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Defense Science Board 
Key Findings 

EXECUTIVE SUMMARY 

-The DSB 

-Key issues addressed 
-balance of workload between public and private sectors 
-how that balance is achieved 
-rationale for keeping service maintenance depots 
-appropriateness of competition as management tool to determine workload 
allocation 

-Key finding 
-elimination of infrastructure is key to real depot cost savings for DoD 

-All except USAF agreed that competition with private sectodother military depots 
is not desirable because of two key considerations: 

-DoD accounting systems do not permit identification of real costs 
-efficiencies can be obtained through private-private competitions 

-Key recommendations 
-implement new CORE concept 
-improve financial management systems within DoD 
-strengthen DoD Defense Depot Maintenance Council 
-Readiness, sustainability, life-cycle support are reasons for core depots 
-There islwill be excess capacity in system--even after BRAC93 closures 
-Major modifications are more appropriate for the private sector 
-DoD needs common systems for collecting/reviewing/displaying cost data 
-"Empowered Defense Depot Maintenance Council" is key to frxing problem 

-"Corew represents skills, capabilities, competencies--not specific amounts of workload 

-The cost of retaining unnecessary depot capacity is unknown, but probably significant 

-Competition not consistent with DoD goals and objectives 
-Congress authorized, but intended it to be fair 
-Government exists to provide services private sector can't or won't 
-Competitions having disruptiveldivisive effect--in services and with industry 
-Questionable whether depot capacity should be keptjust to be able to compete 
-Industry questions whether level playing field achievable 
-To control costs, DoD must size its depots consistent with CORE, divesting 
itself of unneeded capacity and infrastructure 



-New core concept 
-only 40 to 50 percent of work is actually core 
-core consists of organic capabilities--skills, competencies, facilities, amd 
equipment that exists in government slupyards and depots 
-Core consists of skills and capabilities--not work on specific weapons 
-Core is capability to support, not the maintenance of specific weapons 

SOME OF THE DETAILS 

-What is depot maintenance: 

"Those material maintenance functions requiring overhaul or a complete rebuilding of parts, assemblies, 
subassemblies, and end items (e.g., aircraft, engines, vehicles,ships, missiles), including the manufacture of parts, 
modifications, testing and reclamation, calibration, software maintenance, and all related supporting industrial 
processes. Depot maintenance process and functions return items to a specified state or condition, as prescribed 
by engineered standards and specifications, to meet user or customer requirements." 

- At beginning of 88 BRAC, X D o D  depots--a/of end of 93, there will be 24. 

-Statistics show diffe~ing amounts of workload. Whv? 

- Different sets of rules or principles used to develop stats. 
-Tendency to focus on depot maintenance appropriation amount 

-understates total amt of actual work since other $ also fund depot work. 
-Difference between appropriations, obligations, actual execution, and financial 
completion. 

-amt auuro~riated may be different than amt obligated due to reprogramming 

-Task fome selected actual omeram executioq to determine workload. 

-It's the one stat that accuratelv reflects activity conducted in de~ot .  
-TF also used all depot-level work included--regardless of $ or where completed. 

-Consequently, work from facilities other than depots included 

-Two important points on workload value: 

-Magnitude much greater than assumed--$15billion. not $13 
-Why? Because it includes all d e ~ o t  maintenance--non-DBOF, work done at 
facilities other than depots, contract depot work administered by PMs. 

-Overall trend for split between public and private reflects increasinp share of 
workload being done bv uublic sector--from 67% in '90 to 7 1 % in '93. 



-Stability of workload. (90-93). 

-fixed wing---29-3 1 % 
-helos ---------- 6-8% 
-ordnance/wpns/munitions----- 1-2% 
-cbt veh/artylauto/construction------7% 
-C/E-avionics -------------- 13- 14% 
-sea systems--- ----------- 37% 
-total aviation share (fixed wing and he1os)------37% 
-sea systems----- --------- 38% 
-KEY POINT--SEA/AIR ACCOUNT FOR ALMOST 75 % OF TOTAL 

-Workload service by share: 

-Methodology to calculate workload. 
-Rejected use of DoD 7220.M which uses following reporting format 

-job order 
-work breakdown structure 
-work performance category 
-customer 
-public sector 
-private sector 

-Rejected because 
-data reported into system known to be inaccurate 
-data known to be incomplete--doesn't include all customers1facilities 
-data was keyed to financial completions--does not reflect actual work 

-Data call used by Task Fome. Solicited following data: 
-all work completed, regardless of level, and include mods/upgrades 
-all costs, include direct, indirect, overhead costs, salaries, material, and parts, 

utilities, depreciation, capital investment, facility repair, and support 
services. 

-workloads from all funding sources, not just that funded from DBOF 
-work completed at facilities primarily devoted to other purposes 
-work at non-DBOF depot maintenance facilities 



-Total value of wolkload---$I5 billion. Split by percentages by categories 
FY90 FY91 FY92 FY93 

Fixed wing 29 29 30 31 
Helos 8 7 6 7 
Ground (less helos) 8 9 8 8 
Missiles 3 4 4 4 
CE/Avionics 14 13 13 13 
Ships 38 38 39 37 

-Public sector share of workload (% that is done in the depots) by commodity 

Fixed wing 
Ground 
Elec t/Missiles 
Ships 

FY90 FY91 FY92 FY93 
DoD (Billions) 11.1 10.8 11.2 10.6 
Industry (Billions) 5.4 5.5 5.4 4.4 

KEY POINT-------PUBLIC SECTOR SHARE TREND LS UP FROM 90-93 

-Costs by sewices($OOO) 
FY90 FY9 1 FY92 FY93 

A m y  
Organic 1,337.1 1,336.5 1,499.4 1,324.2 
Contract 708,000 932,000 780,000 678,000 
Total 2,045.1 2,297.5 2,259.4 1,902.2 

USAF-------------- DATA NOT AVAILABLE IN COPY I HAVE------- 
DLA 

Organic 17,396 15,091 16,27 1 19,300 
Contract 0 0 0 0 

USMC 
Organic 107,527 124,147 181,169 189,892 
Contract 5,5 16 3,358 2,695 3,216 

USN 
Organic 6,048.8 6,313.2 6,575.5 6,404.5 
Contract 2,807.2 2,975.1 3,040.5 2,365.0 



-Workload value by service (by percentage) 
FY90 FY9 1 FY 92 EY93 

Army 14 15 14 13 
USAF 25 25 25 27 
USMC 1 1 1 1 
USN 60 59 60 5 9 
DLA .1 . l  .1 .1 

KEY POINTS 
- NAVY ALONE ACCOUNTS FOR ALLMOST 2/3 

-- 113 MANAGED BY NAVAIR 
--213 MANAGED BY NAVSEA 

-USMC AND DLA ARE NEGLIGIBLE 
-ARMY ALMOST NEGLIGIBLE 

-Costs--Direct Labor Hours and Costs by Fiscal Year (000) 

FY90 FY91 FY92 FY93 
DoD 

DLH 158,7481 148,863 154,120 136,924 
Costs 9,923,479 10,329,559 10,838,764 10,580,975 

USAF 
DLH 41,291 38,367 36,442 33,214 
Costs 2,412,626 2,511,603 2,566,379 2,643,026 

Army 
DLH 20,889 19,377 17,950 15,105 
Costs 1,337,100 1,365,500 1,499,400 1,324,200 

DLA 
DLH 273 242 289 175 
Costs 17,396 15,091 16,27 1 19,300 

USMC 
DLH 1,955 2,066 2,833 3,119 
Costs 107,527 124,147 181,169 189,892 

USN 
DLH 94,340 88,801 96,606 85,3 1 1 
Costs 6,048,830 6,313,218 6,575,525 6,404,565 

KEY POINT ---- LABOR HOURS ARE DECREASING BUT THE 
COST IS EITHER REMAINING CONSTANT OR INCREASING; 
WHY. BECAUSE OF THE FIXED OVERHEAD EXPENSES... 



-Key problems task fome had in collecting data: 

-DoD has no common svstem for collect in^ and dis~laving all DoD and 
industry maintenance costs. 
-Each service uses different deuot maintenance promam execution svstems 
-The recommended system, according to task force, should include: 

-all financially completed work orders for FY to detennine unit cost 
-actual program execution so that actual workload can be expressed 

CAPACITY 

-"Excess capacity" is current theme. 
-Theme of task force report is that, even with number of depots reduced from 35 to 24 

through BRAC 88-93 actions, more deuot closures will be required in 1995. 
-Task force did not establish any new or comprehensive process to estimate capacity. 
-Depot capacity and utilization was based on latest data IAW current capacity measurement 

policy ... 
-i.e., number of workstns X # of DLH produced by 1 worker in single shift, 

40-hr wk. 

