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1. Executive Summary

The Department of State is one of the few Federal Government agencies that are tasked with
varied global responsibilities, which can be influenced by external factors, and are extremely
complex. Nevertheless, solutions must be found. Contracting for the services that the
Department requires around the world is a task we continue to improve upon in accordance with
pertinent guidelines, policies, and regulations.

Testifying before the House Subcommittee on National Security, Homeland Defense, and
Foreign Operations on October 12, 2011 on the transition to a civilian-led mission in Irag, Under
Secretary for Management Patrick Kennedy stated that, “Throughout our contracting efforts, the
Department is always cognizant of inherently governmental functions, and we contract for
services that are not inherently governmental. Department personnel were actively engaged with
the Office of Federal Procurement Policy and with our colleagues in other agencies, including
DoD, on preparing both the draft and final Policy Letter to better define inherently governmental
performance.”

The United States Office of Management and Budget (OMB) released guidelines in a November
5, 2010 memorandum? to Chief Acquisition Officers and Senior Procurement Executives
mandating civilian agencies prepare an annual inventory of service contracts. OMB required
agencies to conduct an inventory of service contracts with a dollar value greater than $25,000,
including those contracts carried out on their behalf by other agencies. OMB also required
agencies to analyze these contracts and report the results in December 2011.

The Commercial Services Management office within the Bureau of Administration (A/CSM) of
the United States Department of State performed the OMB mandated analysis on service
contracts in accordance with section 743(e) of Division C of the FY 2010 Consolidated
Appropriations Act, P.L. 111-117. The analysis sought to determine how contract resources are
distributed and determine if an over-reliance on contractors exists.

The analysis sought the views of more than one hundred acquisition and program staff, including
contracting officers (CO), contract specialists (CS), contracting officer representatives (COR),
program/project managers (PM) and government technical monitors (GTM). A/CSM reviewed
seventy one contracts over the $25,000 threshold established by OMB, representing
approximately $1.6 billion dollars in acquisitions. A/CSM conducted the survey with 100%
participation of the relevant acquisition and program staff, resulting in some personal meetings
and conference calls to clarify any ambiguous responses.

The analysis focused on contracts involving “special interest functions,” or those at a higher risk
of workforce imbalance, including professional and management services and information
technology support services. The analysis also highlighted recommendations from the
acquisition and program staff on what is needed to further strengthen the government’s oversight
of contractor performance. This service contract inventory analysis began in March 2011 and

! National Security, Homeland Defense, and Foreign Operations House Committee on Oversight and
Government Reform October 12, 2011, P. 16.
2'The OMB Setvice Contract Inventory Memorandum can be found in Appendix B.



the report was completed in December 2011. The service contract inventory® (SCI) analysis
revealed:

e No contracts analyzed included unauthorized personal services.

e Contractors performed closely associated to inherently governmental (CAIG) functions
on slightly over half of the contracts reviewed. CAIG functions are allowed to be
performed by contract or in-house personnel. If contracted out, added emphasis should
be placed on oversight of these contracts. Where a concern arose about the amount of
oversight on a contract, stakeholders convened to define solutions.

e Contractors did not perform inherently governmental activities, save for rare exceptions
due to extenuating circumstances discussed in the report.

e On some contracts, respondents indicated that they were unsure if proper oversight of
contracts existed. The Department believes an inter-agency working group could help
address this issue on a government-wide scale; by developing flexible frameworks for
making oversight determinations.

3 The summary of the Service Contract Inventory can be found in Appendix C.
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2. Service Contract Inventory Information

2.1. Background

As identified in the OMB memorandum?®, Section 743 of Division C of the FY 2010
Consolidated Appropriations Act, P.L. 111-117, requires every executive branch civilian agency
to compile a list of service contracts performed for, or on behalf of, the agency during the prior
fiscal year.

The Office of Commercial Services Management within the Bureau of Administration (A/CSM)
conducted the Department’s first Service Contract Inventory. OMB required agencies to
perform a meaningful analysis as part of this inventory process. The purpose of the analysis was
to determine if proper oversight existed for work identified as Closely Associated to Inherently
Governmental (CAIG) and to also ensure that contractors were not performing Inherently
Governmental (1G) work. As required by section 743(e), the analysis should also identify
contracts that have been poorly performed, as determined by the responsible contracting officer,
because of excessive costs or inferior quality; and contracts that should be considered for
conversion to—

M performance by federal employees of the executive agency in accordance with
agency insourcing guidelines required under section 736 of the Financial Services
and General Government Appropriations Act, 2009 (Public Law 111-8, division
D) and OMB Memorandum M-09-26; or

(1) an alternative acquisition approach that would better enable the agency to
efficiently utilize its assets and achieve its public mission.

A direct result of the SCI inventory analysis is that agency managers gain insight into where, and
the extent to which, contractors are used to perform activities by analyzing how contracted
resources are distributed by function and location across the agency and within the bureaus. This
insight is especially important for contracts whose performance may involve critical functions or
functions closely associated with inherently governmental functions. Information about how
contract resources are distributed may help determine if the Department’s practices are creating
an over-reliance on contractors.

To that end, the assessment team began the SCI Analysis in March 2011 and completed the
report in December 2011.

4 See Appendix B for the OMB Memorandum.
> See Appendix C for the Summary of Service Contract Inventory.

5



2.2. Linkage Between the SCI and other Department Initiatives

The Quadrennial Diplomacy and Development Review (QDDR)

The Quadrennial Diplomacy and Development Review (QDDR) seeks to strengthen State
Department’s accountability and capacity to deliver results in a changed world by improving the
integration and coordination of whole-of-government efforts and through a series of specific
reforms in personnel, procurement, and planning. Some of the actions the Department intends to
pursue include:

e continuing to build and support a workforce well-matched to the challenges of the 21%
century, and ensure that we are deploying the right people to the right places at the right
time;

e changing the way we prepare, award, manage, and monitor contracts to ensure that
inherently governmental functions are carried out by government personnel and that the
contracts we do award serve our strategic interests and deliver results for the American
taxpayer;

e managing for results through more effective strategic planning and budgeting, data
collection, and performance monitoring; and

e consolidating State Department’s services, making sure to deliver supportive quality
services and ensure further efficiencies and cost savings in the field.

