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Chapter 1

INTRODUCTION

An investigation of the Department of Defense ( DoD)

profit policy indicates that profit is the motivating force

driving business activities (27:3:139). The DoD, through

the procurement process , must provide firms with an adequate

profit if the Government hopes to draw the inventive and

productive capabilities of private industry to the support

of defense programs (3:3). It is recognized that in some

instances a contractor, in the short run, may consider

other factors more important than profit. However, for a

firm to continue as a going concern, in the long ~‘un, it

must earn a profit (16 :77— 7 8).

The Government ’s objective of maintaining a competi-

tive market for the highly technical and complex weapon sys-

tems requires an understanding of the market situation.

There are several distinguishing factors between the -
•

defense and commercial markets. In the commercial market

the individual firms take the initiative to enter or exit

the market. Once a firm enters the market, it provides its

own resources for investment in development and production

of its ’product. In the defense market the DoD (monopsonist)

determines the requirement for a product and induces one or

1
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more firms to develop and produce the desired item. Often

this situation results in the Government assuming develop-

ment costs and project risk (14. l5). The degree of uncer-

tainty and high dollar amounts needed to develop and offer

weapon systems to the Government are incongruent with normal

business analyses of the market (ksl3—l5).

There are other differences between the competitive

commercial and DoD markets. The commercial market is

usually characterized by many buyers and sellers, homoge-

neity of products, relatively easy market entry and exit and

substitution of one good for another. The defense market,

in contrast , is characterized by a single buyer in a monopo-

- • listic to oligopolistic supplier market for unique or highly

specialized products, where substitution is impracticable
and high financial barriers prevent easy market entry and

exit (1+:15—].7). - 

-

A major consideration in all markets is profit.

However, in order to motivate contractors through profit,

the contractors ’ perception of the network of factors corn-

prising profit must be understood.

Problem Statement

The present Government profit model (see Appendix A)
•

does not consider all the relevant factors which influence

a contractor’s actual profit. The model tends to reward a

contractor for labor intensive efforts (26:12-5) while pro-

viding no positive incentive for invested capital (8:86).

Furthermore , this profit model fails to recognize the cost

- --~~~~—--~~— • - -— — —- —-- 
~~~~- 
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of dealing in the money markets. Specifically , the use of
borrowed capital to improve facilities and equipment may

reduce overall costs and cause less reliance on Government

furnished facilities or existing contractor facilities

(14:95). The present Government model does not recognize

interest on borrowed capital as an allowable expense (27:

15t16) and, of course , is not concerned with profit after

income taxes (27:15:1+2). The Government assumes contractors

to be profit maximizers (27:3:139). This purely theoretical :1
economic perception by Government of a contractor’s profit

policy is rather naive at this point. Evidence shows that

contractors , in the short run , will trade of f a portion, of

profit to maximize sales, “buy in” for follow—on programs,

provide company growth and gain prestige and goodwill (16 :

77— 7 8).  It is important for the DoD and the defense indus-

try to have a common base of factors establishing profit

objectives.

Definitions

The following terms and phrases are defined as they

apply and are used in this research:

1. Adeauate Drofit--must at least equal oppor-

tunity costs. As a minimum this sum must equal or exceed

the average prime rate for the past six months. -

2. Blastthemv--relates to the concept used in early

Government contracting of paying a percentage of profit on
• cost without a cost ceiling . 

- -

_ _  —~~ 
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3. Central tendency analysis--refers to the inspec-

tion and analysis of the mean and dispersion of the data

for each specific determinant of profit.

Li. , Data hits. finds and cases--these synonyms refer

to the actual datum extracted from the population sample

using- the semantic differential content analysis model.1

5. Formal advertisin&--a strict and rigid form of

selecting a contractor for contract award. Contractors

respond to the Government ’s invitation for bids with sealed

bids which are publicly opened and recorded at a specific

time and place. Award is then made to the responsive and

responsible low bidder without negotiation (27~3:l1+O).

6. Monopsonist——in the economic context, is the

only buyer in the market and, therefore , determines the

— demand. •

7. O~~ortunitv cost--is used synonymously with

normal profit. Either term will be used to indicate the

profit necessary to allow the contractor access to the

capital markets.

8. Profit ~amin& strateElv--is a plan or policy

o used to determine profit goals in such a manner as to mask

the real business objectives (i.e., sales maximization,

• firm perpetuation, follow-on business, etc.). 
•

9. Profit ~vramidjj~~--the situation where a verti-

cal network of subcontractors under a prime contractor

1See page 21+. ,

________________________ ~~~~~~~~~~~~~~~~~~~~~~  ~~~~~~~~~~~~~ - -
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charge profits in their subeontracts. These latent profits

- 
are charged as costs by the prime contractors to the Govern-

ment.

10. R&D work--refers to research and development

work conducted and funded under DoD contracts.

- - 11. Re~rocurement data--this term refers to the

engineering drawings, process specifications and any other

data required to allow purchase of a system or component
from an alternate source.

12. Types of contracts--refers to the following

• particular contracts:

• FTP is a firm-fixed price contract.

• FPI is a fixed-price incentive contract and

- s - places incentives on cost , performance and
schedule individually or any combination.

CPIF is a coat plus incentive fee contract and

- 

- 

places incentives on cost, performance and

• 
• schedule individually or any combination,

CPFF is a cost plus fixed-fee contract.

Background -

Chanzin~ market structure. In the 196 7 Logistics

Management Institute (LMI) study (20: 61+) covering a nine-

year period (1958 to 1966), a significant shift in mix of

business (military to commercial) performed by defense

contractors was noticed. In 1958 approximately 60 percent

of these companies’ business was concentrated in defense 
•

- work. However, by 1966 less than 50 percent of their work

- - - ~~~~~~~~~~~ -- —-
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involved defense contracts. This study further showed that

in 1966 1+0 percent of these companies ’ profits resulted from

defense work while in 1958 the percentage was 60 percent .

This 11,11 study , as well as subsequent research in 1969 and
1970 (2l~ 22) ,  revealed that the prof it trend in defense

contracting was decreasing while commercial profits were in-

creasing. Additionally, research on market concentration by - •

Belden indicated that the defense supplier market was be- - 

-

coming less competitive from an economic standpoint (3:11-

13). This did not mean that competition was lacking. In

fact , some contractors asserted that the employment of com-

petition in new areas of work and increased size and scope

of contracts on major programs had created an environment

where 8urvival rather than profit was the goal (21:19).

These major competitions created their counterpart--monopoly.

As a result of proprietary rights, technical expertise, high

start-up costs and the high cost of reprocurement data, sole

source and noncompetitive production follow-on contracts

became commonplace, thus further limiting competition.

Profit defined. At first glance, the definition of

profit seems obvious. However, after reviewing the avail-

able literature, a universal definition is quite difficult

to find. Drucker recently stated that “. . . the essential

fact about profit is that there is no such thing. There

are only costs [10:10].” Drucker further subdivides the

term profit into the cost of capital, risks, and the jobs

and pensions of tomorrow (10:10). Ferguson, the noted

- - ---- -5-—- _____a__ -_---_---’_----— ~ a~~~~
•
~L—
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economist , defines profit in terms of opportunity costs and

“pure profit” (11:165).

Profit in economic literature refers to the ex-

pected reward for the contributions of entrepreneurship

(12:2). Simply stated, a business must show a return on

invested capital over the long run in order to draw future

capital and retain present capital. The lowest rate at

which capital can be obtained for reinvestment at some

higher attractive rate is commonly referred to as the “cost

of capital” (17:29). The cost of capital is equated with

opportunity cost and included in the total costs of doing

business. In economic theory all profits in excess of - •

opportunity costs are considered “pure profits” (11: 165) .

Even with a complete understanding and acceptance of

economic normal profits (i.e., opportunity costs) a diff i—

culty remains in defining “normal,” recognizing that the

definition is subjective, and that the definition changes

over time. In contrast to economic profit, Anthony defines

accounting profit as the difference between revenues and

expenses (2:56). Accounting profits, however , include not

only economic profits, but returns such as rents, interest ,

wages and the results of chance factors such as wars,

strikes, unusual weather conditions and other unforeseen

events.

This research considers profit from the economic

perspective. The profit model developed and tested in
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Chapter 3 attempts to establish profit objectives which

are adequate to provide a contractor his opportunity costs.

Profit models. Historically , Government contract-

ing officers awarded profit on precedence (the first model)

since there was no standard other than past procurements for

similar items (11:16). The Armed Services Procurement Act of

191+7 set specifl,c policies and procedures for procurement by

providing detailed guidance on formal advertising, negotia-

tion and contract type. However, little guidance was given

on the determination of profit objectives other than overall

percentage limitations on profit by type of contract (17:9) .

Ensuing events required a change in the Government’s model

of profit by precedence.

During the 1950’s our national threat assessment

determined by the DoD called for the immediate development

and deployment of a network of Intercontinental Ballistic

Missile (ICBM) systems. The required time compression for

these systems acquisitions necessitated multiple tiers of

subcontracting. The subcontractor profits were quite high,

which led to Senate subcommittee inquiries into profit
r -

pyramiding (8:4).

During the same time frame , Robert S. McNamara (then

Secretary of Defense) acted as the driving force toward de-

velopment of a profit standard that would produce normal

profits at a level high enough to attract and commit a sub- —

stantial industrial base to the defense market ( 8 :1+) .  The

requirement was to develop a profit analysis paradigm which - --

promoted the DOD profit policy of *

-- - -~~- -5---—~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ - — —~~~~~~~~~~~~~~ 
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1. Rewarding contractors who take on the more

difficult tasks that require higher skills,

2. Motivating contractors to accept greater cost

responsibilities with real differences in profit levels

among the different contract types and cost risk situa-

tions,

3. Motivating contractors to achieve and sustain a

high level of performance , and

1+. Encouraging use of non-Governmental resources

(26~12—2). - -

As a result, DoD tasked the LMI to develop a method

of determining a contractor’s profit objectives (14’s 1). The

LMI studies resulted in the Weighted Guidelines ( WGL ) method

for determining contractor’s profit objectives in negotiated

procurements (25:129).

The ~~L method of determining profit is the second

Government model and is notable in that it gives a standard

method to arrive at a profit objective. To be effective it

requires judgment by the contracting officer in assigning

the weights to each category. A more detailed examination

of the WGL factors provides the basis for a better under-

standing of the method and its application to determine the

profit objective.

First , the contractor’s input to total performance

encompasses the material and labor skills which the contrac-

tor proposes to provide to accomplish the effort (26~12—5).

In effect, if the contractor contributes most or all of this

h11 __________- ~~~~~ S~~Li.i~a ~~~~
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input rather than subcontracting a maj or portion , then his

share of the project risk is much greater , and consequently

he should be rewarded. 0! course , in subcontracting the

Government ’s concern is pyramiding of excessive profits.

It is also logical that the prime contractor must be evalu-

ated on his level of effort in providing technical or ad-

ministrative assistance to the subcontractors (26~12—5).

It appears that greater direct effort (hence cost) expended

by the prime contractor results in greater weighting to the

contractor ’s input to total performance. This is not

“blasphemy” since the Government cost analysis procedure

should eliminate any reward for co~itractor inefficiency

(26,12—6).

Second , contract cost risk determines the weighting

for the amount of cost risk the contractor is willing to

assume. There are several aspects of this factor:

1. The reliability of the cost estimate as it re-

lates to the assumed task (27s2~l1+7),

2. The responsibility for cost overruns, and

3. The risk of a cost overrun (26~l2-l3).

This responsibility is determined by the type of contract

and the share ratio of cost and profit (26sl2-13). The DoD

policy is to shift contract cost risk as much as possible

to the contractor with appropriate rewards for the amount

of risk assumed (27:3:150) .

Third, the record of contract performance is the

contractor’ a “track record” --how well he has performed on

past contracts. The purpose of this weighting factor is to

~~ ~~~~~ - - -~ -~-~—~ ~~~~~~~~~~~~~~~~~~~~~~~~ ---
— ~~~~~~~ ~ —-5----— ~
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reward the contractor for overall outstanding performance

(positive percentage) and penalize him for overall poor per-

formance (negative percentage) (26:3~ 150).

Fourth, selected factors which include:

1. The source of resources mainly involving Govern-

ment or contractor facilities and equipment (26:12-17) (ex—

cept special tooling and special test equipment),

2. Special achievement that may be required by the

contract , and

3. Other ( which is a “catch all” when not using

factors one or two of this paragraph) (27:3:151-152).

The objective of the source of resources category is to

penalize the contractor for reliance on Government I acili-

ties and resources. Special achievement relates to some

extraordinary accomplishment or remarkable breakthrough

(26:12—17).

Last , special profit consideration rewards a con-
tractor who develops military items without Government

assistance or develops foreign markets for military items

(27*3:152), Of course, this factor is weighted only if’ it

• meets either one or both of the above conditions and is of

direct benefit and need to the Government .

4 • A significant change to the 1~~L method is the Con—

tractor Capital Employed Policy which is the DoD’s method to

determine profit objectives by return on Investment (ROI)

(28:8). This third profit model does not replace the WGL

method but rather complements it by rewarding a contractor

- 
- 

--
~~

-— —  —•-—
~~~~ 
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for invested capital on DoD contracts (28~ 9) .  This ROl

method , instituted on a trial bases in the early 1970’s, is

an optional approach in conjunction with WGL (28~8). The

intent is to increase the emphasis on the amount and allo-

cation of contractor invested capital , produce efficiency

and reduce cost (5:31-32). The main objective of contractor

capital employed is

to correct inequities and disincentives
that occur where a weighted guidelines profit objec-
tive based solely on cost is used in negotiating
contracts for which the ratio of required contractor
investment to contract cost varies over a wide range
[28~9].

The Contractor Capital Employed Policy is applicable

to contracts which meet the following requirements:

1. WGL method is applicable,

2. Contract purpose is production of hardware,

3. Proposed engineering costs are 25 percent or

• less of the total proposed in-house costs, and

1+. The total cost of the contract is $3 million or

more (28:9).

This ROl portion of the profit objective is used in place of

the last two categories of WGL , i.e., selected factors and

special profit consideration and is derived through an ex-

tensive set of criteria to determine the amount of capital a

contractor will use to perform on a proposed contract (28~9-

— 18). Essentially , the WGL method is used to compute a pro-

fit objective, which is divided by two, and the result added

to the ROl method computations -to determine the total profit

H-: 
- 

objective (5:31). No extensive explanation will be made of
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the intricacies of this method since a literature review has

not uncovered acceptance of this method by the defense

industry. A prominent pricing manager of a very large aero-

space firm criticizes the DoD when it formulates the Con-

tractor Capital Employed Policy as a

t . . . concept of’ additional fee percentage for
invested capital within the Weighted Guidelines, I
can say in absolute candor that 90 percent of the
Procurement Agencies , Procurement Officers, and
their industrial counterparts find Weighted Guide-
lines Techniques questionable and manipulative, and
many just don ’t believe in the concept. Therefore,
refinements -to these questionable techniques can be
likened to putting new tail lights on an Edsel [9~65].

This is but one criticism oi~ the present Government profit

objective models.

Previous Research Critique

Numerous studies have evaluated the deficiencies of

WGL. An LMI study conducted in 1967 (20:66) concluded that

some inequities existed in -the W L approach to profit objec-

tives. In particular, the established DoD method ( WGL ) for

k 
constructing profit objectives did not give adequate con-

sideration to differences in contractors ’ investment oppor-

tunities or changes in investment requirements over a period
of time. In the sample reviewed, nearly equal profit rates

were applied to costs of all contractors even though there

was wide disparity among their capit~.i turnover rates.

In 196 7 another study by LMI (19:5-1) recommended
-: that a new Government model was required which would include :

- 

- 1. labor , material and overhead ,

~

— -- - ---

~
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2. the net book value of facilities, and

3. operating capital .

A separation between plant and facilities was suggested

because the risk factor in plant facilities investment was

higher than in the normal inventory and receivables invest-

ment (19:5-1).

The 1969 and 1970 LMI profit studies (2l :21; 22 :17)

concluded that the method used by DoD for  determining profit
- 

- objectives contained inequities. The 1971 General Account-

ing Office ( GAO ) report (2 9 : 5 3-5 5) ,  after reviewing and com-

paring defense contractor profits, also concluded that the

existing system of developing profit objectives created

inequities. The main reason was again the lack of consider-

ation given to the amount of capital investment required

from a contractor for contract performance.

A recent DoD thesis effort from the Naval Post-

graduat e School concluded that profit was positively cor-

related with cost (i~6o). Therefore, to maximize tot~1 pro—

- - 
f i t  in the long run, a prudent contractor would maintain a

large cost base in Government contracting (1:63). The study

revealed that contractors recognized any investment to reduce

total cost tended to reduce profit (l~61+). Ames, Coady and

Maxori further characterized WGL as having a negative marginal

revenue product and stated no rational businessman would in-

crease investment to reduce cost if the net result was a

lower level of profit (1:61+).

Bell and Garr drew the following conclusions about

the motivational effects of WGL:

-—
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Weighted guidelines have not motivated con-
tractors to employ more of their facilities and
financing rather than relying on the Government to
furnish new facilities and increase financing.

The motivational aspects of weighted guidelines
are limited due to the widespread belief on the
part of the Air Force ’s major contractors that
weighted guidelines are not being properly used, or
are being used to justify a historical or predeter-
mined profit rate.

A misunderstanding of the function of profit 
—

• . . has severelylimited the successful applica-
tion of weighted guidelines. 

4

The profit provided under -the Selected Factors
of weighted guidelines is unrealistic, and provides
no motivation for contractors to invest capital
funds in facilities or use their own funds for
financing [1 + : 9 5] .

Another critical analysis of WGL concluded in part

that :

The evaluation of risk under the weighted
guidelines method is an exclusive interpretation,

a limited to cost risk only, which ignores the other
types of risk inherent in a normal business situa—

f 
tion .

The weighted guidelines method is a cost-
oriented profit concept,

Under the selected factors section of’ the
weighted guidelines method , source of resources is
to be evaluated. However , this is a negative -

assessment for reliance on Government assistance
F~ rather than a positive reward for the contractor’s

contribution of resources.

The weighted guidelines method gives no con-
sideration to the return on investment concept of
profit determination.

Return on investment criteria of profitability
are regarded as important determinants of internal
corporat e financial decisions.

Return on investment is concerned with the
profitability of assets to the stockholders , its
interest in individual contract costs is secondary
[8s85—86].

-~~~ ~~~~~~ -5---— •-•--- ~~~~~~~-~~5-—5-—-’•--5 -— -~~ ---—~~~~~~~~~ -- — ‘- -~~~• -— -~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~
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Benefield recognized t1-~e shortcomings of WGL and

stated that it represented:

. . . the first halting step in the direction
of considering contractor investment when deter-
mining profit. The token emphasis placed on the

• - contractors ’ investment in the weighted guidelines
— has proven to be a very ineffective method of

recognizing capital [5~26].

A RAND report on the impact of WGL on profits an ti-

cized WGL and listed three drawbacks:

1. Subjective ratings by the contracting officer

for target fees,

2. Fees based on cost, az-id

3. No explicit positive incentive for capital

investment (15:12). 
J

WGL did not consider other factors such as Federal income

taxes on profit (27:15:1+2), interest payments for borrowed

capital (27:15:26 ) and bad debts as related to the defer~se

effort (27~15:26).

Numerous criticisms of the present Government pro—

fit models has led to the initiation of a study under the

direction of Brigadier General J. W• Stansberry, USAF, OASD

(I&L). This study, “Profit 76,” will try to determine

contractors ’ profitability in defense and riondefense busi-

ness. Analysis of DD Form 11+992 dat a collected for this

study revealed several interesting facts. In a regression

analysis with profit as the dependent variable and -the

factors of ~~L——i. e., cost input to total performance

2Report of Individual Contract Profit Plan.

‘ V— - 5- —”-M~ 
__ -~~~~~~ V4_ p k~~ ~~~~~~~~~~~~~~~~~ - - ~~a~~~~~~ _ ~~~~~~~~~~~ _ _ _ ~~~ __~~ —•



- 
-

-- —

17

( CITP), cost risk, performance, selected factors and special

factors--as the independent variables, CITP explained 77
percent of the variation in profits. A further analysis

discovered that addition of any one or all of’ the other

factors did not improve the explanatory power of the model.

One could infer from this information that profit is indeed

dependent on contract sales. Other results showed that (1)

type of contract had no effect in explaining profit, (2)

CITP was negatively correlated with cost risk, performance ,

special profit and (3)  the percent of time that the factors

“past performance,” “selected fact ors ,” “ special profit”

were used was 71+ percent, 59 percent and 13 percent respec-

tively (7). These results tend to confirm, once again, the

previously documented deficiencies of’ the WGL profit model. —

The “Profit 76” study will give specific attention

to -the relationships of earnings to capital investment

L 

(21+:1+l). The goal of the study is to develop a profit model

which induces contractors to invest in assets which increase

J efficiency and productivity and lower costs (2L~:11.2). In

view of the present rapidly changing economy , the Govern-

ment ’s current profit objective model cannot cope with this

dynamic environment.