-Aggregate statistics: 

DoD: 
FY Woridoad (DLH000) Capacity(DLH000) Util Depot Wkld 
1994 122,177 159,914 76 
1997 95,608 118,301 8 1 

Industry 
Fixed wing 167,181 379,109 44 35,488 
Ground Sys 23,434 69,609 34 20,526 
C/E/Missiles 104,302 269,157 39 19,587 
Sea Systems 134,051 2 12,687 63 61,323 

A KEY POINT----Even if wen? ~ossible to put every bit of d e ~ o t  workload 
{far right f i ~ u r e  under industg) inside industw ulantslfacilities. there would 
still remain a very lame amount of excess capacity in the ~r ivate  sector!!! 

- See attached pages from task force for specific charts by service on category utilization 



PUBLIC SECTOR CAPACITY UTILIZATION 
(DLH's IN THOUSANDS) 

ARMY 

NAVY 



PUBLIC SECTOR CAPACITY UTILIZATION 
(DLH's IN THOUSANDS) 

YAVY CONTINUED 
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PL'BLIC SECTOR CAPACITY UTILIZXTION 
(DLH's IN THOUSANDS) 

NAVY CONTINUED 
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PUBLIC SECTOR C-4P-ACITY UTILIZATION 
(DLH's IN THOUSANDS) 

AIR FORCE 

I I I I I I 
4IR FORCE TOTAL / 37 104 1 13.247 I 36 "q * 31 0% I 38358 I 33% I 
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DEFENSE LOGISTICS AGENCY 



- Key points made by task fotce on capacity measurement: 

-No agreed upon method of collecting capacity data between industry and depots. 
-Concern that divestiture of depots may aggravate the amount of private sector 

capacity available and that closed depots will not enter private sector inventory 
at full market value 

WORKLOAD ALLOCATION (CORE VS CONTRACT) 

-Sewices now reevaluating and reprioritizing essential factors on woddoad allocation: 

-mission essentiality 
-cost 
-risk 
-owning service organic capability to do the work 
-other DoD organic capability to perform the work 
-private sector capability to do the work 

-Other key variables have also been intmduced, including.. 

-identification of dept maintenance workload requirements for essential systems 
supporting JCS scenarios 
-development of core capabilities req'd in depots to respond to surge requirements 
-after ID of core capability rqmnts, what work required to maintain capabilities 
-where will work not req'd to maintain capabilities be performed (organic or industry?) 
-Legislation that directs 60/40 split 

-Historical backgmund 
-Services' fundamental process: 

-maintain capability for ready, organic surge capacity to meet immediate needs 
of operational forces while buying time for private industry to gear up 
to wartime needs. 

-Large-scale, full-mobilization scenario drove the logic of the process. 
-This process was based on number of factors including: 

-existing organic capability 
-desirability of increasing organic tech to support critical systems and 
workloads 
-cost of setting up maintenance capability 
-system density, location, and planned use 
-design stability 
-costs 
-workload balancing 
THERE WAS NO LINKAGE TO JCS SCENARIOS 



-Workload Allocation---the Air Force appmach 

-Three major phases 

-Candidate workloads include 

-new starts 
-modification programs which will generate new repair requirements 
-workload shifts 

-organic to contract 
-organic to organic 
-contract to organic (considered a new start rather than a shift) 

-Evaluation phase 

-Present source of repair (where its being done now, or NA if new start) 
-Description of system or program--purpose, function, unique tech challenges 
-description of workload--type of work to be performed and tech requirements 
-projected surge rate 
-logistics support priority 
-recommended SOR with justification--posturing goals, surge costs, technology 
-estimated costs--facilities, support equipment, training, tech data, software 
-workload--5-year projected workload, including initial and peak years. 

-Approval process 

-detailed review by board of key business managers from productlspt centers 
- support and industrial operations board--general officerslsenior civilians 
-final approval required by AFMC Commander depending on workload size 

-The "New" Core Appmach 

-Centers on surge and combat support-based decision methodology applied and used by DoD 
components as basis for determining minimum resources (people, equipment, facilities) required in support of the 
mobilization (JCS scenario) scenario, and the organic capabilities and physical capacities to be established and 
retained as a core organic peacetime basis for the se~ices/DoD agencies. 

-"Corew is capabilities, not actual woridoad. 



COST, MANNER, AND QUALITY 

-Task Force unanimous in belief that some depots must close to free up funds for leadiness 
-Average savings from NADEPs programmed for closure is over $70M annuallv--for 

larger depots, such as shipyards, savings could be as much as $100M annually. 
-Recent studies show excess capacitv ranging from 25-50 percent. and after closure or 

realignment of 93 selections. there will still be excess capacitv. 
-Current Defense guidance requires that DoD divest itself of unneeded facilities. 
-The greater the amount of overhead expenses depot carries, primarily from large 

facilities and engineering support staffs, the less competitive that depot is. 
-Private industry in recent years has learned the hard way that to remain competitive 

and to control costs, they had to "rightsize" their facilities and workforces. 
DoD must also rightsize the organic depot system to achieve goal of providing 
cost effective depot maintenance. 

- ary consideration on publicfprivate workload issues must be impact on readiness. 
-Importance of obtaining depot maintenance at "best value" is second onlv to readiness. 
-Majority of R&D and new production work is already the domain of private industry 
-New manufacture and repairfoverhaul are fundamentally different and dollars available for 

repair will actually not be a major factor in preserving private sector 
designlengineering capabilities. 

-However, providing modification and upgrade work, and non-CORE maintenance work to the 
private sector, can be an effective element in broader defense industrial base policv-- 
this is especially true in shipyard work. 

-Task Force believes reducing infrastructure (closing depots) to support the COW 
requirements [40-50% of total depot maintenance activity) and putting rest of work 
out for industry competition is, in near- and long-term, bet approach. 

-Direct Labor Hour Rate: 
"The fully burdened cost per direct labor hour used as the basis for establishing 
stabilized rates for customers of depot maintenance. The direct labor hour rate is 
computed by dividing the sum of all labor, non-labor, and non material, direct, 
indirect, general, and administrative expenses, by the total number of DLH to be 
accomplished. 

-DoD organic depots incorporated into DBOF in FY 1991. 
-DBOF funding is derived from orders placed by customers (wings, divisions, etc.) 
-DoD establishes stabilized rates and locks in cost of organic depot maintenance by 

establishing composite rates per DLH during budget formulation process. 
-Use of stabilized rates protects against cost swings and insures customers pay. 

-Cost patterns can vary by commodity groups because of following: 
-nature of work itself--how labor intensive; is work done in large projects or small 

batches; does work require high levels of supplies, parts, and replacement 
components. 

-geographic considerations (basing and deployment schedules) 
-existing structure of overall U.S. industrial base 



-level of capital investment required to do the work 
-changing technology could cut requirements because of increased reliability 

-Within organic depots, customer onfers or direct reimbursable accounts finance all business 
expenses and industrial operations, including: 

-wages and salaries -depreciation charges 
-benefits to employees -transportation costs 
-disability compensation -fuel expenses 
-severance pay -parts and equipment 
-travel and per diem -ADP and telecommunications 
-material and supplies -facility and equipment repair 
-parts and components -facility maintenance 
-fire/police/securi ty -consultant services 
-accounting, personnel -headquarters costs 
-training and tuition -other engineering support 
-trash and snow removal -mobilization costs 
-minor construction -military labor costs 
-capital investments -other military related costs 
-utilities -non-business costs 
-subcontracting costs -host expenses (running the base) 
-rent and leases 

-What is funded through capital investment budgets? 

-new and replacement industrial plant equipment 
-tooling requirements 
-purchases of software and hardware for ADP/telecornmunications rqmnts 
-minor construction 
-pollution prevention and remediation equipment and related minor construction 

required to meet OSHA and EPA requirements 
-ENVIRONMENTAL RESTORATION IS NOT FUNDED THROUGH DBOF. 

-The primary things DBOF did: 

-cash management has been consolidated (collections and disbursements) 
-capital investment budgets added 
-accelerated full depreciation charges (straightline basis including MILCON) 
-inclusion of headquarters overhead costs 
THESE MOVED DEPOTS CLOSER TO PRIVATE SECTOR-TYPE STRUCTURE 

-Costs that exist in private sector that have no equivalency in military depots include: 
-profits -federal income taxes 
-cost of money -property taxes 
-state income taxes -casualty insurance 



-Factors that influence costs: 

-profits and taxes: private industry must make profit, and margins vary year to year. 
Average FY 1992 aerospace industry profit (for 23 companies) was 7.8%. Corporate income 
tax (34%) also impact cost. 

