointed out, the Facilities Con·tract 

provides facilities or equipment to accomplish a particular 

job, but does not spell·out in detail the job to be 
completed except for that period during which acquisition 

· is taking place. The subs_e<;~_l,lent period is covere.d either 

by a Facilities Lease Contract, Operating Contract, or 
Research and Development Contract. 

In a discussion of this particular Facilities 
Contract, it is·needless 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 Thulling Machine to see 

if it is feasible for production of dies utilized in the 

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 Administration, the Date 

of Agreement. Page 2 is a Table of Contents listing by 

page numbers the location of various administrative 

clauses. 

Page 3 embodies the Preamble to the Contract. 

This Preamble merely restates.in more detailed form the 

purpose of the Facilities Contract. Pages 1 through 10 

contain the General Provisions governing the administration 

of the contract. These are standard terms and conditions 

utilized for all Facilities Contracts and are, therefore, 

preprinted by Headquarters, AMC. In this manner, when a 

Facilities Contract is to be written, the issuing office 

need only attach the Cover Sheet, Preamble, and Final 

Schedule to these standard conditions and a Facilities 

Contract is born. Thus a gre~t deal of administrative time 

and effort is saved on the part of the issuing officer as 

he does not have to look up, and rewrite in detail the 

General Provisions'which apply to all contracts. Where 

a deletion for this particular contract must be made in 

these standard terms and conditions, as indicated·on Page 2 

and 3 of this contract, the particular paragraph in question 

is merely x 1 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 11Alterations in Contract 11
• 
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The changes are typed on an additional piece of paper which 

is 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 a particular case. 
. . 

In the special Facilities Contract No. AF 33-600-36321, 

two(2) changes were made. One (l) 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 11any legal purposen. 

The second change merely incorporated the latest 

provision for Prop~rty Control· Records which was issued 

through the Armed_Services Procurement Regulations. 

Provisions 

As can be noted, the provisions of the contract 

deal with all phases relating to the utilization of· 

Government owned equipment in a privately or Government 

owned installation. In addition, certain provisions 

are included which are mandatory by law. These provisions 

pertain to such things as labor, certain procedures to be 

fnllowed 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 signature 

page which includes signatures of both parties to the 

contract as well as a certificate executed by the clerk of 

the contractor indicating that the person signing for the. 

contractor was an authorized executive of the company. 

Negotiation 

Negotiation of this contract was rather simple 
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in r~lation to normal pr_ocedure •. ·In this particular 

instance the Air Force had acquired from Machine Tool buil­

ders a number of numerical control milling machines. These 

machines were untried and untested in production as they 

_were exceedingly expensive but could insure no high degree 

of performance in operation. Ther-efore, private industry 

was reluctant to utilize the machines in their production 

processes at th'a present acquisition cost. In order to 

insure the United States with the latest development in 

machine tools and to further development thereon, the Air 

Force had agreed to purchase a number of these units. 

Once these were acquired, it then became necessary 

to put the equipment toJuse 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 tbat it 

would not operate commensurate with expectations and that 

extensive maintenance costs would be incurred. There was, 

however, a fourteen (14) month limit placed on the Use 

Contract whic:,h would govern the Facilities Contract as well. 

At the erid of Fourteen (14) months, a re-evaluation could 

be made and adjustment accomplished depending upon the 

operational results of the machine tool. 

In view of the fact that the Air Force itself was 

soliciting the contract_with Wyman-Gordon Company and both 

parties were fully aware of the circumstances involved, 

negotiation was at a minimum. The only matters which 

caused concern were details in the standard terms and 

conditions which had to be revised to fit the particular 

situation. Once this was accomplished the execution of the 

contract was routine . 

. At this point it should be stated that this is 

not generally true of special Facilities Contracts. When 

the soliciter of the contract is the contractor himself 
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there is much more time and paper work involved. The 

organizational channels pointed 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 of 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 ap.ministering the Facilities Contract. 

Suggestions as to possible revisions will also be made 

as these points are brought forth in the discussions. 

The major clauses will be covered as separate chapters 

whereas the minor ones will be grouped together for dis­

cussion as one. 

As no one contract can 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 

situations, 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 

CLAUSE ·3 FACTUAL APPENDICES 

Provisions 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 da:te 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 a .. list ot:. facilities :provided thereunder for the 
:previous three months only or those which have not :previously 
been listed, together with 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 Facilities 11 and 11 Government 
Furnished Pro:perty 11

• ncontractor Acquired Facilitiestt 
are those which have been purchased 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 appropriateness to 
the contract. 11 Government Furnished Pro:perty 11 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 discussed in Chapter I of this 

.study. 
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Under Contract No. AF 33-600-36321 being dis-

· cussed directly in this report, the preparation and 

submission of the 11Factual Appendix A11
, as these listings 

are called, is a comparatively simple 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 partially Contractor Acquired Equipment, 

the task of preparing such listings becomes a full time 

job for some member of the contractor's organization. 

The detailed requirements for the form and 

type of information to be included in a Factual Appendix 

are as follows:* 

Items are to be se$regatedby classification 

previously referred to, ie Contrac.tor Acquired Equipment 

or Government Furnished Property. Each.category is then 

further broken dowtlinto the following categories; 

Land 

Land Improvements· 

Buildings 

Building Installations (Not Mechanical) 

Leasehold· Improvements 

Off-Leasehold Improvements 

Machinery 

Equipment 

Building Installations (Mechanical) 

Laboratory and Testing Equipment 

Office Furniture and Fixtures 

Cafeteria Furniture and Fixtures 

First Aid FUrniture and Fixtures 

Portable.Tools 

Material Handling and Automotive Equipment 

* 16, p. 1399.6 
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Each item is then listed under the particular 

category in which it falls with the following information; 

Item No., Qaantity, Description, Acquisition Cost, Manu­

facture Serial No., Reference No., USAF Blue Tag No., 

Air Force Diamond Tag No., AMC Approval Authority 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 sheet 

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 contractor 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 fill in the 

required information fromreceiving reports issued during 

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 acts as an inventory report for all 

equipment procured by the Air.Force during each calendar 

three month period. When the Factual Appendix A has been 

received at Headquarters, AMC, .it can be combined with 

similar reports received from all of the other Air Force 

contractors ?-D-d 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 particular moment. As the files are accumulated 

quarterly, a running total is kept which then serves as 

an inventory for all Air Force owned property. 

Present Tendencies on this Subject 

However, for a number of reasons which will be 

discussed later in this chapter, the Factual Appendix A 

has not been 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 Contracts issued during 

the last year, to eliminate Clause 3 which provides for 

the preparation of the Factual .Appendix A and to substitute 

in its place the submission of AFPI Form 81 nstatus of 

Facilities Contract•r. 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 Force, quarterly and is intended to 

.indicate all acquisitions of Air Force owned property and 

equipment by a Facilities Contractor. As in 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 Air Force owned 

equipment. 

AFPI Form 81 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 essentially the 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. 

Production information to be furnished by the 

contractor includes product, information as to schedule or 
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completion of the Facilities Contract, preser:J.t production. 

rate, highest monthly production rate, and shift capacity 

per month both before and after expansion under the 

Facili ti.e.s Contract. This information 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 Contract has proven to be 

beneficial to the Air Force. 

Fiscal informat{on consists of funds allocated 

on the contract, forecast of funds to be utilized for 

expenditure by the Air Force, and anticipated surplus 

over allocated funds. This information is of great 

assistance to Air Force pers.onnel in budget planning and 

in determining whether contract progress, financially, is 

in accordance with_the original forecast of funds required. 

This is particularly important when the Facilities Contract 

is of a cost reimbursement nature. 

In addition, certain information is required on 

delivery schedules of the contract •. This information, 

although not pertaining directly to the Facilities Contract, 

serves as a measuring stick in determining the success or 

failure of the Facilities Contract and also forces the 

contractor to preplan and schedule his production to insure 

fullest utilization of the equipment being supplied under 

a Facilities Contract. 

It is needless to say that, once having been 

prepared properly, the AFPI Form 81 is a highly useful and 

informative repo;ct fr.om. the standp~int of both the contracor 

and the Air Force. It provides a variety o.f information 

which,. if used properly, can make the administration of 

the Facilities.Gontract easy, as well as serve as a ready 

means of combining information from a large number of 

separate contracts. 

Although this form is.being utilized on new 
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Facilities Contracts now being issued, there are still a 

number of Facilities Contracts issued prior to this date 

which still require the Factual Appendix A; Contract 

AF 33-600-36321 is one of them. Steps are being taken by 

the Air Force to make.changes in al~ present contracts· but 

progress has been extremely slow. It is expected that in 

the near future the contract in question will be·amended 

in accordance with this regulation. 

Possible Economy Revisions 

From previous discussions in this chapter, it can 

be seen that a great forward step has been taken by the 

Air Force in minimizing the paper work and costs involved 

in determining the status. of Facilities Contracts. The 

Factual Appendix A was expensive to preparein both time 

and man hours as each individual item acquired had to be 

listed in great detail. These costs were borne .directly by 

the Air Force and contributed to the overall costs of the 

item.procured under a Facilities Contract. If the final 

Facilities Contract was of a cost reimbursement nature 

then all the costs for preparation for this report were 

reimbursable to the contract. If the.Facilities Contract 

was of a 11fixed price 11 natUre then these costs were added 

to the Fixed Price submitted by the contractor and were 

therefore directly borne by the Air Force. 

