
~: . 

IKE SKELTON, MIiSOUII' 
CHAIRMAN 

Panel 1 

• 
Panel 2 

l02b £ongrt55 

~nitcb ~tatt5 ~,ou.st of l\eprc.scntatibes 
Committee on ~maU ~usines5 

6ubcommitttt on Jrocurtment, «ourism, anb 
~ura( J)tbtIopmtnt 

.-363 !\apburn .,Ollft ewu .uilbing 

lIaJfjinllton, J)~ 20515 

WITNESS LIST 

Federal Prsion Industries and Small Business 

October 23, 1991 

Mr. John C. Foreman 
Principal 
Deloitte and Touche 

Accompanied by: 

Dr. Gerald Miller 
Deloitte and Touche 

Mr. J. Michael Quinlan 
Director 

NCJRS 

ACQUISITIONS 

Mr. Mike Grotefend 
President 

IIilI$sru O/IIIAII 
IT AF1 OCRl:CTOt'.COUMsa 

202-22J-.13 .. 

JOSEfH FR£EMAH 
l.I,liONTY /'f10fE5510HAI. 

" 

UAFF U£1.I8EA 
202-271,-eeSl 

Federal Bureau of Prisons Council of Prison Locals 

Accompanied by: 

Mr. Richard seiter 
Chief Operating Officer 

Federal Prison Industries 

, 
• 

If you have issues viewing or accessing this file contact us at NCJRS.gov.



, 

U.S. Department of Justice 
National Institute of Justice 

133201 

This document has been reproduced exactly as received from Ihe 
person or organization originating it. Points of view or opinions stated 
in this document are those of the authors and do not necessarily 
represent the official position or pOlicies of the National Institute of 
Justice. 

Permission to reproduce this copyrighted material has been 

gr8J?t.&~liic DO:r:'.ain 
u.s. Eouse of Representatives 

to the National Criminal Justice Reference Service (NCJRS). 

Further reproduction outside of the NCJRS system requires permis­
sion of the copyright owner. 

• 

• 

.~ 



I I 

.. 

• 

• 

• 

TESTIMONY 
PRESENTED BEFORE THE 

U.S. HOUSE OF REPRESENTATIVES 
SUBCOMMITTEE ON 

PROCUREMENT, TOURISM, AND 
RURAL DEVELOPMENT 

by 
JOHN C. FOREMAN 

October 23, 1991 

. Deloittl, & . 
lbudll 

Q 



'i.,., 

'Ii \ 

• 
l\lr. Chairman and l\fembers of the Subcommittee, thank you for 

inviting me to testify before you today on matters related to the 

independcnt market st udy on expansion opporl unities for Federal 

Prison Industries (FPI). 

My name is John Foreman and I am a principal with the Management 

Consulting Division of Deloitte & Touche. I am based in Washington, 
, 

DC and had overall responsibility for the market study. I participated 

in many of the interviews and briefings we conducted, and was 

intimately involved in the data analysis and the development of 

recommendations. 

illy way of background, I have over fifteen years of experience In 

general business and management consulting. I joined Touche Ross in 

1979, which subsequently merged with Deloitte Haskins & Sells in 

• Dec\ember 1989, and created Deloitte & Touche. During my 

prort~ssional career, I have served a number of small and large clients 

in both the public and private sectors. I hold a B.S. from 

Shippensburg University, an MBA from the University of Maryland 

and I am a Certified Management Consultant. 

• 

Dr. Gera~d Miller, who is with me today, was the principal analyst 

throughout the study. Dr. Miller conducted the interviews, performed 

the project analyses, and assisted in the development of the 

recommend,ations. 

Dr. Miller is also from our Washington, DC office and joined us in 
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• 
1989. Dr. Miller holds a B.A. from Pennsylvania State University, an 

1\f.A. from George \Vashington Unh'ersity, and a Ph.D. in Economics 

frol11 George l\fason University. His dissertation was an analysis of the 

impact of federal antitrust policies on the economic performance of 

over 300 U.S. industrjes. 

Prior to joining Deloitte & Touche, Dr. fvlilJer worked Cor Synergy, 
< 

Inc., a firm that provides procurement planning and material 

management consulting services to Defense Department agencies. 

More currently, Dr. Miller has also been assisting the Virginia 

Department of Corrections to improve manufacturing operations 

through the iQstal1ation of systems and procedures to better manage 

inventory needs, improve cost accounting procedures and provide more 

timely management information. 

• It is important to note that my testimony is based on our perspectives 

and experience as the professionals who completed the study. Study 

reports, presentations, and recommendations were reviewed through 

the internal Deloitte & Toucbe review process. This review process is 

designed to ensure the consistent quality, relevance, and practicality of 

recommendations resulting Crom a study such as this. However, my 

statements are not to be interpreted as Deloitte & Touche policy 

statements, or positions of any of our clients. The collective "we" used 

in this testimony reCers to tbe project team, not to Deloitte & Touche. 

• 
The major thrust of our recommendations Is a transition from FPI 

operating in traditional industries to FPI forming mutually beneficial 
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partnerships with private sector businesses in existing and new 

markets. \Ve haye de\'eloIX'd a four-pronged recommendation to 

support this transition strategy. Let me drscribe how we formulated 

our recommendation. 

