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will not be used. In computing the depreciation cost of new or additional facilities
or equipment to be acquired if a Government activity is started or continued and
in determining comparative costs under lease-purchase alternatives, appropriate
recognition should be given to estimated residual or salvage values of the facil-
ities or equipment.

(7) Interest—Compute interest for any new or additional capital to be
invested based upon the average rate of yield for long-term Treasury bonds as
shown in the current monthly Treasury Bulletin. The method of computation
should provide for reduction in the capital investment to which interest is-ap-
plied over the useful life of the asset on a straight line basis.

(8) Indirect costs—Include any additional indirect costs incurred resulting
from a Government activity for such activities as management and supervision,
.budgeting, accounting, personnel, legal, and other applicable services.

7. Administering the policy

(a) Imventory.—Bach agency will compile and maintain an inventory of its
commercial or industrial activities having an annual output of products or
services costing $50,000 or more or a capital investment of $25,000 or more. In
addition to such general descriptive information as may be appropriate, the in-
ventory should include for each activity the amount of the Government’s capital
investment, the amount paid anunually for the products or services involved, and
the basis upon which the activity is being continued under the provisions of this
circular. The general descriptive information needed for identifying each activity
should have been included in the inventory by June 30, 1966. Other information
needed to complete the inventory should be added as reviews required in para-
graphs 7 (b) and (c) are completed.

(b) “New starts.”—

(1) A “new start” should not be initiated until possibilities of obtaining the
product or service from commercial sources have been explored and not until
it is approved by the agency head or by an Assistant Secretary or official of
equivalent rank, on the basis of factual justification for establishing the
activity under the provisions of this circular.

(2) If statutory authority and funds for construction are required before a
“new start” can be initiated, the actions to be taken under this circular should be
completed before the agency’s budget request is submitted to the Bureau of the
Budget. Instructions concerning data to be submitted in support of such budget
requests will be included in annual revisions .of Bureau of the Budget Circular
No. A-11,

(3) A “new start” should not be proposed for reasons involving comparative
costs unless savings are sufficient to outweigh uncertainties and risks of un-
anticipated losses involved in Government activities.

The amount of savings required as justification for a “new start” will vary
depending on individual circumstances. Substantial savings should be required
as justification if a large new or additional capital investment is involved or if
there are possibilities of early obsolescence or uncertainties regarding main-
tenance and production costs, prices and future Government requirements. Justi-
fication may be based on smaller anticipated savings if little or no capital invest-
ment is involved, if chances for obsolescence are minimal, and if reliable informa-
tion is available concerning production costs, commercial prices and Government
requirements, While no precise standard is prescribed in view of these varying
circumstances a “new start” ordinarily should not be approved unless costs of a
Government activity will be at least 10 percent less than costs of obtaining the
product or service from commercial sources. It is emphasizéd that 10 percent is
not intended to be a fixed figure.

A decision to reject a proposed “new start” for comparative cost reasons should
be reconsidered if actual bids or proposals indicate that commercial prices will be
higher than were estimated in the cost comparison study.

(4) When a “new start” begins to operate it should be included-in an agency’s
inventory of commercial and industrial activities,

¢. Bwisting Government activities.—

(1) A systematic review of existing commercial or industrial activities (in-
cluding previously approved “new starts” which have been in operation for at
least 18 months) should be maintained in each agency under the direction of the
agency head or the person designated by him as provided in paragraph 8. The
agency head or his designee may exempt designated activities if he decides that
such reviews are not warranted in specific instances. Activities not so exempted