The substitution of AFPI Form 81 has definitely 

been a step in the right direction. For purposes of 

overall inventory information, a dollar control is more 

than sufficient. It is to be understood that backup 

detail item infor.ina tion is available· in the form of 

Property Record Cards which are retained by the contractor 

and supervised by.the Ai,r Force Property Administrator. 
. .. . 

Thus, the Factlial Appendix A was merely a restatement of 

information already prepared and in the file of the Air 

Force. 
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It does not appear that this particular phase of 

the Facilities Contract can be simplified to any greater 

extent than has already been accomplished by the Air Force 

itself. 
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CHAPTER IX 

CLAUSE.4- REPORTS 

Provisions of Clause 

Clause·LJ- of Contract AF 33-600-36321 provides 

that the contractor, Wyman-Gordon Company, shall, insofar 

as it is able, furnish t.he Air Force such reports, estimates, 

and other information regarding the. subject matter of this 

contract as the contraet.ing officer finds necessary and 

reasonable. This includes such records and data with 

respect to the facilities provided, hereunder, as may be 

required by the Contracting Officer not only in connection 

with the contract itself, but also for overall'Ind:ustrial 

Planning or other purposes. Coverage, therefore, is all 

inclusive 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 

Although the power to request and receive a great 

many varied reports has been written into the contract, 

exercise of such·powers on the part of the Contracting 

Officer has been judiciously taken to the extent he has 

been able. In many instances, the Contrac:ting Officer is. 

merely a recipient of a request for information from higher 

headquarters and must pass this request on to the contractor 

whether it is his belief or not that said information is 

necessary and reasonable. 

Under the above referenced contract, ·the following 

reports constitute the ones which are required on a periodic 

basis notwithstanding: 

1. AMC Form 37 - 11Report of Utilization of Heavy Pressesn 

(Prepared as of the end of each month and 

submitted to Commander, AMC to arrive no 

later thari the 12th day of the succeeding 

month) 
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11Status of Funds-on Special Facilities 

· ·contra~t 11 (Information similar to that 

. inclu.ded in. Sections I, II, and III on· 

AFPI Form 81 previously discussed. Form 

will be replaced when.AFPI Form 81 is 

in~orporated in basic contract) 

3. AMC Form 337 - 11 Industrial Construction Initial Progress 

Report 11 (Submitted prior to Initiation 

of any construction) · 

4. AMC Form 337A - "Industrial Construction Monthly Progress 

Reporttt (Prepared as of last day of each 

month for each project under construction. 

Submitted not later than 15th day of 

following month) 

5. AMC Form 337B - nrndustrial Construction Final Progress 

Report 11 (Prepared upon completion of a 

project) 

6.. DD Form 702 11 0rder for Purchase of Supplies or 

Servicesn (Prepared as of end of each 

month indicating Funds Cqmmitted, Funds 

8.. AMO Form 51 

9. AMC Form 51A 

·Obligated, and Funds'to be Obligated by 

Fiscal Year) 

"Annual Report of. USAF Real Property and 

Eq_uipment 1r (Information .submitted to Air 

Force Audit Branch "on Yearly Purchases, 

transfers-in, retirements, transfers out, 

anQ: adjustments) 

nindustrial Equipment Inventory and Visual 

Inspection Report 11 (Prepared on each in-

-dividual item of equipment whose acquisition 

cost exceeds $500 or whose l:Lfe is greater 

than 4- years, immediately upon receipt of 

item) 

nindustrial Equipment Inventory Change 

Sheetn (Prepared to alter anyinformation 
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previously submitted on AMC Form 51 for 

any reason what-so-ever) 

nTermination Inventory - Schedule B 11 

(Prepared and transmitted whenever a 

piece of Air Force owned property is 

declared surplus to the needs of the 

contractor) 

11. .AMC Form 244 - nusAF Industrial Facilities Inventory 

Report 11 (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 •. 

Many other reports are re.quested, but are usually 

of a spontaneous nature and in no set form. Most of these 

are concerned with financial and physical progress of the 

Facilities Contract and serve as a measure of the contractors 

ability to complete 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 actual administration of the Facilities 

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 basis 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 request, at will, any information from the 

contractor it deems nece,ssary and reasonable. This is 

undoubtedly as it.should be, for the Air Force is the. 
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organization which is supplying the funds for the project 

and as such should have at its disposal 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 for information ultimately resolves 

itself into cost, which cost is, of course, borne by the 

government and becomes ultimately a portion of the final 

purchase price for the facilities. 

The clause itself should be clarified and detailed. 

If possible, the description and details of each repo·rt 

required should be spelled out in order to give the contrac­

tor an idea of what to eJ....rpect. If this information ·is 

known, the contractor 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 Facilities Contract, 

the contractor could then estimate his ultimate costs 

more closely, thereby eliminating the necessity of including 

a contingency factor. 

Of course it would be extremely difficult for 

Air Force administrative personnel to plan exactly the 

information required, but if some intensive study is given 

to the uses to which this data will ultimately be put, it 

is a certainty that much of 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 1 s records, making the 

information more current and, therefore, of much greater 

value in future planning. 

Again it is unfair to request a Facilities 

Contractor to supply information which is not related 

directly to the administration of his particular contract 

but which is to be used ultimately in nindustrial Planningn 
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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 eliminatedas it 

will be brought to light during contract negotiations and 

therefore be opened up to discussion. In many cases, the 

Air Force Contracting O.f.ficers or Contract Administrators 

have no idea of what information requests will be made of 

the contractor at the time of the original negotiation 

and, theref.ore, cannot properly evaluate it's impact on the 

contract price. 

The determination as to what information is 

ne~essary and reasonable is left exclusively to the dis­

cretion Of the Contracting.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 request is necessary or reason­

able, the usual result is that the request is passed to 

the contractor without question. In these particular cases, 

it is extremely important that. sufficient information be 

supplied both the contractor and the contracting officer 

as to the ultimate use 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 33-600-36321 which is .under discussion 

is relatively simple to handle in this respect as only one 

item of equipment is involved, and this is to be an item 

of government furnished property. 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 radically reduces the work in- · 

valved in preparation of reports based upon the acquisition 

of equipment. Needless to say, by far the majority of 

contracts are much more complex in this respect making the 
11Reportsn clause of major importance 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 individual, full time, to provide the Air Force 

with the information it requested. This individual was 

designated as the uAir Force Statistical Coordinator" and 

devoted his entire efforts not only to completion of report 

forms, but to the organization and simplification_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 that it could be combined in any number of ways. 

Thus, when a particular request was received from the Air 

Force, it need only be determined exactly what was desired, 

then the data could be arranged to fit the particular need. 

The contract itself-provides, under later clauses, 

that adequate records,both propertywise 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 requested reports. This unfortunately 

is not the case as the records are established in accordance 

with a strict set pattern and information usually asked for 

in the reports does not correspond inpattern to the records. 

Of course, with a great deal of work the records 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 standpoint of control, this is 

not feasible. 
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The individual who is designated as the one who 

is responsible for completion of Air Force reports must 

be of high caliber as completion of .these reports consti­

tutes a direct representation by the contractor that such 

information is complete, accurate, and in accordance with 

established records. He must, therefore, have a good know­

ledge·of accounting, engineering, and business principles 

in order to accurately appraise a situation and determine 

the exact information. desired by the Air Force. Because 

of the extensive experience and training required for this 

position, the position- is extremely difficult to fi1l 

adequately and then only at a. premium_ cost in wages.; Usually 

and assistant is also required, and under a Facilities Con­

tract which extends for one, two, or three years the cost 

of such personn~l becomes a significant part of the overall 

contract cost. Any efforts then made in this direction can 

make. a significant ·reduction in purchase price of the 

facilities to be secured. 

Unfortunately, the present trend in relation to 

reports is toward more and more rather than less. This, 

of course, is due to the increased consciousness of the Air 

Force and private industry as well of the importan~e of 

having adequate figur8s on Which to base a decision. Without 

question, the trend is good because without sufficient 

figures an intelligent decision cannot be made. However, 

particularly in view of this ·present. trend, it is important 

·that considerable thought be giveri to the_exact information 

necessary to fulfill .the particular need. Record keeping 

ni.eans increased administJrative costs and this expenditure 

can only be justified by the fact that sufficient savings 

will be realized because of the availability of the figures 

to offset the cost of obtaining the fig,l1res. 

With this in mind, it is felt that a complete 

review of this situation is necessary in relation to the Air 
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Force Facilities Contract. Reports required should be 

spelled out beforehand in the 11 Reports 11 clause and these 

should be kept at an absolute minimum required ~or 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 Facilities 

Contract. 



73. 

CHAPTER X 

CLAUSE 5 USE AND CHARGES 

.Although not specifically a function of the :pure 

Facilities Contract, some designation as to. use and cha~ges 

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 mentioned, however, that in small 

Facilities Contracts the additional covering contract is 

eliminated and all terms and conditions covering the item 

or items concerned is included in one document. For this 

reason, the "Use and Charges 11 clause is included as a 

standard General Provision. 