Taken collectively, these efforts provide the foundation for a more transparent and more
effective Department of State.

The results of the annual SCI can be a tool to develop trend analysis, track financial
expenditures by Product Service Codes (PSC) and Special Interest Functions, and monitor how
well the Department is reforming its personnel, procurement, and planning capabilities to meet
the needs of the 21% century.

The FAIR ACT

The Federal Activities Inventory Reform (FAIR) Act of 1998 requires the head of each executive
agency to submit, by the end of the third quarter of each fiscal year, a list of activities performed
by federal employees that are classified as either inherental governmental or commercial.
Inherently Governmental means ‘a function that is so intimately related to the public interest as
to require performance by Federal Government employees.” Examples of inherently
governmental functions include the following actions:

e to bind the United States to take or not to take some action by contract, policy, regulation,
authorization, order, or otherwise;

e to determine, protect, and advance United States economic, political, territorial, property,
or other interests by military or diplomatic action, civil or criminal judicial proceedings,
contract management, or otherwise;

e to significantly affect the life, liberty, or property of private persons;
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e to commission, appoint, direct, or control officers or employees of the United States; or

e to exert ultimate control over the acquisition, use, or disposition of the property, real or
personal, tangible or intangible, of the United States, including the collection, control, or
disbursement of appropriated and other federal funds.

The SCI currently provides dollar amounts expended on contracts. It is anticipated that future
SCI submissions will need to identify the number of contractor employees and first tier
subcontractor employees, the total dollar amount invoiced for services, and the role the services
play in achieving agency objectives. This information, coupled with the FAIR Act information,
will provide the Department with a more accurate understanding of ‘how many’ Full-Time
Equivalents (contractor and direct hire) are required to complete the mission of each bureau.
Until this point, only the federal side of the work equation was considered by reviewing the
FAIR Act submission from each agency, however that didn’t paint the full picture of the total
number of FTE that were dedicated to accomplishing the agency’s mission.

Until now, the total size and cost of the government’s workforce, both federal employees and
contractors, has been disputed. By accounting for the contracted functions, federal managers
will have a more accurate picture of how much they spend and how large their overall workforce
is. Further, for those functions that are strategic in nature, this information will clarify where
potential human capital needs are. For example, if a particular bureau has coded its functions as
heavily inherently governmental, but also has a large contingent of contractors performing the
same functions; it will be of interest to determine whether the function is commercial or whether
inherently governmental functions are being performed by contractors. In some cases, bureaus
that have a small number of government staff but a large number of contractors may be overly
reliant on the private sector workforce and may not have the ability to properly monitor the
contractors and their activites.

Strategic Management of Human Capital

The workforce planning process, informed by the Department’s Mission and Bureau Strategic
Resource Plans, translates the Department’s strategic goals into future functional workforce
requirements. Recommendations from the Secretary’s QDDR are being incorporated into the
overall workforce planning strategy. The Department has two models to project future resource
requirements: the Overseas and the Domestic Staffing Models. Each model calculates the
number of positions required to carry out the Department’s mission. These models will be
adjusted to reflect new and expanded skill set needs identified through the QDDR.

In alignment with the Department’s strategic human capital planning, the survey assessment
revealed that acquisition goals should:

e dedicate a sufficient amount of work to be performed by federal employees to build
competencies (both knowledge and skills), provide for stability of operations, and retain
institutional knowledge of operations;

e ensure that the appropriate government personnel has the appropriate training and
expertise to manage and oversee contractor performance, evaluate and approve contract
deliverables;



carefully recruit and retain the Department’s talent where it is lacking; and

identify the appropriate number of personnel (including contracting officer
representatives and program managers) required to provide sufficient oversight of a
particular contract and the consequences if this is not in place.



3. Process

A/CSM developed a repeatable methodology to complete the analysis portion of this
requirement. The SCI Methodology and process is depicted in this linear illustration.

Initialize Conduct Conduct Survey Con.duct Develop
. Inventory & & Analyze Interviews & Conclusions
SCI Planning Analyze Results Results Compile Results

Figure 1: SCI Methodology

3.1. Step 1: Initialize SCI Planning

Shortly after the release of the November 5, 2010 OMB SCI Memorandum, A/CSM began to
develop a plan to meet the requirements of the Memorandum.

Considering the OMB requirements, A/CSM developed the five-step methodlogy to ensure that
the process was capable of answering the required questions and to guide our team’s efforts. The
methodology is comprehensive and repeatable and if requirements change in the future, the
process is flexible enough to accommodate them.

3.2. Step 2: Conduct the Inventory and Analyze Results

The SCI analysis began with the list of twelve PSCs® identified by OMB for heightened
management consideration, based on concerns of increased risk of losing control of mission and
operations. A/CSM also included the top ten PSCs (by dollars obligated) in the analysis, as they
represented the largest service segments procured by the Department. The data for the analysis
came from queries developed in the Federal Procurement Data System (FPDS). Analysts
reviewed the results of the query and developed a list of contracts to review that met all of the
requirements set forth by OMB. This resulted in a review of seventy one contracts.

3.3. Step 3: Conduct Survey and Analyze Results

To solicit input from appropriate acquisition and program staff, A/CSM refined an existing
Department of Army survey by tailoring it to the needs of the Department of State. The survey
included forty eight yes/no questions and eight short answer questions.” A/CSM worked with
the Office of Acquisitions Management (A/LM/AQM) to identify the appropriate acquisition and
program staff to answer the survey. Survey recipients included Contracting Officers (CO),
Contract Specialists (CS), Contracting Officer’s Represntatives (COR), and Project/Program
Managers (PM). As this is the first analysis of its kind, a presentation and educational briefing

6 PSC Codes are presented in Appendix D.
7 A\CSM SCI Analysis Sutvey is presented in Appendix E.
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was given to the selected individuals to familiarize them with the process and the OMB
requirement to complete this activity. Prior to distributing the survey, A/CSM analysts contacted
them via phone to inform them that the survey was forthcoming. Participants were given thirty
days to submit a response.