-subcontracting. private firms often subcontract and just pass on profit margins of 
subcontrators. Depots, on other hand, are multi-commodity, integrated facilities that have no 
need to subcontract. 

-Restrictions on RIFs. Congressional notification required if involves more than 50. 
Depots must retain people for which there is no available workload. 
Excess people are charged to overhead accounts until removed from payroll. 

-Non-maintenance missions: For depots, includes engineering design support, supply 
functions performed for other activities, military salaries for people not doing depot work 
(physical fitness, retirement ceremonies, parades); special studies 

-Government surveillance. MILSPEC 9858A quality assurance costs and cost of 
Defense Contract Management Command inspectors approving over and above work that 
exceeds original statement of work; inspection and approval process tends to shut down the 
job or production line, thereby increasing costs associated with down time. 

-Purchasing flexibility. Private sector procurement streamlined and uses just-in-time 
inventory deliveries--lower costs for materials and supplies. Depots must use the DoD supply 
system which is sometimes slow and includes surcharges to pay overhead costs of supply 
system. 

-Excessive infrastructure. Significant overcapacity in both sectors. Represent a drain 
on resources. Private sector can readily shed, through sale or other disposal, excess facilities 
and equipment no longer economical to retain. FOR DEPOTS. BRAC IS THE ONLY 

COURSE TO SHED UNNEEDED FACILITIES. 

-Organizational structure. Significant differences in how depots and private facilities 
organized. Original Equipment Manufacturers (OEMs) have large overhead staffs for 
engineering, R&ED, marketing, and other functions--they usually have highest overhead costs 
and are heavily facilitized. Military depots are also heavily facilitized and are large-scale, 
integrated facilities with capability and capacity for multiple commodities. At other end of 
spectrum, are private service companies that are specifically organized to have minimum 
overhead.--they do not retain large indirect staffs, have no large sunk costs in facilities and 
equipment that must be depreciated or amortized. 

-What goes into a depot's developing a bid--what are the bid preparation costs? 

-bid and proposal office staff, supplies 
-TDY costs 
-proposal team selection and kick-off meetings 
-receiving and reviewing the RFP 
-RFP questions 
-Bid conference 



-Bid decision process 
-Cost data gathering and analysis 
-Technical and cost document development 
-Make or buy decision process 
-Various team reviews 
-Finalization of proposal 
-Price review 
-Corporate board review 
-Document reproduction 
-Bid submission documentation 
-Responses to the seller support team review 

-Comparison of accounting systems--depots and private sector: 

Job order systems 
Depreciation 

Retirement Costs 

Bid Preparation Costs 
Cost Realism Checks 
Property Taxes 

Cost of Money 

Depots 
-No unique differences 
-Depreciate cost of 
plant facilities twice as 
fast as private 
-greater capitalization 

criteria 
-Does not fully account 
for unfunded retirement 
costs 
-No big differences 
Yes 
No, but does have BOS 

(roads, police, 
fire, etc.) 

-No long-term financing 

Private 
No unique differences 

-Does not fully account 
for unfunded retirement $ 

-No big differences 
Yes 
Yes, but gets breaks 

-Cost Comparability 

-Three levels in terms of overall cost competitiveness 

-Level 1 
-non-prime service contractors. Reduced overhead, minimal staffs, local tax 

incentives. Pursue contracts where substantial assets provided to winning bidder such as GFE 
or GOCO. Very cost competitive and beat out organic depots. 

-Level 2 
-Most depots. Inherent competitive advantage of not having to make a profit, 

pay taxes, or maintain large engineering and design staffs, make organic depots with moderate 
to relatively high capacity utilization rates very competitive. 



-Level 3: OEMs, They retain large engineering staffs, have R&D capabilities, and 
overhead structures. Need to make profit on sales. Least competitive when cost is primary 
basis for selection for maintenance and repair contracts. 

-Results of Contracts Analysis (28 contracts and over 105 bids mviewed to ID tmnds) 

-Total cost per DLH (Total contract cost divided by total # of DLH): Significant 
differences by commodity group. Variances between commodities greater than variance 
between public and private bidders. 

-DLH Estimates: Private bids differed from pubic bids from low of 3% to high of 
300%. Average private bidder exceeded public bidder by 103%. Wide range in private bids 
depending on commodity group. No such wide range in public bids. 

-Labor Rates (cost per hour for direct labor): Data indicates no particular pattern 
favoring public or private sector. Rates in local job market is driving factor. 

-Direct and Indirect Costs: Range was not large. Material costs not a significant factor 
in competitions. Public (44% direct/56% indirect); private (42% direct/58% indirect) 

-Profits: Large aircraft contracts (5-16%, averaging 12%); ground support equipment 
and small aircraft (4-lo%, average of 7%); shipyard (average 11%). 

-Total Price: For contracts won by public, private bidder prices exceeded winning 
public bid by range of 12-334%, with average of 94%. KEY FACTOR IS NUMBER OF 
DIRECT LABOR HOURS BID. 

-Competition 
-Current issue of Cost Comparability Handbook provides for 10 major cost 

adiustments which DoD believes helps level the plaviny field. These are: 

-Additions to public bids 
-state unemployment payments 
-unfunded civilian retirement 
-facility depreciation costs 
-casualty insurance 
-impact aid 

-Reductions to public bids 
-non industrial fund recurring costs (services provided as "host" at base) 
-military non-depot related costs 

-Knowledge of Market Opportunities 

-Industry says military decides what workload will be competed, providing an 
inherent advantape in ulanning and investment strate~ies. Services do not compete items 
widely seen on commercial market, but chooses rmlitary unique items, in smaller 
uneconomical units. Services explain this away by saying they have to be a smart buyer in 
the marketplace. 



-Qualification of Re~ai r  5ources and s~ecifications: Not really a factor. Industry says 
depots are source of expertise for development of source selection criteria, identification of 
statement of work packages, giving them unfair advantage. However, actual work 
specifications are not developed by depots, but by inventory control points or project offices. 
OEMs designed the weapon system, prepared the tech manuals, usually maintained the 
equipment in initial deployment, and developed the frequency of repair tables. 

-Consequences of non-compliance: Industry suffers severe consequences if it fails to 
comply--debarment, severe financial losses, maybe even going out of business. Organic 
depots not subject to the same penalties. Organic depots who suffer losses do, however, 
become a drain on vital resources for parent service. Depot that continues to experience net 
operating losses will encounter pressure from customers and superiors to cut costs. 

-Summary of industry concerns on cost comparability: 

-government has inherent advantages--not possible to have a level playing field 
-uncomfortable competing against primary client and customer--reluctant to complain 

because of damaging the fundamental customer-provider relationship 
-private sector says depots do not include all true costs 
-burdens imposed by government contract oversight places them at disadvantage 
-No adverse consequences when depots fail--private sector faces severe consequences 
-limitations and failings of DoD accounting system make accurate comparisons tough 

-Summary of Task Forre position on competitions: 

-public-private should be eliminated or minimized. 
-may not be possible to achieve a level playing field 
-Task Force believes paramount challenge is to downsize to only CORE required 
capacity, so that organic depots are not burdened with high cost of maintaining excess 
capacity. 
-AF position is that competitive advantage (ability to offer product at lower cost or 
provide better quality) and "best value" to DoD should determine disposition of 
workload. USAF argues that CORE should be DoD-specific and not service-specific, 
and that downsizing should be accomplished while minimizing cost by interservicing 
workloads to the most cost efficient depot regardless of owners service. 

-Work specifications and requirements: Following is typical pattern in military depot: 
-at time of acquisition, services also buy tech data package (drawings, parts list, etc) 

developed by OEM. 
--includes description of maintenance tasks to be performed, when, etc. 