Provisions of Clause 

This.clause :provides that the equipment covered 

by this contract may be used without charge under the 

following circumstances, subject to the approval of the 

Contracting Officer: 

1. On any Air Force Prime contract which 

expressly authorizes no charge use 

2. On any subcontract under an Air Force 

:prime contract when both the :prime contract 

and subcontract expressly authorize such 

no charge use 

3. On any government contract which doesn't 

interfere with the foregoing as long as 

it is -



a. A :prime contract which expressly 
authorizes such no charge use. 

b. A subcontract under a prime contract 

when both expressly authorize such 
no charge use. 

4. On any work in connection with the Rasearch 
and Development contract for which the 
equipment under the Facilities Contract 
was suppl.ied. 

The latter :provision was added·· by change under 

Item l, Clause 25 of ContractAF 33~600-36321 indicating 
that such provision is not. standard. for a Facilities Contract 
in general. 

In addition, this change provides that.the. machine 
will be used flonlyrr for this purpose. ~lb.erefore; in view 

ofthe fact that contradictory provisions are included in 

the contract, that of authorizing only use on the Research 
and Development contract, but also use on certain contracts 
providing for no charge use· of equipment, determination was 

made by the Contracting Officer that .the more restrictive 

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 contradictory provisions 

was in all likelihood a ;,haste in preparation on the .part of 

the buyer at Headquarters, AlVIC. In attempting to adapt the 

standard General Conditions to this specific instance, certain 
te+ms were left remaining which, when read in the light of 
.the special terms, were contradictory in nature. 

This, of course, is one feature of trying_to adapt 
General Conditions·to specific_cases which must be scruti­

nized extremely closely. . Although nqt of great s_ignificance 

in this particular case, it may lead to considerable dispute 
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if such contradiction concerns the major contract clauses 

or materially affects reimbursement of funds to the con­

tractor. It is also important that the original intent 

of the clause be established, preferably in writing, in 

case a dispute does arise 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 o.f 

die blocks used in the forging industry, consequently, no 

dispute could arise. 

The portion of the 11Use and Chargesn clause 

pertaining specifically to charges has been x'd out by 

typewriter indicating that the contract was let on a no 

charge basis. In spite of the fact 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· c.onsideration to 

the Air Force consists of periodic reports to be submitted 

under the terms of the Research and Development contract. 

In addition, the contractor, Wyman-Gordon Company must 

expend funds ror 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 section which has been 

eliminated, the standard rate for the use of Air Force owned 

facilities is as follows: 

5% per annum for land and land improvements 

8% per annum for building and building installations 

12%. per annum for machinery and equipment 

25% per annum for portable tools and automotive 

equipment 

These percentages indicate that the Air Force 
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considers the normal life of these items to be; 20 years 

for land, 12~ years for buildings, 813 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 negotiated 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 appropriate 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 cont;ractor 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 extramely 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. 



Purpose of Prov.ision 

The purpose of ·the rruse and Cb.arges 11 clause is to 

state in definite terms the n~gotiated 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_practice of the Air Force to apply standard 

conditions for this particular purpose, making it identical. 

among various contractors. Although admittedly this is 

equitable, it must be realized that there are differences 

in each contract which should be taken into consideration, 

particularly on the amount of charges to be paid. The con­

tractor who is utilizing the equipment 100% on Government 

work should be allowed to utilize the equipment on a no 

charge basis, whereas the contractor utilizing the equipment 

100% on commercial work should pay the maximum fee. This 

reason is premised on the basis that the contractor performing 

100% military work will add to the burdencost to be applied 

to the selling price, the rental charge due the Air Force. 

On top of this, he will add a standard percentage of profit 

which he will figure into the selling price of the item and 

be reimbursed for complete use charges as well as a percentage 

of profit on them. If these costs are borne by the military,_ 

it would be to their advanta3e to eliminate them at the 

original point and thereby eliminate the profit factor. 

As the purpose of the Facilities Contract is to 

supply machinery, equipment, and facilities to a contractor 

to perform that work which private industry is unable or 

unwilling to perform, the least expensive method to the 

Government should be utilized. A detailed investigation 

·should be performed on each particular contract to determine 

which is the least expensive. 

The "Use and Chargesn clause, therefore, should be 

eliminated £rom the General Conditions utilized by the Air 

Force in the preparation of.the Facilities Contracts. In 
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this way it would then be necessary for the issuing officer 

or buyer to determine, on his own, the most economical 

method to be utilized. By allowing this to remain in the 

standard 11 Boiler Plate", the analysis required to select 

the proper clause might be overlooked and the standard 

provisions provided merely because it is more expedient 

to do so. For this reason the Air Force may be in a 

position of paying an unnecessary premium for securing the 
. . 

information or supplies it requires. 

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 the.machine it$elf. This 

specific provision is utilized only when the contract is on 

a no charge basis. 

Standard Commercial Practice 

The percentages utiiized as charges for depre­

ciation appear to be reasonable in relation to those 

utilized in standard commercial practice. Wyman-Gordon 

Company utilizes essentially the same years of life for the 

items referenced in this clause, however, each item is 

handled as a separate case based upon the particular circum­

stances involved. It is·felt that no blanket provision 

can be made to cover all instances. The provision providing 

for a flat percentage charge based upon sales is, by far, 

the better arrangement if it can be appropriately applied 

to the particular situation. 

It does not appear that there is much deviation 

in this clause from standard commercial practice other than 

the minor points referenced above. Considerable investigation 

on this phase has be~n 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 

disputes 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 CONSIDERATIONS 

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 possession of 

the contractor. They do, however, deal with different 

aspects of the problem, but should be combined 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 excess to the re­

quirements of the using Government contracts, or is worn 

out, damaged, or otherwise unserviceable. Specific 

instructions as to the handling of the item itself under 

any of the above circumstances is referred to in Paragraph C 

of Clause 9 entitled ttTerminationn. These instructions 

merely cover broadly, and in general terms, what operations 

will be required to be ,performedby the contractor 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 l? 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 

Facilities Contract from removing or parting with the 

possession of any facilities 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 daals specifically with 

the contractor's liability for Air Force· owned property 

while it is in his possession. Generally, the contractor 

is always financially liable for any loss or damage which 

results from; 

a. A risk expressly reg_uired in the contract to 

be insured against 

b. A risk covered by insurance, but only to the 

extent of such insurance 
.. 

c. Willful misconduct or 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, superintendents, or other equivalent 

representatives 

d. Failure on the part o.f the contractor or his 

representatives to maintain and adillinister, 

in accordance with sound industrial practices, 

a program for the maintenance, repair, pro­

tection,. and preservation of the facilities 

or to take reasonable steps to comply with 

any written instructions which the Contracting 

Officer may prescribe. as reasonably necessary. 

The contractor is never liable for any losses 

resulting from the so called 11excepted perils rt. These are 

usually listed in the contract and include such things as 

fire, lightning, windstorm, and generally all acts of God. 

A listing of these can be found on page 7 of subject contract 

included in the Appendix of this. study. 

·As the Air Force is a self insurer, it is definitely 

stated that no property damage insurance will be retained 

by the contractor on Air Force eguipmsnt unless it be for 

the contractor's m.m benefit and at its own axpense. Thus, 

the contractor is not li.able 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 carried at its expense. 

General instructions are included in this clause 

for the steps to.be takenin case of a loss of Air Force 

owned property and the Air Force reserves the right to 

recover against third parties if appropriate. 

Clause 22 provides that the Air Force shall be 

held harmless from any claims for injury to persons or 

damage to the property of the contractor or others arising 

from the contractors possession or use of the facilities 

provided hereunder, and it shall further not be liable for 

any damages or loss of profits by reason of nondelivery 

or of any delay in the delivery of any·or all of the 

facilities to be provided under the contract. 

Purpose 

The purpose o! the above detailed provisions is, 

of course, to clearly spell out on what basis the contractor 

is to be responsible or liable for the Air Force equipment 

supplied under the contract. once it has been received and 

·is in use at the contractor's plant. The Air Force has not 

taken the position that the equipment was supplied 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, misconduct, misuse, or gross 

failure to adequately protect the item while it is in his 

possession. For this reason, procedures are spelled out 

in detail on exactly what is required or expected of the 

contractor's representatives and for what reasons the Air 

Force will stand losses on equipment lost or damaged. With­

out provisions of this nature in the contract, ~here would 



83. 

be no meeting of minds between the parties and situations 

arising in this area would cause constant dispute and 

termoil. 

Actual Requirements in Practice 

Although the first cursory glance.would indicate 

that the provisions included herein are complete, adequate, 

and fair to all parties c.oncerned, it should be understood 

that these are not the full requirements of the Air Force 

in relation to property under a Facilities Contract. In 

Chapter IV of this studytwo written procedures were dis­

cussed which were to ·apply to all Air Force contracts whether 

they were incorporated therein by reference or not. These 

are the 11Armed Services Procurement Regulations 11 and the 

flAir Force Procurement Instructions 11
• Bo'th of these publi­

cations, one of which is written to supplement the other, 

have a complete section devoted to the subject of government 

owned property entitled 11Appendix B - Manual for Control of 

Government Property in· Possession of Contractors 11
• This 

Manual is the governing procedure of .contract AF 33-600-36321 
as well as any other Air Force Facilities Contract as 11it 

is mandatory on the part of Air Force personnel.u* Thus, 

because the Air Force personnel must first approve all 

actions by contractors and they must in turn ac:t 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 with all phases of property control. By 

general heading they are; General provisions-detailing· 

definitions, duties and responsibilities of all parties; 

Records to be maintained - detailing types and kinds of 

records, by whom kept, and filing instructions; Miscellaneous 

Provisions - covering identification of items, contractor's 

responsibility and liability, and aud.i ting pr'operty accounts; 

* 1. r o, p. 13Bl 
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and Adjustment of Discrepancies Incident to the Shipment 

of Government Property - Covering procedures to be followed 

whenever discrepancies occur in connection with a shipment 

and outlining the responsibilities of the Air Force and 

the contractor to report, adjust, or settle such discrep­

ancies. 