Survey respondents returned both complete and incomplete surveys to A/CSM. Conference calls
were conducted with all respondents to ensure the completeness, validity, and accuracy of the
data submitted. The team specifically followed-up with individuals who submitted incomplete
surveys. A/CSM reviewed the returned surveys and entered the results of the completed surveys
into a master database. Our analysts then reviewed the results of each survey paying special
attention to trends, patterns, special circumstances, and common themes.

3.4. Step 4: Conduct Interviews and Compile Results

Follow-up calls or interviews were conducted in all cases. If a survey was returned incomplete
or lacked sufficient details regarding certain answers, these issues were covered and corrected.
In some cases, respondents were based in the Washington D.C. metropolitan area and a meeting
was set-up. In cases where that was not possible or the responsible individual was outside the
metropolitan area, a call was set-up to discuss the relevant issues.

Responses from these interviews were incorporated into the database and reviewed by the team
during weekly meetings. A/CSM found that the interviews were a vital part of the process,
especially when clarification was required regarding a respondent’s answers to the survey.
These follow-up interviews provided a frame of reference and added context to the survey
results.

3.5. Step 5: Develop Conclusions

Conclusions were derived directly from the survey data collected from the respondents and do
not include opinions or pre-concieved notions of the surveyors. Various sorts, queries and
analysis were performed on the information. The information was compiled in narrative form
which highlighted the key observations.
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4. Key Observations

In accordance with the OMB SCI memo, the Department’s analysis included a review of the
contracts and information in the inventory for the purpose of:

1. Ensuring each contract in the inventory that is a personal services contract has been
entered into, and is being performed, in accordance with applicable laws and regulations:

There were no personal services being performed in the seventy one contracts
that were analyzed.

2. Determining whether the agency is using contractor employees to perform IG functions:

Excluding the contracts discussed in section 5, the analysis indicated that
contract performance did not involve IG functions.

Of the seventy one contracts in this analysis, 94% (67) initially reported that contractor
performance did not involve inherently governmental functions. However, 3% (2)
reported that these functions existed in a life-threatening situation where a contractor may
make decisions independent of direct instructions from a U.S. Government employee that
can be viewed as applying Federal Government authority, or as making a decision for the
Federal Government. An example would be, according to one contracting specialist, a
contract for the provision of security services: actions taken by security detail members
after detonation of an improvised explosive device (IED) that disables the lead vehicle in
a convoy. In this situation, the team’s first concern is to protect the members of the
convoy. Immediately after the explosion, each team member would make individual
judgments that would constitute a departure from the direct control of the government
regarding the timing of making an initial report of the incident, further threats to the
motorcade, use of force, driving vehicles, clearing obstacles, collecting casualties,
abandoning or destroying vehicles, rendering aid, destroying or protecting property, etc.
This departure from direct government control is temporary and is expected to return
once the urgency of the situation has passed. After clarifications from program offices, it
was established that there are standard operating procedures that are approved and in
place by the Regional Security Officer that detail what specific actions are to be taken
when a contingency is encountered. Additionally, typically during mission pre-briefs
contingencies are discussed — thus a government official has provided direction regarding
what actions to take.

3. Determining whether the agency is giving special
management attention, as set forth in FAR 37.114, to
functions that are CAIG:

Yes 55%

In most cases where contractors performed CAIG
functions, special management attention was
provided by knowledgeable government personnel.

Of the seventy one contracts in this analysis, 55% (39) of

. Fi 2: CAIG Functi
respondents reported that contractor performance involved S G
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CAIG functions as shown in Figure 2. One response indicated that while contractors
performed adjudication support duties regarding passport services categorized as CAIG,
special management attention was maintained as contractors provided training to prepare
government adjudicators for their roles. This level of training and oversight was seen as
beneficial to the program office with responsibility to manage contractors that are
performing sensitive functions which are closely associated to inherently governmental.

Of the contracts that involved CAIG functions, a number of respondents were unsure
whether or not there was sufficient oversight.

4. Determining whether the agency has specific safeguards and monitoring systems in place
to ensure that work being performed by contractors has not changed or expanded during
performance to become an IG function:

Monitoring methods, such as having a COR or GTM in place to oversee contract
requirements, ensured that work performed by contractors did not change or
expand during contract performance to become an IG function.

CORs and GTMs documented status reports, attended review meetings, and conducted
performance evaluations. In an OBO/Islamabad field office, adequate staff properly
trained as CORs ensured that contractors performed within the contract scope. Further,
since the Nisoor Square incident in Iraq in September 2007, safeguards have been
heightened to include a United States Government (USG) Agent-in-Charge to oversee
every protective detail in Iraqg and all missions are scheduled and prioritized by USG
regional security personnel.

5. Determining whether the agency is using contractor employees to perform critical
functions in such a way that could affect the ability of the agency to maintain control of
its mission and operations:

Based on respondent’s interpretation of

“critical function” the data revealed that Unsure 3%
76% (47) of respondents stated that
contractors were not performing critical
functions; 21% (13) of respondents
indicated that contractors were
performing critical functions and 3% (11)
of respondents indicated they were unsure
whether or not contractors were
performing critical functions.

Figure 3: Critical Functions

This is indicated in Figure 3.

6. Determining whether there are sufficient internal agency resources to manage and
oversee contracts effectively:

There were sufficient government CORs and GTMs to oversee contract
requirements to maintain sufficient oversight of contract performance.