As you are aware, the Senate Judiciary Committee mandated that an 

independent market study be conducted prior to further FPI expansion 
, 

in existing or new markets. Deloitte & Touche responded, along with 

other potential contractors, to the fixed price solicitation and was 

selected. Key selection criteria included that potential contractors be 

independent of FPI and the various interest groups to ensure 

objectivity. Bidders also needed to demonstrate a knowledge of the 

issues related to corrections and prison manufacturing, and to possess 

the depth and breadth of capabilities and experience to perform the 

market study • 

Although Deloitte & Touche has consulted with state agencies 

regarding corrections and has also provided consulting assistance to 

implement private business alternatives to public sector correctional 

facilities, we felt it necessary to include the Criminal Justice Institute 

(eJI) on our team. We believed the Criminal Justice Institute would 

help ensure that our analysis and recommendations were practical and 

would provide the team with timely access to past studies, thoughts and 

data. The C."iminal Justice Institute is nationally recognized for its 

survey and market research work in the field of corrections focusing on 

issues such as recidivism, prison crowding and population growtb, and 

state-level prison industry programs • 
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Dr. George Camp, a principal with the Criminal Justice Institute, 

activdy participated in the study. Prior to forming the Criminal 

Justice Institute, Dr. Camp served as Director of Corrections in 

Missouri, First Deputy Commissioner of Criminal Justice in New York, 

and Assistant Commissioner of Corrections in New York City. Dr. 

Camp holds an M.A. in Criminology from florida State University and 
, 

a Ph.D. in Sociology from Yale University. 

Five objectives for the market study were specified in the request for 

proposal. Let me briefly state each objective and highlight our related 

findings. Fonowing this, I will provide an overview of the methodology 

of the study and finish my testimony with a more detailed discussion of 

our findings and recommendations. 

• The first objective of the market study was to identify potential new 

product lines for FPI which would have minimal private sector impact. 

Unfortunately, we did not identify any new products procured by 

federal agencies that we felt had significant potential to alleviate the 

various concerns from interest groups under the current approach to 

FPI operations and mandates. 

• 

The second objective of the market study was to analyze the impact 

that FPI has had on the furniture, textile, printing, electronics, and 

apparel industries. In this analysis we found that many factors are 

impacting these industries. As such, we developed recommendations, 

that we believe will Jessen FPI's impact on the private businesses active 



• 
in these industries. The recommendations suggest that future FPI 

growth come from new markets. 'Ve also beJie\'e that dh'ersification 

into new markets will help make FPI op€rations less dependent upon 

changing trends in FPl's traditional product industries. These trends 

are being driven by such factors as imports, new or evolving 

production technologies, and more unique customer needs. 

The third objective of the market study was to estimate the number of 

priYate sector jobs displaced by FPI. This was done as part of the 

impact assessment of FPI to satisfy objective number two. 

The fourth objective of the market study was to analyze whether limits 

should be placed on FPI's market share. Based on OUf analysis, we 

believe that access to new markets, not limiting FPI to the government 

product market or specific market shares for individual products, 

• offers a better opportunity to minimize FPl's impacts on the private 

sector. We believe our recommendations also help to improve FPI's 

predictability, a concern expressed by small private sector businesses, 

and minimize the need to oversee FPI expansion plans and marketing 

practices. We believe these benefits will result from having FPI focus 

on the production of a restricted set of products and services in 

multiple markets, with each product or service having the potential to 

employ a sizeable number of inmates in its production. The industries 

in which FPI operates should have as much cross-market commonality 

for FPI products and services as possible. 

The fifth objective of the market study was to determine whether the 
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current law governing federal procurement from FPI should be 

retained or revised. \Ve believe changes are warranted. These include 

regulatory and legislative changes to allow FPI to participate in 

different markets, as well as changes to how FPI op€rates within the 

traditional government product market. Other changes are needed to 

allow FPI to team with American businesses, both small and large, to 

provide access to FPl's labor pool and at the same time allow FPI to 

employ an increasing number of inmates in a stable manner. 

In terms of our methodology, within the first week of the study we 

received numerous telephone calls, both pro and con, regarding FPI's 

business practices, benefits and mandates. Based on the level and 

diversity of views expressed, we modified the approach to the study in 

our original proposal to ensure timely and complete follow-up of 

recommendations, opinions, and allegations. For example, instead of 

• the planned 50-80 interviews, we conducted over 350 interviews and 

surveys with: 

• 

o Federal department and agency employees involved in the 
s~ification, purchase, an(J use of products and services provided 
by FPI; 

o Private sector businesses that market products and services to the 
federal government and view FPI as a competitor or, in some cases, 
a customer; 

o Bureau of Prisons (BOP) officials who rely on FPI programs to 
occupy the time of Inmates in correctional institutions; 

o UNICOR's management and Board of Directors who currently 
oversee FPI's operations, marketing, and expansion initiatives; 

o ~rade associations and special interest groups presenting various 
vIews of FPI; and 

o State and loc.al corrections systems and correctional industry 
programs. 
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\Ve felt it was necessary to expand the interview process to understand 

the ,oarious yiews and identify any consistent themes among the various 

• constituents. 

• 

• 

More impOrtantly, to ensure the credibility of our recommendations, 

we felt that it was necessary to collect and review as much data as 

possible to be able to point to a complete set of quantitative data and 

qualitative information. For example, it became apparent during the 

initial weeks of the study that many opinions and positions were being 

advanced with incomplete or missing data or with data that tended to 

conflict with other data. Many representatives or interest groups made 

promises that they would provide additional information, both pro and 

con; however, not all such promises were rulrilled and those fulfilled 

did not, in our opinion, always support the initial opinions or 

suggestions advancede 

As a result of not baving a consistent set of data, we changed the 

approach for the interim status report. The original solicitation 

required that the successful contractor prepare and publish a study 

methodology by early May that defined the study issues and data to be 

collected to support the analysis. Because or the need to establish a' 

complete and consistent fact base, we escalated data collection activities 

to enable us to include as much data/information as possible in the 

interim status report. Our objective was to ensure that interested 

parties had the opportunity to see the data we had collected or 

anticipated to collect, the level or specificity of such data, and to 
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• 
provide them with the opportunity to begin rorming their independent 

conclusions . 