In case that pr.ovisions, 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 contract will tend 

strongly towards a liberal interpretation to allow the 

provisions of the Manual to become effective and seldom 

is any direct contradiction determined between the two, 

although it might be originally inte:rrd'ed 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 conflict with standard terms 

and conditions. 

The 11 Manual for Control of Government Property in 

Possession of Contractors 11 is explicit 

, phases of government property control. 

is little chance for interpretation of 

and exacting on all 

In reality, there 

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 contracts in general. 

No consideration has been given to special situations 

which might ar~se in relation to one specific contract 
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nor has any provision been made· to effect changes 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 most instances, 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. 

Liability on the part of the contractor is firmly 

fixed and is even more strict than that quoted in the 

contract .. No provision is included for excusing the 

contractor from any loss or damage, although final deter­

mination is left up to the Contracting Officer. Under 

Contract AF 33-600-36321 it has been determined that the 

contract provisions shall apply in this instance and that 

liability will be ba.sed only upon those cases specifically 

mentioned therein. 

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 existence which does pertain to all govern­

ment contracts, includip.g the Facilities Contract. 

Possible Economy Revisions 

.Basically, all of the rules, regulations and 

procedures included either in the General Conditions of 

the contract or in the M?-nual are placed there for one 

reason; to insure the return of the facilities to the Air 

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 suggestions which can be made to 

minimize the paperwor~ and labor involved in the control 
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of Air Force property. The most obvious would be to 

eliminate all interim procedures except the requirement 

for an accurate reco+d of all Air Force property received. 

Then control of the items could be left up to the con­

tractor completely whiie it is in his possession with the 

understanding that the facilities will be returned to the 

government, when t;b.e contractor is through with them, in 

as good a condition 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 is 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 costing needless 

dollars. It is a certainty that this would :provide modern, 

up to date, efficient control and the ·Air Force would be 

relieved of the requirement to 'watchdogn 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 exercise as little 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 accomplishing these objectives and he would 



87. 

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 

essential 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 

attempting to be cautious and prudent, the Air Force has 

been excessively so, to the point of spending needless money. 

More liberalization by increasing the ability to make choices 

to fit a particular situation would be to the best interests 

of all parties concerned. 

With a liberalization of interim property controls, 

the Air 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 decision is usually based upon 

detailed reports received from the contractor, the Air 

Force Property Administrator, and the Air Force Quality 

Control Representative who each make individual, independent 

surveys of the specific circumstances surrounding each case. 

For ease of administration, all property is coded 

as to condition when it is to be disposed of by the contractor 

for any reason. These condition codes are as foll·ows: 

N-1 ·Unused, Excellent 0-1 Used, Excellent 

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

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

N-4- Unused, Poor· 0-4 Used, Poor 

R-1 Repairs Req., Excellent E-1 Rehabilitated, Excellent 

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

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

R-4- Repairs Reqw, Poor E-4- Rehabilitated, Poor 

It is the usual practice of the 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 assumed 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 i$ 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 categories 

are very broad, and diff~rent individuals are very'.apt to 

rate an item differently. The difference between good and 

·fa:i,.r, or fair and poor, or excellent and good is a nebulous 

one and who is to establish exactly where the dividing line 

is? 
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The task of accomplishing this feat falls pri­

marily upon the contract.or. Through visual and operational 

inspection, which is tabulated usually 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 condition of. the item. 

The inspection report, as well as the i t~m itself, is. then 

reviewed by the Air Force Quality Control Representative 

who is charged with the responsibility of i~spection for 

the Air Force. Then by discussion, and in some cases 

negotiation, a final condition code is arrived at which 

fairly typifies the actual condition as closely as possible. 

This joint determination is subject to review further by 

the Air Force Property Administrator, but said review is 

usually just a matter of form. 

Once the condition has been established, the 

contracting officer must then make a written determination 

of liability. As previously stated, if the cond1tion is 

0-2 or better, the dete~mination of liability will consist 

merely· of -~ memorandum to the contractor stating that he 

has been ·relieved of accountability,. responsibility, and 

liability for the item. If the condition is worse than 

0-2, the contracting officer will notify the contractor 

in writing that full liC3,.bility will be assessed against 

him unless sufficient justification is transmitted to his 

office in writing before expiration of a certain time, 

usually 30 days. 

The contractor must then establish reasons why 

the particular item of equipment is in its present condition. 

Perhaps the most useful tool at this point is reference 

to the maintenance records :for each facility which must be 

established in accordance with part 2 of this clause. 

At the outset of the-Facilities Contract, the 

contractor must submit complete, detailed procedures on 
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exactly how he proposes to 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 details 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 diligently unless formal written approval is received 
to alter it. 

If the contractor can establish, on a piece of 
equipment which has been declared in poorer than 0-2 con­
dition, that the written maintenance 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 t~e present condition of the item, he may so state 
in th~ Wr:Ltten report to the contracting officer and run 

little risk of being held finanriially liable for the con­

dition of an item. If, however, he cannot do so through 

failure to comply with any of the written procedures, it 

is a certainty that some assessment will be made against 
him. 

Of course, the report submitted by the contractor 

is subject to review by the Air Force Property Administrator 
and the Air Force Quality Control Representative who them-·. 
selves in turn submit a written report to the Contracting 
Officer'either confirming the statements of the contractor 
or offering rebuttal to it •. 

·. Upon these :re::ports the final decision is made by 
the contracting officer· either for or· against· the contractor. 

The decision is final and c·annot be refuted except under 
the 11 Disputes 11 clause o.f the contrp:ct whereby the contractor 
must submit an appeal to the Board of Contract Appeals in 
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Washington, D. C. This is usually an expensive proposition 

as legal council must be retained, hearings attended, and 

in general, court :proceedings followed. Consequently, only 

those cases which involve a great deal of funds are usually 

appealed, making the decision of the Contracting Officer, 

for all intents and :purposes, final. 

Clause 20 is also supplemented by the 11Armed 

Services Procurement Regulationsrr and. the nAir Force 

Procurement Instructions 11 as well as AMC Manual 69-1 which 

was written exclusively 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 Contract AF 33-600-36321 it was unnecessary 

to submit such a maintenance program as it had already 

been submitted and approved under another facilities 

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. 

Possible Economy 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 condition 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 P,etermination as to exactly what constitutes normal 

wear and tear and on what liability is to be based. 

However, it is felt that any attempt to clarify these pro­

visions would only lead ·~o further confusion and consequently 
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increase the number of disputes under the clause. If 

determinations and inspections are performed by competent, 

reasonable, and honest personnel, there should be few cases 

where both parties cannot have a meeting of minds. 

The most likely place for possible economies in 

the "Maintenance rr 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 clause itself definitely 

states that 11maintenance, repair, protection, and preser­

vation are to be in accordance with sound industrial 

practice 11
• If this· is in rea'li ty so, the contractor should 

be able to utilize the same maintenance procedures on Air 

Force equipment as he does on his own equipment. Time and 

money would then be saved in the original preparation of 

the Maintenance program, for the contractor could merely 

submit his own written procedures with no revisions. In 

administration of the program, the· Air· Force equipment could 

be then merely added ,to other plant 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, inadequate .maintenance program on his own 

equipment, it would not be to ·!;he advantage of the Air 

Force to accept that particular company's 11industrial 

practice 11 • 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 justified. 



94. 

CHAPTER XIII 

OTHER PROVISIONS 

The main provisions of the Facilities-Contract 

which would lend themselves 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 purp_oses, 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 order to provi'de a complete document. 

The only possible revisions which could be made 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 defi~itions 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 specifically spell out who is meant 

by the terms nsecretaryrr and 11 Cont:r;acting Officerrr. The 

fa~ilities 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 reason, this appears to be fair and reasonable. 

Clauses 6 & 7, Air Force Retention· of Rights 

Clauses 6 and 7 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 wherein 

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 adequate 

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 ofthe 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 11 Armed Services Procurement 

Regulations 11 and as such·will shortly be incorporated as 

an integral .section of the preprinted General Conditions. 

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

to accomplish this in Con·tract · 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 11 Appendix B - Manual for Control of 

Government Property in Possession of Contractors 11 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 special aspects 

pertaining to a given situation. Large machine tools 

which are permanently installed need be inventoried but 

seldom, while smal~ 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 in all Facilities Contracts. 

The reference in this clause to Hstock-listedtt 

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 items maintained by the Air Force 

comprises the active items included in the Indus.trial 

Reserve System. Thus the contractor 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 may 

be retained at Headquarters, AMC. 

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 part of the contractor. The contractor 

may terminate for any reason what-so-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 it is essential that a proper termination 

clause be included in any contract, there appears to be no 

objection to any of the provisions included therein. The 

only possible abuse of this clause or needless expense 

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 specific contract, 

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 if needless costs are to be avoided • 

. Legislative 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 great detail before 

passage into law. .The concensus of opinion of the legislators 

has been that they are necessary, however th~s does not mean 

that they may not be changed at_some future time. 