12



There were instances where some respondents indicated an insufficient number of CORs
and GTMs, however upon a deeper review; differences in perspectives between various
offices involved must be taken into account. Communication amongst all the
stakeholders is essential in making determinations about appropriate oversight. For the
first inventory submission, the assessment team has learned that workshops or other
facilitated sessions should be employed for subsequent inventory submissions.
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5. Contracts for Unique Circumstances

The Department of State has unique and far-reaching areas of responsibility and a number of
contracts are influenced by Congressional action or geo-political necessity. In our review, we
found some contracts currently in place that depart to some degree from the standard operating
practices. Upon closer inspection, it was found that these contracts were developed in response
to Congressional requirements or geo-political factors that influenced the manner the contract
was entered into. The three contracts listed below represent a sample of some of the particular
circumstances in which goods and services must be procured by the Department. Although these
types of contracts exist, they are few in number and carefully crafted to address the unique
requirement.

e Contract XXXXXXXXC0038: This contract, valued at $11.3 million dollars, provides a
large part of funding and guidance for the American Institute in Taiwan (AIT), a non-profit,
private corporation established shortly after the U. S. Government changed its diplomatic
recognition from Taipei to Beijing on January 1, 1979. The Taiwan Relations Act (PL 96-8)
of April 10, 1979, authorized the continuation of "commercial, cultural and other relations
between the United States and Taiwan." It also provided that "any programs, transactions, or
other relations conducted or carried out by the President or any agency of the United States
Government with respect to Taiwan shall, in the manner and to the extent directed by the
President, be conducted and carried out by or through the American Institute in Taiwan."
Congress, in passing the Taiwan Relations Act, also assumed an oversight role with respect
to the Institute's operations.

The American Institute in Taiwan Washington is headquartered in Arlington, Virginia. It
serves as a liaison with its counterpart organization, the Taipei Economic and Cultural
Representative Office (TECRO), as well as with U.S. government agencies. The American
Institute in Taiwan Taipei Office (AIT/T) has a total staff of over 450 people who perform a
wide range of activities representing U.S. interests, including commercial services,
agricultural sales, consular services and cultural exchanges. AIT also operates a Chinese
language school, trade center, and library. AIT has a branch office in Kaohsiung (AIT/K)
that handles local commercial promotion, consular services, information and cultural work.

The purpose of the contract with AIT is to maintain relations with the people and authorities
on Taiwan, without those relations being conducted by the United States Government. The
contract as written, funded and performed is one that follows the special relationship and
statutory requirements between the U.S. and Taiwan in light of the change in recognition
status. Given the unique requirement of the contract, no impropriety was found during our
analysis.

o Contract XXXXXXXXC0207: This is a firm fixed price contract that funds consultant
services to the Sudanese People's Liberation Army/Movement (SPLA/M) Ministry of
Defense in Africa valued at $7.3 million dollars. Because of extreme risk to official U.S.
government personnel, the U.S. has not had an ambassador in Sudan since 1998 and USG
personnel are limited in their ability to perform work there. To address crippling droughts
and Sudan’s civil war, the U.S. maintains its humanitarian, reconstruction, and peacekeeping
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assistance in Darfur and southern Sudan through this contract. To maintain a presence in
Sudan, regional contracts are negotiated and contractors are used to perform infrastructure
support activities.

Contract XXXXXXXXL1880: This is a firm fixed price contract to provide administrative
support to appointed and acting GTMs in South Sudan valued at $1.5 million dollars. The
Department used contractors as technical monitors to provide monitoring services and to
maintain sufficient contract oversight. It requires those contractors to report back to the U.S.
appropriate government representative for approval of any actions to be taken.

Note: Contract XXXXXXXXC0207 provides services to the SPLA/M and Contract
XXX XXXXXL1880 provides the oversight of that contract by a non-American third party.

15



6. Key Recommendations

The Service Contract Inventory was a useful exercise for the Department. Based on a thorough
review and analysis of the Department’s SCI, we recommend the following actions:

Create an inter-agency working group to develop a framework for “sufficient oversight”
for closely associated and critical functions. The purpose of this framework would be to
address the concern, in some instances, of CORs in determining whether or not they have
appropriate oversight.

On contracts that are closely associated to inherently governmental, advise program
offices of the risk mitigation strategies available in procurement information bulletin
number 2011-11 (Planning for Contract Administration). Conduct an annual survey to
determine whether or not appropriate risk mitigation strategies have been put in place.

Crosswalk the FAIR Act inventory and the SCI through the use of a common coding
system to provide information to management concerning their total workforce and its
balance.

Provide a clear definition of what makes a function ‘critical’ in the State Department
context.

Use a new inherently governmental checklist to document those acquisitions that require
additional attention and ensure the CO and COR work together to craft an appropriate
management strategy.
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Department of State — Appendix A: Acronyms

7.1. Appendix A: Acronyms

AICSM
AIT
AIT/K
AIT/T
ARIBA
CA
CAIG
co
COR
CcS
CTR
FAIR
FAR
FPDS
FY
GFTE
GTM
IG
IED
OBO
OFPP
OMB
PM
PSC
QDDR
scl
SPLA/M
TECRO
us
USG

Commercial Services Management office within the Bureau of Administration
American Institute in Taiwan

American Institute in Taiwan/ Kaohsiung Office
American Institute in Taiwan/Taipei Office
Procurement part of the Integrated Logistics Management System
Closely Associated

Closely Associated to Inherently Governmental
Contracting Officer

Contracting Officer Representative

Contract Specialist

Contractor

Federal Activities Inventory Reform Act

Federal Acquisition Regulation

Federal Procurement Data System

Fiscal Year

Government Full Time Equivalent

Government Technical Monitor

Inherently Governmental

Improvised Explosive Device

Overseas Building Operations

Office of Federal Procurement Policy

Office of Management and Budget

Program/Project Manager

Product and Service Code

Quadrennial Diplomacy and Development Review
Service Contract Inventory

Sudan People's Liberation Army/Movement

Taipei Economic and Cultural Representative Office
United States

United States Government
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Department of State — Appendix B: OMB SCI Memorandum

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

OFFICE OF FEDERAL
PROCUREMENT POLICY

November 5. 2010

MEMORANDUM FOR CHIEF ACQUISITION OFFICERS
SENIOR PROCUREMENT EXECUTIVES

FROM: Daniel I. Gordon [
Administrator
SUBJECT: Service Contract Inventories

Section 743 of Division C of the FY 2010 Consolidated Appropriations Act, P.L. 111-
117. requires civilian agencies to prepare an annual inventory of their service contracts. This
memorandum provides guidance to help agencies prepare their initial inventory covering service
contracting in FY 2010.