-OEM typically maintains system for several years before transfer to military depot 
-During transition period, historic data base is generated 
-Historic data base, original maintenance standards are update. 
-Work specs and requirements and related processes are developed based on the 
engineering recommendations from OEM, and evolve from a combination of historical 



data records and formal improvement efforts--results become the standard method used 
in depot 

-Production Processes 
-Processes essentially same for military depot and private sector 

-initial inspection 
-disassembly and nondestructive tests 
-component or parts repair or replacement 
-frame or basic structural repair or buildup 
-reassembly and installation 
-test and evaluation 
-painting, or other final preparation 
-final test, inspection, and acceptance 
-packaging, shipping 

-Services maintenance depots expenses (FY93) (Percentages) 
USAF USA USN USMC 

NADEP SHIP 

Salaries 4 1 
Facility Repair 1 
Depreciation 2 
Utilities 2 
Equipment Maintenance 2 
Other Expenses 12 
Materials and Parts 34 
Contracts/Profess Services 4 
Capital Investments 2 
Transportation NA 

-Foreign Militaq Sales by DoD DBOF Depot (FY 93) (in millions) 

Army Maintenance Depots 
Army Ordnance Depots 
Naval Aviation Depots 
Naval Shipyards 
USMC Depots 
Naval Ordnance Stations 
Air Force Depots 

Total FY93 



-FY95 Budget Request DBOF Costs (in millions) 

Army Depot Maintenance Other 
Army Ordnance 
Naval Shipyards 
Naval Aviation Depots 
Naval Weapons Stations 
USMC Depots 
USAF Depot Maintenance 

Total 

-FY 95 Budget Request DBOF Capital Investments 
FY94 FY95 

Army Depot Maintenance Other 106.2 50.2 
Naval Shipyards 89.7 52.0 
Naval Aviation Depots 19.6 8.0 
USMC Depots 5.6 3.6 
USAF Depot Maintenance 143.7 53.4 

-Total Capital Investments at Depots (in millions) 
FY 90 FY91 FY92 FY93 FY94 FY95 

Major Construction 
USAF 55 37 17 32 43 8 
Army 9 17 16 26 1 2 
USMC 0 4 2 4 0 0 
NAVAIR 0 15 11 0 0 0 
NAVSEA 51 87 40 28 32 11 



CORE WORKLOAD 

-Core is organic depot maintenance capabilities that exist in government depots and shipyards 
-Core is needed to assure readiness and sustainment related to JCS scenarios are met 
-Services will preserve CORE capabilities with minimum infrastructure 

-capacity beyond that needed for CORE used only for last source of repair 
and cost control workload 

-Primary workloads assigned to depots in support of core capabilities should be maintenance 
of weapon systems included in JCS scenarios. 
-Core is skills and competencies, not work on specific weapons systems 

-not necessary that specific contingency weapon system workload be retained, but 
rather that a capability relevant to that weapon system be preserved. 

-Core is capability to support, not the maintenance of the specific weapon 
-Clear implication is that mission-essential equipment can be maintained by private 

sector contractors without violating the assumptions underpinning core. 
-Requirement for core tied directly to threats in contingency scenarios approved by JCS 

-maintenance capabilities not tied to scenarios are not core 
-Reduction in rangelintensity of scenarios should result in drop in core 
-Depot capacity maintained to support core should consist of no more than minimum 

assets needed to preserve those capabilities 
-depots and shipyards exist to maintain weapons, not upgrade them 

-major alterations belong in the private sector and are not core 
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AUSA BACKGROUND BRIEF 

DEPOT MAINTENANCE 

EXECUTIVE SUMMARY 

Continuing defense budget cuts and the resulting decrease in acquisition funds have led to an 
increased pressure to reduce the number of service-operated depots and plants and to limit the 
maintenance workload at Army facilities. A 1993 Joint Chiefs of Staff (JCS) study on depot 
maintenance concluded that the existing Department of Defense (DoD) depot capacity exceeds future 
requirements and that there is a need to streamline and consolidate the existing depot base. 

Many private companies view depot maintenance activities as an alternative opportunity to 
sustain their own production and research capabilities at a time when military procurement is severely 
limited. In their view, shifting most of the depot maintenance workload to private industry is the best 
way to preserve a viable sector of the industrial base. 

The services believe that it is important to retain a core depot-level maintenance support 
capability to reduce operational risks by providing ready and controlled resources to respond to 
contingency requirements and provide a basis for surge mobilization. 

The congressional "Depot Caucus" has consistently supported the military depot maintenance 
system and has opposed attempts by DoD to divert more maintenance and repair work to the private 
sector. 

The 1995 Defense Base Closure and Realignment Commission is sure to play a major role in 
determining the future of many Army depot facilities. 

ISSUE 

How much and what types of core capabilities should be maintained in Army arsenals, depots and 
plants to meet peacetime and emergency needs, and at the same time provide a mobilization base? 

BACKGROUND ' 

The Army's arsenals, depots and plants have always played important roles in developing and 
maintaining weapons and other equipment, as well as supplying many of the basic weapons needed 
by the Amy. The first of these, Springfield Armory in Massachusetts, was established in 1777 to 
support the Continental Army. 



that all depot-level maintenance activities be consolidated under a single authority. The study 
contained a particularly significant and controversial observation pertaining to the future of govern- 
ment depots: "We recognize that full contracting out of depot maintenance functions to commercial 
industry is also along term possibility." However, this comment was tempered by the acknowledgement 
that "with the elimination of organic depot capability, there is a distinct probability that the 
commercialization process would become a sole source environment with potentially higher costs." 

In 1993, DoD announced that it intended to establish several "pilot" acquisition programs that 
would include the responsibility for depot-level maintenance support as part of the procurement 
package. However, attempts by DoD to move in this direction have been resisted, at least for the time 
being, by the congressional "Depot Caucus." The House version of the FY 1994 Defense 
Authorization Bill (H.R. 2401) contained a provision prohibiting the Secretary of Defense from 
authorizing long-term depot-level maintenance by nongovernment personnel. This provision was 
modified during the HouseISenate conference to a "Sense of Congress" (Section 345, Conference 
Report on H.R. 2401) that an appropriate amount of depot maintenance and repair on new weapons 
systems be assigned to government facilities in order to maintain the critical depot-level capabilities 
of DoD. 

Depot Maintenance Controversy 

Depot-level maintenance accounts for approximately $13 billion of the defense budget for Fiscal 
Year 1994. Most of this $13 billion goes to government depots. The Army's share of this is 
approximately $1.3 billion. 

Depot maintenance includes overhaul and rebuild, modifications, conversions and upgrades to 
extend service life of systems. Under the current provisions of law (10 U.S.C. 2466), DoD is 
prohibited from contracting out more than 40 percent of depot workloads to the private sector. 

Although some depot work may be too specialized, or too low in volume to be performed 
economically in the private sector, the prevailing industry view is that government facilities and work 
forces are being protectedin a time of general defense downsizing at the expense of the private sector. 
Industry advocates contend that it would be more beneficial to the industrial base to shift a greater 
share of the work to the private sector in order to sustain the research, development and production 
capabilities that are not usually available in depot facilities. 

Industry representatives are strongly opposed to a statutory limitation on the amount of repair 
and maintenance work that can be performed by private industry. They also believe that military 
facilities are taking work away from the private sector by competing with private industry for 
maintenance work from the other services. It is their contention that making +em compete with 
depots for the limited workload available to private industry is unfair because of the differences in 
private sector and government cost factors that are considered in the competitions. 

The services all believe that there is a need to retain some core depot maintenance capabilities 
in government facilities in order to provide the rapid response needed to meet requirements in 
emergency situations andcontingency deployments and that elimination of all organic depot capability 



Defense Base Closure and Realignment Commission 

There has been a significant reduction in the DoD depot structure as a result of the last three 
rounds of the Base Closure and Realignment Commission. So far, DoD has reduced its maintenance 
depots by almost 30 percent. 

During the 1993 round of base closing hearings, some private companies campaigned before the 
commission to add some depot maintenance facilities to the base closure list because the repair 
workload could be transferred to private plants. There were indications that members of the 
commission were receptive to the argument that diverting work to private industry by closing 
government facilities would be a viable approach to maintaining the private sector industrial base. 

At one of the final base closure hearings, the commission chairman stated that it was his opinion 
that Air Force maintenance facilities were clearly superior to Army and Navy facilities. This statement, 
coupled with ever-increasing pressure from private industry, could well mean that during the 1995 
round of base closures/realignments, more Army depots will be vulnerable to closure or realignment 
action. 

CONCLUSIONS 

The Army and the other services need to retain an organic depot-level maintenance and repair 
capability in order to provide essential, responsive support for military operational requirements 
during contingency and emergency operations. However, the services must realistically establish the 
required minimum core capabilities and workload levels they need to meet military requirements 
during peacetime and emergency situations. 

Determining the required core capabilities and the proper allocation of capabilities and the 
distribution of workloads between government depots and private industry will certainly be the most 
challenging issue facing the Defense Depot Task Force. While overall cost-effectiveness consider- 
ations must be a major factor in its determinations, the need to support and preserve critical research, 
development and production capabilities in the civilian industrial base and, at the same time, retain a 
core depot capability cannot be ignored. 

The congressional Depot Caucus will continue to be amajorplayer in any actions to consolidate 
and close government depots or to divert a larger share of depot-level maintenance to the private 
sector. Clearly, unless the members of the Depot Caucus are satisfied that the defined core capabilities 
are reasonable and sufficient, there is little chance that the present allocation of workload between the 
government and private sectors will be changed. 