'Ve also held nYe public briefings to ensure that interest groups had the 

same access to the project team as FPI management had during our 

periodic status meetings with FPI. The first meeting was held on 

March 5, 1991 at a Deloitte & Touche office and provided an overview 
, 

of the. planned study approach and activities. The second meeting was 

held on April 2, 1991 in the Rayburn House Office Building to describe 

the data sources assembled and issues encountered by the study team to 

that date. The briefing on the proposed contents of the interim status 

report was held May 8, 1991 at the Rayburn House Office Building. 

Comments received on the interim status report and overaU study 

activities conducted to date were reviewed at a briefing on June 3, 1991 

again at the Rayburn House Office Building. The final briefing was 

• conducted on July 25, 1991 at the Rayburn Iiouse Office Building, and 

presented an overview of our findings and recommendatio,ns. 

• 

From a methodology standpoint, these were the safeguards we 

undertook to best ensure that our analysis and work activities were 

comprehensive and visible to interested parties, yet independent, 

objective and timely. 

In terms of the findings and recommendations resulting from the study, 

let us first focus on the concerns about FPI's impact on the private 

sector. One major emphasis was on FPI's market share. We obtained 

statistical data rrom: the Commerce Department; the Labo; 
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Department; the Ge"neral Services Administration (GSA) Federal 

Procurement Data Center; the Small Business Administration, various 

federal agencies ,\hich purchase products and sen'ices from F'PI, and 

the Bureau of Prisons and 1-1)1. 

Whenever enough product-level data was available at 7-digit SICs and 

NSNs/GSA SINS to draw conclusions about certain products, we . 
calculated and reported market share and penetration levels at the 

product level. Our market share related findings include: 

o FPI's share of the federal market across only the products and 

services that it produces is approximately two percent; and 

o Within product classes which account for much of FPI's revenues, 

federal market shares range from 10 percent to 60 percent • 

In our analysis of labor displacement, we found that FPI production 

offsets approximately 3,000 private sector workers. In general, FPI 

operations appear to be increasingly impacting small businesses. 

Between 1980 and 1990, it appears that small business set asides in 

many FPI product classes have increased. In 1989, small business 

produced approximately one third of the products and services 

purchased by the federal government and also provided by FPI. This 

compares to a sma!! business penetration of approximately 11 percent 

for all government supplies and equipment procurement in 1989. 

In general, concerns raised in interviews and surveys of private sector 
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• 
represent.atives related to: FPI's federal market share; mandatory 

preference, eSp€daJly an unclear understanding of what products FPI 

has a preference for; an inability to predict when FPI would solicit 

sp€<:ific contracts; and, \\ hether FI>l's products met or ne€ded to meet 

private sector price and quality standards. Federal agency 

representatives also expressed concern with the unpredictability of FPI 

product offerings and with inconsistencies in the availability of 
, 

information on FPl's prices, costs and product specifications. 

In addition to an increasing concentration of small businesses, total 

procurements of products by government igencies are decreasing. For 

example, w.e estima~ that total procurements of FPI product classes 

have decreased by as much as 40 percent between 1987 and 1990. 

Expectations are that procurements of FPl's primary products will 

continue to decrease as a result of cuts in Defense Department and 

• other agency supply and equipment budgets. Hence, FPI market share 

will increase, just by keeping production at current levels. 

• 

In addition to decreases in the total purchase of FPI products, the types 

of products demanded by federal customers are changing, limiting the 

component of value added that can be provided by inmates in 

labor-int.ensive manufacturing. Design and customer service functions 

are becoming more important in the purchasing decision. 

The shrinking and changing federal product marketplace has forced 

FPI to become more proactive to meet its inmate labor needs. This has 

included a more stringent enforcement of preference mandates and the 

,'''~ , 
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• 
development of alternative methods such as teaming and 

suhcont racting to get at the expanded ,-alue-added product market. All 

of these factors, we belieye, contribute to increased attention to FPI 

and its business practices. 

Let us move on to tht~ concept of product diversification. It is ouor 

opinion that diversification within only the government product market . 
may not be the best alternative. Continued product diversification wiD 

make FPI more complex, both operationally and administratively. 

Diversification has apparently caused a larger portion of FPI's costs to 

be allocated to product design, sales, and marketing, as opposed to 

inmate and management salaries involved in the manufacture of the 

product. Customer service and sales support also appear to have 

suffered as a result of diversification. Finally, broadening product 

lines introduces new interest groups to the expansion guidelines 

• process. 

• 

Further, our evaluation of new products for the federal government in 

which FPI could diversify did not reveal sizable opportunities for FPI 

to employ large numbers of inmates without continued concerns 

regarding market share and the displacement of U.S. private sector 

production and employment. We examined all product classes, 

focusing on identifying those that FPI could produce in a prison 

environment. Our research included products with large and 

increasing procurement volumes and those with elidence 01 

insufficiency in current domestic sources, (i.e., foreign suppliers, 

contract discrepancies). Most of the products that FPI might produce 
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are not purchased in large quantities, and procurements are generally 

decreasing. Furthermore, dh'ersification into new product lines would 

have negative implications for :FPl's cost efficiency and o\'{:rall 

effectin~ness, due to the introduction of new produ(1ion, marketing, 

and customer service requirements. 