A service contract inventory is a tool for assisting an agency in better understanding how
contracted services are being used to support mission and operations and whether the
contractors’ skills are being utilized in an appropriate manner. An agency manager can gain
insight into where. and the extent to which. contractors are being used to perform activities by
analyzing how contracted resources are distributed by function and location across the agency
and within its components. This insight is especially important for contracts whose performance
may involve critical functions or functions closely associated with inherently governmental
functions, as may be the case, for example, with contracts for various professional,
administrative and management services falling within “*Code R of the Product and Services
Code (PSC) Manual. Information about how contract resources are distributed, when taken into
consideration as part of a balanced workforce analysis. can help an agency determine if 1its
practices are creating an over-reliance that requires increased contract management or
rebalancing to ensure the government is effectively managing risks and getting the best results
for the taxpayer.

To maximize the management benefits associated with a service contract inventory and to
ensure consistency across agencies, FY 2010 inventories shall be developed by agencies in
accordance with the attached guidance. OMB will issue additional guidance to address the
preparation of FY 2011 inventories, taking into consideration experiences with the development
and use of FY 2010 inventories.

In accordance with section 743, agencies required to submit an inventory in accordance
with the Federal Activities Inventory Reform Act of 1998 (Public Law 105-270: 31 U.S.C. 501
note), other than the Department of Defense, shall also prepare a service contract inventory.
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Completed inventories shall be submitted to OMB’s Office of Federal Procurement Policy
(OFPP) through the MAX system. Agencies shall make the inventory available to the public by
January 30, 2011. Additional instructions are provided in the attached guidance.

Questions regarding this memorandum may be referred to Jennifer Swartz (tel. 202-3935-
6811; e-mail: jswartz@omb.cop.gov) or Mathew Blum (tel. 202-395-4953; e-mail:

mblum/@omb.cop.gov) in OFPP.

Attachment
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Attachment

Guidance for the
Development and Analysis of Service Contract Inventories for FY 2010

The effective development and analysis of a service contract inventory as part of human
capital planning can help an agency determine if its mix of federal employees and contractors for
a given program is effectively balanced or if rebalancing may be required. The Office of Federal
Procurement Policy (OFPP) has developed the following guidance to support the creation of
service contract inventories for FY 2010,

A, Scope of coverage

1. Covered agencies. Agencies subject to section 743 of Division C of the FY 2010
Consolidated Appropriations Act, P.L. 111-117, shall follow these instructions to address the
requirements in section 743. Section 743 applies to agencies. other than the Department of
Defense, that are required to submit an inventory in accordance with the Federal Activities
Inventory Reform Act of 1998 (Public Law 105-270, 31 U.S.C. 501 note).

2. Covered contract actions. Agency inventories should include all service contract actions
over $25.000 that were awarded in FY 2010. Agencies should include contract actions that they
have funded, including contract actions made on their behalf by other agencies. Similarly,
agencies should exclude contract actions that they have made on another agency’s behalf with
the other ageney’s funding.

B. Development of inventory

1. Data elements. Using information in the Federal Procurement Data System (FPDS),
agencies shall develop an inventory of their covered contract actions that includes the elements
identified in section 743(a)(3) that are currently available in FPDS. FY 2010 inventories will not
be required to include (1) the number of contractor employees. (ii) the total dollar amount
mvoiced for services, and (111) the role the services play in achieving agency objectives. Separate
efforts are being pursued to facilitate a standard. government-wide data collection process for
this information so that it may be incorporated into agency inventories beginning in FY 2011,
See Appendix A for a list of required elements for the FY 2010 inventory (and those that will be
required in FY 2011). Additional information about the FY 2011 inventory is provided in
subsection E. below.

2. Structure. The inventory shall be prepared in the standard format and data sequence
shown in Appendix B. This standard format requires agencies to organize contract activity by
service code to support reviews of contract activity that are focused around specific agency
functions. Agencies shall also prepare a summary of their inventory using the standard format in
Appendix C. The summary is designed to highlight information on the use of contractors to
perform “special interest functions™ (see subsection C. below) and also to show the services that
accounted for the agency’s greatest percentage of spend in FY 2010. Instructions for
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[ ]

downloading information from FPDS into the required formats are provided on the MAX
community page. available at https://max.omb.gov/community'x/z40qHQ.

3. Submission and posting. Agencies shall adhere to the following statutory deadlines for
completion of their inventories:

a. Submission to OMB. By December 30, 2010, each agency that is required to submit
an inventory in accordance with the Federal Activities Inventory Reform Act of 1998 (Public
Law 105-270: 31 U.S.C. 501 note), other than the Department of Defense, shall submit the
inventory prepared in accordance with this guidance to OFPP. Submissions shall be made
through the MAX system at https://max.omb.gov/community/x/z40qHQ. Instructions for
registering with MAX can be found at https://max.omb.gov/maxportal/.

b. Publication. By January 30, 2011, the agency shall (1) make the inventory available
to the public by posting the inventory on its agency homepage, (2) provide OFPP with the Web
site address (URL) on which the inventory is being posted so that the inventory can linked to a
central OMB Web page. and (3) publish in the Federal Register a notice that the inventory is
available to the public along with the name, telephone number. and e-mail address of an agency
point of contact.

C. Analysis of inventory

By June 30, 2011, agencies shall conduct a meaningful analysis of the data in their
inventories for the purpose of determining if contract labor is being used in an appropriate and
effective manner and if the mix of federal employees and contractors in the agency is effectively
balanced. Analyses shall cover the elements called for by section 743(e)(2) (see Appendix D for
a description of these elements), and be based on reviews informed through sampling of contract
files, interviews of program managers and contracting officer technical representatives, and other
appropriate information-gathering activities. In carrying out these actions, agencies should
review OMB’s rebalancing gnidance, OMB Memorandum M-09-26, issued on July 29, 2009,
and take into consideration, as appropriate, the management responsibilities deseribed in OFPP’s
proposed policy letter, “Work Reserved for Performance by Federal Government Employees”
(75 Fed. Reg. 16188: March 31, 2010), or the final form of that policy letter, when issued. They
should also refer to any relevant internal guidance addressing contract management and balanced
workforce planning.