- Justification

The importance of profits in defense contracting

centers on the negotiated type of contract. In defense

procurement there are two possible ways in which profit

V 
N 

obj ectives are determined . First , in formally advertised

- ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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contracts the price is set by the market. The price so

established includes an allowance for profit. This allow-

— ance is seldom investigated, because the theory of our

economic system indicates that in a competitive supplier
: market , when the individual firms and the industry are in

long-run equilibrium, production takes place at minimum

cost. The firms earn no pure economic profits; they re- —

ceive full costs and nothing more (which includes a normal

return on the factors of production) (30:301). The alter-

nate method used to establish profit objectives is negotia-

tion and application of the ~~L model (27:3:11+3).

Contracts are negotiated because one or several fac-

tors involved in the purchase do not fit the competitive

market model. In defense contracting this may be a result

of complex, highly technical requirements which only a few

producers are capable of accomplishing. Also, the size of

Government purchases are such that only a few companies may

have the physical resources to attempt the requirement.

Another competiti;’e restricting factor in large dollar re-

search and development contracts is the vagueness of the

initial specifications. The above mentioned factors have

led to a large proportion of the defense procurement budget

being spent on negotiated contracts.

c Only 10.3 percent of fiscal year 1972 DoD pro-
curements were made by formal advertising--leaving
some [$] 32.1 billioru~ to be obtained through ne-gotiations [3:112].

These negotiated contracts, therefore, represent purchases

made in an imperfect market structure

- -- 5-- - -  
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In the study of profits in this imperfect market

structure , the concern is often centered on the social

appropriateness of earnings. This normative concept of

profit evaluation requires that profits be adjusted for

comparability in all relevant dimensions and some norm be

defined as the reference point. Establishing a universally

acceptable norm is a difficult if’ not impossible task.

Socially appropriate profits must also be adequate or the

contractor will not be interested in doing business. There-

fore the norm selected must provide adequate profits while

still meeting the social goals.

In contrast to the normative evaluation, profits

are frequently investigated from the standpoint of profit

comparability. This concept requires that profits be ad-

justed for inter—firm or inter—industry differences so that

the adjusted profit rates reflect equal conditions with

respect to one dimension of profit (e.g., sales, ROl)

(12:7) .

In the literature reviewed , no attempt has been made

to identify all the relevant determinants of profit and ex-

plain their interrelationships. The proposed research en-

visions such a comprehensive analysis. The background

search into aerospace profits clearly shows the need for a

new Government profit objective model.

ScoDe

The analysis and development of a profit model in

the proposed research effort will be limited to DoD
I ~

•
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- ~~
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applications. Data collection and analysis of contractual
data will be limited to Air Force negotiated procurements.

Specific model development and procurement analysis will be

limited to research and development and syst ems procure-
ments.

Ob~i ectives

The primary objective of the proposed research is to

identif y the primary factors affecting profit. Once these

factors have been identified, a secondary objective is to
develop a practical model incorporating those factors which

lend themselves to quantitative evaluation and analysis.

Research Questions

1. What are the primary factors which affect the

profit of defense contractors?

2. If’ these factors can be identified, can a new

profit objective model be developed?

r
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Chapter 2

RESEARCH METHODOLOGY

Overview

In order to answer the two research questions pre-

sented in Chapter 1, a methodology was developed to logi-

cally and rationally provide the foundation of this research

effort . After a determination of the populat ion of interest

- 
a sampling plan was developed to provide sources in which

the data was collected. The data collection model was

chosen to be a semantic differential content analysis model

specifically designed for this research effort . A pilot

study was conducted to validate the content analysis model

and provide input in determining reasonable decision rules

for the criteria test. Therefore, the first task was to

develop a sample from the universe of profits and the popu-

lation of interest.

AssumDtions

1. Adequate data exists to determine the primary

factors of profit.

2. The relevant market of this research is nonc om-

petitive.

3. The primary factors affecting profit have not

changed significantly over the last 15 years.

21
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1+. The demand curve for the relevant market of this

research is highly inelastic.

5. Some prim~-ry factors affecting profit may not

be measurably consistent with the new profit objective model

development requirements.

6. All defense contractors are entitled to adequate

profits.

Universe

The universe is composed of’ all profits from the

defense and nondefense industries both foreign and domestic.

As with most subject areas the universe is enormous; there-

fore , there must be a method to narrow this broad subject to

a manageable sample from which the primary factors of’ defense

contractors’ profit may be derived. Figure 1 on page 23

provides the logical progression to this sample.

PoDulation

Of the universe of profits there are several dis-
tinet populations of DoD profits. Two such populations are

profits resulting from formally advertised and negotiated

procurements. The profit population of formally advertised

procurements is not of concern.1 Therefore , the popula—
tion of interest in this study is profit determined by

- 

- - 

negotiation between commercial firms and the DoD. Since a

census of this population is considered impracticable due

1See page 17

j  
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Universe Al]. Profits in General

I
_ _ _ _ _ _ _ _ _ _  I

Populations [Nondefense Profits 
~1Defense Profits

Profits of Profits ofPopulation of Advertised Negotiated 
-

n es Procurements Procurements

_ _ _ _  1
Published Published

Sample Commercial Government
Sources Sources

Figure 1. Sample Determination

to the vast amount and nonavailability of literature, the

population was sampled.

SamDl e and Sampling Plan

The data was selected from a sample of convenience

from literature listed under “Profits” and recommended

associated key words from the Business Periodicals Index,

the Reader ’s Guide to Periodical Literature, the Air Univer- —

aity Periodical Index, the Defense Documentation Center -

(DDC), and the Defense Logistics Studies Information Ex-
change (DLSIE) for the period of January 1958 through Decem-

ber 1975. This time period as revealed in the literature

review was the best indicator of determining factors which

H -rA ~~-~~~~- — — -~~ —-———i--—- —“---~~~~~~ 
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influence profit. 2 The sample was not statistically repre-

sentative or unbiased due to the fewer number of coinmer-

d a ily published data sources on DoD profits. Therefore, a

concerted effort was made to reduce bias by equally repre-

senting commercial and Government data sources. A total

sample of 60 data sources (articles, theses, technical

reports, books , etc.) were selected as shown by the sampling

plan in Appendix E.

Review of the literature presented a natural divi-

sion of Government profit policy into three time segments

of pre-WGL (1958 through 1962), early WGL (1963 through

1969) and present profit policies including WGL (1970 through

1975). An investigation of the commercial periodical guides

and Government bibliographies indicated that less than 100

data sources were available for each category (c ommercial

and Government ) in each time period of the sampl ing plan.

In the pre-1~~L t ime period only three Government sources were

discovered and therefore the sample of commercial articles

was limited to three (the data sources are shown in Appendix

F). The data was collected by use of content analysis as

described below.

Data Collection Plan

The methodology selected for determining the rele-

vant factors of profit was content analysis. Content

- 
- -

~ analysis was first used as a technique for analyzing and

2- 
- 

See page 5.
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quantifying communication material such as newspapers, maga-

zines and radio broadcasts (13:64.6). In recent years it has

gained increasing popularity as a method of analysis in a

wide variety of behavioral settings. In the proposed re-

search background review, many articles and commentaries

described the deficiencies of the ~~L profit model. Much of’

this data included suggestions and recommendations of the
proper factors for inclusion in a Government profit model,

but the variation of relative importance and the method of
using those factors was undetermined. The method of content

analysis has provided the technique for grouping, summariz-

ing and weighting of the factors.

The first step in using content analysis was to re-

solve the specific analytic approach to the data. A choice

was made between the manifest and latent level approaches.

In the manifest level approach the datum is analyzed for

what is says without reading anything into or assuming any-

thing about it. In the latent level approach attempts are

made to go beyond what is said and make inferences about

underlying motivations or implied meanings. There was evi-

dence to indicate that content analysis at the manifest level

can be accomplished reliably and validly, but not at the

4 latent level (15:61+7-8). This research used the manifest

level approach to content analysis. The next important de-

cision involved allows the researcher to move onto the

definition and analysis of the individual units of content

analysis.

H .
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The next step In developing the content analysis

plan is to establish definitions for the recording unit and

the context unit. The recording unit is the smallest body

of content in which a specific reference characteristic is

counted (the occurrence of a single eontent element). The

context unit is the largest content unit examined in

characterizing a recording unit (6:135). The recording unit

can be a word , phrase, sentence , paragraph, article or book.

This research uses the phrase as the recording unit and the

sentence as the context unit. The phrase that is measured

links some factor or attribute to profit. The sentence is

analyzed to determine the relationship of the factor or

attribute to profit. With the data approach level estab-

lished and the recording and context units determined, the

next and most important step is to develop the code .

The key to success or failure in using the content

analysis technique is establishing a set of categories and

the method of coding. There are no specific rules for

selecting the categories to be used , but there should be a

clear rationale for each facet of the code. In classifying

the relevant categories, this research used the broader

— 
semantic content analysis coding technique. In addition to

reliability and validity, the categories and code estab—

lished should have the attributes of homogeneity, inclusive-

ness , usefulness and mutual exclusiveness (13:675) . The

categories and code developed for this research are dis-
- ~~- cussed later in relation to the above referenced attributes. - -

I~ 
~~t

-

~~~ 
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The code established involved one digit to record the rela-

tive strength of relationships between the specific cate-

gories and profit , one digit to record the direction of

strength (positiv&or negative), one digit to identify major

categories , and two digits to record specific subcategories.

The coding plan and categories established for this research

are shown below. -

CODE FOR SEMANTIC CONTENT OF PROFIT FACTORS

FIRST DIGIT = Strength of statement relating factor/attri-
- L bute to profit

1 = no strength

2 =  weak

3 strong

SECOND DIGIT = valence of strength 
-

+ for increase in profit
- for decrease in profit

0 for ambiguous

THIRD DIGIT FOURTH AND FIFTH DIGITS

Area Specifics

(1) LABOR 00 no specifics
01 engineering
02 manufacturing
03 management -:
04. overhead
05 technical skills
06 output/man
07 other

( 2) CAPITAL 00 no specifics
01 quick assets
02 Inventory I ~0~ fixed assets04. debt capital

- —---5-- - - - ----5----— -5- ------ -—- 5- -~~— —-_-----—- - 5---~~~~~~-—-- -—- ,_ — ----—-5- ---5--- -— —5-- -5---- 
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THIRD DIGIT FOURTH AND FIFTH DIGITS

Area Specifics

( 2) CAPITAL (Continued) 05 equity capital
- 06 return on capital

invested (RO l)
07 operating capital
08 net book value
09 total capital turnover
10 other assets
11 other

J ( 3)  SUBCONTRACTS 00 no specifics
01 unique item/component
02 standard item

:4 (4) RISK 00 no specifics
01 fixed-price-type

contracts
02 cost-type contracts
03 type of contract

( general )
04 inventory
05 technological
06 financial
07 other

(5) GOVERNMENT SUPPORT 00 no specifics
01 facilities
O2 GFP
03 financial
011. other

(6 )  SPECIAL FACTORS 01 taxes
I 

- 02 costs ( including over—
- 

I run and underrun )
03 capital/man
04. renegotiation
05 quality
06 perf ormance
07 type of contract
08 overhead ( general )
09 volume of production

or sales
10 legal and contractual

constraints
11 interest payments

(7) MISCELLANEOUS

Definitions and rationale for  coding scheme. The

first digit recorded the strength of the stat ement relating

—
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the factor/attribute to profit. It was an a priori assump-

tion that not all factors/attributes affect profit equally.

The use of this code allowed measurement on a scale of the

relative importance of the factor/attribute in the statement

being analyzed. This digit plus the valence described below

established a positive or negative weighting on any particu-

lar attribute. Thi s weighting allowed algebraic summation

and consequently established an ordinal ranking of the cate-

gories. The categories of coding within this first digit

were ranked from one to three in ascending order of

strength. What differentiated a strong from a weak rela-

tionship was, of course , subject to the judgment and percep-

tion of the coder, but in general strong coding was derived

from statements containing adjectives and phrases such as

strong, very important, critical and others showing a strong

relationship (see Appendix B). Weak :elationships were

characterized by words and phrases such as should, could,

positive relationship and others as evidenced by the unit of

context (see Appendix C).

- 
~- The second digit measured the valence of the

strength identified in digit one. The second digit has
- 

- 
,

- 
three possible codes: 4 , — , 0. The “+“ sign was used to

denote a positive relationship, i.e., an increase in profit.

The “-“ sign was used to denote a negative relationship,

i.e., a decrease in profit. The “0” was used when neither

the “+“ nor the “-“ sign was used. The valence of the

fi ______ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
_ _ _ _ _ _ _  - -  —— ---- - —- - - - --------- - - -  - - - 5---- - --
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factors was summarized to establish which factors/attributes

increased profits or decreased profits.

The third , fourth and f i f th  digits were used to

identify the area categories and their specific subcate-

- - 
- - gories. The rationale for establishing these part icular

area categories listed are homogeneous, inclusive , useful

and mutually exclusive . The area categories were all re-

lated to one another as various attributes which affect

-
~~~ profit . The area categories were broad enough to cover

several subcategories but not so broad that significant

relationships were hidden. A “00” in the fourth and f i f th

digits was used if the observation had no specific subcate-

gory . The inclusiveness attribute of the area categories

was not degraded by the inclusion of “miscellaneous.” This

area category was expected to contain very few observations ,

but under no circumstances was it allowed to contain more

than five percent of the total number of observations. At

the completion of coding this category was reevaluated in

an attempt to extract some of the observations for place-

ment into other or new categories which provided more inf or-

xnation. If the content analysis substantiated the validity

of the categories , they were considered in establishing

the new model . The area and specific subcategories are
— now analyzed in more detail. -

First, the labor category is defined as all labor

employed by a contractor excluding labor secured under a

- - -- 5-——- 5--- --5- - - 
—

~~
—-
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subcontract . The following subcategories are described as

followsi

01. Engineering--was coded whenever the word “pro-

f it” was directly linked with the word “ engineering” (in

terms of specific types, i.e., electrical engineers, mechan-

ical engineers, etc.).

02. Manufacturing--was coded whenever the labor

reference was clearly associated with physically performing

the work or service. This subcategory did not include

engineering, management or overhead labor .

03. Management--was coded whenever management per-

sonnel were referenced as affecting profit.

01+. Overhead--was coded to include all staff per-

- - sonnel and other support personnel involved in the daily

operation of the business.

05. Technical skills--was coded when a reference

was made to technically skilled labor that did not fit cate-

gories 01 or 02 above.

06. Output,4~1an--was coded when a reference was made

to the productive capabilities of manpower or the amount of

product produced by a worker.

07. Other--was coded when one of the above defined

subcategories did not apply. - -

The second area cat egory is that of “capital.” For

the purpose of this analysis capital is defined as all

assets, liabilities and equities. The individual subcate-

gories are described as follows:

_____  -5--.— -5--—— — —-—--5---- — —5---- - ~~- -— ——--5--— 5-— —5---— 5--
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01. Quick assets--was coded when reference was
made to cash , temporary investments held in lieu of cash

and current accounts and notes receivable.

02. Inventory--was coded when reference was made to
those items of tangible personal property which (a) were

held for sale , (b) were in process of production for sales

or (c)  were to be consumed in the production of goods and

services.

03. Fixed assets-—was coded when reference was made

to land , building, equipment and depreciation on these

assets.

01+. Debt capital--was coded when reference was made.

to all liabilities (current and long term).

05. Equity capital--was coded when reference was

made to capital received from stockholders.

06. Return on capital invested (ROI)--was coded

when reference was made to any form of invested capital.

07. Operating capital--was coded when reference was

made to the balance of current assets less current liabili—

ties ( working capital included).

- 
- 

-

- 
- 08. Net book value--was coded when reference was

made to the net book value of the company. Reference to

net book value of plant and equipment , however, were coded
under 03 above .

- 
- 09. Total capital turnover--was coded when reference

was made to the capital turnover rate as an attribute affect-

ing profit. -

I ____s__.____~~~~~~~~~~~ 
_,
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10. Other assets--was coded when reference was made

to assets not already described.

11. Other--was coded when reference was made to

capital that did not fit into subcategories 01 through 10

above.

The third area category was that of “subcontracts”

and was defined as any agreement or contract to produce an

item or provide a service required on a Government prime con-

tract. The literature review indicated that subcontracts

played a major role in most negotiated systems procurements.

This category was established to test the relationship sub-

contracts might have on profit. Since most subcontracts are

firm-fixed-price with the prime contractor and are subse-

quently elements of reimbursable costs between the prime and

the Government , little subcontract cost risk is experienced -

by the prime . However , from the standpoint of quality,

performance and delivery requirements, the subcontractor

could seriously affect the prime’s profit structure. The

subcategories were established as follows :

— 01. Unique item/component subcontract--was defined

as any contract or agreement with a Government prime contrac-.

tor to (a) perform work requiring a unique ability or (b)

produce an item that was nonstandard and no available sub-

stitute existed.

02. Standard item subcontract--was defined as any

contract or agreement with a Government prime contractor to

provide a standard item or common service. - - -

- ~~~~~~~~~~~~~~ __5- _ _ _ . ~~_ - -- -~~— — - - a ~~~~~ -~~~~ I s a  —. - — — - — ---—. -- -—---- -—---- ------— —-- — --- 5-—- -
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The fourth area category “risk” was defined as the
making of decisions in the face of uncertainty on the basis

of probabilistic expectations about the outcomes of future

events. Again, this subject has appeared in much of the

literature. In Government contracting this attribute is

considered as a profit factor strictly in relation with the
type of contract used. Therefore, the first three subcate-

gories addressed the most frequently used type of contracts.

In addition to type of contract, three other subcategories
were considered--inventory , technological and financial.

The specific definition and explanation of the subcategories

are as follows:

01. Fixed-price-type contracts--were coded whenever

the term “risk,” fixed-price contract and profit were

associated.

02. Cost-type contracts-—were coded whenever the

term “risk,” cost—type contract and profit were associated

within the recording unit or context unit.

03. Type of contract--was coded whenever the term

“risk ,” a general reference to contract type and profit were

associated within the recording unit or context unit.

01+. Inventory--was coded whenever the term “risk ,”

inventory and profit were associated.

05. Technological--was coded whenever the term

“risk” was associated with technical complexity or processing
difficulties and profit.

__________ - - —---—-----.-- - - -——- -—----~--—~~-——--------5--—- - ---- - - - ---—-----:---— - - - -—- - - -  - - - - - --- - ------5--- - --------.-—- - -- - - 5 - — — - -  — ----—----- - - - --------------—
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06. Financial--was coded whenever the term “risk”

is associated with funds or investment and profit.

07. Other—-was coded whenever the term “risk” was
encountered and associated with profit in situations not

described in 01 through 06 above.

The fifth area category “Government support ” was de-
fined as all forms of assistance provided to a contractor by

the Government such as facilities, property and special

financing arrangements. In the literature this category had

apparently influenced Government policy changes such as pro-

gress payment regulations, facilities reduction policies and

others. This category was assumed to have a significant

influence on a contractor ’s profit and, therefore , was in-

cluded in the coding. The specific subcategories are repre-

sentative of the three major forms of Government support:
- 01. Facilities--was coded whenever the use of

Government-owned facilities was associated with profit.

02. Government furnished property (GFP)--was coded

whenever the use of Government-furnished equipment, special

test equipment or special tooling were associated with
- 

- 

profit.

03. Financial--was coded whenever pr ogress payments ,

guaranteed loans or advanced payments were associated with

profit.

04. Other--was coded whenever a Gov ernment support - ;

not fitting in categories 01 through 03 above was associated

with profit. —

L ~
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The sixth area category was “special factors.” The

attributes listed under specifics in this area category

tended to be heterogeneous (unlike the specifics listed in

the area categories described above). This area category

includes attributes which were important to the determina-

tion of profit according to the literature reviewed. The

specific subcategories are described as follows:

01. Taxes--was coded whenever any form of tax was

linked with profit determination.

02. Costs (including overrun and underrun)--was

- ‘  coded whenever contract cost was described as a determinant

of profit. Any references to overruns and underruns on

Government contracts was coded in this subcategory.

03. Capital/man--was coded whenever the rati o of

k capital/labor employed was discussed as a profit determinant.

04. Renegotiation--was coded whenever the Renego-

tiation Board or the statutes relating thereto were dis-

I 
cussed as determinants of profit.

- - 05. Quality--was coded whenever the quality of a
- contractor ’s product was referenced as a determinant of
- 

- 
profit.

06. Performance--was coded whenever the perform-
— ance of a contractor was discussed as a factor of profit.

- 07. Type of contract--was coded when the contrac-

tual instrument was discussed as influencing profit (dis-
- 

- - 

cussed outside of the area of risk).

- ~~~~~ - 08. Overhead--was coded whenever overhead was

referenced in general as influencing profit. 

- 5 - - - - ---- -- -- ~- -—~~~~~---~~~~~-- _ —-—--—-—~~~~~~~~~ —- -—— - — —--- -  - - - 
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09. Volume of production or sales--was coded

whenever volume of production or sales was discussed as a

determinant of profit.

10. Legal and contractual constraints--was coded

whenever laws and requirements of a contract were ref er-

enced as profit determinants.

11. Interest payments--was coded whenever the pay-

ment of interest was discussed as a profit determinant.