Clause ll·makes provision for settlement of 

disputes between the contra'ctor and the Air Force Contracting 

Officer. 

Clause 12 provides that no convict labor shall be 

utilized in the performance of the contract. 

Clause 13 incorporates the Eight Hour Law of 1912 
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providing overtime pay at 1;.2times day rate for-any time 
worked in excess of 8 hours in.any·one day. 

Clause 14 states that there will be no discrimi­
nation in employment because of race, religion, color, or 
national origin.' 

Clause 15 restricts any member of or delegate to 
Congress,or resident commissioner from deriving any benefit 
from the contract. 

' Clause 16 restricts. ·the use of a person or selling 
agency to solicit or secure the contract for a commission, 
percentage, brokerage·, or contingent fee. 

Clause 24 restricts the contractor from giving· 

or offering gratuities of any kind to any repre.sentative of 

the Gove.rnment. with a view towards securing the 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. 

Clause 21, Right of Diversion 
.. 

The Air Force under the provisions of Clause 21 
reserves the right to divert. any or all of the fa·cilities 
furnished to the ·contractor hereunder, when it is determined 

to be in the best interests of the Government. As the 
equipment is in actuality owned bythe Air Force, this 
clause is not unreasonable unless such diversion is· 

accomplished haphazardly and without sufficient reason. In 
spite of the fact that tlUs could happen, it is felt that 
any attempt to restrict this clause;.in any way, would only 

make it ineffective. 
Clause.23, Reservation of Rights 

The Reservation of Rights provision, Clause 23, 
can be very important at times. In this clause .the Air 

Force states that .their failure to insist in any one or 
more instances, upon any of the terms, 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 clause in itself is not important, 

except that it does indicate that the Air Force may, under 

certain circumstances, waive their rights under any one 

of the provisions of the Facilities Contract. This they 

have reserved the right to do, arid will do, upon sufficient 

justification from the contractor. Thus the.contractor is 

somewhat relieved from the straightjacket of rules and 

regulations detailed in .this report if he can show just 

cause for such action. On the other hand, Contracting 

Officers have been loathe to waive any clauses on their own 

as they are then subject to criticism, particularly if 

something goes wrong. 

Clause 25, Alterations in Contract 

The final clause in the Facilities Contract has 

. been previously discussed in a number of instances: This 

is Clause 25 entitled 11 .Al terations in C<;mtract 11
• In this 

clause will be found all terms and conditions which vary 
. . ' ' . . . 

from the· preprinted, . standard _rrGeneral Condi tio~s ~:--~-=-fz is .. 

through the use of this clause that each Faci1~'%J~ff~~~Y~~~t 
.is fit to a particular contractor or situatio~~and~ a:s sil~ch, 

. . ·. . .. .:..~:s· ~.:~ -~ ~ 

is a necessary integral part of the contrac"IA3t' ~ 1l ~ · .-...,_. e ·-:-: _,_ .. 

As previously 'pointed out, all cia:,i~es l:iJ3t?d lu=: 
this chapter were· discussed prii,llarily for ro~'\ing 'f.bUit thi 

:·' . .;.'!-~. ; . !:.:--:T~~:.~ 
entire scope of the Facilities Contract. The <-I@~£B~d:~~:Gy 

.' ;_;.. .~:.-:: ~ 

of c;3.dministrative cost savings or revisions to the"c'l~uses 

which would allow savings ~hrough lower purchase prices 

are slight indeed as the clauses are intended merely to 

spell out certain requirements common·to all contraGts, 

particularly those_issued by governmental·agencies. However, 

it is felt that at least some reference ~hould be made to 

them in any discussion intended to cqyer the Facilities 

Contract and such procedure is there.fore justified. 
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CONCLUSIONS 

This study has been devoted to a complete scrutiny 

of the Air Force Facilities Contract in an attempt to esta.b-

. lish possible economies both within the administra~ion of 

the contracts and in the contract terms which would allow 

the Air Force to procure its supplies, equipment, and research 

for lower purchase prices. 

Perhaps the most important byproduct of this inves­

tigation has been to 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 economy 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 society, not only with a view towards finding 

methods to decrease its administration costs, but also to 

insure that the interests of the general public are adequately 

protected. 

In attempting to analyze with a view towards 

simpli"ficationof procedures and controls, 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 Facilities 

Contract program with those 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 procedures were based not only had 

to take into consideration the economy aspect of the 

particular situation, but public policy considerations as 

well. Thus maximum protection or security of the taxpayer 

dollar might rank higher in importance than slightly decreased 

administrative costs. 
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The constructive implications o£ this thesis are 

important when viewed £rom the alarmingly increasing rate 

o£ government expenditures in recent years.· 

First, attention has been directed to the Facilities 

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. I£ 

accomplishing no more than the stimulation of an interest 

in the Air Force Facilities Contract with a view towards 

modern, efficient administration, this thesis will have been 

well worth the time o£ preparation and render a great service 

to the already overburdened American taxpayer for, at last, 

help will be on its way. 

Second, many avenues for possible cost savings 

have been pointed out which should be given serious 

consideration by the people who are concerned primarily 

with setting up and administering the Air Force Facilities 

Contract program. ~ery 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 delivery, which fact.would be extremely important 

particularly in time of national emergency. To generalize 

the findings of this study, it can be said 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 conjunction with a number of others and coordinated, 

therewith. However, because this is so does·not mean there 

is no room for improvement. In each particular phase o£ 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 improvement. If economies can 
be realized in this specific :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 is 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 possible economies within this 
I 

:program, it is one thing to state what should be done and 

another to determine how this may be accomplished. Although 
the actual mechanics 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 determined. 

Possible methods which could be used for affording 
the drive to incorporate revisions outlined, herein, would 

be listed in order of Probability, Public Opinion, Self 
Analysis and Action by the Air Force, and Legislative Action 
including special committees such as the Hoover Commission. 

Public Opinion is :probably the most effective 
weapon once it has been aroused to the :point of being heard. 

Governmental officials depend upon public support for their 

·livelihood and 'retention of office;. consequently' they are 
sensitive to the feelings of the general :public. T.he major 

drawback in this area is, of course, the apathy of the 
:people in 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 base an intelligent argument. Unless 
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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 thi.s 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 11Armed Services Procurement Regulations 11 

and the 11Air Force Procurement Instructions 11
• However, 

closer coordination is necessary between personnel who are 

charged with the responsibility for these revisions and 

representatives of private industry who can andare willing 

to contribute 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 any sweeping or radical changes in the 

Facilities Contract program from this source. 

Legislative action is, of course, the most 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 

establishm:3nt of special comm.i ttees such as the Hoover Com­

lliission is a step in the right airection, however even in 

this instance the committee must concern itself with broad 

overall policies and cannot confine itself to specific details. 

In addition, special committees are looked down upon with 

considerable disfavor by many representatives of the govern­

ment and are, therefore, handicapped in execution of their 

duties as well as initiation of their recommendations into 

law. 

One 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 st:r:eamlining military procurement 

policy to Congress. In spite of defeat of a similar bill 

in August 1958, the Senator has won broad general support 

and it is possible that congress will attempt to effect at 

least some economies in this area within the near future.* 

The prospects for economic revisions, therefore, 

·are not entirely black. The growing unrest of the over~ 

burdened taxpayer is causing concern in a numper of sources 

and it may someday spur into action the various controlling 

groups. At that time, a study such as this might be of 

help in detailing those inroads which will most assuredly 

bring about 11More Air Force per Dollar". 

* 9 
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LIST OF CONTRACTUAL CONTENTS 

THIS CONTRACT CONSISTS OF THE F'OLLOWING: 
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PREAMBLE 

Tm Government and the Contractor have entered into Contract 
Nr. AF 33(600)-36176,. providing, among other items, for tl:B evalu­
ation and testing of a numerically controlled profile milling 
mach~, an:i development of production metllods therewith. 

It is the purp:>se of tilis inst!'lllrent to furnish such machine 
to the Contractor. 

AF 33(600)-36321. ·c., 
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GENERAL PROVISIONS 

CLAUSE 1 - DEFINITIONS 

AE used throu~hout thi~ contract, the following term• !!hall have the meaning~ &et forth below; 

A. The term ''Secretary" mean• the Secretary, the Under Secretary, or any At·tirtant 
Secretary of the DeT.lartment and the head or any attietant head of the executive agency; and the 
term "hill' duly authorized renretentative" mean!! any perton or Tlereon& or board (other than the 
Contracting Officer) authorized to act for the Secretary. 

B. The term "Contracting Officer" mean!' the perton executing thi11 contract on behalf of the 
Government, and any other officer or civilian employee who it! a properly designated Contracting 
Officer; and the term includes, except a11 otherwi&e orovided in thh contract, the authorized 
repre1entative of a Contracting Officer acting within the limits of hi• authority. 

