
DEPUTY SECRETARY OF DEFENSE
1010 DEFENSE PENTAGON

WASHINGTON, DC 20301-1010

MEMORANDUM FOR: SEE DISTRIBUTION JUN 0 3 2012

SUBJECT: Guidance for Limitation on Aggregate Annual Amount Available for Contracted
Services

This memorandum provides guidance (Attachment 1) regarding compliance with
section 808 of the National Defense Authorization Act for Fiscal Year 2012, P.L. 112-8i.
Section 808 limits the amount of funds the Department may obligate for contract services in
FY 2012 and FY 2013. Consistent with this statutory language, the Department's obligations for
all contracted services shall not exceed, in FY 2012 and FY 2013, the total amount requested for
the Department for all contracted services in the President's FY 2010 budget submission,
excluding contracted services relating to overseas contingency operations, military construction,
and research and development. Each Component must take action to ensure compliance with the
limitation on the aggregate anlOunt for contracted services reflected in your FY 20l2-enacted
budget and FY 2013 President's Budget request.

Given the nature of how appropriated funds are allocated to fulfill requirements for
contracted services and the fact we are well into the year of execution for FY 2012. compliance
with section 808 will require close coordination among all stakeholders. Execution will be
measured using obligations from base funds, reported semi-annually in the Department's
accounting systems as described in Attachment 2, to ensure that there is no migration or growth
of contracted services that were excluded from the FY 2010 baseline and as tracked against
Component services portfolios and contractor inventories.

Questions regarding this guidance should be directed to the following points of contact:
Office of the Under Secretary of Defense (OUSD) (Comptroller): Mr. Keith Anderson
(keith.anderson@osd.mil); OUSD (Personnel and Readiness): Ms. Amy Parker
(amy.parker@osd.mil) and Mr. Thomas Hessel (thomas.hessel@osd.mil); and
OUSD (Acquisition, Technology and Logistics): Mr. John Tenaglia Uohn.tenaglia@osd.mil)
and Mr. Jeffrey Grover Ueffrey.grover@osd.mil).

Attachments:
As stated
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Guidance to Implement Section 808 of the National Defense Authorization Act for
Fiscal Year 2012, P.L. 112-81

1. The primary means by which the Department is to meet or be below the aggregate annual
limitation for contracted services is for the individual Military Departments and Defense
Components to limit obligations for contracted services to the FY 2012 enacted budget
amount and FY 2013 President's Budget request. The following adjustments apply:

a. Excluding amounts allocated for overseas contingency operations, military
construction, and research, development, test and evaluation;

b. Including all object classification code 25 categories, except 25.3 (Other goods and
services from Federal sources) and 25.6 (Medical Care) as defined in DoD Financial
Management Regulation 7000. 14-R Volume 1: General Financial Management
Information, Systems and Requirements, Appendix A;

c. Excluding statutory exceptions for offsetting cost increases associated with the
number of civilian billets approved above the number of billets in the FY 2010
civilian personnel baseline as part of the Department's efficiencies initiatives; and

d. Excluding amounts adjusted for net transfer from funding for overseas contingency
operations.

Except where approved increases to the current limitations on civilian personnel occur,
each Military Department and Defense Agency will not exceed the FY 2012 President's
Budget enacted amount for contract services and FY 2013 President's Budget request for
the Department to meet the aggregate limitation, as reflected in this attachment.

2. For all contracts or task orders with an estimated value of more than $10,000,000
awarded for contracted services in FY 2012 or FY 2013, contracting officers shall
establish negotiation objectives for direct labor and overhead rates that are less than or
equal to direct labor and overhead rates paid to that contractor for the same or similar
contracted services in FY 2010. Contracting officers shall coordinate with the Defense
Contract Management Agency and the Defense Contract Audit Agency to determine the
applicable rates. In the event such contracts or task orders are to be awarded that provide
for continuing services at an annual cost that exceeds the annual cost paid by the Military
Department or Defense Agency/Field Activity for the same or similar services paid in
FY 2010, the Secretary of the Military Department or the Head of the Defense
Agency/Field Activity must provide written approval prior to contract award or order
Issuance.

3. The Secretaries of the Military Departments and the Heads of the Defense Agencies/Field
Activities (to include the Offices of the Secretary ofDefense, the Joint Staff, the
Combatant Commands, and all other organizations of the Department of Defense) shall
identify and eliminate any instance where such organization is utilizing contracted
services to perform inherently governmental functions. In instances where inherently
governmental functions are found to be performed under contract, the department or
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agency shall take immediate actions to either in-source the work to government civilian
performance or immediately divest the function and associated workload, reducing the
scope of the contract. The term "inherently governmental functions" is defined in the
Office of Federal Procurement Policy (OFPP) Policy Letter 11-01, Performance of
Inherently Governmental and Critical Functions, available online at
(http://www.whitehouse.gov/omb/procurement_index_work--performance/).

4. The Secretaries ofthe Military Departments and the Heads ofthe Defense Components
(to include the Offices of the Secretary of Defense, the Joint Staff, the Combatant
Commands, and all other organizations of the Department of Defense) shall reduce by 10
percent per fiscal year in FY 2012 and FY 2013 obligations for staff augmentation
contracts and contracts for the performance of functions closely associated with
inherently governmental functions (as defined in section 2383(b)(3) oftitle 10, U.S.C.,
and described in OFPP Policy Letter 11-01).

a. Section 808 defines staff augmentation contracts as contracts for personnel who
are subject to the direction of a government official other than the contracting
officer for the contract, including but not limited to contractor personnel who
perform personal service contracts. The reductions for staff augmentation
contracts have already been factored into the budget documentation for FY 2012
and FY 2013. However, the aforementioned senior officials are responsible for
ensuring those reductions are sustained.

b. For the purpose of fulfilling the requirement to reduce by 10 percent the amount
of contracted services spent acquiring functions that are closely associated with
inherently governmental functions, Components should use the classification in
the FY 2010 Inventory of Contract Services as the baseline amount. If this data is
unknown in the FY 2010 inventory, Components should use the classification in
the FY 2011 Inventory of Contract Services.

5. The Secretaries of the Military Departments and the Heads of the Defense Agencies shall
assign responsibility for overseeing and implementing this guidance to the officials
designated pursuant to section 2330 of title 10, U.S.C., and section 812(b) of the National
Defense Authorization Act for Fiscal Year 2006, P.L. 109-163, and ensure that the
contractor inventory and program and budget proponents provide appropriate support.

6. As required by section 235 of title 10, U.S.C., this information must be consistent with a
component's contractor inventory compiled pursuant to section 2330a.
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