The seventh area category was “miscellaneous.” The

miscellaneous category was not subdivided. This code was

used whenever a factor/attribute associated with profit was

discovered that did not fit into one of the first six area

categories. A list of factors/attributes coded into this

category was compiled. At the completion of coding, a close

examination of the factors/attributes in this category was

made to determine possible new categories. To insure the

usefulness of the information extracted, new cat egories were

established until less than 5 percent of the total data hits

were accumulated in the miscellaneous category. The validi-

ty and usefulness of the code was demonstrated by a pilot

study.

- Pilot Study

Satisfactory reliability cannot always be achieved

in content analysis ; therefore , a pilot study is almost

always necessary. The pilot study for the proposed research

used a judgmental sample extracted from the defined popula-

tion. Several samples and revisions of the code were

I 4 — — —‘~~~~-~~—~——~ — -‘—- - — — 5-
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required before the pilot study could be completed. A trial

and error period covering three weeks was needed to perfect

the categories and develop coder skills.

Reliability of the code. Coder skills are essential

in determining the reliability of the content analysis code.

In a one-digit code 90 percent is considered good, and in a

three—digit code 85 percent is considered good (13,670).

The code reliability in a study of 30 experiments revealed

the range of 66 percent to 96 percent (6:172).

The reliability of this semantic differential con-

tent analysis code was determined by computing the percent

of time two independent coders agreed when they each coded

the same material. The formula for computation was

PERCENT AGREEMENT = 
100 X MJMBER OF UNITS CODED IDENTICALLY 

- 

-

After three weeks of coding practice and several modifica-

tions of the original code, a reliability of 92 percent

was established.

In validating the code and conducting the pilot

study two lists of key words and phrases were compiled to

assist the coders in determining the strength classifica-

tion . These lists can be f ound in Appendices B and C. The

first sample of 50 sentences provided several insights into

— problems with the code. The strength category had a classi-

fication of “ambiguous” which fell between strong and weak. -r

It was discovered that the coders could not evaluate the

sentences consistently in this area. Deletion of “ambiguous”

-- - - —.-- 5- ___._______ _ _~ _ -_____s__- _ 
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provided a wider conceptual difference between “strong” and

“weak” and, therefore , provided a much better correlation

in this category. Another problem encountered was the need

to carefully analyze the sentence to insure that the attri-

bute was affecting profit and not vice versa. For example,

a hypothetical sentence like—-Low profits were the reason

for a substantial decrease in the engineering labor em-

ployed--would not be coded since profit is the attribute

determining the decrease in labor employed. At first,

there was a tendency to code measures of prof it such as

profit/cost , profit/sales, profit/ROl and others. In many

cases cost , sales and ROl were described as determinants or

profit. In many other instances the ratio was merely being

used as a measure of profit and not a determinant . For ex-

ample, “Profits on defense sales declined in 1968 to equal
- j the lowest year in the study period [22:17J. ” This sen-

tence would not be coded because profit on defense sales

was used as a measurement tool. In the following sentence,

sales were coded as an attribute of profit:

Profits can be closely related to sales because
virtually all accounting systems provide for either
direct or indirect costing methods which tie cost
and, hence, profits to the appropriate sales [22:- - ii 1+0].

The following typical sentences were coded to provi~ie in-

sight into the use of the code: -

This factor indicates the need for extra profit
allowance when outstanding performance is requested
[2Lh 76J. (3, ÷, 6, 06)

5-——— —~—5-- __________ [____(__.__ _____s__ ___ -—_-_-_ _~ _~5-_~ - - ~~_. ——- . - _s~- _ag_ :- —~_ - - — — ~~~~~ _~__~ __~ ————- — —- — — - --—
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- Our observations indicate that in practice the
- 

— type of contract is related to the degree of risk
aspect in the determination of profit or fee and
that after the contract type is selected , the ques-
tion of risk may be mentioned or discussed in a
general way, but it is not considered as being the
most important factor [24:17]. (3, 0, 4, 03)

It states that in an initial contract , the
-
: profit may be higher to persuade the supplier to

undertake the risk and problems in a new kind of
production [24sl9] . (2 , + , 4, 05)

The results of the pilot study were incorporated in Appen-

dix D. The actual thesis data was handled by computer as

described below.

Criteria Test

The proposed research was essentially divided into

two phases:

1. Identification of the primary factors of

profit , and

2. Development of a new profit objective model .

The first phase of the research concentrated on

answering the first research question. Any area cat egory

with more than five percent of the data finds was con-

sidered significant. Any area specific containing more than

five percent of the data finds was considered significant .

Such an area specific, if found, was evaluated with other

specifics within the same area category to determine if a

new area category would be created. If the specific

accounted for more than 25 percent of the area category

data finds , a new category was established as appropriate.

-- --  - 5 -~-~~~~~~~~~~~~ ufljL.~~- - 5 - - ---- - - -  ~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~ - - - --
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In this event, the depleted area category was again evalu-

ated under the 4ve percent criterion.

The second phase of the research was directed at

answering the second research question. The intent of this

phase was to develop a Government profit objective model

which was not based entirely on cost. The ideal goal would

be to develop a profit objective model not dependent on

estimated costs. However, since estimated costs are linked

to estimated labor , the profit objective will continue to

- 

- 

be tied to these costs. The effect of these costs was

- 
- minimized by incorporating estimated labor costs int o the

capital base.

The model developed made the assumption that every

contractor dealing with the Government is entitled to an

adequate profit if certain standards are met. These stand-
— ards are defined as:

1. Satisfactory cost ,

2. Satisfactory performance, and

3. Normal risks assumption.

-
~~ 

~
- 

The criteria for meeting the standards are defined as

follows:

1. Satisfactory costs are evidenced in competitive

procurements by the source selection procedures. In sole—

source procurements the negotiated cost is considered satis—

factory.

2. Satisfactory performance is evidenced by the

contractor ’s past performance record. If the contractor is

_ _ _ _ _ _ _ _  ---- -- — - - - - - - - - - - - ‘  —----—-—--.----—~~~ —5-- -- —-- - -5---——----- - ------- ~~~~~~~~~~~~~~~~~~~~~
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new to DoD , then an Administrative Contracting Officer ’s

(ACO ) certification of capabilities will be used.

3. Normal risks assumed will be evidenced by the

type of contract, technical difficulty and financial

management.

The significant area categories identified by con-

— tent analysis were analyzed for inclusion in the research

model . These area categories were considered profit fac-

tors with relative weightings established by the strength

codes and frequency of data finds. If the factor could be

quantified or measured from available data for negotiation

purposes, it was included in the research model. The con-

tractor could earn more or less than the adequate profit

depending on the existence and weighting of the identified

profit factors. For example , cost, schedule and performance

incentives could be applied in the same manner as they are

applied today . Assumption of higher risks could result in

- - higher percentages or profit depending on the risk weight-

ing and the attributes involved.

Limitations

1. Conclusions of this research effort were limited
-- 

~~
— to the essence of the research questions .

2. The content analysis model was limited in iden-

tifying the primary factors of profit by the data sources

and the random sample selected.

3. The quantity and content of data hits may be

biased by the length of the different data sources.

- - -- -~~~~~~~~~~~~~~~ -- — ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~ -~~~~~~~ 5- - -- —
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Summary

The research methodology is highly dependent on the

proper sample from Government and commercial sources and

the perception of the researchers when using the semantic

differential content analysis model. The pilot study

:- brought to light the importance of being able to adjust and

“ fine tune” the content analysis model in order to provide
adequate data for analysis and accurate identification of

the factors that influence a defense contractor’s profit.

The specific technique used to analyze the collected data

to develop a new profit objective model is described in

Chapter 3.

r
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Chapter 3

DATA AN ALYSIS AND FINDINGS

Overview

The initial effort of this research was to answer

the first research question--what are the primary factors

affecting profit of defense contractors. Using the data

collected through the semantic differential content analy—

sis and the criteria test developed in Chapter 2, the factors

that influe~ice a defense contractor’s profit were deter-

minded. T]~e first data analysis consisted of relative and

cumulative frequency distributions of the area categories.

The second analysis identified the relative influence of the

area categories and area specifics1 as an increase , no

effect or decrease to profit. The final analysis and best

potential to identify the factors of profit for the new pro-

fit objective model was that of the relative strengths

associated with each area category and specific.

Upon completion of the data coding and categoriza-

tion , the coded observations or cases were entered into a
computer data file. A computer program was designed to pro-

duce relative and cumulative frequency distributions in

addition to other useful tabulations. For instance, the sum

1See pages 27 and 28.

1+4 
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of first digit codes for all area categories and subcate-

gories provided a measure of relative importance. A com-

parability test of the first and second digits with area

categories and subcategories established the importance and

direction of the categories (i.e., profit is increasing or

decreasing). A matrix structure of categories and subcate-

gories by strength and valence provided significance of

II relationships among the central tendencies of the classif i—

cations. However , several assumptions were made in order

to conduct the analysis.

Assumptions

The following assumptions were made in conducting

the data analysis and findings:

1. The data level will not support parametric

testing.

2. Defense contractors are unwilling to publish

material concerning their profit policy because of apathy,

contractor policy, proprietary information concerning con-

tractor profit structure , or their actual satisfaction with

the present Government profit policy.

Considering these assumptions the f oll owing analy- -

sis was made.

Analysis

Prior to coding the total 832 cases for input into

-: the computer program , the raw data was analyzed concerning

the area category of miscellaneous comprising 127 cases.

- - - — ——--- ~-. —--- -  —.—--- — j— - ---————~ —-~-- - -----—-_ ~
—

~--- - — -—-—- - —.--- - ~- ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~ 

-



~ 
~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~ -~~-~~.~~~~~~~~ --- —~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~ - - - -

46
These cases were then compared to determine if there were

any obvious relationships to other area categories or

specifics. Of the 127 cases, 117 were grouped into nine

additional area specifics under the area category of special

factors. For example, miscellaneous cases dealing with

depreciation were aggregated into an area specific labeled

depreciation and cases dealing with negotiation, negotia-

tion process , negotiation position , crash procurement ,

were aggregated into an area specific category of profit

policy (Government). Table 1 gives the expanded area cate-

gory of special factors.2

Tabl e l

Expansion of Area Category Special Factors

AREA SPECIFIC FREQUENCY OF CASES

01 Taxes 7
02 Costs (including overrun and

underrun) 116
03 Capital/man 1

— -
~ 04 Renegotiation 23

05 Quality 2
06 Performance 55

— 07 Type of contract 31
08 Overhead (general) 9

-
~ - 

- 09 Volume of production or sales 27
10 Legal and contractual constraints 8
11 Interest payments 6
12 Cost contracts 8

- 13 Fixed-price contracts 19
14 Profit policy (Government) 30
15 Profit policy (Contractor) 26
16 Contract termination 20
17 Depreciation 8
18 R&D work 6
19 Production/manufacturing work 5
20 Market structure 22

2See page 36.

-— 
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In accordance with the sampling plan the 832 data

hits or cases were obtained using the semantic differential

content analysis developed previously.3 The result of the
computer program developed to determine the relative and

cumulative frequency distributions of the area categories
is shown in Table 2.

- 
Table 2

Area Category Relative and Cumulative
Frequency Distribution

RELATIVE CUMULATIVE
CATEGORY FREQUENCY

Labor 63 7.6 7.6

Capital 198 23.8 31.4

Subcontracts 9 1.1 32.5

Risk 100 12.0 1+4.5

Government Support 23 2.7 47.2

Special Factors 429 51.6 98.8

Miscellaneous 1.2 100.0
TOTALS 832 100.0 100.0

— 
— 

The area specific cases are arrayed to reflect the

relative and cumulative frequency distributions of each

respective area category given by Table 3. Tables 2 and 3
are the initial distributions of the collected data ~~ which

the criteria test developed in Chapter 2 must now be applied.

3See page 21+.

- - -



________________________ - 
— ~~~~~~~~~ v--

1 -
48

Table 3

Area Specific Relative and Cumulative
— Frequency Distribution

RELATIVE CUMULATIVE
CATEGORY SPECIFIC FREQUENCY ( PERCENT ) ( PERCENT )

Labor No specifics 13 20.6
Engineering 11 17.5
Manufacturing 2 3.2 41.3
Management 17 27.0 68.3
Overhead 9 14.3 82.6

- 
- .

~ Technical skills 6 9.5 92.0
Output/man 3 4.8 96.8
Other 2 3.2 

_____

TOTALS 63 100.0 100.0

Capita]. No specifics 27 13.6 13.6
Quick assets 2 1.0 14.6
Inventory 1~4. 7.1 21.7
Fixed assets 58 29.4 51.1
Debt capital 4 2.0 53.1

— Equity capital 6 3.0 56.].
Re turn on capital

invested CR01) 44 22 ,3  78.4
Operating capital 28 14.1 92.5
Net book value 8 4.0 96.5
Total capital
turnover 3 1.5 98.0

Other assets 2 1.0 99.0
Other 1.0 100.0

TOTALS 198 100.0 100.0

Sub— No specifics 9 100.0 100.0
contracts Unique item/ 

-

conponent 0 0.0 0.0
- - Standard item 0 0.0 ~~ O.0

TOTALS 9 1 0 0 . 0  100.0

Risk No specifics 52 52.0 52.0
Fixed—price

- I contracts 8 8.0 60.0
P Cost contracts 5 5.0 65.0 4Type contract

(general) 6 6.0 71.0
Inventory 0 0.0 71.0
Technological 8 8.0 79.0 

- 

-
-

Continued
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Table 3 (Continued)

AREA AREA CASE RELATIVE CUMULATIVE
CATEGORY SPECIFIC FREQUENCY ~~~~~~~

Risk (Cont) Financial 19 19.0 98.0
Other 2.0 100.0

TOTALS 100 100.0 100.0

Government No specifics 2 8.7 8.7
Support Facilities 11 47.9 56.6

GFP 1 4 .3 60.9
Financial 8 34.8 95.7
Other 1 4.3 100.0

TOTALS 23 100.0 100.0

Special Taxes 7 1.6 1.6
Factors Costs 116 27.0 28.6

Capital/man 1 .2 28.8
Renegotiation 23 5.1+ 34.2
Quality 2 .5 34.7
Performance 55 12.8 47.5
Type of contract 31 7.2 511.7
Overhead ( general ) 9 2.1 56.8
Volume of Produc-
tion or sales 27 6.3 63.1

Legal and contrac-
tual constraints 8 1.9 65.0

Interest payments 6 1.1+ 66.4
-Cost contracts 8 1.9 68.3
Fixed—price con—
tracts 19 4.4 72.7- 