As required by section 743(e)(3) and (4), agency analyses should identify contracts that
have been poorly performed, as determined by the responsible contracting officer, because of
excessive costs or inferior quality: and contracts that should be considered for conversion to--

(i) performance by Federal employees of the executive agency in accordance with agency
mnsourcing guidelines required under section 736 of the Financial Services and General
Government Appropriations Act, 2009 (Public Law 111-8. division D) and OMB
Memorandum M-09-26: or
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(i1) an alternative acquisition approach that would better enable the ageney to efficiently
utilize its assets and achieve its public mission.

Recognizing the challenges associated with conducting meaningful reviews of every
contracted function simultaneously, which may involve tens of thousands of actions for some
tederal organizations and many thousands for others, agencies should give priority consideration
to special interest functions. Special interest functions are functions that require increased
management attention due to heightened risk of workforce imbalance.

Accordingly, agency reviews shall give priority consideration to agency use of contracted (a)
professional and management services and (b) information technology support services. Review
of professional and management services should include acquisition support and an appropriate
sampling of policy and program management and development services. An illustrative list of
suitable functions is provided in Table 1, below. These functions have been identified by OMB
for heightened management consideration. based on concerns of increased risk of losing control
of mission and operations as identified through a review of reports issued in recent years, such as
by the Government Accountability Office, the Commission on Wartime Contracting, agency
Inspectors General, Congressional Committees, and the Acquisition Law Advisory Panel (also
referred to as the “SARA Panel”). as well as by OMB’s own analysis.

Table 1. Special Interest Funections - FY 2010

Description of Function Product & Service

Code
PROFESSIONAL & MANAGEMENT SERVICES
Cost Benefit Analyses B305
Policy Review/Development Services R406
Program Evaluation Services R407
Program Management/Support Services R408
Program Review/Development Services R409
Specifications Development Service R413
Management Services/Contract & Procurement Support R707
Intelligence Services R423
Engineering and Technical Services R425
Systems Engineering Services R414
Personal Services Contracts R497
INFORMATION TECHNOLOGY SUPPORT SERVICES

ADP Systems Development Services D302
Automated Information Systems Services D307
ADP System Acquisition Support Services D314
ADP Backup and Security Services D310
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Although agencies are expected to evaluate the types of services described above. reviews
are not intended to be limited to these activities. Each agency should identify additional
contracted functions. as appropriate. and especially if they are critical functions.” where the
agency may be at risk of overreliance on contractors or other challenges, based on factors such as
inadequate contract management support. historical performance challenges associated with
contracting. or the level of risk associated with contract performance. Agencies may wish to
consider a broader review of a functional area that was the subject of the agency’s workforce
pilot (under Attachment 2 of M-09-26) where the analysis indicated the agency was overly
reliant on contractors. Agency evaluations should be conducted as part of. or in conjunction
with. human capital workforce planning reviews and should consider. as appropriate. information
in inventories prepared in accordance with the Federal Activities Inventory Reform Act.

In many cases. analysis will reveal that contractor performance remains an acceptable choice,
but may require mcreased oversight to manage performance risk. In some cases, however,
analysis may indicate that the work must or should be performed by federal employees.

D. Agency reporting

By March 1. 2011, the agency should inform OFPP of the special interest functions, by PSC
code that 1t will analyze from the FY 2010 inventory. By December 30, 2011, each agency
shall submit a report to OMB that discusses the analyses conducted pursuant to subsection C and
the actions taken, including any actions taken to convert functions from contractor to Federal
employee performance. The report should indicate coneurrence, at a minimum, by the Chief
Acquisition Officer / Senior Procurement Executive. the Chief Human Capital Officer. and, if
information technology functions are identified as special interest functions, the Chief
Information Officer. The report shall include an executive summary suitable for public
disclosure with the FY 2011 inventory.

E. Future inventories

1. Additional inventory data elements. Beginning in FY 2011, agency inventories will be
required to include: (1) the number of contractor and first tier subcontractor employees, (i1) the
total dollar amount invoiced for services, and (ii1) the role the services play in achieving agency
objectives. This additional information can help to provide a more detailed understanding of
how an agency is using contractors to accomplish its mission. Greater visibility into the amount
of contractor (and subcontractor) personnel may help an agency in performing a balanced
workforee analysis, especially for professional and technical serviees that are performed by
contractor and government personnel co-located in government workspace. Knowing the
amount invoiced. in combination with direct labor hours. may help an agency assess the cost-
effectiveness of contracted labor.

* For purposes of this guidance document, critical functions are those that are necessary to the agency being able
to effectively perform and maintain control of 1ts mussion and operations. A function that would not expose the
agency to risk of mission failure if performed entirely by contractors is not a eritical function for these purposes.
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Information on the number of contractor employees 1s not currently collected on a
government-wide basis and requires a regulatory action so that this information may be obtained
in a consistent manner from contractors. Information regarding the role the service plays
requires additional documentation in the contract file. The Federal Acquisition Regulatory
Council will soon publish regulatory changes to address the collection of this information so that
these elements may be included in agencies’ inventories beginning in FY 2011,

2. Updating of special interest functions. Prior to issuing guidance for the FY 2011
inventory, OMB will confer with the President’s Management Council, the Chief Acquisition
Officers Council, the Chief Human Capital Officers Council, the Chief Financial Officers
Council, and the Chief Information Officers Council to consider additions or changes to the list
of special interest functions in Table 1 based on current management challenges. Agencies will
be expected to continually review and revise. as appropriate. special interest functions for
priority analysis.

ce: Chief Human Capital Officers
Chief Information Officers
Chief Financial Officers
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7.3. Appendix C: Service Contract Inventory Summary