CL·AUSE 2 - FACILITIES TO BE FURNISHED 

A. Government-owned facilitie1 to be furniehed are ret forth in the Schedule. Such oroperty 
ehall become subject to all the terme and condition• hereof upon recei"t thereof by the Contractor 
unlese otherwise prnvided in the Schedule. • 

B. Such facilitie1 thall be urovided without warranty expre1rt or imulie~ on the uart of the 
Government at! to eerviceabiHty or fitnel!l! for ul!e, tubject to the right of the Contractor l!e&l!ona­
bly to insoect and reject the !'ame for good and rufficient rea!on. AllT.lertonal orcmerty included 
in the fac\litie1 provided pur!'uant to thi& contract not T.lre,ently located at the location 1pecified in 
the,Schedule, will be delivered to the Contractor at l!uc}). locatio~ or at the ootnt neareet thereto 
that rail carrier rervice i• available a! roan ae l3r&cttcable a.fter the date thi• contract becoll'el! 
effective, traneportation chargee preoaid. 

CLAUSE 3 -·FACTUAL APPENDICES 

Within three monthe after the date thi! contract become! effective, and at three-month 
intervals thereafter during the life of thi!' contract, Contractor !hall eubmit a lil!t of the_facilitier 
urovided hereunder and not previoueoly listed, together with a lilt of any nece11ary change• or 
deletions of item• on previou• lil!h, provi.ded, however, that no 1uch lilt. 1hall be required for 
any period in which there have been no additkln!l to or chanre• or deletion• of 13reviou• li•ting~. 
Such li!'t. will be identified a& "Factual Apoendix A" to thi• contract or IU'1)1)lementa tcr •uch 
aopendix. They will colltain a li&t of Government-furnbhed prol:'erty nrovided hereunder and •hall 
be in a form to be agreed upon b-etween the Contractor and the·Contracting Officer. Such list. •hall 
certified a!' co.rrect by a responsible representative of the Contractor. Upon a.,proval and distri­
bution thereof such lists shall be conaid.ered'incorporated herein by reference, it b-eing under­
eotood, however,· that t>uch li~t! w'll b~ binding upon the partie• hereto only to the extent that they 
do not conflict with the !!UtrOortin.ll documentation. · 

/·" 

AF 33(600)-)6321 l 

be 

,•. 
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' CLAUSE 4- REPORTS TO BE .FURNISHED BY THE CONTRACTOR 

The Contractor, insofar ~s 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 ofticer finds necessary and reasonable, including such records. and 
data with respect to such f&cilities 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 ·•ought and the form in which such information is to be 
furnished. 

' CLAUSE 5 . - USE AND CHARGES THEREFOR 

A. Subject to the termination provisions hereof, the Contractor may use. all or part of the 
facilities provided hereunder without chu:ge in the •per!orman'ce of (i) any Air Force prime con­
tract which expressly author,iaes such no-charge use or states that the price· or fee thereunder 
i1 contingent upon such no-c)large use, (H) subject to the approval of the Contracting Officer, any 
aubc.ontrac;t under any Air F.orce prime contract ·when both .the prime contr~ct and the aubc.iktra ct 
either expreuly authorize 'auch no.- charge -;use in the perf~mance of the sl.lbc9ntra ct or: s~ .: 
that the pricea or feea there~nder are· contingent upon such no-charge use; and (iii} tO the extent 
auch use will not interfere 'with the foregoing and aubject to the approval of the Contracting 
Officer, (a} any other Government prime contract which expresaly.authorizes such no-charge use 
or statea that the })rice or fee thereunder is contingent upon such no-charge use, and {b) any sub­
contract under any other Gover'!lment prime contract where both the prime contract and the 
aubcontract either expressly authorize such no-charge use in the performance of the subcontract 
or state that the prices· or fee a thereunder ar~ contingent. upon 1uch no-char,ge use; provided, 
that thla Paragraph A ahall not apply to any aubcontract bel~w the first tier .unless that. subcon-
tract, the prime .contract, and all in~rmei:l{ate;: 1;1ollt.ccmtr& eta either expreuly a~ox;ize such 
no-charge uae in the perform&Dce of·~''lhriit.i•~,·;a'Ub¢outract or state that tha·piicea or feea 
thereunder are contingent \apou-~c-.h ~~M.~>I•·;~·;.· ·,£Vi:~t.c:e ·relative to t4~ term·a: e£ ~~ wpply 
contracts and subcontract• ·u.-r.eWlde,r'·-pu.r~tif~~--ny li•• of faciUtl.e• re-. mad«~· c>r·: proJIO•e~' 
under thia Paragraph A shall be aubmitted to the Contracting Officer by the Contractor herein 
upon requeat, !; 

The Contractor may alao, with the prior ~pproval of the Contracting Officer, 
oyided hereunder' in the performance of work other than that hereinabove 

to_ the exten such additional work will.· ~t interfere with the performance of the 
above authorize ·, N"ided that the Contracting Officer determine• that such ot!l,:~~:'i 
inter eat of the Oove t, 11.nd that the Contractor ia -not thereby placed i vored competitive 
position. At aix month• 11 during the life of the contract and a erminatfon hereof the 
Contractor shall submit a deta eport to the Contracting Offic a'il iluch other uae per-
formed during the preceding perio , if there haa been no other uee during the preceding 
period,_ shall aubmit a certificate to th& 1 1hall be suppOrted by such recorda 
&I are nece1aary to inaure equitable action Upon 1ubmiaaion of such report the 
Contractor and the Contrac;ting Officer will pr negotiate to determine the extent of use 
during the period covered by 1uch report tion therefor, Such amount ahall be 
computed upon the basis of the exten upon actual or estimated original 
acquisition coat of the facilltie11 nnum for land and land 
improvements, a.,r. per an or building• and btiUding installation ·'Yv per a~um for \;:' . 
machinery and equip d zs.,r. per annu~. fe>.r ·ll<lrt&ble ,toola and auto e equipment, .1'!1 the . 
event of a failure ree i'!l auch negoti~~i~4f:S the· reaulting: dispute shall be d in accordance 
with the pro es provided in the .Clau.~.!:ereof entitled "Disputes." The Con r ahal,l upon 
demand . e Contracting Officer exceptl}1:dhe event an appeal is pending or to be file Ward 
hi ck to the Contractilli Officer payable 'to the Treasurer of the ·United States for the au._~ 

(See Item 1, Clauee- 25) · 
2. 
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C. The Contractor repre~ents that it ~e elimina~ed or will eliminate from the nricee ·and, 
for the purpose of computing feee, from 'the .~sti~te.d ~O!'t, ,charged. -for all contrach to be per­
formed 'by the Contractor u!'ing facilitiee provided hereunder on_a no-charge ba•h any cha-rgei or 
allowances (including amortization and depreciation) incluc;led therein for the facilitiee p~ovi~d 
hereunder exclu~Jive of chargeB for co~Jta incurred in the performance of obligation• i~o.e:d'-~ 
hereunder, and in making a-pplication 'for p'ermi~e.'ion to ute faeilitie.e -provided here-under, 1\lie 
C6ntractor shall so state. It is agreed that nothing in ~ie ~oritract ehall'be interpreted ae prej­
udicing any right!' that the Contr-,ctor ~y ·ha.~e ·to be reimburred·under other contracte between 

th-e oartiee hereto for the co!'t of perlortning i:ibligationl itn~~ hereunder and not made :;.reim'­
bureable hereunder. 

CLAUSE 6 - TAXES ~Np.:U.TitrrlE$ 
. ) . 

A. ·The Contra-~to'r agr.ee• to})&:¥ when and ae the ~e.am:e be~ome due and ,ayabl•·· &11 tmcee, 
aHeUTt'lente and eimilar eharge~: which at a,ny time 'Orior :to~~- final rettleme-ti.t· of' tlii • -contract 
are -properly. S:nd legally 9).Xed, ar~.•1:ea.or -h:xn3o.ed u~ th• Contrac.tor'~ intet:e•t·made or 
created pursuant to the pr~vbiont ''5f~ihie c9nfract, wl.th.~ee~ct to part o·i &11 ot-'~·fa:cilities 
provided hereunder or the u.-e ~·i."'of. · .: :~.' t :~ 'i-

A. Thi&·C~ntra.ct .~ay be te.rminated 'by .th~ .Government at to all·or ar.y of the faeilitiee -pro­

vided hereunder (r)• w~~yer the' (;Olttractin.~a_·· ~; ~----f~-!~5cer._ .• h&~l dete .. rmine ~t the faeiliti~tt- to be eo 
terminated are no~ nec·e·••·a,ry for t~•DC'rfo.~·.of··Go-ve.rlltnent contract., (ii) whenever the 
Commander, Air Mateii.el Command~ 01,' hb.t~ly'authorized agent, hat requetted nriority with 
ret!pect to the manufacture or fu:rni•hing of.i"bfp:r,oducb with f&:cilitie.lt to be ·pro.vided hereunder 
and the Contractor hae failed· or reW.•ed' ~:g.w~,-;jp<;·hpr-io:tity,: (iit) whene'{er a receiver .or trustee 
hae been appointfll"foc?. 'the' ?~~~~--~!t••: "-~·~-Y~·· ~.,: t}),e Contractor hu_ ma4h .... ign ment fnr 
the benefit of c·r!editou, or t~ Co~~ctbr "-')tMt;co~-ineolvent, or a -petition~· been filed by or 
again&t the CO'ntractor purs~~llt .to·(.,~y ~-~~~i.~n· 'of the United State.• Ban1t~tcy Act, u 
amended, for .~he)~r~o•e'. ·~f.~i.~~~ .. ~~-~ a ba~t or_ for a reo!",att~.ation of the 
Contractor or ~o~"the·-pu·rp~fl'·~f~eotl;Jii·~-, ... , ~ift~on or.a re.a:rrangement·with tlle· Contractor'• 
creditor& and ttue~~itio.tJ fil~~~~:~·~~:!' .. :t~~-~ not dt.mtued witAln·eiaty ('60) day&, 

• ., r· 1' •. 
·: ; ·,_,;,;if 'i!} 

t ·.~ I· •\ ' 
. -~ 
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( iv) whenever tLere l:..ae been a violation of the terme, condition! or covenant. of thi11- contract or 
extension thereof by the Contractor and the Contractor failed to cure ~uch violation! within thirty 
(30) daye from the date of notice thereof by the Government to the Contractor, or (v) upon not leu 
than Eixty daye notice to the Contractor for any other rearon. Such termination thall be effected 
by ddtv<::ry to the Contractor of a written notice of termination tpecifying the extent to which the 
contract it to be terminated and the rea!on therefor if under (i), (it), (Hi), or (iv) hereof, and 
shall be effective upon the date or date1 specified therein. 