Viable methods of productively employing the growing federal prison 
< 

inmate population in a self-sustaining manner were also not found in 

evaluations of state-level industry programs, an area frequently 

advanced as a solution. An assessment of state-level Prison Industry 

Enhancement Certification Programs (pIE programs) indicates that if 

these programs were emulated in the Bureau of Prisons, they would 

not generate employment opportunities for a sufficiently large enough 

number of inmates. Although SO PIE programs exist in 17 states, they 

employ less than one percent of the inmates in those states. 

Finally, employing inmates in activities such as environmental and 

recycling programs would be difficult for FPI to perrorm inside a 

secure prison environment, since these activities require inmates to go 

outside the racility. In many cases, the profitable environmental and 

recycling activities are already perrormed by private sector businesses. 

The remaining programs would require capital investment and 

appropriated funding for their operating costs. 

Because we could not find a diversification route for FPI within its 

traditional federal government product market that we believed had a 

chance to satisfy some, if not most, of the diverse interest groups, we 

-12-
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• 
started to question the traditional mandates and approaches to FPI 

oJ){'rations. 

\Ve considered an alternatiye to focus FPI op€rations into a restricted 

set of products, allowing it to grow only within those industries and ban 

any business, small or large, from these markets. The major concern 

here is that labor-intensive industries are shrinking in the United 
, 

States, increasing the likelihood that more businesses will fail. Because 

of this and other factors, i.e., increasing competition from abroad, FPI 

may not be guaranteed a stable workload and self-sufficiency could be 

compromised. Furthermore, this alternative would restrict the 

flexibility of federal agencies to meet their needs, especially as products 

become more tailored to the user. 

Another alternative considered, and which we believe to be workable, 

• is for FPI to meet future growth r,equirements through new markets 

and slowly transition from the government product market. We see 

this as a four-pronged strategy. 

• 

To maintain current levels of inmate employment during the transition, 

FPI should maintain traditional industry operations which manufacture 

products for the federal government using well-established, in-house 

resources. Industries in which it operates should not be expanded, and 

FPI should limit its market shares to current levels, assuming timely 

acceptance or the proposed strategy and implementation of various 

operational and other changes. Changes to FPI's reporting 

requirements and procedures should also be implemented to alleviate 

i,'l,. 
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concerns of unfair practices and improve FPl's predictability. 

&condly, FPI should serve as a subcontractor to private business for 

government products that increasingly require skilled labor for design, 

installation and customer service activities, i.e., move from a 

preference to a required usage mandate. FPI should first Cocus on 

subcontracting in those product areas where it currently serves as the . 
prime contractor (e.g., systems furniture, upholstered furniture, 

draperies). These arrangements are most feasible and easiest to 

implement for large contracts in central procurement environments 

such as GSA and DLA. FPI should focus on utilizing inmates in 

assembly, upholstery, and finishing operations. 

Implementation of this recommendation will require addressing 

numerous concerns such as liability, overall cost, and quality. The 

approach is based on using cheaper prison labor to offset the increased 

costs of major contractors to work with FPI. Overall, we believe that 

if FPI focuses on a smaller number of products, removing itself from 

the design, sales and marketing functions, FPI would be able to become 

a more timely manufacturer, improve quality, and realize some cost 

efficiencies. 

Thirdly, FPI should be allowed to team with large businesses to utilize 

inmates in activities that would otherwise be performed by non-U.S. 

labor for the non-government market. We recommend FPI leverage 

off of its current production of electronics, textiles, cables, and fabrics, 

such as tents, as these are frequently labor-intensive and produced 
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offshore. AJso, since these products generally go through established 

channels held by the private sector partner, FPI's inefficiencies with 

marketing and distribution \\ouJd be minimized. Large businesses 

would most probably welcome the opportunity to te.am with FPI if 

quality and labor costs were better than offshore alternatives. Any 

additional incentives needed to generate these arrangements could be 

provided through tax benefits. 

Finally, FPI should increase its efforts to employ inmates in services for 

the federal government and be given a preference for specified services 

such as printing, computer data entry and equipment repair and 

maintenance. We see this as a cooperative effort between FPI and 

government agencies, where there Is increasing pressure to outsource 

unskilled labor tasks because of efficiency and budget considerations. 

• We believe that the recommended growth strategy has benefits for each 

major interest group. Private sector businesses will have increased 

opportunity to compete in. the federal marketplace. Within the federal 

market, the recommended changes to FPI's administrative checks and 

balances should level the playing field and make FPI more predictable, 

while reflecting the realities of prison industry production. 

We also believe that the recommendation moves toward resolving many 

of the issues related to small business interests. If they are 

implemented properly, FPI management can use the time and 

resources it spends on marketing, sales, and defending its mandate to 

managing operations and developing mutually beneficial relationships 

l' .... ': • Deroitte& 
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with the private sector. 

l\fr. Chairman and l\femhcrs of this Subcommittee, the central theme 

of our recommendations is to transition FPI from a comp€titor of small 

businesses to a partner with both large and small businesses. Our 

recommendations also offer government agencies access to FPI labor to 

perform service functions that are currently being performed in-house • . 

In closing, we did not expect our recommendations to be 

non-controversial. FPI corrections and business impacts are a 

significant and complex issue. However, we believe we did present a 

complete alternative to current operations. Not only did we suggest 

what cannot be done and point out problems with the current 

approach, but hopefully we have provided a new vision and road map 

to possible new concepts that we believe, in the long term, benefit 

• everyone. In this regard, we suggest that you challenge detractors of 

the study to address how their recommendations and criticisms not 

only solve their immediate concerns, but allow everyone to achieve 

some benefits. 