Service Contract Inventory Summary Format -

Department of State
Numbers obtained from FPDS on

ovember 23,
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S
Raqz ROGRAM EVALUATION SERVICES 12,693,224 o 9% 0% e St 1005 ke o 9% A% 9% 25 659 134 0% o .0_’.# B S
PROGRAM MANAGEMENT/SUPPORT | $ T_
RVICES 380,235 930 6%  BO% 196 13% i B 5% 154 5% % 19 69 23% 9% 3% 294 1%
OGRAM REVIEWDEVELOPMENT s
Raas SERVICES 15782755 [ 12N a8 136 o 9% R 1% mﬁ 0% 0 oM 99 12% 5% 2% 3% % o 2
ECIFICATIONS DEVELOPMENT
RVICE S0 o%  NA NA A NA NeA NiA A NA NA NIA NIA NiA A NIA A NA NA NA nia |
T SVCSICONTRACT & S
R 707 OCUREMENT SUP @573,387 oM 51% 0% 28% 21 63% 26% a% 6% 179 233 21% & 27% a% a2y T T 74
s
ERVICES 21,501,302 o] 96% o any o S99 &% o 034 498 ase 16%  36% 9% o o 54 0% o 0
NGINEERING AND TECHNICAL S \
ERVICES b.202 627 onl  39%]  siwn i 124 855 15 o 2% 15 50% 339 63% 1% o 3% 2 256 054
S i
YSTEMS ENGINEERING SERVICES (15673958 04 5% o 95y i ES % o o 2% 44 30 B%] 22% £n 2% o o 0% 2
S
ERSONAL SERVICES CONTRACTS B 114571 0 TB% sy 11% 113 SO 6% O A% 1% 153G 21% b3 38% Er £ 1% 113 0 e |
SYSTEMS DEVELOPMENT $ |
202 ERVICES 120,224,344 29 6o oM 353 54 239 a4 23% o 33% 11% 99 479 53% L 4 % 0% 259
OMATED INFORMATION SYSTEM| S
pao7r  fsves 26,692 318 od a4 26% 1% 3 S8 1% ax| 27 1% BY  37% 51w 6%  2a% 18% 209 0% 0% 054
314 ACQLESITION SUP SVCS 5,081 558 o 36 o% 64N g 96% 4y 196 274 2a9%  a8Y 93% 28% 4 2% %y
BACKLP AND SECURITY S i
310 ERVICES 31,039,071 0 179 0 0% 83% 16%) [ Ox 839 22%  34% 44 3% [ O 0% 0% Oy 0
Percenta; ot
ONSTRUCTION OF OFFICE s
Vi11 UILDINGS 1.373.850,.366 95 o 024 0% o9% 15 o 124 3% 9% 4% B85 G 4% 3 2% 294 49
s |
5206 JGUARD SERVICES R14,106,884 12%d 61 0% 36% s 75% 2 ow] 223 4% 17 32% ATy o o % o0 ol 0
JOTHER ADP & 3 |
399 [TELECOMMUNICATIONS SVCS 475,433,529 ™ 35 o 61% 3% 71 14% =3 634 W 15%  25% 539 64N 39 10% 6% IN 5%
3 !
R499  JOTHER PROFESSIONAL SERVICES 475,292,405 7 gy 0%  40% 21% 879 4% 4%y S5 3% 12%  20% 659 289 1134 I 12% 7% 19 2%
s ] i |
RO2S  [SERVICES (OPERATIONAL) na9, 727,624 T 134 0% 1% 98% 1 0% o 02 23% 229 32w 23 1% 1% 0% 1% o) 194 O
PROGRAM MANAGEMENT/SUPPORT
A08  SERVICES see above
IW/E PROD ENG SVCS (INCL DESIGN-  |S |
215  KONT 320,226,595 5% 100% 0% 99% 154 0%y 03 0% 1% 46% 529 B 3% 0% o o 0% 15
JOTHER ADMINISTRATIVE SUPPORT |5
699 [SVCS 302,314,769 g S3q  12% 169 1999 _58% 1954 1z 115 3S%  18% 3o 2 213 13% 3% 2% 4
S
R706  LOGISTICS SUPPORT SERVICES 173,219,612 3% 22% 05 329 a5 919 7% 2% 03 9% 1996 249 Ao 59 3% 1% 2% 19 0% 154
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7.4. Appendix D: FY10 Special Interest Function Codes Reviewed

SPECIAL INTEREST FUNCTIONS - FY2010

R406 POLICY REVIEW/DEVELOPMENT SERVICES $1,362,638.55
R407 PROGRAM EVALUATION SERVICES $12,383,583.96
R408 PROGRAM MANAGEMENT/SUPPORT SERVICES $367,862,617.75
R409 PROGRAM REVIEW/DEVELOPMENT SERVICES $15,470,503.41
R707 MGT SVCS/CONTRACT & PROCUREMENT SUP $28,144,238.19
R423 INTELLIGENCE SERVICES $19,639,019.61
R425 ENGINEERING AND TECHNICAL SERVICES $7,750,683.52
R414 SYSTEMS ENGINEERING SERVICES $15,449,415.39
R497 PERSONAL SERVICES CONTRACTS $7,135,229.22
D302 ADP SYSTEMS DEVELOPMENT SERVICES $114,563,494.94
D307 AUTOMATED INFORMATION SYSTEM SVCS $23,035,834.83
D314 ADP ACQUISITION SUP SVCS $8,483,752.85
D310 ADP BACKUP AND SECURITY SERVICES $31,179,280.43
AD25 SERVICES (OPERATIONAL) $449,130,197.72
C211 A/E SVCS. (INCL LANDSCAPING INTERIO $119,734,228.17
C215 A/E PROD ENG SVCS (INCL DESIGN-CONT $320,879,815.11
D399 OTHER ADP & TELECOMMUNICATIONS SVCS $465,010,405.94
R499 OTHER PROFESSIONAL SERVICES $484,888,684.08
R699 OTHER ADMINISTRATIVE SUPPORT SVCS $291,430,060.21
R706 LOGISTICS SUPPORT SERVICES $138,202,818.80
5206 GUARD SERVICES $784,994,344.07
Y111 CONSTRUCTION OF OFFICE BUILDINGS $1,351,104,737.81

The FY 2011 submission will examine the same special interest codes reviewed in this report as well as the top ten
PSC categories in which services were procured for the Department of State.
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7.5. Appendix E: SCI Analysis Survey

Department of State

SCI ANALYSIS
SURVEY
NAME
PIID- Contract number OFFICE SYMBOL
DATE CONTRACT TITLE

Circle all that apply to this contract (CO, CS, COR, PRG MGR)

ROLE

INSTRUCTIONS:
Please respond based on your interpretation and understanding only. Write N/A if a question does not

belong to you or if you are unsure of its answer. Please be prepared to answer the questions within this
document, comment as fully as possible, and frankly discuss the issues with the interviewer.