B. Thie contract may be terminated by the Contractor at any ,tirpe, upon not lel!t t:p.&n tixty 
day!' notice to the Government, ae to all of the facllitie1 provided hereunder. Such termination 
shall be effected by delivery by the Contractor to the Contracting Officer of a written notice of 
termination epecifying the date c;m which such termination shall become effective. Contractor may 
also by ·agreement with the Co~tracting Officer effect a partial termination of thii! contract with 
reepect to. any portion of tuch'fa.cilitiee. Termina.tion at the option of the Contractor thall not 
relieve the Contractor of any of 'it. obligations or liabilttiet under any other Government 
contract. 

C. Within 30 dayf after the effective date of a total.or parti~l terminat1on of thit 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 facilitiet, the Contracting Officer thall 
notify the Contractor as to the diHposition of such facilities. The Contractor thereupon thall, at 

directed by the Contracting Officer, prepare, protect, remove, or ship such facilitiet and in 
connection therew\th shall clean, drain all coolanh from, cover with light t>re servatfve 1, perform 
necessary crating and skidding, and load on cart or trucks in accordance with the requirement. 
of the carrier such item or item& 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 costa may be reimbursed under other contracts between the parties 
hereto.. Traneportation from the location where the property it located or point nef.rett 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 cif the facilitiet 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 premisee of the Contractor. The Government shall have a correspond~ng 
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 
Government-owned plant or building provided hereunder at the time of the surrendering of 
possession 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 o&icer whenever it is determined that any 
property provided hereunder is excest 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 Hable therefor). The Contracting· Officer may permit any portion, or 
all, of such property under the contract to remain in the poee.ession of the Contractor pending . 
total or partial termination thereof or may from time to time require the Contractor to ditpoae 
of such facilities as provided in Parag-raph C of the ciauee entitled ''Termination'' of thie: contrac.t. 

B. The Government may but is not obligated to replac~ any. items disp~ted ot purtuant to t.n~ 
provisions of Paragraph A hereof. 

C. With the approval of the Contracting Officer, the Contractor may purchase any unservice­
able property including scrap to be disposed of pure.uti.nt .to the terms of this clause upon suchterm!J 
and conditions as the Contracting Officer may approve. Payments due for any such purchase shall 
be paid in such manner as the Contracting Office.{ may direct. 
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CLAUSE 11 - D1.Sf'U'fES 

Except as otherwise provided in this contract, any dispute concerning a question of fac't 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 otherwise 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 Contractit;g Officer a written appeal 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
~ent or arbitrary or capricious or so grosely erroneous a I' necessarily to imuly bad faith or .not 
supported by substantial evidence, be final·and conclusive; provided that, if no •uch a'O:peal is 
taken, the decision of'the Contracting Officer ~hall be final and conclusi.;e. In connection with any 
appeal proce~ding under this clause, the Contract9r shall be afforded an cropor~nity to be heard 
and to offer evidence in !!-Upport of its appeal. Pending final deci!!-ion of a disuute hereunder, the 
Contractor shall proceed diligently with the performance of the contract and in accordance with 
the Contracting Officer's ·deci!!-ion. 

CLAUSE 12 - CONVICT LABOR 

In connection with the performance of work under this contract, the Contractor agrees not to 
employ any person undergoing l!entence 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 Law of 1912 as 
amended (40 U.S. Code 324-326) and is not covered by the Wallh-Healey Public Contract! Act 
(41 U.S. Code 35-45), is subject to· the following provieions and exception!! of !!aid Eight-Hour Law 
of 1912 as amended, and to all other provisions and excentionl! of •aid Law: 

No laborer or mechanic doing any part of the work contetnplated by thie contract, in the em­
ploy of the Contractor or any l!ubcontractor contracting for any nart of said work, shall· be required 
or permitted to work more than eight hours ·in any one calend&r day upon such work, except upon 
the conditi'on that compensation is paid to such laborer ·or mechanic in accordance with the pro­
visions of this clause. The wages of every such laborer all;d mechanic employed'by the Contractor 
or any eubcontractor engaged in the performance of thil! contract !!hall be comnuted on a basic day 
rate of eight hours per day: and work in excees of eight hours per day is permitted only upon the 
condition that every !!uch laborer and mechanic shall be comnenl!ated for all hours· worked in 
excess of eight hours per day at not les!! than one. and one-half times the basic rate of pay. For 
each violation of the requirements of this clause a penalty of five dollar!! •hall be imposed upon 
the Ccmtractor for each such laborer or mechanic for every calendar day in which such employee 
is required or permitted to labor more th;,u eight hour& upon aa.id work without re.ceiving compen­
!!'ation con->nut.ed in accordance with this clause; and all n~nalttes thu!! {-...,olnd !!hall be withheld . . . 
for the use and benefit of the Government. 
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CLAUSE 14 - NONDISCRIMINATION IN EMPLOYMENT 

A. In connection with the performance or work under thi~ c~mtract, thE; Contractor agreee not 
to discriminate against any employee or applicant for emuloyment because of race, religion, 
color, or national origin. The aforesaid provision !!hall include, but not be limited to, the follow­
ing: employment, upgrading,. demotion, or transfer; recruitment or recruitment advertising; 
layoff or termination; rate!' of pay or other forms of compensation; and selection for training, 
including apprenticeship. The Contractor agrees to post hereafter in conspicuous ulace!l, avail­
able for employees' and anplicants for employm~nt, 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 subcontracb 
·hereunder, except subco.ntracts for l!!tandard commercial suuplies or raw materials. 

CLAUSE 15 - OFFICIALS NOT TO BENEFIT 

No member of or delegate to Congresa, or resident commi•~ioner shall be admitted to any 
share or part of thl!!i contract,or to any benefit th3;t may arise therefrom: but thi!l p·rovision !-hall 
not be construed to extend to this contract if made with a corporation for it!! general benefit. 

CLAUSE 16- COVENANT AGAINST· CONTINGENT FEES 

The Contractor warrants that no person or !!elling agency has been emnloyed or retained to 
solicit or secure this contract upon an agreement or undel'!ltanding for a commission, percentage, 
brokerage or contingent fee, excepting bona. fide employees or bona fid-e established commercial 
or selling agencies maintained by the Contractor for the purno-se 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 nrice 'or consideration the full 
amount of such commission, percentage, bro~erage, or contingent fee. 

CLAUSE 17 - TITLE 

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

CLAUSE 18 - POSSESSION 

Except as otherwise in thie contract IJpecifically provided, the Contractor s.hall not remove or 
otherwise part with the por:f!eseion of any of the facilities provided hereunder, pledgP or assign, 
transfer or purport to transf.er title to any of such facilitie!l i~ any manner to any th1rd person 
either directly or indirectly, permit tb.e uee by other!! of any of euch facilitie!!, nor da or !!uffer 
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 FOH GOVERNMENT-OWNED PROPERTY 

A. The Contrac.tor 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 o'r 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, but. only to the extent of such insurance or reim­
bursement; 

(iii) which results from willful misconduct oi lack of good faith on the part of any of the 
Co'ntractor'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 1 s operations at the imustrial facility if such facility is a complete 
plant or unit, or (C) all or substantially all of the Contractor's opera~ions at any one 
plant or separate location in which such industrial facilities are installed or located, 
or (D) any separ,ate or complete major industrial operation in connection with which 
the facilities are used; or 

(iv} which results from a failure on the part 6£ any of the Contractor's directors, officers, 
-or other representatives mentioned in (iii) above, (A) to maintain and adminis.ter, in 
accordance with sound industrial practices, a program for the maintenance, repair, 
protection and preservation of the industrial ~acilities, in accordance with the clause 
hereof entitled "Maintenance", so as to assur·e 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 $UCh 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, a5 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 
perils while the property is on the Contractor's or sub~ontractor's premises, or on any other 
p't"emises where such property may properly be located, or by removal therefrom because of 
an; ,,f the following perils: 

(i) Fire; lightn}ng; windstorm; cyclone; tornado; hail; explosion; riot; riot attending a 
strike; civil commotion; vandaltsm 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 <;~ther 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. 

7 
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B. The ContJ·,lc~or represe.nts: that it is not includin·g and agreee that it will not hereafter 
include ,in any price to the Government, any charge or reserve for ineurance (including self insur­
ance funds or res.erves) covering lotu. or destruction of or damage to the facilities provided here­
under caused by an excepted peril. 