That concludes my prepared statement. Thank you for the opportunity 

to present these remarks. I would be pleased to answer any questions 

you, Mr. Chairman, or your fellow Subcommittee Members may have. 
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Testimony of J. MIchael Qulnlm 

Director, Federal Bureau of Prilons 

Mr. Chalrrnan and members ot the Subcommittee, i appreciate the opportunity to appear before 

you and dlscus.1 Federal Prbon Industries (FPI). the Conaressfonally mAndated Market Study 

conducted by the f1ml or Deloltte 8& Touche (M'arket Stud,). 

, 
With me today Is RJchard Seiter, Assistant Director of the Federal Bureau of PrIsOWl and Chlet 

Operatlna Of'f1cer ot FPI., 

Betore I dlKuu the Market Study, I would Ilke to ftrst .plabl FPI'. crltkallmportaDet to the 

. F.ederal Bureau of Prlso. (Bureau). Th, Bureau'. hunat, population II arowlna at the 

utonlsblnl rate ot approximately !OO Inmates per month and Is proJeded to exceecll00.000 by 

1995. Employment, particularly industrial Jobs, It the key tactor In combattna the adverse 

Impact ot crowdlnlln a prison settlq. Work, education, and vocatIonal tralnlna not only reduce 

the debilltatln, Idleness of • crowded Instltutfon, but otter Important securfty manaaement 

benefits such as supervised tune out ot cel1!. A major Bureau s1udy, the Post·Relwl 

Employment ProJect, found that Inmates who partJclpated fa industrial work and vocatIonal 

!mlntoa durlna their Imprisonment showed better adJustntent while Incarcerated, were more 

likely to be employed upon release, and were Jess likel)' to reddlvate. 

WIts the Bureau's prlmary work proantm, employlng approxbnately a quarter otthe Bureau', 

Inmate population. ~ Is • wholly owned, non-appropriated Govenunent Corporation within 

tlle Department of Justice created by CoJ1&teSS In 1934 to relieve Idleness In Federal prisons and 

'0 provIde employment and tralnlng tor the (reatest number ot Federal Inmates possible. To 

ensure a continuous Dow of work to FPI prison factories. where sudden "!ayott," mf&ht serious" 

JeopardLre the seturity and orderly runnlna of t~e prison, Congress requites FederalllencJee 

to purchase their supplies and senJces from FPI - but D.nIx when FPI can meet price, quality. 

dellveq and product speclftcatlons. This procurement prererence Is not new; It was Included In • • 

FROM DIR OFe 80P-WAS~ DQ IO-22-~! 11:17 AM ?03 
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FIT. enabllnl le&iBlatlon nearly M years a20. However, In tbe currently dedlntna Fooeral 

market, with competition increasIng, and FPI expaodin2 W keep pace with the Bureau's nC(!ds, 

FPI's procurement preference stJltus has become the subjed or consIderable concern. As 

described more ruDy below, the Market Study examlned the preference and determined that it 

should be retained. 

By Jaw. FPI's expansion must be accomplished without undue Impact OD the private sedor. FPI 

II required to complete I pubUc Involvement prOCdS, overseen by III PrtsIdentlaUy appointed 

Board of Dlrectol'l~ belon It tan add a new product line or Ppillcantly expand. current Une. 

'Ibis procetlli relatively new, and was tully Implemented only last year~ The Board takes very 

seriousI)' Its respOnsibUltles to balance the Interests of the private sector wJfh the Deed to keep 

Federal Inmates constructively occupied. or the 12 WI. expansfon proposall reviewed bl tbe 

Boatel to date, 3 were denied, after repraeutaUvei of the private _tor persuaslvel, 
-

demonstrated to the Board that FPI would, hi tad. have an undu! Impact OD the Industrlet 

Involved. I beUeve tbat the system Ii worldna well and the Intent or Conaress Is belna met. 

• Current law also require! that FPI dIversify Its product lIne to avoid platIna an undue burden 

of competition on anyone 5elDlcnt or private industry. In accordance wIth this provisIon, FPI 

currently makes ISO products In 83 dlfterent product clsssel across 46 diJl'etent lndustrles. I 

doubt that any pril'ate manufacturlng companl has reached this level of diversification, as no 

company with Its eye on economies of scale would lW11 to dIversity to this extent because ot the 

lnetrIclencles Inherent In such business practIces. 

• 

Partnerships with Small Business 

Appearlnl before the Small Business Subcommittee today provides me with an opportunity to 

emph~1u how closely WI has worked with small business throuJhout "' nearly 60 year bJstoQ'. 

WhUe It Is true that FPI pl'oducts are orten sold by some of these companies. we have also 

developed close worklnl and mutually benentlal partmrshlps with many small busInesses 

throup FPI's own procurement of suppltes. equipment, raw materfals and services. We contra« 

with. and serve as a sub-c:ontractor to, mIlD)' private sedor eornpanJ~, with the majority or our . . 
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pu rchases & oIna to 5Ill811 bustnCSSet. 

During Theal Year 1990, out of 240 million dollars in total procurement, FPI purchased nearly 

120 mtlUon doUan, or $0 percent, from small businesses. FPI factories purr..hase moSt supplies 

and equipment trom bwlnesse.,ln the local communJty, which also benef1t from m'. presence 

by the purtha.w.t of dv1llan sWI'. FPI Is considered to be a waood nefahborw to these businesses 

and to the entire communItJ u weD. 

FPI's main relationship with the prfvate sectOt, and especlally with smaD buslne.u. II throop . 
Itt purchase or fa w materialt and component parts tor use In FPI's labor Intensive manutacturlq 

and assembUna operaUodS at Its 80 tactortes. Sixty percent 0' FW. IlIea dollarl are returuecl 

. to the prlvate sedor throuah the purdlase 01 raw materials, hi lad, aeatlJ aU of WI IIleI .... 

returned to die private sedOt, dlredly or indirectly. ani, three percent of FPI eal'Jllnp are 
retained and aD 0' that .. used for capItal expansion - aaaln Involvlnl prlvat. Jedor 

architectural, deslp and construction companies. 