- Profit policy
( Government ) 30 7.0 79.7

Profit policy
(Contractor) 26 6.1 85.8

Contract Termina-
tion 20 14 . 7  90.5

Depreciation 8 1.9 92.4
R&D work 6 1.1+ 93.8
Product ion4vianu-

facturing work 5 1.2 95.0
— Market structure 

~~~~~~ 
5.0 1 0 0 . 0

TOTALS 1129 100.0 100.0
-

- 
- Miscellan— 100.0 100.0

eous — _____  _____

GRAND TOTAL 832 100.0 100.0

Cont inued
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Table 3 (Continued )

NOTE: The area specifics breakout of the frequency distri-
tutions also gives the area category distributions
shown in Table 2.

Of the seven area categories , three were insignif i-

cant , i.e., the area categories of subcontracts , Government

support and miscellaneous did not meet the established five

percent criteria. Several of the area specifics within each

category were found to be insignificant (i.e., not meeting

the five percent criteria within each area category) . Also ,

several area specifics were found to make up more than 25

percent of their respective area categories.

Major consideration was given to the three area cate-

gories that did not meet the five percent criteria of the

total cases. Since the area categories of subcontracts and

Government support were established a priori to be potential

significant factors of profit but were not supported by

actual data collected, these categories were eliminated from

the data base.1+ Both groups are major categories and due to

the mutual exclusiveness of the area categories cannot be

combined with other area categories. For the same reason-

ing , these area categories (subcontracts and Government

support) were not combined with the area category miscel-

laneous since one of the main purposes of the research was

to determine separate and identifiable factors of profit.

This determination thus brings the number of cases in the

1+See page 70.

- ---—5- -5-- - —- - — - - ~~~~~~~~~~~~~~~~~~~ -- - _____2____s~~~
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total data base to 800. Table 4 reflects the change in the

frequency distributions for the area categories; the area

specifics did not change within the remaining area cate—
gories.

Table 14~

Revised Area Category Relative and Cumulative
Frequency Distributions

RELATIVE CUMULATIVE
r~~ v ~~~EnT T~~~Y~~V FREQUENCY FREQUENCY

~~ (PERcENT) (PERCENT)

Labor 63 7.9 7.9

Capital 198 24.8 32.7

Risk - 100 12.5 - 45.2

Special Factors 429 53.5 98.7 —

Miscellaneous j
~9. 1.3 100.0

TOTALS 800 100.0 100.0

The next step in the data analysis was to break out

the area specifics that could be separately identified and

composed 25 percent or more of the cases within any area

category , i.e., labor “management,” capital “fixed assets”
arid special factors “costs” as shown in Tables 5 and 6.
These tabulations ref lect the frequency distributions of the
revised area categories and specifics.

The “no specifics” subeategory of area categories

was not considered a separately identifiable factor from

its respective area category; therefore, these area specif-

ics were not considered candidates for a separate breakout.

Labor “management ,” capital “fixed assets” and special

_ _ _  _ _ _ _  ~~~~~~~
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- Table 5
Revised Area Category and Specific Relative and

Cumulative Frequency Distributions

AREA AREA CASE RELATIVE CUMULATIVE
CATEGORY SPECIFIC FREQUENCY

Labor No specifics 13 28.3 28.3
Engineering 11 2~~~~.9 52.2
Manufacturing 2 4.3 56.5
Overhead 9 19.6 76.1
Technical skills 6 13.0 89.1
Output/man 3 6.5 95.6
Other 4.4 100.0

TOTALS 46 100.0 100.0

Labor Man- 
U 100.0 

_ _ _ _agement TOTALS 17 100.0 100.0

Capital No specifics 27 19.3 19.3Quick assets 2 1.11. 20.7
Inventory 14 10.0 30.7
Debt capital 4 2.9 33.6
Equity capital 6 4.3 37.9
ROl 44 31.4 69.3
Operating capital 28 20.0 89.3
Net book value 8 5.7 95.0
Total capital
turnover 

3 2.2 97.2
Other assets 2 1.4 98.6
Other 1.4 100.0

- : - TOTALS 140 100.0 100.0

Capital 100.0 100.0
Fixed Assets TOTALS 58 100.0 100.0

Risk No specifics 52 52.0 52.0
Fixed-price
contracts 8 8.0 60.0

Cost contracts 5 5.0 65.0Type contract
(general) 6 6.0 71.0

Inventory 0 0.0 71.0
Technological 8 8.0 79.0

Continued

I
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Table 5 (Continued)

RELATIVE CUMULATIVE
CATEGORY SPECIFIC FREQUENCY (PERCENT ) (PERCENT )

Risk (Corrt ) Financial 19 19.0 98.0
Other 2 2.0 100.0

TOTALS 100 100.0 100.0

Costs 116 100.0 100.0

overrun and TOTALS 116 100.0 100.0
‘ underrun )

Special Taxes 7 2.2 2.2
Factors Capital/man 1 0.3 2.5

Renegotiation 23 7.3 9.8
Quality 2 0.6 10.4
Performance 55 17.6 28.0
Type of contract 31 9.9 37.9Overhead
(general) 9 2.9 40.8

Volume of Produc-
tion or sales 27 8.6 49.4

Legal and contrac-
tual constraints 8 2.6 52.0

Interest payments 6 1.9 53.9
Cost contracts 8 2.6 

- 56.5
Fixed-price con-
tracts 19 6.i 62.6

Profit policy
(Governmen t) 30 9.6 72.2

Profit policy
(Contractor) 26 8.3 80.5

Contract terinina-
tion 20 6.4 86.9Depreciation 8 - 2.6 89.5 U

R&D work 6 1.9 91.4
Produc-t ion/manu-

- 

~
- facturing work 5 1.6 93.0

Market structure g~ 7.0 100.0
TOTALS 313 100.0 100.0

Miscellan— 100.0 100.0
eous TOTALS 100.0 100.0

GRAND TOTALS 800 100.0 100.0

I - 
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Tabl e 6
Revised Area Category Relative and Cumulative

Frequency Distributions s j

AREA CASE RELATIVE CUMULATIVE
( ‘Amty’ n~~v _

~ ‘nTT~~~Tr ’V FREQUENCY FREQUENCY
( PERCENT ) (PERCENT )

Labor 46 5.8 5.8

Labor Management 17 2.1 7.9

Capital 140 17.5 25.4

Capital Fixed Assets 58 7.3 32.7

Risk 100 12.5 1+5.2

Costs 116 14.5 - 59. 7
Special Factors 313 39.0 98.7

Miscellaneous 
~~

lO 1.3 100.0
TQTALS 800 100.0 100.0

factors “costs” were identified as candidates for separate

area categories. However, since labor “management” did not

meet the area category criteria of being at least five per-

cent of the aggregate cases but only contributed 2.1 percent

H to the total, this area specific was placed back into the

• labor category. This reasoning is consistent with the ear-

her established research methodology. The final frequency

distribution of the area categories is shown in Table 7 on

page 55.

The final step in categorizing the remaining area

specifics and identifying the factors of profit was simply

to investigate the relative frequencies of the area

~

-—— -- - - -

~ 
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- Table 7

Area Category Final Relative and Cumulative
- Frequency Distributions

CA E RELATIVE CUMULATIVE
CATEGORY FREQUENCY

Labor 63 7.9 7.9

- 

Capital 140 17.5 25.4

Capital Fixed Assets 58 7.3 32.7
-
. Risks 100 12.5 45.2

- Costs (including overrun 116 14.5 59.7
- and underrun)
- Special Factors 313 39.0 98.7

Miscellaneous 10 1.3 100.0

TOTALS 800 100.0 100.0

specifics. Any area specific that was insignificant-—did

not meet the five percent criteria--was grouped into other

related area specifics or into the “no specifics” classifi-

cation. In the labor area category “engineering,” “manufac-
-

- -turing” and “technical skills” were grouped into an area

specific entitled “direct labor” while “output per man” ~~d

- “others” were grouped into the “no specifics” classification.

The area specifics of “quick assets ,” “debt capital,” “equity

- 

- 

capital ,” “total capital turnover,” “other assets” and

“others” were grouped int o “no specifics” under the capital

area category. The area specific “fixed assets” was reclas-

sified as an area category by passing the five percent sig-

- nificarice test. Within the area category “risk,” the area

- 5- —  5- 
- —-~~~~~
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specific “other” was grouped with “no specifics ,” and area

specific “inventory” was eliminated since there were no

cases coded for that classification. Within the area cate-

gory special factors -the insignificant categories of “taxes,”

“capital per man , ” “quality,” “overhead (general),” “legal

and contractual constraints,” “interest payments,” “cost-

type contracts,” “depreciation,” “R&D work” and “production/

manufacturing work” were regrouped into the area category

“miscellaneous” since there was no classification for “no
LI specifics” in the special factors area category and these

area specifics are still considered a part of the aggregate

factors. The area specific “costs (including overrun and

underrun) ” met the significance criteria and was reclassi-

- 
- fled as an area category. Table 8 on page 57 shows the list

of factors that influence profit and associated frequency

distributions with Table 9 showing the relative frequencies

by area category.

No statistical tests, parametric or nonparametric,

appear to be relevant in analyzing the data collected;

therefore, a rigorous central tendency analysis follows to

support the grouping of the area categories and specifics

within the criteria established in Chapter 2.

Each case has an associated strength and valence

whicri identified the relative weighting of each initial

-

~ - 
profit factor. An analysis of each area specific within

area categories and area categories wi-thin the aggregate

of cases was made to determine the relative importance of

k~bIL - — - -—5- -- -
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Table 8

Factors Determined to Influence Profit

RELATIVE CUMULATIVE
CATEGORY SPECIFIC FREQUENCY

Labor No specifics 18 28.6 28.6
Direct labor 19 30.2 58.8
Management 17 26.9 85.7
Overhead 14.3 100.0

TOTALS 63 100.0 100.0

Capital No specifics 46 32.9 32.9
Inventory 14 10.0 42.9
Re-turn on capital

invested CR01 ) 44 31.4 74.3
Operating capital 28 20.0 94.3
Net book value 8 5.7 100.0

TOTALS 11+0 100.0 100.0

Capital
Fixed Assets 100.0 100.0

TOTALS 58 100.0 100.0

Risk No specifics 54 54.0 54.0
Fixed-price

contracts 8 8.0 62.0
Cost contracts 5 5.0 67.0
Type contract
(general) 6 6.0 73.0

I 
- Technological 8 8.0 81.0

Financial 19.0 100.0
TOTALS 100 100.0 100.0

Special Renegotiation 23 9.1 9.1
Factors Performance 55 21.7 ~O.8Type of con-tract 31 12.2 43.0

Volume of produc-
tion or sales 27 10.7 53.7

Fixed-price con-
tracts 19 7.5 61.2

Profit policy
(Government) 30 11.9 73.1

Profit policy
(Contractor) 26 10.3 83.4

Continued
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Table 8 (Continued )

AREA EA CASE LAT~~~ CUMULATIVE
CATEGORY SPECIFIC FREQUENCY

Special Termination 20 7.9 91.3
Factors Market Struc-
(Cant) ture 22 _ 8.7 100.0

TOT ALS 253 100.0 100.0

Costs (in- 116 100.0 100.0

overr~~ s and TOTALS 116 100.0 100.0
underruns )

Miscellaneous 22 100.0 100.0
TOTALS 100.0 100.0

GRAND TOTALS 800 100.0 100.0

Table 9

Category Relative and Cumulative Frequency
Distribution of Factors Determined to

Influence Profit

AREA CAS RELATIVE CUMULATIVE

- I CATEGORY FREQUENCY

Labor 63 7.9 7.9

Capital 140 17.5 25.4

Capital Fixed Assets 58 7 .3 32.7

Risk 100 12.5 45.2

Special Factors 253 31.6 76.8

Costs (including over—
runs and uriderruns) 116 14.5 91.3

Miscellaneous 8.7 100.0
TOTALS 800 100.0 100.0
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each initial factor. For example, area specific “labor

management” had a total of 17 cases composed of 13 cases

under strength indicator weak with a value of two (2), four

cases under strength indicator strong with a value of three

( 3)  and no cases under strength indicator no strength with a
— value of one (1). These cases are also associated with the

valence of positive one (+1), zer o (0) and negative one

(-l).5 Further analysis was conducted to investigate the

direction of profit influence by associating the strength

times the valence with the area categories and area specifics

to determine the dispersion or variability of central tenden-

cies of the area categories and specifics. Using numerical

as well as subjective analysis in grouping area specifics

within and to other area categories, i.e., an area specific

under an area category may logically, through such analysis
- 

¶ as this, be grouped with another area category. For example,

area category risk with a weighted mean of 0.580 and area

specific “type of contract” under area category “special

factors” with a weighted mean of 0.323 are closely related

analytically since the range of weighted means are from

-2.714 to 3.000 and subjectively since type of contract is

closely aligned to the risk of the procurement.6 This

superficial analysis is significant only if the second order

information concerning the central tendencies is credible.

5See page 29.

. 
6See page 34.

~
4. 
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Therefore , Table 10 shows how the means were computed and

the dispersion of the relative composition of the area

categories and specifics.

Table 10

Central Tendency Analysis

The computation for the weighted means of the area categor-
ies and specifics:

5

E (VxS).xf.
= 

1=1 
N where

= the weighted mean of the area category or specific

V = the valence (+1, 0, -1) of the case

S the strength (1, 2 , 3)  of the case

(V xS). = the relative strength of the case on the continuum
~. -3, -2, —1, 0, 1, 2, 3 (NOTE: there were no cases

with -1 or 1) -

f1 = the frequency of the relative strengths

N = the total number of cases for each area category or
specific - -

m 5

E E f1., where m is the number of area specifics
j=l i=1 ~ within each area cat egory

I = the column position

j  = the row position

Continued
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Table 10 (Continued)

AREA CATEGORY AREA SPECIFIC ( VxS )
~

-3 -2 0 2 3

Labor No specific 1 11 1 0.077
Management 1 7 7 2 1.000
Output/man 2 1 1.000
Overhead 5 1 3 1.222
Manufacturing 1 1 1.500

~-igineerin~ 4 1 6 1.818
Tech. skills 2 1 3 1.833
Other 2 3.000
TOTAL 1 1 32 10 19 1.143

Capital Capital
Turnover 1 2 -1.000
Debt capital 1 3 -0.500
Net book value 1 7 -0.250
Other assets 2 0 .0
Operating capi-
tal 2 24 2 0.0
Inventory 14 0.0
ROl 2 38 2 2 0.136
No specifics 1 2 15 9 0.741
Equity capital 4 1 1 0.833

Other 1 1 1.000
- - I Quick assets 2 3.000

TOTAL 4 6 110 ~4. 16 0.229

Risk Other 1 1 -1.500
Cost contracts 1 14. -0.400
No specifics 3 2 35 5 7 0.346

- - - Type contract
(General ) 5 1 0.500

— 

Technological 1 1 2 2 2 0 .625

Continued
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Table 10 (Continued )

AREA CATEGORY AREA SPECIFIC 
~ 

_2
(Vx~)1 2 3

Risk (Cont ) Financial 1 9 7 2 0.947
Fixed-price
Contracts 1 2 5 2.375
TOTAL 5 5 57 16 17 0.580

Capital Fixed 4 17 26 9 2 -0.379
Assets TOTAL 4 17 26 9 2 -0.379

Miscellaneous 1 1 3 1+ 1 0.600
TOTAL 1 1 3 1+ 1 0.600

Costs 6 8 80 11 11 0.181
TOTAL 6 8 80 11 11 0.181

Special Taxes 5 2 -2.714
Factors Legal & con-

tractual con-
straints 4 3 1 -1.875
*Terminatjon 9 4 7 -1.750
*Renegotiation 9 2 11 1 -1.217
Interest pymts. 1 2 3 —1.167
Cost contracts 5 1 2 -1.125
*Prof it policy
(contractor) 8 12 3 3 -0.3146
*Market struc-
ture 5 1 12 1 3 -0.273
R&D work 1 1 2 2 -0.167 -

Quality 2 0.0
Overhead
(general) 9 0.0

- - - *FP contract 3 7 3 6 0.053
*Type contract 2 1 21 3 4 0.323
Product ion/~1fg.work 1 2 1 1 0.600

- 
- 

*prof it policy
(Government) 2 3 11 8 6 0.733 - --

Continued
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Table 10 (Continued)

AREA CATEGORY AREA SPECIFIC -3 -2 2 3 

X

Special *performance 6 26 6 17 0.818
Factors (Cont ) *Vol. of prod.

or sales 3 1 9 .5 9 0.963
Depreciation 1 3 1 3 1.125
Capital/man 1 2.000

Labor 1 1 32 10 19 1.143
Risk 5 5 57 16 17 0.580
Capital 4 6 110 4 16 0.229
Costs 6 8 80 11 11 0.181
Capital Fixed

fr Assets 4 17 26 9 2 -0.379

NOTE: Indicates those area specifics that meet the signif-
icant criteria under the area category of special
factors.?

The comparability of the area specifics with the

labor area category are indicative of the overall weighted

mean , i.e., the variability of each specific is not unlike

the variability or dispersion of tie weighted mean of the

area category, specifically area specifics “manufacturing,”

“technical skills” and “ engineering” are clustered very much

in the same manner that empirically provides a natural group-

- ~

-- - ing into one classification.

The area category capital ~hows $trong clustering

about zero which indicates the cases were mainly undecided

about the particular influence of capital on profit except

that the area specifics “return on capital invested ,”

- - ~~.
-

-

7See page 40.

— -- —
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“equity capital,” “no specifics” and “quick assets” tend to

cause the aggregate weighted mean to lean to the positive

side of zero.

The area cat egory risk has a positive tendency with

a little better than a three-to-one -ratio accounting for 45

percent of the cases where 55 percent were neutral. Area

specifics “fixed-price contracts , ” “technological ” and

“financial” are clustered on the positive side where “cost-

type contracts” and “other” are negative but insignificant

as far as accounting for only seven percent of the total

cases under risk. The “no specifics” subcategory accounts

for 52 percent of the total cases under risk and has a posi-

tive weighted mean with a two-to-one ratio (positive cases

to negative cases) while 6? percent of. the cases in this area

subcategory remain neutral.

The newly created area category of capital fixed

assets shows the sample literature is relatively u~-idecided

about this area specific ’s influence on profit since the

majority (55 percent) tends to be slightly negative.

- - 

-

~ Under area category special factors, the area specif-

- - 

ics “renegotiation” and “termination” (se e Table 10) are the

only definitive subcategories showing a negative influence

on profit. Also, “profit policy (contractor) ” and “market

structure” have similar dispersions and weighted means .

The subcategories of “type of contract,” “profit policy

(Government),” “performance ” and “volume of production or

sales” are - similarly dispersed with their weighted means

-- - - 5 - -  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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being comparable and relatively close with a positive ten-

dency. The area specific “fixed-price contracts” is

interesting in that the dispersion shows definitely there

is disagreement as to the effect of this determinant on

profit; the standoff settles on neutrality.

Table 10 also displays the area categories ’ weighted

means and dispersion (except “miscellaneous” and “special

factors ” for obvious reasons ) to give an indication of the

aggregate variability of the cases within the major cate-

gories. The labor category is clearly considered an in-

creasing influence on profit. The other four major cate-

gories are not so obvious since there is a wide dispersion.

The weighted means of “ capital , ” “ costs ” and capital “fixed

assets” tend to be relatively close to zero while “risk”

is mid-range when comparing the weighted averages.

Table 11 shows the number of cases for each strength

classification, the relative strength of each area specific,

frequency distributions of area specifics and the aggregates.

For example, under area category “labor” area specific

“engineering” has 11 cases broken out into three cases with

a strength of two and eight cases with a strength of three

f or a total relative strength of 30 which is 19.0 percent of —

the area category labor which composes 8.0 percent of the

total. This analysis in conjunction with the previous analy-

r ses is the basis f or selection of the primary factors that 
-

- 
— influence profit for the proposed Government profit objec-

tive model. 
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Table 11

Strength Relat ionship

CATEGORY SPECIFIC rEQ~~
NC
~ ~~~~~~~ 

FREQUENCY FREQUENC~~

Labor No specif-
- ics 9 4 30 19.0 19.0
- Engineer-

ing 3 8 30 19.0 38.0
Manufac-
turing 2 6 3.8 41.8

- Management 13 4 38 24.1 65.9
Overhead 1+ 5 23 14.6 80.5

- Tech skills 2 1+ 16 10.0 90.5
Output/man 3 9 5.7 96.2
Other 2 6 3.8 100.0
*TOTALS 0 31 32 158 8.0 8.0

Capital No specif-
ics 

- 
10 17 71 21.0 21.0

¶ Quick assts 2 6 1.8 22.8
Inventory 9 5 33 9.8 32.6

• Debt captl. 2 2 10 3.0 35.6
Equity
capital 2 1+ 16 4.7 40.3
ROI 29 15 103 30.5 70.8
Operating
Capital 19 9 65 19.2 90.0
Net book
value 7 1 17 5.0 95.0
Capital
turnover 

- 
1 2 8 2.4 97.4

-~ Other Assts 2 4 1.2 98.6
Other 1 1 5 1.4 100.0

- 
TOTALS 0 82 58 338 1 7, 2  25.2

Continued

- I  
_ _ _ _ _ _ _ _
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Table 11 (Continued)

STRENGTH RELATIVE CUMULATIVE

1 2 3 ( PERCENT ) ( PERCENT )

Risk No specif-
ics 1 36 15 118 50.2 50.~
FP con— -

tracts 3 5 21 8.9 59.1
Cost con-
tracts 2 3 13 5.5 64.6
Type con-
tract
(general) Li. 2 lLi. 6.0 70.6
Technolog—
ical 3 5 21 8.9 79.5
Financial 15 4 42 17.9 97.4
Other 2 6 2.6 100.0
TOTALS 1 63 36 235 11.9 37.1

Capital 46 12 128 100.0 100.0
TOTALS 46 12 128 6.5 43.6

Costs 6o 56 288 100.0 100.0
TOTALS 60 56 288 14.6 58.2

Special Taxes 2 5 19 2.1+ - 2.4
Factors Capital/

man 1 2 0 .3 2 . 7
Renegot ia—
tion 8 15 61 7.6 10.3
Quality 2 1+ 0.5 10.8
Performance 18 37 147 18.4 29.2
Type con-
tract 1 15 15 76 9.5 38.7
Overhead
(general) 6 3 21 2.6 41.3
Vol. of
prod. or
sales 12 15 69 8.6 1+9.9

Continued
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Table 11 (Continued)

AR A AREA STRENGTH R A VE RELATIVE CUMULATIVE
CATEGORY SPECIFIC ~REQ~ENC~ STRENGTH

Special Legal &
Factors contractual
(Cant) constraints 3 5 21 2.6 52.5

Int erest
- - 

- payments 4 2 14 1,8 54.3

Cost con—
tracts 1 7 23 2.9 57.2
FP con-
tracts 10 9 1+7 5.9 63.1
Profit
policy
~Gov’t) 15 15 75 9.4 72.5

j Profit
policy

- ; (Contrac-
tor) 10 16 68 8.5 81.0
Termination 1 7 12 51 6.1+ 87.4
Deprecia-
tion 5 3 19 2.1+ 89.8
R&D work 5 1 13 1.6 91.4
Product ion/
Mfg. work 1+ 1 11 1.1+ 92.8
Market
structure 9 13 57 7.2 100.0
TOTALS 2 137 174 798 40.6 98.8

Miscel- 8 2 22 100.0 100.O_
laneous TOTALS 8 2 22 1.2 100.0

- - 

- . GRAND TOTAL 3 1+27 17O 1967 100.0 100.0
‘NOTE : The totals are relative to the entire data base.

In analyzing the various frequency distributions, I - 

-

the central tendencies and the strength relationships of the 

-~~~~~~~~~ —~~~~~~-——- -- --- 
-—-—---



~ ‘5-~~~~~’~~~~ 
~~~~~~~~~~ ~TT~ff “

~~
‘
~~~
‘ 5- ’

~~~

5-
’ 