C. Upon the happening of los! or destruction of or damage to any Government property the 
Contractor shall notify the Contracting Officer thereof, &nd I! hall communicate with the Loss and 
Salvage Organization, if any, now or hereafter de.tgnated by the Contracting Officer, and with the 
assistance of the L'ost and Salvage Organization eo deeignated (unlese the Contracting Officer has 
directed that no such organization be employed), shall take all reaeonable •tep• to protect the 
Government property fro~p further damage, 1epa,rate the damaged and undamaged Government 
property, put all the Government property in the best l)Ot!!ible order, and furnish to the c"ontract­
·ing Officer a e-tatement of: (A) the lost, d-estroyed and damaged Government -oroperty, (B) the time 
and origin of the lose, destruction or ~arnage. (C) ail known inte·.retts in commingled nro-oerty of 
which the Government property il a p11-rt, and (D) the insurance, if any covering any -oart of or 
interest in such commingled property. ·T~ Contrllcto-r shall be. reimbursed for the expenditures 
made by it in performing its obligation• ·uncJ:er thi1 "D&r&graph C (including charges made to the 
Contractor by the Loss and Salvage Organization, except any of tuch charget the 'na:yment of which 
the Government has, at ite. option, a•sumed direcj:ly), to the extent approved by the Contracting 
Officer and set forth in a Supplemental Agreement. · 

D. In the event the Contractor is reimburaed q-:r compensat~d for any lose or destruction of 
or damage to the facilities provided herein caused by an excepted peril .• it shall equitably reim­
burse the Government. The Contr·actor shall do:nothing to prejudice the Government's right!' to 
recover against third parties for any such loss, deetruction or damage arui, upon the request of 
the Contracting Officer, shall at the Government's e:~C:poenee, furnieh to the Government all 
reaBonable assi~tance and cooperation (inCluding the pro~ecutio.n of 'tt'llit and the execution of instru­
ments of assignment in fav_or of the o·overnm~nt) in ~~aini~g recovery. 

CLAUSE 20 ~ MAINTENANCE 
'. 

Except to the extent of any lose or destruction of or damage to the facilitiee -orovided here­
under ·for which the Contractor i~ relie.ved of liability under the uro'(i!lion~ of the clause hereof 
entitled "Liability for Government-owned 'Pronerty" and except for reaeonable wear and tear or 
depreciation, the facilities !!'hall be returned by the Contractor to the Government, or delivered by 
the Contractor to any designee of the Government (at the tfme elEewhere in thie contract provided) 
in as good condition as when received or reetored by the Contractor in connection with thie con­
tract. The Contractor shall alEo maintain a program approved by the Contracting Officer for the 
proper maintenance, repair, prote.ction, ~nd preservation thereof in accordance. with sound in­
duetrial practice, including normal parh replacements and, with reEpect to machinery·and equip­
lnent, nece~!'ary rebuilding and rehabilitation. The maintenance of any motor vehiclee orovided 
under thie contract ~hall be in accordance with standards preecribed by the Air Force ae directed 
by the Contracting Officer. As eoon a .... practical after the executi.on of thil! 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 thil! clauee. Upon approval thereof by 
the Contracting Officer such program shall not be relaxed or deviated from without the prior 
approval 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 
intere!'t 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. V.rhen any such diversion i~ effected, 
the Contracting Officer may require the Contractor forthwith to disoose 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 harmless against claims for injury to pers()nS 
or damage to property of the Contractor orcthers arising from the Contractor'::! poseeseion or use 
of lhe facilities provided hereunder, except when there is in effect one or more contracts with 
Contractor for supplies or service!! which require the use of such facilities. The provie.ions of 
such contracts shall govern the assumption of liability for such claim!! arising out of or related to 
the performance of each such contract and involving the po!!session and use of the facilities pro-
vided hereunder. · 

B. The Government shall not be liable to the Contractor for damage!! 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 ftoecific pro­
vision for an appropriate equitable adju!!tment 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 in!'ist in any one or more instances, uuon the performance of 
anv of the terms, covenants or conditions of thi1 a.gr~ement 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. 

CLAUSE 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 reoresentative, that gratuitiel! (in the form of entertainment, gifts, or 
otherwise) were offered or given by the Contractor, or a::~.y agent or reT)reeentative 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 hie duly authorized reuresentatives makes euch findings ehall 
be in issue and may be reviewed in any competent court. 

B. In the event this contract i!! 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 contra-ctor, 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 less 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 rights and remedies of the Government provided in this clause shall not be exclusive 
and are in addition to any other rights and remediee provided by law or under this contract. 

CLAUSE 25 -ALTERATIONS IN CONTRACT 

The following alterations have been made in the l)rovisione of this contract; 
9 
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Itam l - Paragraph B, Clause 5 is deleted and the following substituted toorefor: 

ttB. Pending further a100rrlment of this contract, the facilities 
provided under Item 1, Part 1 of the Schedule my only be used in the 
performance of Contract Nr. AF 33(6oo)-36176, in accordance with Para­
graph A of this Clause." 

Item 2 - Clause 8 is deleted and the following swstituted therefor: 

"CLAUSE 8 - PRO:FERTY CONTROL RECORDS 

"The Contractor shail maintain adequate property control 
records, a system of physical inventory, arrl ~ system of identi­
fication of the facilities provided hereunder in accordance with 
the provisions of the 'Manual for Control of GoveJ:ruMnt Property 
in the Possession of Contraqtors' (ASPR Appendix 'B') in effect 
on the date of this contract. As regards stock listed items.ll 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 procedUTes including the following 
actions: (i) the keeping .of historical records of the condition 
a:rrl maintenance of stock +isted items; (ii) tbe annual reconci.li­
ation by the ContrActor;~! ,41s property records with a machine 
listing to be provide'd·nf·r·t'"~ ·aqve:rnnent of Air Force Central 
Inventory Control Becords··aa;i tb,e ·submission to the Govemroont of 
documents nece'ssary to cO'~dt such machine listings; and (iii) 
the preparation and maintenance of the Central Inventory Control H · .. \, 
Reports approved by the Bureau of the Budget. In formulating the .r~ 
foregoing program the Contractor shall use as a guide AMC Manual ,,S· 
69-1 1 Procedures for the Control of Government-owned (USAF) :•· 
Industrial Equiprrent for support of tre Air Force Production Pro gram' .1(1:. 
as arrended and supplemented. Necessary changes to soch program ·:·; 
as required by changes in Air Force procedures will be made from ~.' 
time to time." 

AF 33(600)-36321 10 

•· '· 

•: 



' 
v 

tr.-~_.~:!_~ 

~~' :· 

119. 

d by the Govemroont (See Clause 2) 

11"-~{ Gne (1) .Kearrny and Trecker numerically controlled 
profile milling machine, AF N r. 13029 8 • 

Locati,on: of Facilities (See Clause -3) 

T;h~ (}overnment-owned plant at North Grafton, Massa­
c-hlisetts, known as .Air Force Plant Nr. 63, leased 
to the Contractor. 
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The righu and obligations of the parties to this contract shall be subject to and governed by the Schedule and 
the General Provision~. To the extent of any inconsistency between the Schedule or the General Provisions, 
and any specifications or other provisions which are made a pe.rt 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 represenu that the aggregate number of employees of the Contractor and iu affiliates 
is: ~ 500 or more, D leu than ~00. 

!N WllNESS WHEREOF, the parties hereto have executed this eon traCt as of the day and year first 
above written: 

, .. · ·,-,r ,.t.O YRUE COP'< 
\ •. ·\. tl ' 
:·~-~-- 'oEC 1 6 1957 I, ,. 

WilNESS 

NOTL-ho - .t eorporatiea, -.ri- -t reotalreol 
lloot .. rtta ... te MI....- ••t lie .. -.leteL ~ er ~Jriat 
.,,.,..., aa4ev &II a!ca&t.na. 

THE UNITED STATES OF AMERICA 

By ..... .ls/..!mdr.ew .. J ..... N.lLtte.r. ........................................ .. 

...................... N~P.t~{ ... J..L.NV.l.'.'JER .................................. .. 
(CONTRACTING OFFICER) 

............... ~-~::-9.Qgw_~ ... c;P.H:f.~ ...................... .. 
(CONTRACTOR) 

Pr·esident 
(TITLE) 

Worcester Hnssachusetts · ............................ ..1 ................................................................. . 
(ADDRJ:88) 

NOTB.--Crm.W.u:lor, if • corpor.sim., shtnllJ c..s• lb• followM.z clrlificllh Jc b• •x•c•t«l ~ us cortHw.t• sul, ~«< 
th..t tb• s- cffinr sb.U '"'I """" llol.b ih• co.ir«t .-4 tJu clrlific.U. • 

CERTIFICATE 

I, ............................ ~-~---~-~---~!.':.:: .......................................................................................... , certily that I am the 

~~ . . ..................................................................................................................... of the corporatton named as Contractor hereto; 

Fwbert W. Stoddard . . 
:1.h.~t ......................................................................................................................... who stgned tbu contract on behalf of 

~ ConttSctot, wu then ....................... ~-~~-<:1:~!:.~-------------------------------------------------------------------------· of said corporation; 

that aaid COGt.I:>Kt wu duly lipad fot and in behalf of aid oorpoutioo. by authority of its governing body, 
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