These pannenhips with the private sector bke on many forms, Jncludlng FPI acting as a sui). 

contractor to a prime Government contractor, whereby FPI provides the labor as weU as access 

to IU extensive testlnllaboratory tacmtles. Because FPI can provIde access to the Federal 

market, these Idnds or 8lTaDsemenu are Increasina, which demonstrates FPPs capabnttles to the 
private sector II a sound busfness partner. 

The netvvork ot mutually beneftcJaJ business arran2ements that FPI has DurtUred over Its nearly 

60 yeat blstory .. truly impressive and aerects many dltterent Industries because FPI 1110 

d1verslfted. FPI and Industl")' can work toaethu In mutually beneficial relatlonshfps, provldlq 

smaU business with additional Government procurement opportunitIes and allowln, FPI to meet 

Its vital corredlonal mlsslou. 

, , 

We full), realize that many of the Industrles In which FPI operates are comprised of an Increaslnl 

concentration or small bus.tnesse!, and that these busInesses, particularly, are teelln& the impact 

or tbe decline Ir1 Federal procurement. Yet, to keep pace with the tremendous arowth of the 
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Bureau and to ensure the safe, orderly mana&~ent or Federal prisons, FPI projects I need tor 

approxImately 30 new tactories by 1998, the time period lOoked at by the Market Study. How 

to achieve FPI's expansion IJ a rubJe(:t or concern to the [Dembers or this Subcommittet, but I 

am sure you will a&ree with me that thls expansfon IIWS1 be achieved. I would llke to turn now 

fo our preliminary ruponse to the recommendations of the Market Stud),. 

Market Stud! EyaluaUog 

There were three purposes to the Market Studyz 1) to Identity products and markeb for FPI 

that will have a minimal Impact on private sedor Industry, 2) to assess the Impact that WI has 

had Oil the private sector In the put, and, 3) to detennlDe whether the taWi that control FPI'. 

. procurement process need to be challIed. A Bureau task force II In the proc.ea or evaluatlna the 

numetoUl IludlDp and recommeadadoDl eoutahted In die Market Stu",. AJtbouah our 
evaluatJoD II not y. coDduded, and whUe some 01 the ~or recommendations stm requite 

consIderable rESW'Ch. I am happy to share with you our thou&hts to date. 

• In order to appreeiate the &enesis or the recommendatIons, it II neCe8saq to understand the 

backdrop aplnst whIch they were made. F1rst, lit )'ou know. FPI's sole customer is the Federal 

Government, a market that h~ been decUnIna and Is expected to continue to decline. Second, 

ntal11 of the lndustrl~ In whIch m operates are Increaslnaly bnpacted bylmportJ, leadlna some 

companies In these Industries to a pUter dependance on the Federal marketplace. Third, llIany 

of these same industries are comprised of an lacreasllll contentratJon 01 small busIness. Fourth, 

FPIII laced with a conredional proaram mission to Increase Its employment ot Inmates over the 

next I to 10 years to keep up ,wIth the dramatic Influx of ~ddlt1onal offenders commJtte~ to 

Fede~1 prisons. 

• 

Betore addtesslna the recommendations In the Study, I would lint llke to emphasize sevetal 

nndlnp made by Deloittt " Touche. 

More than 70% or WI customers intervIewed or surveyed indicated that the mandatory 

preference "as the primary ~D tor utlllzln& m produdt. Yet. the Market Study found that 
, . 

, 
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FIll suppliej only a small I'ractlon of the &oOO.s and sen'leet purchased each year by Federal 

• del')artrnents and 8iencles. In 1990, the Federal &oYernment Ls estimated to have purchased over 

191.2 hUllon dollars worth or iOods and servic~. or thts total, accord1n2 to the Market Study, 

only one.slxth of one pe~ent was purdlased (rom Federal Prison Industries. 

• 

• 

The l\{a,rket Study examIned the 83 product and service classes In which m produces; and 

concl&!\ded that. even III this narrower universe of procurement, FIT. share of tbe Federal 

marke\t Is only I.' percent. Furthennore, since some private Ilnn! also have the much laraer 

market outslde of the Federal Government available to them, the Market Study also examined 

FPI'sw.1pact In the broader Konomy and concluded that In the Industrles In whleb F.PI operatet. 
WI hal I~ than one-tenth or one pertellt of total U.S. producUon, and that Its Impact on U.S. 

. Industria, hal not been .linmeant. 

We are Vt~ pleased that the Market Study &ave FPI excellent ratluas tor price. quality, and 

complialt1C4' with speclncations. FPI receives its blibest ratings tor custom producf.t - those built 

to the custc.lroert 
•• pecllIcaUons - but also re<:elves above aVerBae quallty ratlnp for lt~ such 

as eIectroni,~ assetnbUes for military equIpment. The Market Study concluded that FPI Collow. 

product desl,gn, testlna, and quaUty speclttcatlOD! across Itl product J.(ne,. Also, FPI prices wen 

found to be e,omparable to private sector vendors. In ceneral, the Market Study eon firms positive 

mulu of previous e)Camlnatlons 01 FPI'. price, quant)', deUvery, and customer servfce whIch 

were conducted by the Judiciary SubeommJttee Oil Coutfl. Iutelledual Property and the 

Administration oC JustIce In early 1990 and by a Government Accounting OMce (GAO) audit of 

FPI In 1985. 