~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 

-

~~~
“

~~~
- —

~~~~~~~~

-

~~

---

~~~~

--‘ 

~~~~~~~~~~~~~~~~~

69
cases , several findings were made. Also the sources and

level of the data contributed to significant findings.

Finding~

The data gathered in accordance with the sampling

plan outlined in Appendix E reflected a preponderance of

cases from the Government sources which comprised 85.9 per-

cent of the total. The commercial sources did not provide

as much information nor deal with Government profit in

depth. Most of the articles were one or two pages long
— 

while the Government sources usually dealt at length with

the subject for some 150 to 200 pages. This finding is

significant considering the factors identified to develop a
- 

-
- 

new profit model came from predominantly Government data

sources.

In the initial data analysis the miscellaneous area

category had 127 cases. However, due to similarities of the

attributes 117 of these cases were classified into nine more

area specifics under area category special factors as shown

in Table 3, page 48. These attributes were easily grouped

since the differences among them were only semantic in na-
- 

- ture and not mutually exclusive factors as in the case with

— the area categories. However, once these new factors had

been classified they represented area specifics as developed

in the content analysis model.8

8See page 24.
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In the irL~~a1 analysis of the frequency distribu-

tions, two a priori developed area categories of subcon-tracts

and Government support did not meet the criteria test (es-

tablished in Chapter 2) of composing at least five percent

o±~ the total cases.
9 In keeping with the criteria test

these area categories were classified as insignificant and

were not considered in developing the new profit objective

model. Since the area categories were mutually exclusive,

they could not be grouped into the area category of mis-

cellaneous which provides no distinguishing factors for the

new model development. Also under area category risk , the

area specific “inventory” did not meet the significance

criteria established for the content analysis model -~r~
was therefore eliminated. The elimination of these factors

is discussed further in the corollary findings section of

Chapter 5.
In contrast, two area specifics--capital “fixed

assets” and special factors “cost (~ ncluding overrun and

underrun)” --passed the 25 percent criteria test for area

specifics and the five percent test for area categories and

were designated as additional area categories.10 These

findings give credibility to the content analysis model and

the criteria test in their ability to identify primary fac-

tors of profit since the cost basis of profits have been

9See Table 2 on page Ll’7.
10See Table 6 on page 54.
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discussed widely in the literature reviewed and some form

of fixed assets consideration in profit objectives has

been recommended frequently.

The final grouping of the area specifics within area

categories and the central tendency analysis determined the

factors that influence profit (see Tables 8, 9 and 10).
These factors were derived from the pilot study, the actual

data gathering using the content analysis model , initial

analysis, the frequency distribution analysis in conjunction

with the criteria test , the central tendency analysis and

most important the strength relationship analysis.11

The strength relationships shown in Table 11 have

-: the greatest potential to identify significant factors of -

prof it since the semantic differential portion of the content

analysis model set apart the factors which the literature has

determined to influence profit the most. The primary find-

ing from Table 11 is that the area category of capital has

— the strongest influence on profit with 17,2 percent of the

strength weightings while costs was second with 14.6 percent

of the strength weightings; the remaining rankings were risk

with 11.9 percent , labor with 8.0 percent and capital fixed

assets with 6.5 percent. Also, the central tendency analy-

sis for capital “fixed assets” shows a dispersion that tends

to give credibility to the arguments set forth in Chapter 1

that the present Government profit model does not attend the

11See Figure 2 on page 71+.
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needs of a contractor’s invested capital or fixed capital

(i.e., land, equipment and facilities). Likewise , using

this same analysis technique for the special factors “pro-
-

~ fit policy (contractor)” and “market structure,” the dis—

persion and weighted means are similar (see Table 10) and

may indicate a relationship between a contractor’s profit

gaming strategy and the idiosyncrasies of the defense mar-

ket.

Before any conclusions can be made about the data

analysis and findings, the limitations must be considered.

Limitations

There are, of course , many limiting factors associ-

ated with any research data analysis section; the most

significant limitations in this research effort are listed

below.

- 

- 

1. Of the data collected, 85.9 percent came from

Government sources.

2. The data collected through the content analysis

technique was predominantly sophisticated nominal data, i. e.,

the strength and valence combination only allowed the nominal

data to be put on a continuum from minus three (-3) to plus

- ! three (+3) .  However , the strength relationships gave ordin-

al level data (i.e., the factors can be ranked) with inter-

val characteristics which allowed weighted rankings.

3. The data was discrete as opposed to continuous

thus limiting the use of many statistical tests.

- 5-- - -—5-~- --~~~~~~ 
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4. The data collected did not support two major

categories of the content analysis model (i.e., subcontracts

and Government support).

5. Subjective interpretation of’ the frequency dis-

tributions , central tendency analysis and strength relation-
ships were required to group the primary factors that influ-

ence profit.

Conclusions

- - Research question number one was answered. The data

analysis and findings identified the significant factors

which affect defense contractors’ profit as displayed in

Table 8 arid Figure 2. These factors are again analyzed in

Chapter ~+ in consonance with the analysis of the strength

relationships to develop the new profit objective model.

I_ i  

_ _  _ _  _ _ _ _ _ _
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MAJOR CATEGORY SUBCATEGORY

Labor Direct Labor
- 

Management
Overhead

Capital Inventory
- ROI

Operating Capital
Net Book Value

Capital Fixed Assets -

- 
Risk Fixed-Price Contracts

- 
- Cost Contracts

- 
-
~ Type Contract

(general)
Technological

-
- Financial

Costs (including overrun
and underrun)

— Special Factors Renegotiation
Performance

- -  Type of’ Contract
- Volume of Production
- - or Sales

- - Fixed-Price Contracts
- 

-

- Profit Policy
(Government)

Profit Policy
(Contractor)

- Termination
- Market Structure

Figure 2. Fundamental Factors That Affect Profit

• -I~- - -
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Chapter Li.

THE NEW MODEL DEVELOPMENT

Overview

The purpose of this chapter is to investigate the

second research question. The significant factors determin-

ing profit are described in the preceeding chapter. In

answering the second research question the significant fac-

tors established in the data analysis are used in developing

a new profit objective model. The factors and weightings

used in the new model are described and explained, and a

rationale for incorporation of the factors is provided.

Assumptions

In developing the new profit objectiv e model the

following assumptions were made:

1. The major factors of production, labor and

capital, were necessar~ elements.

2. A model less dependent on costs was desirable.

3. A model developed on the strength ratings of the

significant profit factors determined in the data analysis

was the most logical approach. The content analysis not
- 

j 
- 

only determined the frequency with which various profit

factors were mentioned but also measured the strength of the

relationship between the factor and profit. The sum of the
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strength rating for each factcr was then used to establish

the relative importance among the various factors.

4. The standard for adequacy--the prime rate--is

readily available fr om the Federal Reserve Bulletin , and

represents the minimum rate of return for investment deci-

— sions (18:201).

5. Inputs for the model are readily available from

LI existing contractor accounting systems.

6. Government forms developed for the “Capital

Employed Method,” DPC 74-1, can be used by contractors to

submit data in a usable format.

7. The new profit objective model will be applicable

to contracts which require contractor cost data (i.e., con-

tracts $100 ,000 and over).

8. The frequency times strength of the various area

specifics and aggregates for the area categories provides

data with interval characteristics. For the purpose of

developing weightings to be used on the new model the factor

strengths were aggregated and divided to provide relative

- 

- 

weightings. In so doing, each factor in the new model has

a relative weighting that maintains the strength ratings
— developed by the content analysis model.

The Model

The new model is essentially a return on investment

model which incorporates a methodology for capitalizing

labor resources. The model is based on providing a fair

return on the -contractor resources employed in Government

-
- 

Li
~

. 
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contracting. The model is dependent on costs to the extent

of the labor capitalizations. The standard selected to

represent an “adequat e” return was the average prime

interest rate for the previous six months. The prime rate

was selected because this rate is recognized in the busi—

ness world as the minimum return necessary to allow a busi-

ness access to the capital markets (18:196—7). To have

access to these capital markets the profits must be “net

profits” and for this reason , the profits calculated are

adjusted for the current tax rate.

The model established a capital base from the labor

and capital categories analyzed as significant in the data

analysis. In terms of weighting based on strength rating,

the factors of capital were three times stronger than the

factors of labor and this relative weighting was maintained

in development of the model. In the content analysis model

both “return on investment” CR01) and “net book value” were
— coded whenever they were used in the literature as having a

direct effect on profit. For purposes of the new profit

model , these terms were considered synonymous , and ROl was

considered as return on total capital invested ( TCI). The

other significant factors established by the data analysis

under the capital area category (i.e., “inventory,” “operat-

ing capital ” and “fixed assets”) were incorporated as

capital factors in the capital base structure. It might be

noted from the data analysis that “fixed assets” met the

criteria for a separate category, but in building the model -

d. - ~~~— -- rn .-~~~—-- —-- ---— -5-- - -  -~~~~~~ 5- _ i
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it represented anatural part of TCI arid for this reason

“fixed assets” was grouped with the other capital factors

under the title “facilities capital.” “Facilities capital”

was ident ified in the model as land, buildings and equip-
ment.

The other part of the capital base involves the

factors of “ direct labor , ” “management” and “ overhead. ”

The “ engineering , ” “manufacturing” and “technical skills ”

were grouped together to f orm the direct labor pool . Al—

though “technical skills” was a significant subcategory and

“ engineering” and “manufacturing” labor were not , the term

“technical skills” was encountered in a general context

where it could apply to either “ engineering” or “inanufactur-

ing ” labor. To create a simple model and circumvent this

definitional problem the subcategory of “direct labor” was

established to cover all labor categories. The other sig-

nificant subcategories of “management” and “overhead” were

incorporated as labor factors in the capital base.

J 
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PROFIT MODEL

ADJUSTED
CAPITAL

A. LABOR CAPITAL FACTORS COST WEIGHT BASE

1. Direct labor 
_ _ _ _ _  x .57 _ _ _ _ _2. Management 
______  X .43 

______3. Overhead 
_ _ _ _ _  x .24 

_ _ _ _ _

B. OTHER CAPITAL FACTORS

4. Inventory/purchased
parts 

_ _ _ _ _  X .52 
_ _ _ _ _5. Operating capital

requirements 
_ _ _ _ _  X 1.0 

_ _ _ _ _r 6. Facilities capital
a. Land 

_ _ _ _ _

b. Buildings 
_ _ _ _ _ _

c. Equipment 
______

( Total Facilities Capital 
_ _ _ _ _  

X 2.0 
_ _ _ _ _

Total Adjusted Capital Base 
______

Adjustments to average prime rate

Risk -2.4% to + 2.4% 
______

Performance —1.0% to ÷ 1.0% 
______

Net adjustments to prime rate 
______

Average Prime Rate + Net Adjustments = Adjusted Profit Rate

— LTotal Adjusted Capital Base)(Ad.iusted Profit Rate) Target
(1 - Tax Rate) Profit

Explanation of the Model

The model is designed to provide a contractor doing

— business with the Government a “fair” or “adequate” re-turn

on his investment . In order to determine adequacy of pro-

f i ts , a standard must be developed by which the profit objec-

tives can be measured. To receive the adequat e profit , a

contractor must meet certain minim-in criteria. This model

-~~ - will u~e the average prime rate for the six-month period

- - 5 -  —- - - - - — ~~~~
- - — -- - -  - ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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- 
- prior to negotiations as -the profit standard for reasons

described earlier.1 The prime rate data will be obtained

from the most current Federal Reserve Bulletin. The cri-

teria for determining award of’ the average prime rate are

incorporated into the “risk” and “performance” adjustment

factors. The adjustment factors act as standards against

which decisions are made concerning the application of the

prime rate.

— The investment base for this model consists of

“labor” and “other” capital factors. The factors included

in the model represent significant categories established

in the data analysis. Not all significant categories were -

incorporated into the model and this fact is discussed

later in the chapter.

The weightings, established for the various factors

of capital, were derived from the relative importance cal-

culated in the data analysis and Government objectives in

~ I 
- 

contractor motivation. The six weighted factors of capital

- - 
were first analyzed to determine the relative strength among

themselves within their area category based on the strength

relationships. For example, in the labor category , “direct

• 
- labor,” “management” and “overhead” had strength ratings of

52 , 38, and 23 respectively (see Table 12). The relative

strength of these rat ings to each other was 46 percent,

33.6 percent arid 20.4 percent respectively. The total

1See page 76. 
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Table 12

Consolidated Strength Relationships

- - 
AREA CATEGORY AREA SPECIFIC STRENGTH

Labor Direct Labor 52
Management 38
Overhead 23
Other
TOTALS 158

Capital Inventory 33
Operating Capital 65
Fixed Assets 128

— Other
TOTALS 466

Risk Type Contract 171
Financial 42
Technological 21
Other
TOTALS 357

— 
Performance 147

AGGREGATE TOTAL 1128

strength rating for all labor cases was 158. The relative

strength of’ the three labor factors was applied -to the total

labor strength base (158) to provide an adjusted weighted

strength rating for each factor “direct labor,” “management”
• 

- 
- 

and “overhead.” Similar calculations were performed on “other

capital factors” (see Table 13). All of the six adjusted

weighted strength factors were summed and each factor was

divided by the sum to determine the overall relative

strengths as follows : 

- - -
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Table 13

Adjusted Strength Relationships of Model Factors

AREA MODEL RELATIVE x CATEGORY _ ADJUSTED
CATEGORY FACTOR FREQUENCY BASE -

Labor Direct Labor 46 % 158 73
Management 33.6% 158 53
Overhead 20.4% 158 32

Capital Inventory 14.6% 466 68
Operating Cap. 28.8% 466 134
Fixed A’~sets 56 .6% 466 264

Adjusted Strength Relationships of Model Adjustment Factors

ADJUSTMENT RELATIVE CATEGORY 
- 

ADJU STED
FACTOR FREQUENCY X BASE - 

WEIGHTIN G

Risk Type of
Contract 73~ 357 261

Financial 18% 357 64
Technological 9% 357 32

Performance (No Subcate-
gory) 100% 147 147

— 

- 
Direct Labor 12%
Management 9%
Overhead 5%
Inventory 11%
Operating Capital 21%
Facilities Capital 42%

From the above grouping , “operating capital,” was

selected as the standard for receiving a 1.0 rating. This

factor was selected because it represents the funds and cur-

rent assets to carry on the business and in the short run is

composed of large amounts of borrowed capital (l8~784—8).

The Government does not encourage use of borrowed funds as

-~~~ —--— — —- — —— —5--—— 
- 
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evidenced by the disallowance of interest expense and ,

therefore , no premium was placed on this factor,  Weightings

for the other factors were computed relative to “operating

capital” and are evidenced in the model (see Table 14),

Table 14

Relative Strength Relationships o±~ Capital Factoi’s

A ADJUSTED STRENGTH RELATIVECAPITAL F~CTORS WEIGHTING S STRENGTH WEIGHTING

Direct Labor 73 12% ÷ 21% .57
Management 53 9% 21% .43
Overhead 32 5% ÷ 21% .24
Inventory 68 11% ÷ 21% .52
*Operating Capital 134 21% ÷ 21% 1.00
Facilities Capital 264 Li.2% ÷ 21% 2.00

*ST~~DARD _All other factors weighted relative to the
standard.

The sum of risk and performance at their extreme

adjustment levels can cause a variation of ±3.4 percent to

the average prime rate. When the strength ratings of capi-

tal, risk and performance are summed the total is 1128.

Risk and performance represent 45 percent of this total.

The variation of ±3.4 percent should represent approximately

40 to 50 percent of the average prime rate. An investiga-

tion of prime rates by month from January 1971 through May

1976. a period of 65 months , indicated, an overall average

prime rate of 7.44 percent. A variance of 3.4 percent from

the average represents 45 percent of’ the rate. For this 
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reason the total effect of risk and performance was estab-
lished at 3.11. percent. Risk factors and performance fac-

tors had a total strength rating of 5011.. The relative

strength of risk factors to performance factors was 2.4~l

(357/147, see Table 12). This relationship was maintained

in the adjustment factors. Within the risk factors, type

of contract , financial, and technological represented 73
percent, 18 percent and 9 percent respectively (see Table

13). These relationships were maintained in the weighting

factors assigned. The rates on risk and performance could

have been tied to the average prime rate on a percentage

basis but this would complicate the model unnecessarily.

In the present WGL model, direct labor factors

engineering and manufacturing are weighted at 12 percent

and 7.5 percent respectively with an average rating. Over-

head for these two factors are weighted at 7.5 percent and

5.5 percent respectively. Management labor is not specific-

ally identified and, of course , no capital factors are in-
cluded. Each factor of cost is given a weighting, and
these weightings are summed and divided by the total cost
base. The contractor’s greatest prospect for profit lies

in high labor costs (see Appendix A). The average for CITP

is approximately seven percent as determined by the “Profit

• 76” studies. The average cost risk and performance factors
are 3.5 percent and .89 percent respectively (7) .  The

I ~~ relationship of the CITP , cost risk and performance factors

to each other as a percent is 61 percent , 30 percent and

—~~~~~~~ ~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~S&• ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~ 
-
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eight percent respectively. Selected Factors and Special
Profit Considerations make up another one percent of the

~~L total.

In the new profit objective model, elements of cost
(direct labor, management and overhead) account for only

26 percent of the capital base.2 Capital factors (inven-

tory , operating capital and facilities capital) make up 714
percent of the capita]. base. The factors “risk” and “per-
formance” can have a maxin~um influence of 32 percent and 13
percent respectively. In the new model, however, “risk”
and “performance” are used as standards f or determining
adjustments to the prime rate. If adequat e risk is assumed
and past performance is satisfactory, these factors have no
effect on the prime rate applied to the profit objective.

In analyzing the data from the content analysis the

special factors area category was expanded from 11 subcate-
gories to 20. Of the twenty subcategories, nine were

evaluated as significant according to the established on-
teria. Each of the nine significant subcategories was

evaluated for possible inclusion in a practical model with

the following results,

• 1. Renegotiation--was considered too broad an area

with many factors influencing the need for renegotiation.
These influencing factors are determined after contract com-
pletion and , therefore , provide little help in establishing

2See page 82.
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profit objectives. This factor was not considered prac-

• ticable for inclusion in the model.

• 2. Performance--was incorporated into the model as

an adjustment factor to the average prime rate.

3. Volume of Production/Sales--there was no appar-

ent application for this factor in the model .

4. Profit Policy (Government)--this factor repre-

aented Government policy changes and their effect on profit.

These changes may be initiated by the executive or legisla-

tive branches of the Government . The changes are unpredic-

table and generally outside the control of the procuring

agency or the contract and , therefore, this factor was not

• used.

• 5. Prof 3~t Policy (Contractor)--this factor included

certain contractor motivations such as company growth, firm

perpetuation, sales maximization, socio/political goals which

tend to override profit maximization in certain short-run

situations. Since these factors are invoked by business

managers in light of the specific business environments, the

Government is not in a position to Imow or incorporat e such - •

J motivations into a profit objective model . Therefore , this

9 factor was not used.

• 6. Termination--another factor that is unpredictabl e

and subject to a myriad of political , economic and technical

considerations. This factor was not considered practicable

for incorporation into the model .

7. Market Structure--was a factor that referred to

several different structures and the effect on result ing

U •--• -. - 
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profits. Many contractors operate simultaneously in dif-

ferent market structures. Additionally, the problem of

identifying the specific boundries between different mar-

ket structures, if possible, would be a complex and unborn-

prehensible task f or most procurement personnel. For these

reasons the topic was considered too diffused for inclusion

into the model.

8. Type of Contract/~’ixed Price--this factor was

mentioned , without reference to risk, frequently enough to

result in a significant subeategory. Since the only treat- 
-• 
I

• ment of contract type was established under risk it was con-

sidered logical to incorporate this factor with the fixed—

price risk factor, and this was accomplished.

9. Type of Contract/General--as in Number 8 above,

this factor was incorporated with the type of contract

(general) under risk.

10. Coats--this factor was identified as having

• major category significance. It was not unexpected that

this factor was identified as affecting profit since cost

was discussed earlier in this research as a major criticism

of the present profit policy. Since one of the objectives

of the research was to develop a profit model less depen—

dent on cost , this factor was not directly incorporated into

the model . J

: 1
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ADolication of the Model

The Government objective for total direct labor

cost shall be used in Item 1.~ The individual mix of 
. - •

labor skills need not be specifically discussed or negotia—

F ted. The total number of hours within the labor mix need

not be specifically agreed upon. The cost used for Item 1

will simply reflect the agreed upon lump sum cost for the

expected direct labor effort .

The management cost (Item 2) shall include all

identified direct charging management costs and the appro— j
priate amount of allocated indirect management to be deter-

mined through Administrative Contracting Officer (ACO )

review, Defense Contract Audit Agency ( DCAA ) review, and

negotiation. •

The overhead cost (Item 3) shall include the appro-

priate allocated charges, excluding all management person-

nd , to be determined by the ACO , DCAA and negotiation.

The inventory requirements for the contract shall

be extracted from the DD Form 1858 or DD Form 1859. The

forms were developed for the capital employed method and are

incorporated and described in DPC 711.-i.

The procedures developed in the Capital ~ nployed

Method , DPC 74—i , for reporting and estimating elements

of capital are extracted for use in this model where

‘See page 79.

I
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appropriate. The following paragraphs describe the operat-

ing capital and fixed assets factors of the model.

The amount entered under operating capital (Item 5)

shall include the net current assets necessary for financ—

ing the performance of Federal Government contracts, less

those assets identified for inventory and purchased parts.
The Operating - Capital estimate for a proposed

contract action shall be derived from the historical
accounting data of a Profit Center unless one of the
following conditions exists

(i) the Profit Center has no negotiated con-
tract experience for the last completed
contractor fiscal year, for the contract
type (either cost type or fixed price
type) to be used; or

(ii) the average annual estimated coat of the
contract is greater than 50% of the Profit
Center ’s annual coat incurred for that
contract type (cost or fixed on ce) in the
last completed fiscal year; or

(iii) the Profit Center was during the last com-
pleted fiscal year, transferred from one
DoD component to another for contract ad-
ministration cognizance and/or payment
action.

When any of the above conditions exists , the con-
tractor shall be required to project operating
capital requirements.

A. ~istoriçai Data Method.1~. DD Form 1858 “Profit Center Historical
Operating Capital” shall be utilized by contractors
to report the required account average balances re-
corded in the Profit Center’s historical account ing
records separately for cost type and fixed price
type contracts for both prime and subcontract Fed-
eral Government business. This financial data shall
include transactions attributable to all Government .
suboontracta being perf ormed by the Profit Center.

~~~. Section I of DD Form 1858 will normally
be completed by a contractor annually, within 60
days following the close of the contractor ’s last
completed fiscal year , and shall be used by all DoD
procurement activities to estimate operating capi-
tal requirements f or the entire performance period
of a contemplated contract action. Section II of
DD [Porm J 1858 shall be completed by the Contract-
ing Officer using his own cost objectives at the •

time of the pre-negotiation profit evaluation. For
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• definitization of a letter contract , the latest
complete contractor fiscal year available at the
time the definitive contract is negotiated shall
be used to estimate the Operating Capital require-
ments for the entire performance period of the
contract.

j . Annual costs incurred are to be reported
separately for cost and fixed price type contracts.
Annual coat s incurred are the total coats allowed or
allowable under ASPR Section XV , Part 2.

~ 
All Federal Government work shall be in-

cluded in calculating the amounts reported on DD
Form 1858.

~~. Proiected Method. When it- is necessary that
Operating Capital requirements be estimated on an
individual contract projection basis . . . the con-
tractor shall complete DD Form 1859 “Contract Average
Operating Capital Projection” in lieu of DD Form
1858. This method estimates the Operating Capital —

requirements on the basis of the cost incurrence,
delivery, and payment schedules anticipated for an
individual contract action. Consequently, contract
Operating Capital estimates on DD Form 1859 shall
be consistent with other related proposal data for
that contract and, to a large degree, should be a
by-product of this data. Justification for using
this alternative method of estimating a contract ’s
Operating Capital requirements shall be furnished
with the DD Form 1859 as part of the proposal• package [28s10-11].

The section of DPC 711.-i Capital Employed Method,

dealing with facilities capital, is with minor adjustments,

completely adequate for use with the new model. The follow-

ing is a replication of the DPC 74-1 Capital Employed

Method, Facilities capital section, with the minor modifi-

cations incorporateds

[Facilities capital shall include] . . . land,
buildings, machinery, equipment, vehicles, tools,
patterns and dies, furniture and fixtures, and
similar capitalized property having a physical or
bodily substance. All reported Facilities Capital
shall be classified into one of the categories as
described below s

(i)  Land - Includes non-depreciabl e real es-
tate and related non-depreciable im-
provementa and property rights , including •

~~_ - —
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land leasehold improvements that are sub-
ject to amortization.