The 1995 Defense Base Closure and Realignment Commission is almost certain to consider 
Army arsenals and depots as candidates for closure, even if they are not included in the Secretary of 
Defense's list of bases recommended for closure. 

(ThisBackgroundBrief was prepared by Lieutenant Colonel Austin E. Miller, AUS Ret., an Institute 
of Land Warfare Research Fellow, and the ILW Staff.) 
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Hz. Chairman and Yernbers of the Subcommittee: 

I am pleased to be here today to discuss several defense depot 

maintenance issues. DOD annually spends about $15 billion for 

depot maintenance, modifications and upgrades to support aircraft, 

combat vehicles, wheeled vehicles, ships, and other equipment. For 

a variety of reasons, DOD is downsizing and must consider how to 

cost effectively acquire needed depot maintenance activities while 

supporting industrial base needs in both the public and private 

sectors. Recognizing that excesses exist, there are differing 

views on how the workload should be allocated. At the heart of the 

current debate are questions regarding how much workload should be 

retained in the public depots as "core" capability, whether a 

service should be allowed to have its own core capability, and how 

the remaining non-core workload should be allocated among the 

public and private sectors. 

As you requested, my testimony today will address the following 

issues : 

-- the share of DODts depot maintenance program spent in the public 
and private sectors; 

-- the use of public-private competition as a tool for allocating 
depot maintenance workload; 



- -  obser- ati ions o n  the G e f  e n s e  S c i e n c e  aozzd Zepcc Maiztenance T a s k  

Force findings and r e c a n . m e n d a t i o n s ;  and 

-- DOD's transfer of employees, workload, equipment, and facilities 

at closing maintenance depots. 

Before I discuss specifics, let me provide a summary of our views 

on these issues. 

First, the amount of funding going to the private sector is much 

higher than reported. In recent years, statistics reported by DOD 

indicate that the mix of funding between the public and private 

sectors was 65 percent and 35 percent, respectively. However, all 

data has not been collected and reported uniformly by the services. 

While a precise estimate is not possible, it appears at least half 

of the depot maintenance funding currently goes to the private 

sector. 

Second, while we have concerns about implementation of public- 

private competition, and while the amount of savings are difficult 

to quantify, we believe the program can reduce depot maintenance 

costs. Similarly, while industry representatives believe the 

program is inherently unfair and want it to be terminated, DOD has 

made progress in making the competitions fair. We do not at this 

time see sufficient evidence for terminating the public-private 



competitian pr ;gram.  Xe bei ;sy /a  it s h o u l d  conLinu2 :J be an option 

for allocating vork  when it is Likely to resul: in reduced costs. 

Third, while we support many of the task force findings and 

recommendations, there are areas where we differ. In particular, 

we agree there is a need to identify a rational maintenance core 

policy, but we believe, as DOD does, that this should be done on a 

DOD-wide basis rather than a service-specific basis. Additionally, 

we believe the allocation of non-core workload should be based on 

cost effectiveness--unless there are overriding circumstances, such 

as industrial base considerations. 

Lastly, at this time none of the maintenance depots identified for 

closure have closed. DOD appears to have an effective program in 

place to assist employees in finding alternative employment, 

although some workers may not be able to get a job with comparable 

pay. There are some concerns about other aspects of closing the 

depots. 

BACKGROUND 

Depot maintenance activities require extensive shop facilities, 

specialized equipment, and highly skilled technical and engineering 

personnel to perform major overhaul of parts, completely rebuild 

parts and end items, modify systems and equipment by applying new 

or improved components, manufacture parts unavailable from the 



private s e 1 2 E 3 r  tnat a r e  needed r'2r ~ezf';\rm~nq de9cc  maintenance 

activities, and pr3vide technical assistance by f ~ 2 l d  teams at 

operational units. A t  the beginning of t h e  Base Closure and 

Realignment (BRAC) process, DOD was performing depot maintenance 

operations at 35 of its own major depots' and thousands of 

contractor facilities. With full implementation of currently 

approved BRAC decisions, the number of DOD depots will be reduced 

to 24. Reductions are also taking place in the private sector. 

However, even after planned closures, there will still be excess 

capacity in both sectors that must be addressed. 

Due to threat changes, new war-fighting plans, budget reductions, 

and decisions to close excess facilities, DOD has been faced with 

the critical issue of how to determine the appropriate size of its 

industrial base in the post cold war era. At the heart of this 

issue is the controversy over what is the proper workload mix 

between public depots and private contractors. Attempts to 

"rightsize" the industrial base have been made through legislation 

that established percentage workload goals and through programs for 

competing maintenance workloads between the public and private 

sectors. Because of the interest and, at times, opposing views on 

how DOD should handle the industrial base issue, Congress directed 

DOD to establish a defense and industry task force to "assess the 

overall performance and management of depot-level activities of the 

'A major DOD maintenance depot is defined as a facility employing 
more than 400 personnel in depot maintenance. 



Department of Cefanse. " Sltct~on 34 1 of the Nat~sna: 3efenss 

Authorization Act for Fiscdi ?ear 1991' required a report by April 

1, 1994. The ensuing Defense Science Board Task Force on Eepot 

Maintenance Management included a large group of senior 

representatives from both industry and government. The Deputy 

Secretary of Defense submitted the task force report to Congress on 

April 7, 1994. 

REPORTED PRIVATE SECTOR SHARE OF DEPOT 
MAINTENANCE FUNDS IS UNDERSTATED 

Statutory and regulatory provisions have been used to address the 

mix of maintenance workload between the public and- private sectors. 

For example, 1974 legislation established a specific dollar value 

mix for the alteration, overhaul, and repair of naval vessels. 

Since then, workload allocation decisions have been influenced by 

percentage goals found in DOD guidance and legislative mandates. 
-1 

DOD Directive 4151.1, "Use of Contractor and DOD Resources for 

Maintenance of Materiel," directed the services to plan for not 

more than 70 percent of their depot maintenance to be conducted in 

service depots in order to maintain a private sector industrial 

base. A 1992 amendment to 10 U.S.C. 2466 prohibited the military 

departments and defense agencies from contracting out more than 40 

percent of their depot maintenance work to the private sector. 

'P.L. 103-160, Sec. 341, 107 Stat. 1547, 1622 (1993). 



For fiscal years 12.35 thrf2ur;n ! ? 3 2 ,  DO@ rsporr,s(=! t n a t  a e p c ' t  

maintenance expenditures were split betxeen the public and private 

sectors about 65 percent and 35 percent, respectively. However, 

our work shows that the private sector more likely receives over 50 

percent of the DOD depot maintenance budget. We found that a 

portion of the monies expended on the maintenance workload assigned 

to the public sector ultimately is contracted out to the private 

sector for parts and material, maintenance and engineering 

services, and other goods and services. However, as currently 

reported, these monies are included in calculating the public 

sector's share of depot maintenance expenditures. Additionally, 

some types of depot maintenance activities, such as interim 

contractor support, are not included in previously reported 

statistics. We also noted inconsistencies in how the services 

collect and aggregate data to develop DOD's report to Congress on 

the public and private mix for depot-level maintenance. 

While a lack of uniform and complete data prevented us from 

precisely quantifying the public-private sector mix, we found 

several indications that at least 50 percent of the funds 

ultimately 'go to the private sector. For example, Army Materiel 

Command data indicates that about $437 million of the $1.2 billion 

expended by Army depots in fiscal year 1993--about 31 percent--went 

to the private sector. About 21 percent of the dollars expended by 

the Army depots went to buy parts and material and about 10 percent 

for other goods and services. If these expenditures are added to 



the amount  of d e p c t  maintsnance funds spent d i r e c t l : ~  in t h e  pri.~ate 

sector, w e  estimate that a b o u t  58 percent of  the  .Arnyls depot 

inaintenance budget is spent in the private sector. 

We also found that about 43 percent of the Air Force Materiel 

Command's $ 4 . 3  billion depot maintenance dollars in fiscal year 

1993 went to public depots (excluding parts and other goods and 

services acquired from the private sector), while about 57 percent 

went to the private sector. Although we tried to obtain data from 

all Navy shipyards on fiscal year 1993 expenditures in the private 

sector, we received data from only one shipyard. Portsmouth Naval 

Shipyard reported that $81 million of its $399 million expenses for 

that year went for material and various other goods and services 

contracted with the private sector. Thus, the private sector 

received about 20 percent of that shipyard's operating expenses for 

fiscal year 1993. 

The task force report found that the public-private ratio becomes 

nearly 50-50 when dollars spent at public depots for parts and 

components--but purchased from the private sector--are included as 

part of the private sector's share. If included, other goods and 

services procured from the private sector would increase the 

private sector's share above 50 percent. 