In spite of these blah.marks. the Market Study concludes that WI growth Iu a decl1nln& Federal 

Goverrunent madret wm continue to create control'ersy amona private sector companies. whkh 

eould eveDtu~ undermine the very reason tot FPI'. existence - to operate a correcUonai 
proaram char&ed with employinl and tralnlna a substantial perc:enta&e ot the rapidly arowlna 
lrunate populatloI11 at FederallnstltutJoD8. Put simply, the Market Study tonclucles that there are 

PO easy answet'l aUld there are no sizable opportunities tor FPl to meet Itt erowth requirements . 
throulh continued dlverslfteatlonlnto new product.! and sen1ce.!. 

-- ... ,...,.,"" -.... ,... .... -- ~ .. -.. --
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• To address th~ dUcIl1Jlla, the Markl~t Study SU&&ests that we complement sales of h'adltlonal 

products and servl~ to the Federal Government throuih expansIon or markets and through 

some changes In the way In whleb m Interlaces with the Federal marketplace. The ~rket 

Study recommends three Ifowth stratei1es: 

. . 

• 

• 

1. That FPI IUbcontract with Federal prhne contractors, under I mandatol')' set-asIde 

arranaement, to perf'onn labor-intensive, II&ht manutacturlna production functions, 
, 

2. That WI. enter Into partnerships with the prl~ate sector to attempt to repatriate certain . 
seaments or American lndU&try by manuracturlq product eornponenta and pertorm1na eertaln 

productlC.D functiol1l whkh othenrJse c!l"ld only be accomplished b)' offshore labor • 

3. 'Ihat 1m wbstantJally Increue Ita provisIon of servkes to the Federal G()vernment. throup 
the enactment of I mandatory source procurement prererence. The Federal Government'. 

purdlaseu of services are lncreaslnl. and this arowth ()rters substantial opportunity ror FPI to 

employ U1lore inntates with nttJe llkelihood of adverse Impact In the pri,ate sector. We note that 

the law currently provides a mandatory preference for services to the NatiOnal Industries Cor the 

Blind (NIB) and the National industries lor the Severely Handicapped (NISH). We do not 

beUeve tbiat any preference for 5el'l'lm In favor of FPI should take priority over the preference 

currently artorded to NIB and NISH. In tact. It Is our ~onunendation that FPI be liveD • . . 
preference that Is secondary to these orpnlzatlons. 

The Marl(et Study recommends that by 1998. FPI should &enerate SO percent of all sales by these 

three ~e" stl11teates. Tbls meanJ about 100 ntiUlon dollars worth ot sales In each strate2)'. 

While thj~ report recommends that durlnl the transition period, sales contInue to be generated . . 
by traditlonallndustne. (UxtUee. apparel, eleclronJ~, furniture), at the same tbne the report 

recommends that WI reduce Its sales by about 60 pertent from what those sale. would bave 

beeD, as currentl)' projeeted for 1998. 

In addltKon to th~ &~owth ~ommendatJol1l. I alll Interested In rouowlna up OD several other 

Market Study reco~endatlonJ of considerable lInportance. 

- - ... ,.., .... --- _ ~ _ .... -. - ... 

i 

I . 



<# .... :;",. 

• 
".10' .. , 

Plae 7 
.. 

1. TIle mandatory preference should be retained and extended to selected services in which FPI 

ha.~ a small share of the Federal market. 

2. The Market Study reconunends that FPI', products should be required to comply with the 

same speclftcatioN and meet the same quality and testlna standards that private sedor vendors 

to the Federal Gove~nt are required to meet. The Market Study aDd other source. rererred , 

to earner in thJI testimony. conclude! that FPI does meet aU such lfandards. However, this is 

an Issue that sometimes arIset and we welcome the opportunity to lay thIt Issue to rM by 

eoncurrlna with the recOll1D1endation. 

3. The Market Stud)' recommends that FPI should bnprove Ita waivei' proaram tor Itl 

Plandatoq source otrerlnp by e61abllsbllll ~e deadllnet, Itan~ admhdswtlve 

Proce.sstna. IUd eoDedIq WormatloJl OD ptoeeSSlq 01 walvetl. We eoDcur and III tad are 

taklna steps to hnpie.mmt thls recommendation. 

• 4. The Market Study recommends that the Federal Acquisition RegulatIons (FAR) Ihould be 

amended to permit FPI to seU ~cess materials and lnventories and purchase Its raw materlals 

more nexibly. We concur that there are Important emcJencles and savlnes that could result from 

moditkatlons In this area. RevisIons to procurement policy should be made In connedlon with 

a careful review by FPI of Ita procurement ptoeedures 10 as to maxImJte the advantaael ot 
competition "hUe avoldlna the inefficiencies under which It It currently required to work. 

• 

In addition, we concur with the recommendations involving the Board.ofDlredors, includlna the 

recoIllI11endations that DltedoI'S who are not Government employees should be paid rot their 

serviceS, and that. the composition of the Board should provide expertlse not. DOW readD, 

ava&ble to the Corporation. 

At can be seen from the iMpressIve set of appendices you bave before you today, Deloitt. " 
,', 

Touche collected and analyzed I areat deal of information which lerves as a foundation tor Itt 

reconunended Fod strateaies. However, time and· resourte limitations did not pennit a 

comprehensive fe.aslbUlty a;lysls of these new approaches. partlcu1arlY'the sub-contl'8.ctln, set-
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asJde and offshore producHon replacement recoDlI11endatiODJ. Exam1natloD of the lssu~ 

rurroundlni lmpl~ntation ralses dlfficult questions: Wbat Is the maximuJn productlvity we 

can reallrtically expect to reach, without undennin1ng our basic pbUosopby and mtutory 

mandate to maxim.lze Inmate employnlent? Bow can we design an Industrial operation in a 

secure prison settlni to wnim1ze overhead and maxtmJze emclency? What typa or products 

lend themselves best to cooperative production with Federal prhne contraeton1 What types of 

manalen and tralnlna wW be n~ to move bito sen1ctI areas wbiclJ may be De" to FPI? 