29



Department of State — Appendix E: SCI Analysis Survey

Do contract tasks...

YES

NO

Involve contractors providing legal advice and interpretations of regulations and statutes to Government
officials?

Involve the direct conduct of criminal investigations?

Involve the control of prosecutions and performance of adjudicatory functions other than those relating
to arbitration or other methods of alternative dispute resolution?

Involve the conduct of foreign relations and the determination of foreign policy?

v

Involve the determination of agency policy, such as determining the content and application of
regulations, among other things?

Involve the determination of Federal program priorities for budget requests?

Involve the direction and control of Federal employees?

Involve the direction and control of intelligence and counter-intelligence operations?

Ol o N o

Involve the selection or non-selection of individuals for Federal Government employment, including the
interviewing of individuals for employment?

Involve the approval of position descriptions and performance standards for Federal employees?

11.

Involve the determination of what Government property is to be disposed of and on what terms
(although an agency may give contractors authority to dispose of property at prices within specified
ranges and subject to other reasonable conditions deemed appropriate by the agency)?

12.

Involve in determining what supplies or services are to be acquired by the Government (although an
agency may give contractors authority to acquire supplies at prices within specified ranges and subject
to other reasonable conditions deemed appropriate by the agency)?

Do contract tasks...

YES

NO

13.

Involve the approval of agency responses to Freedom of Information Act requests (other than routine
responses that, because of statute, regulation, or agency policy, do not require the exercise of judgment
in determining whether documents are to be released or withheld), and the approval of agency
response to the administrative appeals of denials of Freedom of Information Act requests?

14.

Involve the conduct of administrative hearings to determine the eligibility of any person for a security
clearance, or involving actions that affect matters of personal reputation or eligibility to participate in
Government programs?

15.

Involve the determination of budget policy, guidance, and strategy?
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16. Involve the drafting of Congressional testimony, responses to Congressional correspondence, or agency
responses to audit reports from the Inspector General, the Government Account Office, or other Federal
audit entity?

17. Require the exercise of discretion in applying Federal Government Authority?

18. Require the making of value judgments in making decisions for the Federal Government?

19. Require making judgments relating to monetary transactions and entitlements?

20. Involve the interpretation and execution of the laws of the United States so as to bind the US to take or
not take some action by contract, policy, regulation, authorization, order or otherwise?

21. Involve the interpretation and execution of the laws of the United States to determine, protect and
advance the United States economic, political, territorial, property or other interests by military or
diplomatic action, civil or criminal judicial proceedings, contract management or otherwise?

22. Involve approving any contractual documents, to include documents defining requirements, incentive
plans, and evaluation criteria?

23. Involve awarding contracts?

Do contract tasks... YES NO

24, Involve administering contracts (including ordering changes in contract performance or contract
guantities, taking action based on evaluations of contractor performance, and accepting or rejecting
contractor products or services)?

25. Involve terminating contracts?

26. Involve determining whether contract costs are reasonable, allocable, and allowable?

27. Involve participating as a voting member on performance evaluation boards?

28. Involve services that involve or relate to budget preparation, including workload modeling, fact finding,
efficiency studies, and should-cost analyses, etc.?

29. Involve services that involve or relate to reorganization and planning activities?

30. Involve services that involve or relate to analyses, feasibility studies, and strategy options to be used by
agency personnel in developing policy?

31. Involve services that involve or relate to the development of regulations?

32. Involve services that involve or relate to the evaluation of another contractor's performance?

33. Involve services in support of acquisition planning?

34. Involve contractors providing assistance in contract management (such as where the contractor might

influence official evaluations of other contractors)?
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35. Involve contractors providing technical evaluation of contract proposals?

36. Involve contractors providing assistance in the development of statements of work?

37. Involve contractors working in any situation that permits or might permit them to gain access to
confidential business information and/or any other sensitive information (other than situations covered
by the National Industrial Security Program described in 4.402 (b))?

38. Involve contractors providing information regarding agency policies or regulations, such as attending
conferences on behalf of an agency, conducting community relations campaigns, or conducting agency
training courses?

39. Involve contractors participating in any situation where it might be assumed that they are agency
employees or representatives?

Do contract tasks... YES NO

40. Involve contractors serving as arbitrators or providing alternative methods of dispute resolution?

41. Involve contractors constructing buildings or structures intended to be secure from electronic
eavesdropping or other penetration by foreign governments?

42. Involve contractors providing inspection services?

43, Involve contractors providing special non-law enforcement, security activities that do not directly involve
criminal investigations, such as prisoner detention or transport and non-military national security
details. However, the direction and control of confinement facilities in areas of operations is inherently
governmental?

44, Involve private security contractor in operational environment oversees?

45, Involve contract interrogators?

46. Involve contractor provided combat and security training?

47. Involve contract logistics support required for weapon systems which deploy with operational units?

48. Involve contractors participating as technical advisors to a source selection board or participating as

voting or nonvoting members of a source evaluation board?
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SCI Narrative Questions

Is there sufficient organic government expertise to oversee contractor performance of the contract? Please explain.

Are there sufficient control mechanisms and sufficient numbers of federal government employees to ensure that contractors’ roles
have not expanded during performance to become an inherently governmental function? If Yes, give examples. If No what is lacking?

Is there a sufficient number of CORs appointed to ensure oversight of contract performance? __ Yes No Please explain
the nature of any gaps.

Is the agency using contractor employees to perform critical functions in such a way that could affect the ability of the agency to
maintain control of its mission and operations? Please explain.

Approximately how many Contractors are working under this contract? How many COR’s/GTM’s are providing oversight?

Number of Contractors Number of CORs/GTMs

Please describe your level of interaction with (CO /CS/ COR/PM )?

How would you rate the contractor’s performance?

Poor Adequate Exceptional

What would your preference be for who performs the work CFTEs or FTEs. Is this the way the organization is currently staffed? If
not, why not?

33