(ii) Buildings - Includes depreciable real• estate and related depreciable improve-• ments, including building leasehold
improvements that are subject to amorti-• zation. •

(iii) Eg~uiDment - Includes all reported Facili-
ties Capital other than that classified
as Land or Buildings, includin~ allimprovements not included in (1) or (ii)
above that are subject to amortization. - 

-

~~. The estimate of Facilities Capital to be
employed in the performance of a proposed contract

• action is derived from “Overall Profit Center”
facilities capital data projected by the contrac-
tor.

~~ .. DD Form 1860 “Profit Center Facilities
Capital Projection” shall be used by the contrac-
tor to project estimated book values of fixed
assets to be employed by a Profit Center in the

:~ 
conduct of all its business, including non-Federal
Government work. A separate Form 1860 shall be
prepared for each contractor fiscal year during
which Government contract performance is antici-
pated. Regardless of whether a contractor sub-
mits operating capital data on DD F 1858 or
1859, DD Form 1860 shall be used f or Facilities

• Capital projections. Submission of Forms 1858
• and 1860 will be initiated under the same circum-

stances as Forward Pricing Rate Agreements (see
[ASPRJ 3—807.12(b)), and will normally be sub-
mitted and evaluated as complementary documents
and procedures. If this procedure is not applic—
able, submissions may be made annually or with

• 
- individual contract pricing proposals, a~ agreedto by the contractor and tne cognizant ACO.

• ~~,. Facilities Capital to be reported f or
this purpose shall include only those tangible
fixed assets (i) used in the regular business F

activities of a Profit Center , (ii) not intended
for sale, ( iii) capitalized on the books in
accordance with the contractor’s accepted ac-
counting system, and (iv) that, except for land,
are subject to an allowable depreciation or
amortization expense in accordance with the con-
tractor’s accepted accounting system. Leasehold
improvements (as distinguished from the lessor’s
real or personal property) and ADP [Automated
Data Processing] system software that meet the
criteria of Ci) through (iv) above shall be re—
ported as Facilities Capital . All other re-
corded intangible fixed assets, either subject
to amortization (e.g., patents, copyrights, 

—-~~~~~~ ~~~~~~~ —-- -•-•— -- - - -~~~~~~~~~~~—~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~ •~~~~~~~~~~~~ •
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franchises), or not subject to amortization
• (e.g., goodwill, trademarks) shall not be re-

ported as Facilities Capital.
~~~. Facilities Capital is the total net book

values of (i) all contractor-owned fixed assets
recorded on the books of the Profit Center, (ii)
all leased fixed assets, under control of the
Profit Center, when constructive costs of owner-
ship of such fixed assets have been allowed in
lieu of rental costs, and (iii) an allocable
share of general purpose assets of the nature ofCi) and (ii) above which are held, or controlled
by the corporation outside the Profit Center.
Net book values reported for each year are after

• amortization and depreciation allowable under
-

• 
~ • Section XV , Part 2 , and are the average of the

beginning and ending final year balances. The
• reported net book values of facilities available

to a contractor for less than a full fiscal year’s
depreciation, or amortization should be reported
on an annualized basis.

£. The projection of facilities (land , build-
ings, and equipment) book values and overhead allo-• cation bases is an integral part of a contractor ’s
overhead rate forecasting process. Therefore, pro-• :- jections of Facilities Capital data and allocation
bases on DD Form 1860 shall be consistent with the
data base used by a contractor for overhead rate

• forecasting. For example, net book values of fixed
assets reported on DD Form 1860 shall be the same
values that generate related depreciation expenses

• in projected overhead pools, and the Facilities
Capita]. allocation bases shall be reconcilable
with the bases projected for overhead rate pricing
purposes.

g. If a Forward Pricing Rate Agreement for
overhead rates has been negotiated, the i~c1usionor exclusion of net book value for . . . Lthe pro- t.fit model] determinations shall be consistent with
the allowability or unallowability of costs gener-
ated by those facilities, for overhead and pricing
purposes. For example, if coats of excess facili-
ties have been disallowed in forward pricing rates ,
the value of those same facilities shall be ex-
c].uded from the capital base. The file shall con-
tain similar inf ormation relative to the overhead
and Facilities Capital allocation bases. When
audited overhead data are used for contract pric-
ing, both the audit report recommendations and
subsequent contract pricing negotiations shall
treat the facilities values and allocation bases
reported on DD Form 1860 , and the related facili-
ties expenses and bases contained in the overhead
rate(s) proposal on a consistent basis.
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~. In either of the above methods for allo-
cating indirect expenses to individual contracts,
overhead rates often are arrived at on an “overall ”
basis, i.e., without settlement of individual ele-
ments of the overhead cost proposal. Under such
circumstances it will be necessary, when establish-
ing a contract profit objective, for the Government
negotiators to estimate any adjustments to the pro-

• posed Facilities Capital data considered appro-
• priate. Also, when an advance agreement covering

the cost of idle facilities or idle capacity exists • 

-

for a contractor Profit Center, the fixed asset
values reported on DD Form 1860 shall be consistent
with the provisions of such agreement.

j. Leased property is a special case. If
full rental costs have been accepted in overhead
pools, no capitalized value shall be recognized.
If rental costs have been limited to the construe-

• tive cost of ownership, the constructive value of
the leased property shall be recognized. When
contractors enter into a long-term lease of proper-

• ty whereby the conditions of such lease require
the advance payment by the tenant to the lessor of
the total rental amount f or the cumulative term of
the lease , such prepaid rental payments made by• the contractor under a long-term lease shall be
treated similarly to contractor-owned fixed assets
and a capitalized value of the prepayment shall be• included in the category of “Leased Property” on
the DD Form 1860, provided that the lease payments
are otherwise considered allowable under [ASPR]
Section XV. The capitalized value reported for
each year shall be the average of the prepaid
lease account for the year, except when such leased - 

-

facilities were available f or only a portion of the
year; in those circumstances, an annualized (see 

~~ ..above ) prepayment amount shall be reported. In the
event any leased fixed assets are included as Pa-
cilities Capital, a separate attachment to DD Form

L 1860 shall show the following informationi
Ci) Description of the asset
(ii) Initial valuation of leased property and

basis for value
(iii) Amortization Schedule
(iv) Net book value included on DD Form 1860

• Cv) Identification of Government authority
and date when determination was made to
allow only the constructive cost of• ownership for the asset , in lieu of full
lease or rental coats. (Not applicable
in case of prepaid leases.)

j. A Profit Center is defined for this purpose
as the lowest accounting level (e.g., division,
plant, product line) for which the balance sheet

~~ ‘~~~~~~~ - S_~~ j j• ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~ ~~~~~ S. L~~~~~~ M • ~~- -  —



911.

items of accounts receivable, inventory, accounts
payable , and tangible fixed assets (land, build-
ings and equipment) are available.

~. A Productive Burden Center is the account-
- 

• ing level within a Profit Center for which over-
head rates are calculated for distribution of in-
direct costs. The Productive Burden Center structure

• listed on DD Form 1860 shall be compatible with that
• used for pricing purposes on the contractor’s cost• proposal (DD Form 633). DD Form 1860 shall include
• all Productive Burden Centers in the Profit Center,

without regard to the proportions of Government and
commercial business involved. Contractors utilize
various methods of overhead pooling and distribution

• bases, sometimes with multiple allocations between
pools. When an elaborate overhead allocation sys-
tem is utilized, or when there are a large number of
Productive Burden Centers within a Profit Center,
contractors are encouraged to consolidate and simpli-
fy allocation of Facilities Capital to a limited
number of allocation bases. However, any consoli-

• dated structure used shall be compatible with the
contractor’s cost breakdown, so that consolidated
Facilities Factors can be equitably applied to
appropriate contract allocation bases (see DD Form
1861).

A• Service or support centers are cost centers
for the collection of costs I or performing specific
functional services, e.g., data processing center,
plant services, administrative services, or wind
tunnel facility. The fixed asset values of service
or support centers whose costs are allocated to con-
tracts through a G&A expense rate may be treated
similarly to a Productive Burden Center or handled
in accordance with the “undistributed” definition
below. When service or support center costs are
occasionally charged direct to customers on a use
charge basis, e.g., computer direct charge, the
fixed asset values shall be handled similarly to a
Productive Burden Center as defined above.

• ~ . Distributed Facilities is the net book
value of all fixed assets that are identified in the
plant records as wholly assigned to a Productive
Burden Center. Such identification usually results
in related charges (e.g., depreciation of taxes)• direct to the using burden center. When some costs
of a service or support center are charged direct
to customers on a “use charge” basis (e.g., computer - •

center), the assets of such center shall be alloca-
ted between “distributed” and “undistributed” assets
in the ratio that the service or support center
direct charges bear to the indirect charges.

~~~~~~ •— -‘~~~~~-~~~ —~~~~-~~~~~-- - •  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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~
. Undistributed Facilities is the net book

value of all fixed assets which are not specific-
ally assigned to a Productive Burden Center (e.g.,
housekeeping and general service equipment, land,
or general plant buildings), and that portion of
corporate fixed assets that are allocable to the

• Profit Center (e.g., general office equipment,
corporate headquarters, and land). Undistributed
assets are allocated to Productive Burden Centers

• on any reasonable basis that approximates the
actual absorption of the related costs of such
assets.

~ . Allocation Bases are the direct input
bases (e.g., direct labor dollars, direct labor
hours , direct material dollars or machine hours)
projected to be incurred in or by each Produc-
tive Burden Center (including service or support
centers) for the purpose of allocating overhead
costs or use charges. As stated in paragraph ~~~~.

above, the estimated allocation base projected
for the . . . [profit model] computation shall
be consistent with the base projected for estimat—
ing overhead expense rates of each burden center.
In addition, when a Productive Burden Center

- • • allocation base estimated for overhead rate pur-
poses normally includes the e!~orts to be expended
in the accomplishment of IR&D Llndependent Re-
search. & Development] and B&P [Bid & Proposal]
tasks, the allocation base for this profit on
capital computation shall exclude such efforts.
Such allocation base exclusions Ce • g., engineer-
ing direct labor dollars , model shop direct labor
hours) shall be consistent with the estimated
amounts of these bases used in establishing the

• allowable costs under either an advance agreement
or a formula computation [28s11-l5].

Line seven (7) through ten (10) of the DD Form 186]. need not

be completed. The individual totals from line six (6) (DD

Form 1861), land, buildings, equipment, shall be entered on

lines six a (6a), six b (6b) and six c (6c) of the model.
• After the total adjusted capital base has been

- .
•~~. established, the next consideration is adjustments to the

average prime rate. Of the two adjusting factors, risk

shall be determined first. The total adj ustment attributed

to risk factors ranges from -2.4 percent to ÷2.11. percent.

-•---—•“•— •_•a - ~~~~~~~~~~~~~~~~~~~~~~~~ •—•• 
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Of this total the type of contract would account for 1.8

percent in either direction, plus or minus. The following

• contracts and weightings are suggested as a guide but the PCO

may consider other factors in selecting the final weights

•FFP • . . . . . . . . . . . . . . . ÷ 1 . 4. t o 1. 8%
FPI—--Cost + Performance +

Schedule Ineentives . . • . . +1.0 to 1.11$
FPI---Cost + Performance or

Schedule Incentives . . . . . + .5 to 1.0%
FPI---Cost Only . . . • . . . . • • 0 to .5%

• 
CPIP--Cost ÷ Performance +

• Schedule Incentives . . . . . - .5 to + .5%
• CPIF-—Cos-t + Pert orinance or

Schedule Incentives • . • . . -1.0 to -.5%
CPIF--Cost Incentives Only . . . • -1.4. to -1.0%
CPFF . . • . . . . . • . . . . . . —l . 8 to —l . 4%

Financial risk could account for .4 percent in

either direction, plus or minus. Factors affecting a nega-

t ive rat ing would include amount of Government equipment and

facilities provided, progress payments, and other Government

financial assistance. Factors affecting a positive rating

would be lack of progress payments, lack of borrowing and

• reasonableness of cost estimates.

Technological risk could account for .2 percent in

either direction, plus or minus. Factors affecting this

rating wouldbe evaluated in a contInuum of technological

requirements. At the end of the continuum receiving a +.2

percent would be the situation where the contract involves

or requires a breakthrough in the state-of-the-art. At the

other end of the continuum would be the contract for “off-
• 

the-shelf” items. 

—--- —--• “- • - - ‘  • -•—• - -•
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The second adjusting factor is performance. This

factor has a range of -1.0 to +1.0 percent and is based on

the historical performance of the contractor on Government

contracts. If the contractor is new to Government contract-

ing a rating of zero (0) would be used. The contractor’s

past performance would be evaluated on the basis of

1. Compliance with -contract clauses,

2. Cost efficiency,

3. Timely deliveries, and

- 4.. Quality of product.

The rating to be applied is based on judgment and should re-

ward a contractor for exceptional performance and penalize

for poor performance.
• 

At this time the net adjustment factor is either

added to or subtracted from the average prime rate resulting

in the adjusted profit rate. The contractor ’s current tax
• rate is determined after which all necessary components are

available for determining the target profit rate.

• 

• 
Benefits

The new model attempts to provide profits on a basis

understood and used by the commercial market. Return on

investment CR01) is used in many businesses as a measure of

profit performance. In the commercial approach, ROl does
not consider the various elements of labor and management in

the specific calculations. In the commercial application of

ROI , the elements of labor and management are considered as• I
• L~ I
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expense factors necessary to utilize the productive capacity

of capital . The I~ L model covers the other extreme by pro-

viding profit based primarily on the elements of labor and

management. The new model expands the capital base to in-

clude the two most important and fundamental factors of

production, capital and labor.

In past years the number of firms competing for

Government contracts has been decreasing. The profits of

those firms doing business with the Government has also been

on the decline.4 The Government has stated in ASPR that the

prime motivation of contractors is profit (27s3s139).

Therefore, one might conclude that at least part of the rea-

son for the decline in the number of Government contractors

is the perception that better profit opportunities lie out-

side Government contracting.

The new model should provide the contractor with a

fair return on his investment. With a capital base consist-

ing of labor and capital, the return provided should general-

ly exceed the commercial standards. As industries perceive

better profit opportunities in Government work an increase

in competition should evolve. With an increase in competi-

• tion, the laws of economics indicate a more equitable price

will be approached. This profit model may provide a con-

tractor with greater returns than the 1~ L model but if it

increases competition, studies have shown that up to 25

4See page 3
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percent reduction in costs may be possible. For example ,

in 1971, a GAO report concluded that on a sample of 511. con-
tracts awarded noncompetitively, nearly eight million dol-
lax’s could have been saved by using competitive procedures
(14,256).

Limitations of A~~lioation

To use this model several changes would be required

to existing procedures for proposing and negotiating con—
tracts. First, the contractor would have to break his

management personnel out of the overhead base and propose

both direct and allocated management as a separate item.

The overhead pool would have to exclude all such identified

- 

- 

management personnel. Second, the contractor should be re-

quired to submit a risk assessment with his proposal to in-

clude financial and technical risk considerations. Third,

it will be necessary to negotiate the total adjusted capital

base and the adjustment factors. Fourth, the appropriate DD

Forms 1858, 1859, 1860 and 1861 would have to be submitted —

for operating capital and facilities capital considerations.5

With the variations in the prime rate it is entirely

possible that on cost—type contracts the profit objectife
determined by the model may exceed statutory limits. In
such cases the law, of course, must be adhered to but the

model would then provide the contractor with the maximum

profit allowed by law.

5See Appendices G through 3.
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The costs of implementing this model would be mini-
mal from an administrative standpoint . The forms for re-

porting operating capital and fixed assets are already in

existence. The contractor’s cost proposal submitted on DD

Form 63,6 would not have to be altered. The backup for the

DD Form 633 , however, would have to identify the direct

management personnel arid the indirect management personnel

separated from the general overhead pool. This information

should be readily available from the contractor’s account-

ing records. The Government costs would only involve

printing up the new model format. Any significant increased

costs resulting from this model would be attributable to the

expected increased profits provided.

This model is applicable for use in contracts of

$100,000 and over.7 Contracts of this dollar value require

that the contractor submit coat or pricing data and certify

that the data submitted was accurate, complete and current
(27~3~12L~.). For proper application of the model it is

necessary to have detailed information on contractor capital

factors. The amount of information required would not be
just ified for contracts below $100,000.

Conclusjons -

- • In answeringthe second research question, a new
profit model was developed. This new model incorporated

6See Appendix K.
7See Assumption 7 on page 76.
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10].
many of the significant factors of profit determined in the

data analysis. The new model has been developed using a
variation of the return-on-investment technique. The in-

vestment base consists of labor arid capital , and the stan-
dard set for normal profits is the average prime interest
rate. This rate is adjusted up or down in accordance with a

risk and performance criteria. The intent of the model is

to provide an “adequate” net profit, and for this reason
the final target profit rate is adjusted for the company’s
tax rate. The new model is expected to provide more adequate

profits than the existing WGL model and thereby stimulate and
promote a highly competitive defense market.
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Chapter ~

SUMMARIES , CONCILTSIONS AND RECOMMENDATIONS

Summary of AssumDtionp
• 

- The following assumptions were made throughout the
conduct of this research: -

1. Adequate data exists to determine the primary

factors of profit.

2. The relevant market ( defense industry) of this

research is noncompetitive.

3. The primary factors affecting profit have not

changed significantly over the last 15 years.

4. The demand curve for the relevant market of this
• research is highly inelastic.

5. Some primary factors affecting profit may not be
measurably consistent with a new profit objective model de-

velopment requirements.

• 6. All defense contractors are entitled to adequate
profit.

7. The data level will not support parametric test-
• 

ing.

8. Defense contractors are unwilling to publish

material concerning their profit policy because of apathy,

contractor policy, proprietary information concerning profit

102
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structure or the contractors’ actual satisfaction with the

present Government profit policy.

9. The major factors of production--labor arid

capital-—were necessary elements in the development of the

new profit objective model .

10. A major consideration and desirable characteris—

tic given to the development of the new profit objective

model was less dependence on cost.

11. The most logical approach in developing the new

profit objective model was to use the strength relationships

of the factors identified during the data analysis phase of

this research.

12. The standard for adequacy--the prime rate--is

readily available from the Federal Reserve Bulletin , and

represents the minimum rate of return for investment deci-

sions (18s 201).

13. Inputs for the model are readily available from

existing contractor accounting systems.
• 14. Government forms developed for the “Capital Em-

ployed Method, ” DPC 74-1, can be used by contractors to sub-

mit data in a usable format . -

15. The new profit objective model will be applicable

to contracts which require contractor cost data (i.e., con-

tracts $100,000 and over).

16. The frequency times strength of the various area

specifics and aggregates for the area categories provides

data with interval characteristics. For the purpose of

- • — ~-•-—— —— •- — ~ —~-
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developing weightings to be used in the new model the factor

strengths were aggregated and divided to provide relative

weightings. In so doing, each factor in the new model has a

relative weighting that maintains the strength rat ings de-

veloped by the content analysis model.

Sun~ar~r of ~im4tations

- During the course of this research it was evident

that certain limitations were inherent beginning with the

research methodology through the new model development as

f ollows: 
-

1. The new profit objective model may be limited in

applicat ion.

2. Conclusions of this research effort were limited

to the essence of the research questions.

3. Interpretation and analysis of the data was

limited by the data sources and the random sample selected.

4. The new profit objective model requires additional

contractor cost inf ormation as explained in Chapter 4.

5. Of the data collected , 85.9 percent came from

F Government sources , since there was a lack of commercial

literature.

6. The data collected through the content a’-~a1yais

technique was nominal when strength and valence were applied

and ordinal with interval characteristics when strength and

frequency were applied.

7. The data was discrete as opposed to continuous

thus limiting use of any statistical tests. 
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8. The data collected did not support two major

categories of the content analysis model (i.e. , subcorrtracts

and Government support).

9. Subject ive interpretations of the frequency dis-
tributions, central tendency analysis and strength relation-
ships were required to group the primary factors that in-
fluence profit.

10. Several changes are required to existing pro-

cedures for proposing and negotiationg contracts)

11. The new profit objective model is dependent on

the average prime interest rate. Under cost-type contracts

profit determined by the new model is constrained, of course,

by statutory limitations.

12. The model is applicable for use in contracts of

$100,000 and over. Contracts of this dollar value require

that the contractor submit coat or pricing data and certify

that the data submitted was accurate, complete and current.

Su~m~ary of Conclusions

In summ ary, this research effort has attempted to add

to the body of knowledge of profits of defense contractors by
impart ially gathering data from Government and commercial
sources through a relatively new behavioral technique of se-
mantic differential content analysis to systematically identi-
fy determinants of profit. These determinants were analyzed

to determine relationships, strength and influences on profit

1See page 99.
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for use in developing a new profit objective model. This

rigorous data analysis and model development effort provided
a new profit objective model that is based on a contractor’s

capital employed providing net profit after taxes, therefore,

satisfying both research questions.