Wbat producU and components are currently done oft-shore which offer the areatest potential . 
Cor FPl? The answers to these questions are eaential to the implementatIon 01 the De" arowth 
straWgies. 

. My overall impression, and that 01 F'PI'I Board of Dltedott. II that we are enthUSWtlc about 

the posslbmtlet set out by the Market Studt- We are eIIer to work with this Subcommittee and 

the Judidar)' Committee In III effort to draft leablatioD that wID enable FPI to move ahead'wlth 
the important buslne5S ot Implementation • 

However, as the Market Study makes dear, It Is absolutely essential. that FPI continue product 

growth amon& Its traditlonalludustrles, not only prior to enactment ot any enablin& le&IsJatlon 

but throupout any tMIn, and implementation period, until we are confident about the success 

of these new market opportunities. The bottom line is slmple - we must continue to employ the 

buraeonlna Inmate population 01 the Bureau. 

The task of turning around a corporation Ilke WI, Involvinl rundamental chan&e5 In the way 

It has done busln~ tor almost 60 years; k a dlfncult and chaUel1llnl one. Durlng one ot oU.r 

evaluation &roup·. sesslons~ it was P1kelled to turnlnllU'Ound the QU~D Mary In the TIdal Basin, 

and we must be prepared tor some lnunense cliaUenaes along the way. However. I can assure 

you that we are conunItted t9 punulnl the recommended arowth strate&les with aD available 

resources. 

I would caution everyone that thl§ bnplementatJon effort should not b~ accompanIed by the 

imposition of any rigId tlIne IlrnitJ for the suctesSfuJ realization of any of the arowth strate&ies. . . 
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The uncharted waters ahead, coupled with our oneo1na c{)m:ctional ProiratD mJsslon, cUctates 

• that there be DO scaltni back or production by FPI, untU experience permits U5 to say with 

confldence that the rtr'ate&ie5 are working, and e1ycs U! t1nn &U1dance on what pace 

lmplelIlentation can be alccompUsbed. 

FPI Is at the crossroads: It must continue to ~nd by provfdlna more work opportunitIes tor 

the rapidly lncreaslna hunate population, but the Market Study condudeJ that expansion mould 

not be .In traditional markett. Many Issues remain. but we In the Federal Burtau of PrisODl are 

taler to work with Conarea In developlq leplatloJl that will aDow us to Implement the Market 

. Stud,'. recomr,nendatloPl to achieve all1ocJernJzed,' d)'GImlc Gonnuneut. corporatloD, buUc:JJna 

o~ the sound buslnt31 relationship' alteadl developed with the pdvate sector In ~e past and 
achJewl an unprecedented partnership tor the future. 

• This concludes my ronnal statement, Mr. Chalnnan. Mt. Selter and I would be pleased to 

answer any questIons you or·y.our coHeques.ruay have • 

•• 
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Mr. Chainnan and member of the Subcommittee, I appreciate the opportunity to appear 

before you to discuss Federal Prison Industries (FP~ and its importance to the safety and 

security of the correctional workers that I represent. 

First and foremost, It • important that this Subcommittee understands that· FPI is a 

Correctional Program. Its purpose Is not to compete with small businesses in the private 

sector. Its sole purpose • to employ Federal prisoners In meaningful work activity to 

minimize the debilitatina idleness of Federal inmates confined m Federal institutions 

throughout the country~ Work created by FPI Is one of the mod effective management 

tools at the Bureau's disposal. It Is my belief, that a reduction in the FPI market and the 

subsequent downsizing that would occur in the inmate workforce would threaten the safety 

and security of the Bureau's correctional workforce and the safety of the citizens of the 

surrounding communities. likewise Iimltin& the growth of FPI while the inmate population 

is experiencing unprecedented growth would have a similar effect. 

It Is also Important to understand that inmates employed by FPI learn the concept of work 

and begin to understand the American work-ethlc. Inmates employed by FPI become more 

responsible about their rmanclal responsibilities in the community. Much of the money 

earned from FPI employment Is sent to their families who remain In the community. FPI 

salaries are used to pay fines, Judgments, and other debts that could not be paid without 

FPI salaries. 

A perfect example Is the success of the Inmate Financial Responsibility Proaram (IFRP). 

Since its inception in 1987, the Bureau has collected more than $SO million. It Is my 

undemandin& that more than 86 percent of the inmates Identified as h9IDlg a court 

ordered financial obligation, are now making payments toward these obUgations. 
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In addition to helping inmates become flrumcially responsible, employment in FPI gives 

inmates a sense of pride and accomplishment. They learn skills that are directly 

transferrable to the work world in the rree-world. A world to which nearly all will return. 

Most importantly, however, Is the ract that inmates who are employed in WI programs 

adjust better durin& lnearceration In that they are less 01. disciplinary problem than 
r 

Inmates who are not employed by FPL Better inmate atVustment means safer and securer 

institutions. 

It Is my belief that FPI bas little effect on the displacement of labor in small businesses. 

Also, FPI currently benefits small businesses with the procurement of raw materials, 

supplies and services. My understanding Is that FPI puts almost half of its procurement 

dollars back Into small businesses. 

I feel is also important to note that not all FPI employees are inmates. Nearly 1,280 of the 

1,600 FPI staff are factory foreman and warehouse workers who are represented by the 

American Federation of Government Employees. 

This concludes my fonnal statement, Mr. Cbainnan. I would be pleased to answer any 

questions you or your colleagues may have. 