If Congress continues to be interested in quantifying the 

expenditure of depot maintenance funding in the public and private 



sectors ,  i t  may w i s h  t~ ccnsiler r e q u i r i n g  DOG t o  r e v i s e  t h e  manner 

i n  which i t  collects, aqgregates, a n d  r e p o r t s  the  data. 

PUBLIC-PRIVATE COMPETITION AS A TOOL FOR 
ALLOCATING DEPOT MAINTENANCE WORKLOAD 

There is disagreement about using public-private competition as a 

tool for allocating depot maintenance workload. This program is 

quite new, except for its use in competing ship repair. 

DOD's public-private competition program, which began in 1985 when 

Congress authorized the Navy to compete shipyard workloads between 

the public and private sectors, is carried out under various 

legislative authorities. The 1985 DOD Appropriations ~ c t ~  directed 

the Navy to test the feasibility of using competition between 

public and private shipyards as the basis for awarding a portion of 

the ship overhaul and repair workload. Although the House and 

Senate Committees on Armed Services initially opposed expanding the 

competition program to the other services and Navy aviation 

activities, the National Defense Authorization Act for Fiscal Year 

1991 provided for a pilot competition program. Section 314 (b) of 

the National Defense Authorization Act for Fiscal Years 1992 and 

1993~ authorized a new pilot program through fiscal year 1993. The 

pilot program limited the amount that could be competed to four 

percent of the total depot maintenance program. Arguing that DOD 

- 

3 ~ . ~ .  98-473, 98 Stat. 1904, 1907 (1984). 

'P.L. 102-190, Sec. 314, 105 Stat. 1290, 1336 (1991). 
*% - --- - 
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could achiev{e si~nlficant s a V ~ i 2 g s  By ex?anding t h e  public-private 

competition program, DOD officials requested that limitations on 

the pilot program be removed. Section 354 of the National Defense 

Authorization Act for Fiscal Year 1993' repealed the requirement 

for the pilot program--clearing the way for DOD to expand its 

competition program.' 

Table 1 provides summary information on workloads awarded to the 

private and public sectors for the 302 competitions that were 

awarded as of December 31, 1993.' Of these, 202 competitions were 

for the repair of Navy surface ships and submarines. Of the 

remaining 100 competitions, the Air Force conducted 34; the Army 

35; the Navy 24; and the Marine Corps 7 .  

'P.L. 102-484, Sec. 354, 106 Stat. 2315, 2379 (1992). 

'A more detailed history of the public-private competition 
program was provided in correspondence to the Chairman, 
Subcommittee on Defense, Senate Committee on Appropriations 
(GAO/NSIAD-93-292R, Sept. 30, 1993). 

'~avy ship awards are included through March 31, 1994. 





Public shipyards a l s o  contend zna: t hey  aze no L~nqer compet i t i71e  

b e c a u s e  t h e y  are now required 50 bid full costs, xnereas private 

shipyards are not so restricted. During the first few y e a r s  of the 

competition program (fiscal years 1985 to 1987), public shipyards 

were not required to bid full costs. That is, if overhead costs 

were covered by noncompeted work, public shipyards could bid the 

variable costs of the proposed additional work. The National 

Defense Authorization Act for Fiscal Year 198g8 required that 

public shipyard proposals in public-private competitions include 

full costs to the government. 

We have been asked to look in more detail at the ship and submarine 

competitions. As a part of our ongoing work, we compared the 

historical costs of competed submarine repairs in both the public 

and private sectors. We found that the average cost of performing a 

competed submarine workload in public shipyards during fiscal years 

1988 through 1993 was.less than the average cost for competed :,. -' ,st2 :q7 >rC; * \ 

*-- 

workloads over the same period, even though private yards had bid 

lower. 

The private sector won only one of the seven Marine Corps 

competitions. Forty-three percent of the 35 Army competitions went 

to the private sector--but the dollar value was split about in 

half. The private sector won 42 percent of the Naval aircraft and 

'P.L. 100-456, 102 Stat. 2054 (1988). 



component repair ccmpecitions--repr?ssnting 23 p e r c 5 n t  of the 

dollar value of naval aviation competrtions. 

The Air Force is a strong advocate of public-private competition 

and its depots have been very successfu~ in winning competitive 

awards. Air Force depots have won 21 of the 34 Air Force 

competitions--representing workload valued at $232 million, or 78 

percent of the total value of Air Force competition programs 

awarded as of December 31, 1993. The Air Force reported that 

awarding these workloads to the next lowest bidder would have 

increased costs by $108 million. An Air Force depot also won a $61 

million Navy depot maintenance competition for the F/A-18 aircraft. 

The Air Force wants to expand its public-private competition 

program. Because of questions over whether the Air Force 

competitions are fair, I am focusing many of my comments today on 

our analysis of this program. 

To gain further insights into the Air Force's competition program, 

we examined the 28 competitions in which the Air Force bid on a 

workload. We analyzed 134 bid proposals submitted for these 

competitions. The difference between the winning bid and the 

highest losing bid exceeded 300 percent in several competitions. 

Losing bids ranged from 9 percent less to 496 percent more than the 

winning bid. In competitions won by the public sector, private 

offerors* final bids averaged 150 percent greater than the winning 

depots' bids. 



Noting the la;ge percentdqes by x n l ~ h  . A i r  F 9 r c e  iepOtS ware winning 

many of their competitions, private isstor companies--particularly 

original equipment manufacturers that have higher overhead costs 

and are more heavily facilitized than service-oriented companies-- 

believe this is because the Air Force depots are not including all 

their costs. When we questioned Air Force officials about the 

reasons for these variances, they noted that industrial 

improvements to Air Force depots during recent years have 

contributed significantly to efficiency and productivity. For 

example, one Air Force depot we visited had reduced the number of 

hours required to accomplish programmed depot maintenance tasks by 

applying state-of-the-art equipment, tooling, and processes. These 

included robotic media blast technology to remove paint from 

aircraft surfaces and a more efficient industrial production line. 

We noted in comparing proposals for several competitions that 

bidders appeared to interpret differently the tasks required to 

accomplish the work. Air Force officials acknowledged the 

difficulty in writing a precise statement of work for maintenance 

competitions and conceded that,as a result, bidders often had 

widely varying interpretations as to the tasks required and the 

time needed to perform them. Air Force depots that have maintained 

the equipment previously may better understand what is actually 

required. Contracting officers said that the difficulty in writing 

a precise statement of work also adversely affects repair 



cornpe t lE ions  rs5Lr:cred iJ tne p r L ; a t a  3~cLor--frsquently leading 

to contract revisions and cost overruns. 

In two competitions, the Air Force bid the lowest cost, but cost 

comparability adjustments3 to its bids increased the evaluated 

prices, resulting in the awards going to private sector bidders. 

We observed that, over time, the relative significance of cost 

comparability adjustments has increased. For the first half of the 

competitions, Air Force depots' bids were adjusted upwards for 

comparability an average of 3.5 percent of the amount bid. In 

contrast, adjustments for the second half averaged 7.6 percent. As 

additional comparability factors were added, their share of the bid 

prices increased. 

In the 60 proposals we reviewed where data on labor hours were 

provided, the most significant cause for the difference between the 

winning and losing bids was the number of direct labor hours 

proposed. Winning offerors bid an average 77 percent fewer labor 

hours than the losing offerors. On average, the closest competitor 

bid 32 percent more hours than did the winner. We reviewed Defense 

Contracting Audit Agency reports on some of these competitions as 

'TO level the playing field between public and private sector 
bidders, DOD uses comparability factors to reflect cost elements 
not included or fully included in the proposed bid prices. For 
public sector bids, comparability factors are used to account for 
elements not included in the end-item cost that is charged the 
customer but are paid for by other appropriation accounts. These 
factors include such items as unfunded civilian retirement 
liability, unemployment compensation, and military support costs. 



well as the cost-real~sm a n a l y s ? s  perisrned by the procuring 

activities. The Air F o r c e  depo ts '  estimates f a i  labor hours w e r 5  

reviewed and the final estimates accepted as reasonable. 

Nonetheless, it is not possible to determine if the performing 

depots will accomplish the work for the labor hours bid until 

actual performance data is available and evaluated. This analysis 

shoul'd be facilitated by the Air Force's implementation of a Depot 

Maintenance Performance Tracking System. However, post award 

contract administration performed by the Defense Contract 

Management Command and independent post award audits would also be 

helpful in evaluating the results of these competitions. 

OBSERVATIONS ON DEPOT MAINTENANCE 
TASK FORCE REPORT 

You asked that we comment on the findings and recommendations of 

the task force report provided to Congress on April 7, 1994. We 

have not reviewed the report in depth, and are focusing our 

comments on the task force recornmendatlons that (1) core be 

implemented as service-specific; (2) selected non-core workload be 

allocated to certain capabilities in the private sector, and the 

remaining non-core workload competed in the private sector; and (3) 

public-private competition be eliminated. 