There are many beneficial aspects of the new profit

objective model , one being the fact that the new model based
on capital employed provides a basis of profit consideration

commensurate with the commercial or nondefense market. With

the emphasis on capital employment including labor and reali-

zation of adequate profit comparable to the commercial market,

the DoD goal of increased competition can be met with actual
overall cost savings. 2

• In retrospect , although the data gathering technique

of content analysis was a worthwhile learning experience , it

did not provide data on which useful nonparametric or para-

metric statistical analysis could be conducted. The semantic

differential portion of the content analysis provided ordinal

data with interval characteristics which allowed development
of the profit model .

Corollary Conclusions

Associated conclusions of this research also provide

• valuable lessions learned. For example , the semantic differ-
-~ - entia3. content analysis produces a bias towards the data

sources with the greatest length (i . e. ,  in this research 86

2See pages 98 and 99.
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percent of the data caine from Government sources although

the sampling plan selected the sources on a 50/50 basis).

The fact that the major categories of subcontracts and

Government support were found to be insignificant in accord-

ance with the established criteria test was due to the con—

struction of the content analysis model. The model required

the attributes to be directly related to profit within the

unit of record.3 Both of these major categories were dis-

cussed in the literature but only in an indirect manner to

profit or usually directly in relation to financial and tech-

nica]. risk assessments. Since these discussions avoided a

direct reference to profit there was no data hit . These lea-

sons learned are concomitant with any assumptions and tech-

niques used as a follow-on effort to this research for

replication and validation of the new profit objective model .

Recommendations

It is obvious that follow-on research is required to

validate the new profit objective model and perhaps compare

its ability to provide adequate profit to the WGL method.

The most promising immediate approach is to simulate randomly

generated cost figures for proposals on major weapons systems

using the new profit objective model and compare the results

(1) against the present WGL model and (2) against the commer-

cial averages on ROl . In validating the model , consideration

should be given to the size of the company and the amount of

‘See page 26.
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financial leverage exercised. This investigation may lead

to sophistication of the financial risk area. Various for-

mats for risk assessment should be evaluated to determine

what kind of format is feasible for the contractor and mean-

ingful to the Government . Once the model has been validated

• through several iterations of the simulation , a “real world”

test would be appropriate.

In comparing the new model to the present Government

t~~L model or even the forthcoming “Profit 76” model , actual

data could be obtained from several program offices of ma j or

weapon systems within the Aeronautical Systems Division of

Air Force Systems Command , Wright-Patterson AFB , Ohio , and

used to identify the going-in profit objectives. A measure

of effectiveness could be obtained by converting the data

from the I~~L model for incorporation into the new profit

objective model and evaluating the adequacy of profits for
- 

~~
- defense contractors between the two models. A corollary

recommendation is to verify the fundamental factors of profit

(see Figure 2 , page 74) using the DELPHI Technique and/or

questionnaires to provide an equal amount of data from

Government and commercial sources at a level that can be

statistically analyzed. 
-

Summary

This research effort began investigating the Govern-

ment ’s profit policy of the last several decades to the

present . During this era profit was awarded on the basis of —

precedent and the present cost-based WGL technique. Two 

£— _- - ~~~~~~~~~~~~~~~~~~~~ •—_ .a~ S _&? _~~~ _ ~ __•c&• ~s s - -.
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objectives of this study were to determine the fundamental

factors which influence profit and using as many of those

factors as practicable develop a new profit objective model.
A research methodol ogy was designed to collect data using a

semantic differential content analysis model to identify the
primary factors affecting profit. These determinants were

analyzed for incorporation into the new profit objective model

that is designed to provide adequat e profit , based on the

primary factors of production--labor and capital--for Govern-

ment contractors.

I• 1
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• Weighted Guidelines Model

Profit Factors Weighted Ranges

CONTRACTOR ’S ThPUT TO TOTAL PERFORMANCE
Direct Materials

Purchased Part s . ... ., . ., . . .  I t o  4%
• Subcontracted Items . . . . . . . . . . I to 5%

Other Materials . . . . . . . . . . . I t o  L~~%

~~g~.neering Labor . . • .  . . . . . . . . . 9 t o 15%
~~gineering Overhead . . . . . . . . . . . 6 to 9%
Nanu!acthring Lab o r . .. . ... . . . . .  5to 9%
Manufacturing Overhead . . . . . . . . . p.1. to 7%
General and Administrative ~ cpenses . . . . 6 to 8%

CONTRACTOR ’S ASSUMPTION OF CONTRACT
cosT RISK . . . . . . . . . . . . . . . . . . 0 to 7%

Type of Contract
- • Reasonableness of Cost Estimate

Difficulty of Contract T&sk
RECORD OF CONTRACTOR ’ S PERFORMANCE . . . . . . —2 to +2%

• Small Business Participation
• Management

Cost Efficiency
Rel iability of Cos t Estimates
Value Emgineering Accomplishments
Timely Deliveries
Qua1it~ of Product
Inventive and Development Contributions
Labor Surplus Area Participation -:

SELECTED PACTORS . . . . . • . . . . . . . . . —2 to +2%
• Source of Resources

Government or Cont ractor Source of
Financial and Material Resources

Special Achievement
Other

SPECIAL PROFIT CONSIDERATION——ASPR 3—808.6 
-

(SOURCE: Armed Services Procurement Regulation, 3.808.4)

- 
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APPENDIX B

Strength List- -Strong

• The following words or phrases are examples of a strong rela-
tionship between the attribute and profit 8

most common indicator most serious problem
most often used substantial inputs of

— most meaningful very high
cannot permit is limited by
requires entirely
explicit percent (at least positive correlation

5%) between
direct factors 

- must earn• actual equation relating it is important
profit and attributes dependent upon

direc t or inverse relation is no higher than
excess profit taxes can (will) produce —

directly indicate a statistical
are determined significant rela-
not intended to be tionship
key reasons is defined (determined )

by

• .-
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APPENDIX C

Strength List--Weak

The following words or phrases are examples of a weak rela-
ti3nship between the attribute and profits

also affect in genera]., was to be
has lost a chance with particular regard
opportunities for increasing to
should continue to be has been largely

• 
• should be included responsible for

should be creates some
monotone decreasing relation it is possibl e
functional relationship--as would amount to

in a curve or graph using small amounts of
may (not) be a (measure) relatively low

correspondenc e between spread of profits
• special interest attaches to it is usual to expect

the relation between based on
a difference associated with likelihood of achiev-
may be uniformly higher or • ing

lower accomplishes
no necessary inverse relation pr incipally in relation
relationship between to
may provide implies

- 
t
_ 
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APPENDIX D •

ATTRIBUTE/FAC TOR WEIGHT AND
FREQUENCY DISTRIBUTION
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APPENDIX E

Sampling Plan

- NUMBER OF COMIVIERCIAL SOURCES
1958 3 1962 1963 14 1969j 1970 13 19

3 14 1 13
NUMBER OF GOVERNMENT SOURCES

- 
The total number of data sources selected equals the sum of• the number of data sources chosen per interval period for
both the commercial and Government publishing sections
[i.e. ,  ( 3 + 14 + 13) + ( 3 + 14 + 13) = 60].

~. -~~;~:
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APPENDIX F

DATA SOURCES

Government Sources
Identification

1958 through 1962

AD 663394 LI) 076311.A LD 05447

1963 through 1969

LI) 08722 AD 863848 AD 824828L
AD 681118 AD 680330 AD 66L1.701
AD 661551+ AD 660388 AD 659731
AD 472955 LI) 33256A LI) 10089
LD 25105
RAND RM-6183-PR “Impact of ~~L on Defense Contract

Fees” Dec 1969

1970 through 1975

AD A011221 - AD 766612 AD 741411
AD 731764 AD 703303 LD 32301+A
LI) 32879A LD 25952A LI) 28667
LD 34363A LD 3L1.153A AD 738463
LD 32352A

(NOTEs Alphanumeric codes indicate sources may be
acquired from DDC and DLSIE)

Commercial Sources
Identification

1958 through 1962

Iron Age 189~56-9 May 3, ‘62
Aviation Wk 76s28 Jan 8, ‘62
Time 79 s 81—2 Apr 27, ‘62

1963 through 1969

Harvard Bsns R. 41~116-27 Mar ‘63
Dune R. 83:31 Apr ‘64 ~~~

‘
~~

- - ~ ~~~J. Finance 19 16—31 Mar ‘64 ~~~~~~~ 
‘

• ;~~~~~~~~ • 
~~~

Fortune 7].s 3011. Apr ‘65 \~~‘ ‘
~~~~~

‘ 
•~~~ “~~~

J. Finance 18~637-46 Dec ‘63 ~~ -
~~~~~
. \~“

Vital Speeches 32~381-11. Apr ‘66
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Fin. Analysts J. 22~88-95 Mar ‘66
Read Digest 90:177-80 Feb ‘67
Economists 220:1057 Sep 10 ‘66
New Repub. 161:15-18 Dec 20 ‘69
Aviation 1,1k 88*25 Feb 12 ‘68
New Republic 159:19-21 Aug 17 ‘68
Mich Bans R. 19:1-6 Jul ‘67
Nation 2O8~ll3—].5 Jan 27 ‘69

• 1970 through 1975

QR Econ & Bsns 10~15-26 Summer ‘70
Mgt Acctg 52 :17—20 Feb ‘71
3. Finance 26 :1067—75 Dec ‘71
Res Mgmt 15~ 58-63 May ‘72
Conf. Bd. Rec. 9:1+9-58 Dec ‘72
Fin. Exec. 43~1+4-5 Nov ‘75Dune 98:11 Nov ‘71
U.S. News 71: 34-6 Nov 1 ‘71
Review Sat R 511.:29~30 Jun 5 ‘71Harvard Bans R. 52~137-L1.5 Mar ‘74Harvard Bans R. 53:97-106 Jan ‘75
Aerospace Industries Association of America (AL4.A)-

“Risk Elements in Government Contracting” Oct ‘70
Aerospace Industries Association of America (AIM)-

“Aerospace Profits vs Risks” Jan ‘71
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APPENDIX G
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APPENDIX G (Continued)

PIOPIT CINTIR HISTORICA L OPERATING CAPITA L

IN$TWCTIONS 

-
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go... a,.sto,y b.l.nc.s, by $ mootbly a more frequ.M moth-
.4. laslud. raw material., suppU.., work Ia pioooas sad SECTION U
finIah.d (0045 lAvqfltoPt.5 com01itt.4 to f.deal goveamsat CONTEACT OPEEATEeO CAPITAL
contrsot.. P5.1.4 Iaveoto,tss that auppolt both govstnmont
and coowolal wo,k should ho .Uoc.tod 005 uaNgs 00 0*500 Tla,1n4 I tdsat Ulcaebas. This ..ctlos I. cs,p1.t.d o~iy whoa - •
.quit,bbo b..la. satkoeing the opa’stlng capitol ,.qaiteouats to,.. isdivIdusi

p, o.smanf actias. idsatify *5. .peottic RPP/Cssbsot 3155
progte.. Papeetit., Adv.nsoo, $.Ia,bu,,.m~~ta, Cr0415. (I I numbs, sad- lb. contract type.
F) .  Sot., say credit balances r.cad.d s.peratoly, that oft-
set sad ,.dues the soshoctas 1o,..tmut 1. tavental... P.ricimiat Profit Centers .04 C.nfr.ol Cool.. List sU Profit

Cent.,. sxpsct.d to p osts,. lb. contract, sad sot., *5. Co..
.4 ve?.4. Net Zn,eneo,y !nvaaemeilt 01 NJ. This Ii *5. $~et. host !stho.tsd COSt, (W) to be Inowosd by sash. Tb. Total
age not l.,o.taoot after cffo.ttlag the sb.,e credit belaac.s. Costs (9) moot agos. with *5. SD 633 oost proposal.
It the e.nf,a.ta . systs. nota credits db.ctly I. the .ooa.ts ,
this svs,age m a y b e  d.ts,mia.d diteotly be. *5. accoi~~a, Mel Opsrsth,j Capital Iaiplopsd Paste. (X). The s.I.ctlas

- La. oadt the ‘O,.o.~ sad ‘Credit’ slope, of the appisprlat. Not Ops.st1.g Capital Ea$.ysd Poota Ia
dsts,mlae.d by (a) the Profit Confers U.t.d, sad (5) *5. coo,a~• Aeer.4. Contra ct b,ealawnf (I I I ) .  Tb. sum of A,usgs Co~~ sct Type. Collect the latest hiotwisal data ma $.otsas(s)

Ac.aoots R.c.tasbI. s.d Avevsp. Psi favsooay. Tb.. . I (or oath Profit Coats, sad dotoomla. the .oatrs.* type top *5.
tstala should ,s(I.ct th. contractor , a,srsgs spiraling csp- Cw’eM $0s.o st oct10..
£5.1 l.,ssta.at Ia sash type of gosu.a.ot contract.

9.51.01004 Op5,.Ihof Capitol Requtrsd (1). Tb. product of —

Mu,ooS Coot Ins,,r.d (9 I U .  Ent., the total sa.al costs Profit ConS., saelmot.d costs (3’) tI... the spprepe4a s
tsa.red by the Profit Cat.t ma ..ch type of coohoct. Coot. Opelatiag Capital P..ta (K). 3.. the Profit Cools, Psqmbs- - - -

unaliowebi. ..4. ’ *13* 3.011 .. 13. .04 e.oahoctsd cools moats to sad.. at the cs.1 .ct 1.5.1 opesatI~~ c.pdu l (4’), —
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APPENDIX I (Continued)

PROFIT CINTIR PACIUT 1IS CAPtTA~ PROJICTIOhI
IN$TIUCTIONS

D For. 1860)
PURPOSE. TI. poapoai .1111. las. a to (s) p.sj.ct sad 11. P~ tftCa.t.c ssUoc~~l. al a.. of cwposst..ous.d a.d
aa_u.lat. tots! aotUd.. v.1_u l~, sad. Pialk Cia_u Isaa.d Iacllidss, AU 0111. áo,. .t. .._ud 1011.
by casb_us, local y_us, d (b) c.~~cs 5.. .. ‘ibasa he ‘T.tal II.. .*Id. .s~.._ut. (Is. Pi~tIt C.._u’. tat.!
T.cUltf.. Capftal Employed P.ct_u .pphhospl. 5.5.. facilltls. v.15.. iscopsiasd to Ms p.cpo.s.

400 C_u. DIRECT DISYDII(TflOII. (Col’s ha, Is. c) AU f.cUitj.a- 
valsia that 5.5 Idsatiflid a IMS pIiaI T.C0.~~ a. ~~olIy

BASiS. AU data p11111.5 to lbs s_u Bit.! y.ac. to 0 3 0 4  too Iacat.4 ha P.odsctl.. 0usd.. Cot_u. ass
.15cM the costgsc5., pop_us capital Issd.asa sad .... . h ated lgahaat 5.. apptlcahl• P.0.C. Dq tall ha (otah.d
bead p .ct s, 4 5*5.Jd ~s coopatibbs .111 b.5. of lpws.d toth. P.01* GAit. DhsWb.t.d’ II... Psofit

• 5.05. pmc.d.oo. 14... aputlc.lly. f.cillsks vales. Cost.. Uathst.tb.t.d’ 1.11. issaladsi .111. P.C. ‘TataP.
proj icted b.c. sIsold ohMs to facilIty - s.s,atad costa Both .cs.c. s.d diatctb~tl~. of Ps,fit Costa, factUal..

01 511(3004 15 opsthisd tale poj.Cdia1. vatos. 0.5 * batsac. 1*11. ‘total’ Iii..

IDENTIFICATION. Ids.tify lb. coatsaclos, poCt co_u, ALLOCATION OF UNOISTRIIUTED. (Col’a 2.. Is, c).
add_us sad fi scal y.aia to .bcch lb. data p.ct_u. 5.1111- P .oht Cs.t.. ‘Uadists*b..t.d’ tacThta.s ai~ allocst.d 5.
cI.st Oocal ysma must b. pcoj .ctsd to co_u 11. eutmas’ P,odscttv. 0usd.. C..ts.s c. a.y cs_un.bIs b.ala that
.4 psalomsac. p.thads oh cunt,.cta to Is. osgod*.d. .ppmch_uas 1*. .ctual .b.ospda. of lb. tal_ud coats

01 cM focilAtisa. This sUocatiosi oUt usually ,011.ct
DEFTNI’flONS. So. ASPR 3400,7(.)(3)Q) to, d01sltjossa 5.. astbod of .Iloutja~ C&A osd/o, Se,vlc. Cost.,• oh ths faclliti.s v.1... to Is. Incleded, 11. 1*115_ut coats to 5.. pa p... of alaputiag o,ssh..d ut_uloolcis sad el~aa.u 01 5._u vala.s. 5.1 dl.t1511ha.
tn_u Di.t.ibuted —d Uad!.t.ibutsd 1.1111th... sad 4.11.1. PRODUCTIVE WRDCN CS4TEN
isis of Pssd.cU,. 0u,dus Ciat.., d Ov.cIsiad Aliscop TOTAL NE? BOOK VALIIL (Cal’s 3., Is. a). TI. mo .1

tism lass. Cal’. Ia, Is. c, 12., Is, c. Total ..ch class of facilIty
•.yaiut.ly. sod pm,. back to the P.aOt Cot., ‘Total’.PRODUCTiVE BURDEN CENTERS. Ust .v.,y Psodo~~

• thy. 0usd.. Cia_u slibja 5.. Pro fit Cost., foe .15cM o_u. OVERPEAD ALLOCATION BASE (Cii 4). Tb. dls.ct In.
b*ad sate, ass ~alca1al.d to, the aflocatics of iathtect pat bias. (e.g.. 01.1, DLII . DM5 , 14-It. etc.) p.oh.ct.d to
costs. TI. s_u_u e.posC.d oust Is. cavpatlbl. s’Ith b. lscan.d ii o, by sad. P.D.C. (lacladhap aasvlcoh
that .5.4 I. DO 633 cost piopoa.la or auppostisg d.tatI . Suppwt cot_u) for lbs puspos. of .Uocat.g ov..b.sd as

usa cbargsa Id..ithfy esdi baa. usit- .(-..,.as.c. . obich
LAND. BUILDINGS. EQUIPNKNT . L..d’ is ~O ’  ... t Is. compatible with the barn used foe applied 0v,e~dspssci.bI. Isalty. imptov.ssata m.d p.op.tty .i~ 1ta. b.ad is DO 433 coat pi Po.ala 0( sippotiag 4.1.11.
‘9.11415g.’ 1. d.p~.chabl. rosily d salutad i.prov.. .st.. Q.astftj ssasat ogi.. 0111 a~~oth ll.d 0,541s01 ,1*os foe
‘Equtip.e..1 1. all d.pssciabl. psspscty oth., lbos Boildliip. forwut p.lciag pwpos.a a, FPRA* (AWl 3’107.12).
RECORDED. LEASED PROPERTY. COWORATE. R_uldSd’ PROJECTED FACILITIES CAPSTAI..ENPLOYED FAC-facilities ass lb. easoel Ph .d Asset. osn.d ~~ TORS (Cal’s Sa, b, a). Tb. q.otiosta of 11. P.B.C. Total~~~a4 sm5.. bobs of 11. PoSt Cot.. ‘L. sd P~apsity Nit Bock Vii... (Cot’s Ia. Is, c) ..p_usly dl,td.d ba th.I. lb. ca.ii.Iiaad v.1. . of I..... foe obich 

~~~~~~~~~ P.B.C. Ovs.b.ad AUoc.tlcs B_us (Cal. 4). Cany sack
- - I - cools of ooss,abip bass b_u allowed ha hisii of riotal Facto, to the.. d.11.sI placas, ..g.. X,XXL -list. Pote,

costa sods, ASPI 13-203.341.41. The P155.051s t 45’ ,,p_u~~~a 5.. mast .1 P.eIblti.a Capital seq.hisd lo op’I..miaatjo. must be 140016.d. ‘Co.po,ats~ facilIties ~it post ..cb salt 01 the O_ub.ad Aflocado. Ba...

S

COPY AVAII A~LE TO OUC O~FS~~T —

PER~1T FULLY 1EC~” ~

- 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ —-



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

~ -- -.--- - - - —- — - — 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~ ‘~~~‘

F 
-

APPENDIX .T

DD FORM 1861

132

— ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~• - -  -~~ -~-~~— ~~—- ~~~~- - - ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~ ~~~~~-.---



~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
- - - — -

APPENDIX J 
- 

-

COI4TIACT CAPITAL IM P LOVID
css’.cns r’—”°”’ ~~
55555? CSN?5O I,_,.__.

- 15 0 .M.,Cs us5S

I. .1 fl?,M*y 5o P5CIIJyIU C*55T*~ ~~ 51.OV5O - -
1555e sr  

-~~~~-. c..1T5A~? O_u. 
•j~~ g~~~~~ ~•gg~_ 

~
. P JUYSSI SO •V5

5_ussi ass..,. 1US$ ~~~~~~ 51.a50 551,,. 1.05 51.Oa ’ saw.