In transmitting the report to Congress, the Deputy Secretary of 

Defense generally agreed with the task force recommendations, 

except for the recommendation that core should be service specific. 
-.. 
.I 
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The Deputy S e c r s t a r y  n o t 4  that core x i 1 1  be DOD-wide, thus 

providing greater f12xibility in eliminating duplicate resources, 

increasing interservicing, and implementing efficiency measures. 

Service versus DOD Core 

DOD established a methodology for determining the capabilities 

needed to maintain mission essential weapon systems--referred to as 

core workload--to be used in the Joint Chiefs of Staff contingency 

scenarios.'O Core capabilities and requisite workloads, by 

definition, are generally to be maintained in DOD depots, although 

some core capability could logically exist outside of DOD depots-- 

in the private sector. 

The task force found that readiness responsibilities contained in 

law require service depots to provide service core 

responsibilities--rather than relying on another service's depot 

for this support. Task force members found that current DOD policy 

was not definitive on the issue of whether core requirements should 

be service specific or consolidated as DOD core. The majority of 

the task force held the position that core should be service 

specific, and commented in the report that "such an approach is 

essential to support military service title 10 readiness 

' O A ~  the direction of Office of the Secretary of Defense (OSD), 
each service used the approved methodology to compute its core 
depot maintenance requirements. OSD is now reviewing the 
results, but has not yet approved the core workloads. 



responsibr1izies. " - -  Soncag t r?a l l : i ,  u r . c r r  a s a r - i ~ z e  c o r e  cancept, 

each service u o u l d  be allowed to retain its Gun zor? workload. 

Non-core workload rould then be transferred to the Srivate sector, 

either allocated or competed. The Air Force did not agree with the 

majority opinion. Air Force officials noted that core should be 

established and maintained in the most cost-effective and efficient 

public depots; thus, it should be based on a DOD-wide rather than a 

service-specific basis. 

The task force concluded that, in implementing the core policy, 

excess capacity in the depot system should be eliminated. However, 

the task force indicated that substantive challenges existed in 

transitioning the current DOD depot infrastructure to one based on 

the core concept and that conflicts with the current direction will 

arise. For instance, the task force suggested that ongoing efforts 

to consolidate the depot maintenance of tactical missiles at one 

depot may be inconsistent with industrial base issues-- including 

the core concept. 

We support the task force's findings and recommendations for 

implementation of a rational core policy, but disagree that the 

core must be service specific. Assessing and maintaining the 

"DOD activities are required under title 10 to "maintain a 
logistics capability ... to ensure a ready and controlled source of 
technical competence and resources necessary to ensure effective 
and timely response to a mobilization, national defense 
contingency situations, and other emergency requirements". 10 
U.S.C. 2464(a). 



health of t h e  t J t a i  SCD indus:riaL bas? is a k e y  :isue facing the 

country as funds are decrsasing for both x e a p o n s  grzduction and 

maintenance. irnpiementing a rational DOD policy on core is an 

essential step Lor developing an effective Strategy for allocating 

depot maintenance workload between the public and private sectors. 

We believe core requirements should be defined by ~ a c h  service. 

However, we find no persuasive argument that the performance of the 

core workload should be performed in a service-s2ecific depot. 

Prior DOD directives defining core requirements nave clearly noted 

that core workload could be assigned to any DOD component. 

Defining core on a DOD basis encourages the potential benefits of 

increased consolidations and interservicing within the DOD depot 

maintenance system. Interservicing involves transferring work on 

comparable systems to the depot of another service to take 

advantage of economies of scale and to avoid the cost of 

maintaining unnecessary duplicative capabilities. Since as far 

back as 1958, the Congress, GAO, and internal DOD studies have 

repeatedly pointed out that (1) the military services accomplish 

much less interservicing than they can and should and (2) this 

condition exists primarily because of service paro~hialism.~~ In 

June 1990, the Deputy Secretary of Defense called for increasing 

 his point was well chronicled in our testimony, "Depot 
Maintenance: Issues in Manauement and Restructurinu to Support a 
Downsized Militarv", (GAO/T-NSIAD-93-13, May 6, 1993). House 
Committee on Armed Services, Subcommittee on Readiness. 
7 
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the amount oC interser7Jlcinq 50 at iaai: i J  percenz by 1 9 9 5 .  

Bet-~een fiscal years i990 and 1 9 3 2 ,  DCD increased :he amount'of 

interservicing from about 5 3 0 0  to about $ 4 6 0  millian, despite 

significant reductions in the services' depot maintenance programs. 
- d 

  his represents 3;s percent of the depot maintenance work in fiscal 
/ 

year 1990 and -r,66ercent in fiscal year 1992. 

As indicated by the following examples, current workload planning 

suggests that the amount of depot maintenance work interserviced 

will continue to rise over the next few years. The A m y  estimates 

that it will interservice about $25 million annually with the Air 

Force as a result of public-to-public competitions. Likewise, the 

Navy plans to interservice about $61 million with the Air Force for 

repairs of some of its F/A-18 aircraft. In addition, DOD plans to 

consolidate tactical missile maintenance at the Letterkenny Army 

Depot. In 1993, the Joint Chiefs of Staff Depot Consolidation 

Study noted that there are many more opportunities to reduce DOD 

maintenance costs through increased interservicing. That same 

year, the House and Senate Committees on Appropriations encouraged 

additional interservicing, noting that interservicing should be 

taken into consideration during the 1995 BRAC pro~ess.'~ 

" H. Rept. 254, 103d Cong., 1st Sess. 61-62 (1993) S. Rept. 
153, 103d Cong., 1st Sess. 35 (1993) (Reports accompanying H.R. 
3116, Dept. of Defense Appropriations Bill, 1994). 

1 - @  
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The task force also rsccmmended that COD allocate sel2cted non-core 

workload to private sector companies to help preser-~e needed 

private sector industrial base capabilities. The intent of this 

recommendation appears to be to target workload (most likely for 

applying modifications and upgrades) to manufacturing companies 

that, because of their overhead and production-oriented facilities, 

are not likely to be competitive with public depots or with other 

private sector companies that concentrated on repair and overhaul. 

Once direct allocations are made, the remaining non-core workload 

would be competed within the private sector. The task force did 

recognize that by exception, some non-core workload will invariably 

fall to the public depots because the private sector will not or 

cannot compete. The task force may have been overly optimistic in 

its views that most of the remaining non-core workload can be 

competed in the private sector. In view of the amount of sole- 

source contracting used by the services in acquiring depot 

maintenance services and the difficulties likely to be faced in 

contracting for workload that includes many individual items in few 

quantities, with infrequent and uncertain repair requirements, we 

believe that the amount of workload that can be successfully 

competed may be far more limited. 

We generally agree with the task force's position that, as an 

industrial base issue, DOD may want to help preserve critical 



.:apacr~ltieS ~3 Er ie  FZl'JatS 3 2 , : : ; Z  .-+-t.Y C!,r2c: aii;c:atior,s o f  

maintenance uor!<l$3ad. :n t h c s ?  s~tuatlsns --ner? a p c l ~ . z y  decisisn 

is made that research and d e v e l o ~ r n e n E  and Srocuremenc dollars are 

insufficient to maintain a defense contractor that is esssntial to 

the industrial base, other sources of funding must be made 

available for that purpose. However, like public-private 

competition, increased use of the private sector for maintenance 

support is a controversial issue because, as the DOD industrial 

base is downsizing, both sectors are seeking work traditionally 

done by the other, and as operations and maintenance dollars are 

shrinking, operational commanders are looking for the least costly 

source of obtaining required maintenance services. 

Advocates for increased private sector involvement argue that 

"critical" production skills must be maintained and that a shift 

toward the private sector would help sustain the production base 

during a period of much reduced weapons procurement. They also 

argue that the private sector can provide depot maintenance at 

lower costs than the public sector. In contrast, opponents to 

increased private sector involvement contend that the private 

sector already designs and manufactures the kits used in system 

modifications and upgrades. They note that contracting with the 

private sector for the application of modifications is not likely 

to add significantly to maintaining design and production 

capability in the private sector. They also believe that applying 

modifications and upgrades in public depots at the same time other 



3 o p o t  oa; :z i ."d~~e i c ; <  . r e  redu i -+ j  z.:e a m o u n -  a f  - - 
time wcapcn s- is terns are :us  2 2 3 ? r - r c e ,  e l ; r n i n a ? ? s  3 u p l L c a t l . 1 ~  

t a s k s ,  and decreases ovnrall 1 ~ s ; ~ .  

We believe the marginal amount of funding that xould be available 

to the private sector is likely to have little impact given the 

overall industry size. Consequently, increasing the amount of 

maintenance work available to the private sector is likely to have 

little significant impact on maintaining research and development 

and production capability in the private sector unless the funding 

is targeted. For fiscal year 1993, DOD spent about $15 billion for 

depot maintenance operations, including modifications and upgrades. 

Based on our projections, 50 percent of these dollars may already 

go to the private sector. In reality, in an industry where prime 

defense contractor awards in 1993 were $131 billion dollars,14 it 

is not likely that contracting some portion of the remaining $15 

billion would make a significant impact unless targeted via direct 

allocation rather than being competed. 

The task force did not address the determination of how selected 

non-core work should be directed to the private sector and in what 

amounts. These could be very volatile issues and, given the 

limited amount of funding that is likely to be available for this 

purpose, it will be essential to specifically identify those 

''~e~artment of Defense Prime Contract Awards Bv State, Fiscal 
Year 1993. DOD, DIOR/P09-93/02(Washington, D.C.: GPO, 1993), 
p.2. 
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r L  - 3:s 3scz;r ;iner? ,lepot industrial :aFasiL~ti+s 2 2  ::e - - ' . .  

maintenance x n r k l ; a d s  s h o u l d  be direccad :- iupFort overall 

industrial base needs. Like Cne public sectlr, furzher reductions 

in excess capacity for production in the privzate sector will be 

necessary. Therefore, if cerzain capabilities need to be preserved 

in the private sector, rational policies and procedures are needed 

that will identify what maintenance workload allocations should be 

directed to specific companies for industrial base considerations, 

without regard to whether or not the work could be done more 

cheaply by a public depot or another commercial company. 

Additionally, we are concerned that a policy of turning over the 

remaining non-core work to the private sector could conflict with 

the long-standing policy of awarding work to the most cost- 

effective provider. The latter policy is endorsed in 10 U.S.C., 

section 2462, and by Office of Management and Budget (OMB) Circular 

A-76 which, in principle, provide that DOD should rely upon the 

private sector for supplies and services whenever the private 

sector is less costly than the public sector. A recommendation to 

offer all non-core workload to the private sector without a 

determination that the work can be done more cheaply in the private 

sector appears to conflict with this approach. In our opinion, DOD 

should generally analyze the non-core workload to deternine cost- 

effective buys. Public-private competition is not the only vehicle 

for this analysis. Other mechanisms are available such as OMB 

Circular A-76 cost comparisons and the decision-tree logic found in 



DCD D i z ~ c t ; . i %  115 1.  :, "I;s+ 3 :  3:r.:z33C,3r 3nd COG 3 e s o u r c e s  For 

Yaintsnancs cf Yater ie l"  . 

ELININATION OF DEPOT YIAINTENANCE 
COMPETITION BETWEEN SECTORS 

The task force envisioned that, with sizing to core requirements, 

the need for public depots to compete for maintenance work would be 

eliminated. The task force r~cognized that certain situations 

could occur where public-private competition would be necessary. 

The task force report provided little insight regarding how much of 

DOD's non-core workload can realistically be contracted out more 

cheaply than it can be done in-house given considerations such as 

the extensive amount of excess capacity currently available in the 

public sector, the large amounts of workload whose requirements are 

sporadic and in very limited quantities, and the inability to 

compete much of the workload because of considerations such as 

proprietary data and older technologies. 

The task force identified several concerns with continuing the 

competition program. For example, efficiencies achieved would not 

be as likely in the future because the costs of conducting 

competitions were high and the payoffs would be progressively 

smaller as workloads were recompeted. Furthermore, DOD has other 

mechanisms for controlling costs and improving productivity. The 

task force also questioned whether results of prior competitions 

were meaningful, DOD's ability to create a level playing field, and 

A 
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sources or 2acn s t h e r .  T h e  Air F o r c e  d i s s e n t 2 d  v : i h  t h e  majorit- 

position. It belisves if t h e  s o u r c e  of r2pair is aetermined 5y 

competition, depot rnaintsnance costs will be lower. 

We agree with some of the task force's concerns about DOD 

continuing its public-private and public-public competition 

programs. A competition program alone should not be used to 

eliminate inefficiencies in the depot maintenance infrastructure. 

A "winner-take-all" program may not promote a healthy industrial 

base, particularly where DOD has created a unique business 

environment with the influences of government procurement 

regulations and a single buyer market structure. 

On the other hand, while we recognize that improvements are needed 

in the implementation of the public-private competition program, we 

do not believe there is sufficient evidence to support eliminating 

the program. Although competition for depot workload often has 

been controversial, it has contributed to controlling depot costs. 

A public-private competition program should not be burdened with 

artificial goals. We believe that public-private competition 

should remain as an option for DOD activities to use when selecting 

source of repairs. 



CBSE2'jAT:';NS 3N Ec2C ' 3 IS?';" 
M A I N T E N A N C E  CLL'Si;F?Z3 

Since i 9 8 8 ,  three SKAS c?mi5si3ns ha-4-e rec~mmended realignments 

and closures of COD'S public depots. Table 2 snows the depots 

recommended for closure and the dates established for closing. 

Table 2: Maintenance Depots Recommended For Closure 

Center, Newark Air 

The first depot scheduled to close is the Lexington-Bluegrass Army 

Depot, in September 1994. The remaining nine depots are scheduled 

to close over the next 2-1/2 years. Although seven of these depots 

were identified by the most recent BRAC and are less than a year 

into the implementation process, our work indicates several 

emerging issues. 



priority placement s r z g r m ,  2nplcyee= at =Issing depots can 

register for positians xithin LCD and receive priority in filling 

certain vacant DOD jobs. DOD 3fficials a r s  optinistic that most  

employees will find jobs, but nany m a y  nave to move if selected for 

vacant DOD positions. Employees choosing to renain in their local 

community may have difficuity 3btaining employment with pay 

comparable to that in the depot. 

Second, the National Defense Authorization Act for Fiscal Year 

1994,L5 subtitle A of title XXIX of 107 Stat. 1909, "Base Closure 

Community Assistancev--referred to as the Pryor Amendment, 

authorized conveyance of real and personal property at closing 

depots to local redevelopment authorities. Shipyard officials 

believe that conveying real and personal property to local 

redevelopment authorities may not be completed by planned depot 

closure dates. Also, they anticipate that the costs of preserving 

and maintaining equipment and facilities until turned over to the 

local community may be high. Some depot officials also are 

confused as to the definition of what constitutes personal property 

under the Pryor Amendment. DOD implementing guidance, published on 

April 6, 1994, may help resolve some of these concerns. 

"P.. 103-160, 107 Stat. 1547 (1993). 
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obsslete items f rcm closing depots to o t n e r  sources of repair. 

This possibility highiignts the need for SCD'i inventory managers 

to evaluate and update inventory records to identizy items that are 

obsolete and no longer require maintenance iupport. Yaintenance 

support for these obsolete items should be eliminated and not 

transf erred. 

Fourth, some depots may not be receiving sufficient funding to 

accomplish the closures as scheduled. Depot officials said they 

received less funding in fiscal year 1994 than they required to 

develop and implement closure plans. They also expressed concern 

that funds for related closure actions would not be available as 

needed. 

Fifth, the Air Force plans to convert its Aerospace Guidance and 

Metrology Center from government to private ownership through 

privatizing the workload in place. Emerging problems include 

whether (1) the Air Force can compete workload when manufacturer 

proprietary rights are involved, (2) contractors will be interested 

in performing the work at the Center, and (3) adequate funds will 

be available to transfer the activity to private ownership. A l s o ,  

industq representatives have pointed out that retaining the 

workload at the same facility will not reduce excess depot 

capacity. 



In conclusion, Mr. Chairman, DOD faces many chaiienges in 

effectively managing its depot maintenance prggram. ~ h e s e  involve 

a complex set of interactive issues that include both'cost and 

industrial base considerations. Critical decisions must yet be 

made regarding the appropriate size of the DOD industrial base 

including how workload will be allocated between the public and 

private sectors, how to eliminate excess depot capacity, whether to 

have a DOD or service core, whether to retain public-private 

competition, and how to most effectively use interservicing to 

consolidate similar workloads and reduce redundancy in maintenance 

capability. There may be certain cases where, because of 

industrial base or readiness considerations, DOD may choose a 

particular maintenance workload allocation that results in certain 

cost inefficiencies. We believe this may be appropriate, but the 

cost of these policies should be known. We look fordard to 

continuing to support your committee as it deliberates these 

critical issues. I am prepared to respond to your questions at 

this time. 