— ..kL.~.. .....~bL.... —foL...., - 
(St (Is - -

‘ 

- -

— — — —  _ _ _ _  _ _ _ _  _ _ _ _  -

.. cesiascy ,sc,s.s visa cAs.,a~ 5555.0155

~~~~~~~~~~ 0,5*A~ssi C*55t05. 5555.0150 00~~~~~~ lIM (III

s. ’o,at.cAnm s, uspt.o,,o

•. COeTSSC? 101st. isymaTan cc., DO ~~~ (Sd,

‘I. C0e?AAC? CS., TCI. tUSNOVIR 5s~~ l.M. $~~l I
— Pill rO’stuII • Ie~

[Sources Defense Procurement Circular 7k-i]

133 

~ py TO d~9r ~~~PERMtT F Ulli LLL ~~~LE r ~
— —  - - 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~.~~_ . _ ~~~~~~~ _ __ ____ — - — —  _ _____ S_ _~~~ -



________ ________________ - -

13k

APPENDIX J (Continued)

IN~ aUCTION$ -

(~~Pora186i)

PURPOSP. Tb. psopsasel this ta_u ~ at oaopat. Sable. ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~the ‘d  Cea.sit Capital T_ueuI • ra—st.~ .~~~ ce_us. osm~..g A n i
Pat., sass lad.. of opitel ~~~hsp.4 Os lb. Csots.l. ~~~ (5) ~~~~~~ ts]aaa~ Pa~~ilso Pot_u (4.. IsA. hama.1 *j. step is at ~~~~~~~ the faUgUas 

~~~,). 
-

- 
- opild he he taph.jJ Is .. *~Pi.Ss Castor ..4 P,e.

dssdse Pod.. Caster, .11mg Ii. P.11MM. Vote,. ~~~~~~ACT 7ACUZ’I~~~ CSITTAL 50V1D.
• deaIup.d 05 DO P~~~ I$SO. ~~~ lbs abm.e I. ‘ -  thu t.~ I foj ili. e.pfoI

- asphayad,by shes.
HIADlIlO. Coopleat tha 

~~
— ou st lb. - - 

- 
-

tep el lIs. fe_u 19. F~.J... ..... . Poled dM.,...L.. ~ C~~STlAC’l’ OPIRATBIG CAPITAL WLOTID.
5.. P.4MM. Past.o, Isp PhaSI y_u, ~~~ he Coy Stowed the Opeotlag CapM. 5,. DD Peso

.d la lb. uo.potMe~~ 
Ill 1sf..

I. PlOvEr CVITP9S AND PI100UCEIVI lURD~~lCZNTPR& List the ~~sotsefo P~ohht Custa. d 1. roy*~. CAPrIAI. WLOTED.
Plodusti,. Pod.. Cones, that siR pe,f~_u sock a. Tb. a,. .f all elaaa.. at 5*01.1 a.upl.puS (lisa.
Ibis piucos_u...t astlos. Tb. breskdow. is .staet.d •to 7).
boo his. east — sistedoat, p0. solpds opoet -a.dlsr a.414 ispo.t, and ma aserefosi to the 611MM.
beabdaw. _u4 a. DO Pa_u 1*SO~ 

- 

~~~~~~~~ TOTAL uT~~AT*D ~~sT.
• The 155.1 estImated or popesad ce.1 , or east s15estios.

t 719011, TIARL Poe ..sh of 5.. abe’s e , j .  for the os_u.s. Fits as_ustor. 5.1. 051 a_u, .141
Moot —‘ --- 1.. bs~sk~~ lb. P1_ui V.. . .1 p.4._u -

~~ ~~~ ~~~~~ ~~~ cast ope.aE Pit a ...ma_l
ma by sick. i~~~b,.eisest ha assod boa the... ~•°•~~~ ~~~~~ 

hI. DO f_u *141. I.t.t .551
osice ut tIse abo’s, .

3. CONTRACt OVUNPAD ALLOCATION BASiL 10. CONTRACt’ CAPITAL TURIIO VIB RATE.
For .e,is Ppoductl,e Deed.. Center and Flied V.. 7b _uiiot at C_u_u V.1.1 P,tta55 d Cot 1e~
islet the smosinl of the otatod Aflocahias Ba. said to 5.. Cosset Ta.t Capital
âsi~. t~. oat_u _uj_us~ ~~~~~ _u, ~~~~~~ 

‘a’~~’~~ (5)~ - — 
-

should Is. the a.. as the., said foe bMIdsdsg sootool - - 
-

oi,rhaed. The he.. ,.1t. of ole_u. (e.g.. OLd • Df.H. DM5. - - -

etc.) aeg a s e  with Ito. said I. Cd, 4 of DO P~~.1550. . -

4., b &.. FACILITIES CAPITAL ~~~ LOYiD PACIOAI.
Cdi, tosaod lbs spp,vpilate PaMilda Peel.. boa
Cal’. S of DO P.,.. 1540. Pr~S1 Costa., Piodaitto. lied..
Coat... sad P’m.l Ta,, aol spas.

.

h

• 

.

- —~~---—.,‘ .-- .-.,~.- ,-, ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ !5-P ~~~~~~~~~~~~~~~~~~~~ 
- -~~~



__________ __________________________________________________ - — - --- - - --—— - — — -

APPENDIX K

DD FORM 633

4

- ••

135

- ~~~~~~~~~~~~~~~~~~~~~ ~~~~~~ — bL ~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~



APPENDIX K
— SSpiaT.asi CC slitelI 1 —

C5.*flACT pesciNG PI0FiR.$~, ‘-. —

lb.. _ u 5.  ~.. t ~~~~ . .. .S .I ~ p4 1.s sl. (... 4S* 34s?.3) 5. ..q.1.d

—4 ••4 CI .Sca• to
[... .a... ,. ,a~~~~~~~~t.. .fl.a_.

. ~~~~~~~~~~ _..c__  • t e  .~ 
- 

a..~~~~~~. ~~~ ‘4ba —

1 SS o.ca,,ao, sa_...V, _______________cat, 1 .es.n i— —
___________________________ n,.s c..,S V ...V• — s—n ’

—
5 — s*.ste*cfls ..an
_ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  ___

(fl,S.n, t..4,j

— (fl.’ .u.

~ _______________ _________________ _____________

• a f lt.cf l...,a_...n V....

.. .•,,w._ s•m5.g.eI•

. _V1.a_•_~~taa.5~~t s  4? C0V~
& t1C e”..tt._. taleS’

L SlS~~( t 5  QV(NtflSIC

• _uS~ S~4e~ .CVt0’s I.les&S

V. 5•Sw,IC,*l—ws 5t_u5 a15

•s,... c...#a

5. s.a,,ThIa

a. s..t.a ..s
a ’.,.t *.tes eassnsg’

.,_ ~~q g j~a_4S

It. ‘ls*St&t,C..i ,,4IS

I t. 0•V.?4&S

1.. .s..,? ~~~ CII

•5. 101*5. ps6t ,~.

~~~~~~~~~~ e— b.Sca_.tflt.,V, — 

- I fl... 0.. tP VI5. 5~~~flfl 5. toe,•s-• *e& *~~aSfl .4 ~~~~~~~~~~~ *tflI t f5.*d, 115 C*i VS~.~~~~S.t

SUL ta_ S~~~~~~~V.S ttø~~~~ • i s - ?  P4S.C~~n• 4 ’ C t l f l eS . 4t 44 t ?541 Va

~~~ VU fl.c I VP S S . 05577.4~~~ 4 ISflta fl Pa lS.

‘:... : _~~~~~~~.... ..
•t. net V S  4*00 anna.. . ta_V...,. S. t4~~~ V4~~•’t ..4 S.. Vt’S *,ta t’t ‘Sl ’ — —

- 
- O’s- ..e W rit toe c f ls..fl,,n eor?n.Ct nato as:.. — a flPal&fl Past

.545 ,... ta_ V td~~~ l4t ta_tta_ ? t , . . 1 t V  e’ t’V ~~~ • , t V f l q,. — •4’S. t~~tV 5’ ( flIt ~ffiaIt

— 0 VS• —. le. SRP&4 4 Wtt.rW SasS

Th. p..pe..l I. .sheieof to ,.s I. e.as.cli. . .4* .4 1. osp.ee 1.

• ___________________________________________________ sad 00.55.,. hot en_us. .. .50.1.., ,

Is cam4 -.a. .11% II. Is4V.et.s,s I. .ffa.,s sad the ames,. .5441 f.M.p 
- — .p..enn fl,. iTc~

5 fr•_5•’a_

t DO , ‘
~~~

‘.. 633 •50 55 54~

[Souroe~ Armed Services Procurement Regulation F -2 00.633J

136

COPY AVA1LA~1IE TO fl OC P~!ES P’t~T
PERMIT FUllY LEGIBLE I Ju~G1 ~

— — — - --



_________ ~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

137

APPENDIX K (Continued)

F-200.633 Dl) Form (flt: Contract Pr icing Propo4aZ—Continued

.4TOUCTIO WI TO OFFt’ROi

I. 11. a,~~~~ .1*1. Os is 55 poVid.. .S.sd.51 It”,0*17 3. Ihan 5.400 ’... 44 _ut1155 5 044. pVioleg d~~. Se this
.55.5 *. .*oor ,_u5a 5. 55. C..,oaes • s~~~~~ 7 5(55’ 5.0 S4 it4.*sl. .LI.. lb. 4.5. 1.115. ~~nSfls.dly 104,15.4
.a04 .51 ..55.su ,4 e.4..( .d .U.oltd _u4554 IsO.. .54 da.nb51 (s.o ~~~~~~~~~~~ a, e04.~ .14 sad.
i_u ..t5 .55.5. 4.0,151 .0501 04 55457555. 7.0 54 US 1041.51. I. *5 •s04_u $ .lf.s...t 55. ..p.e_u51 ..
a . C  .1 . .saissI ..., Ss.. Os SIs p....s-I . U.s .H. ~~~~
41554 . 04.. 0 5151ow.1to dIs A5753.a0 3. 5... .
~ .tod I. ~~~~~ I . C..iIii -.s. .1 c~~... C~~l SI 7004 0... t Tb. 1.0.5 .055. ‘C.M £I..a.. ” 04 .5. “7..a_.. d
(. ..437R 1-dIPjt.i j.4~ ?.4~ C_us.. £45. ...” to .51 1.0.4.4 .4.4.51 ,.q~ n..-.s.

11... n.y 5. p.a_. *51 Is d.Itoto (s.n~~ 515..05.. .t’
5. 2. 4.oas 510. ap04Ile 5.4.Oa..iss .o”k.d by this 5.0. p.ta_l 51St a_uai s .11114. 11 oqnwd O o  .5.. ’.,.

the .5.... to.. tel. .. .40 4.. Os, .ad e04~ 44.51117 .4 04.05405 p504.51st I. .11 5.5.. _uI• 5455 05
.41, ta_s — p.te5a 4.Se(*~ I.. 4.1. .5145 5, ,_4f554(• ..1l b. sS.$.t.d 04 5415111 54 oaSes

s.d 15001 a0.51 4.4,14.4 5. 4357 3.le7~~~Vif, I.
.4 *0.., 5 . s  ...05 41 15. Inn ..y 1.I.._u.s Pa.0 ~ ~ y ..OsO. 51,5*5 p..y04s .u....s II ..I.ttsd 0.4.

• .147 .e~,.5.d 55 isplaSa 5.. .U.,a.’a IIn51s, p..... o 5.. 5 t1..O . ~.o. 5. 5.. ~~~~~~~~~~ .115.. .. 55 555 ..s5.a..4
II. 11a I ...0... , r.. *, ,. ~~~~. ci ...,.

~~~~ 5.. seal .. pViII.5 dM a SI5.i*ttd . 55.54 1.41., no.4..
I. TI. 451_u.51 last... tolIsd 51 S. ..0s.I041 dttone4t• 554 .4.. 504.1515 14. 45515.115 po51s .4..
4. ~0.. ~~5.b.4e sate .. u.. ~~~~~~~ istIsO1th.sa - _u. ...lsa *,. .4 Sash 1.0 .1 pnd.4 las.. .14.4 .455 55.
.04 I. ~~~~~ 0. f~~n 5o, .54 0._SilO 04 p~~~ 04.s. .04 0.0 *.. f l i t  .4&4 s~~ he

- - •o aI..4 I. e.sa.Oi.. ,“.h ISy .11 M.... p S  is ,Sw

m. 0*41150.5.4 by 5.. sI0~~ 5.bI. .t.owd ~~~~
_•5 -

PDOTltO T U

NOTE L £te~~ (5, 5.4. a.l_u *... ..Cm..y .51 , a s ’  NOICI. 0(5,4. ., 4*4 o. ..s4.I Stat,. a .lIj ’ I~~5.
.51. ta_s. .045 .. II. ~~~~~~~ .4 0* .U..o ..,U p.p.t y ~~ *51.4 Is *5.I~ ., k~ po 17 po .5. 45 . t’s.nhl, .to5od
0._sd I. S. .f fo isss psd.n.n. .f th• 5.1,11.0. S,.sS (t ’4*t y. 7...td . ..pl.a_*In 4.. 11.104.. .5*4.. US.
a p t h~~ a.I. la thi s a_Is ban .1n.dy b.a •annsd the Ia... .! Ca_I — t. .* ....tn pats.

1.a.. 0, 4 ?t,(. .0114.2.. 1*otU. s.J•’). 4.s.nb. 0.. .. 
5lOT54C. lottad. alt no.40 *. .. t4 .. 0..fa_.4 I.,....

.105.4 S 05,V.5S sched.1~ . Whtft pop.4.cVaOs St 
~. ,ton.. 4is4.I aas .. .,..a ..,a... w.4.. S t~~~S_Sfle’

Mat p ~ •C s  10 ..o..I.,..• .. .5.., .p.tif...fl ~ a 
*4* .i.ss,.. 511_S ta_S I. 5.. .‘Ilk..t 5.0.1.4.4 04 p...5 45

yn.I51s.d.I*.L b y 1h .., ‘..a,,. 5 411,t.t. p.t’.d. a 5.11 .01.5.14—Il p1d.c.0.5.4 S..4.
ld.stdk.O. .4 ..pl..ao. .( ...s -.

7OT54 50. 1.th.M. Us. .Slai .4.4 04 p.044. —

NOTE & fle as, .t .5.. *~... ,. ,,,e...i 5.. ~~ 1t,yI. ~~~040. Ito. 54I0.O 505 55.. 0.45.4 5515 0._os
II,.. 0.. tot. 45 1. 01 .0* t•t’4.IS*ttl414 th. ow .1 N d  p.5.5.5 54... . 45.

• .p. 
- . th. .11. taU.. ci II. .ow.04. Ps..I4. 55. .45.4 44

~~~ ‘. I  S 4*51514 00 F... e33 5 .4*...d (at .54 •pp5aSs5•.4 st ies ...sb..d ..pa_... 1..
040*54 I.., daas. 45.45’s_u b..,kd s .51 sheslss 504s 04

1(071 1. £5105 ..pa..I. p.p.. .. .ri.any .51 ld..tuy I. ~ 555.4•5.0, . V.. .0404.. .1 055

*4. sal.. -. Us. 55.t55,.0 I. .55*5 51.. 5.4.0.0. e pp50.4 -

5.. .5.1*11. e55* .I.nSitI ..p 5. l.a_I. 7. 5*04.51 Va_a_I 55
P~~SM~~4. Ipos.... . 4.. a.. .. ~~~. a.~ —~~ 5. ~~~_u,, 1(01.1 15 . t.e*51. a~~n. 0454 ... 51......

e4*4sts .51.0.55 ,5.45.. I’dr~~~. is. *... 54.4 1. P’4*’° ______ben 55. 4.,.., 5.. .no .i.. 000*1. 45551 *5 asiSha_si NOTE 52. 754.54. a .a..a. S t e A L_ S  l~~~~ 17 oat..
4.151 *1.0.55 .0. *54110411. 5.1(5~~e. I. t.. Ist*t *55 p. p15054 .aI*s..V 551 05*5 55.5.0...S 4.as .,.5.
p..1. Pb. .as.ete. piolds II. sass .5.4 1., pleIs~ 4.. 55*1 -
.1.5551. 1. ash ~sby .04.. _uI~~ma.. 41.p ..1Sna0. .at WOTE II. 01.4 . .15 .4,.. assla.s.4 .o55 ft.a.. .5.04 4
I.nS.. pVic.a 5.. ...to I. ... .4 .45n4 t0** ‘.5.50. 4.. 5.s1554, 1.0*5,1... .04.1.5101 .10*_u.s. .p..M1 pOsi
pot M~~~l11..sIp Inn ..p....s. .d P50.414_uS .05 .0 040*Sl tle. po.....51.. ie.b .45.4 .51 p.55.4. .~~.I.4 .
p4 s.d a_f. ~~tS*54.04l. .5*4 — I,.S5iIis4.t. (4V o 54. 04 ttsl. od ,....5.lV) .5Ist ... ..s t0..51SS he5is.~~ —
a.... I. *45.. os.. ~~~ s*lp~~~d ..4. s.d 04.y £o.a_a.. 5a.of, poaai. *p isiS 05555t 7 .14.5. 11,4 p.5.545 .._usU.
.t.. ~ 1104 47 04 ..p 1.M p. .oaa_s.am.. 45SiS os 1.51.451 5.4 10.15.. 714.. p..ps ..t .b..51.. . P.GS, b.1..d.s.
5. 4.. p..p.. .d p51... ..45 is .55.s.p..id a.. .1 .54.5.504 p0.. 55151.’. ..y...t.I , sit s.45.s51 V .p..Ste aS .oSS
dsf..I *.. .ssS. 040* 0.5. 54 sss.s54s ..d.4 . 51.0.4 14 4*55 . 5 .
.0.s55e_. — a0*5.psitd 5.05 55 451051,5.5 Is 404 ’Me
1541.5.5 .-_,. - ‘ 7011 14.1405.5.1 .a_*-..S~~.4b..s 5.55...... 54 14*0.

p55.4... . a.po. • p.s. to., oo ron tu, R.y.ur
MOTE 4. 750545 .1511 44 .,5 toS .1*5. ~~~•5••P 5._u) 05. *slIs51.~ 555.0.15.0 11’ toS tt,.oI. 0.51
.1.1555.51 04tS~~~~ 0 5 5 0  5.045,5.51 50.5 . 550547 . Op55sy .5 sit... . V... s.... ..d sd*0s. .1 ila... os 4.55 44

p  4.45 51St., (*_u51055 45b.~~td. Sid 55545 IV .tt.eSI_u~ 0_u 5510.01: p.54*s I4*. p0*04 s~pI.t4lO .5.54
0. aid tosla_MIa_al 510.5 . 0.5... . .. a*.. ba_i. a_ sIll 55t op-hi I. p.y414.s 5.451

I’ ~~ 
L_.l,.L . 14.5515.5 4* pot.._u.l .05... •l tsel 0.

F $OT~ 5. 05.4. .a.0I 1010 popo.4 ~~~~~~~ .045.0 551155.0 4.’a....., .,...J 45Ish 5... re,.iI, I. p.t*5k, p.
n.t554 41.415_u 5. Us. a0.Is.0.S .. 0 4 U S  4~~~ ~~• t.ot. . (I 4.41. , .54. 55 opsl*p ~ .C .5554 .55*5.555 51*04555
0450.4 ‘05,0* 51.0*5.4.” ‘ 5.15 ~~~~~~•; .05.15 04.. . I  .l .. il.. 55

0 .4lhs.~~ SI .p.slf k.Up .0,5i5.545510 ia_no .. gilals.

I - MOTE L 05.4. p515. ..~~~_.._..5 . ...05ll a_ . 04 _u*oa .*opci*s tsn01 Il_us. .po .51 s*0UIICt.lO 51
Set.  p.ids.o4 po5.osd by oslO 55s. p.14 4.4 401. .pp41a41le .1.5. . .4 .p.slIbs p5.541 .5.5*5. p~~.4dt4.
.lth yaor d.se.. . .p5*ilt.uI*s.. 5.45._Ill.. 04 .t,Ila_SIS
.54~~55 the p1.i s_u5t*. NOTE *1. 5155115 p.5*. eitS’SSCSlsdt p. .t,1545*. 7.055

- 0454 5..0 5.54.4 5.OtIat.
MOTE ?. 4.55.4. to 04 post.*4 no.51st I.t .t. p155.544
OC04 I4~~ Is~~~s....5. .5. 41 a.5.t 10*4. p5.5.44 ’s.

F—200.633 . -

ARMED SERVICES PROCUREMENT REGULATION

• COPY ;
~V?t! L~ LE 1 ~ V~ p( ~~ ~

—. _  -. - -~~~ ~~ 5,~ 114 I~d I -~~



-~~~~~~~~~~~~~~
‘ “ ,-

~ ~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~

I.

SELECTED BIBLIOGRApHy

4

138 

—-- - - —-—



~~~~~~~~~
‘ ‘

~~~~~
‘
~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 

-
~ - -

SELECTED BIBLIOGRAPHY

A. REFERENCES CITED

1. Ames , Lieutenant Commander Richard Earl, USN ,
Lieutenant Philip James Coady , USN , and
Lieu-tenant Commander Bruce Ethan Maxon, USN.
“Considerations of Return on Capita]. Investment
and Payment on Progress in the Defense Ship-
building Industry.” Unpublished thesis , Naval
Postgraduate School, 1972.

• 2. Anthony, Robert N. Management Accounting: Text and
Cases. 3rd ed. Hom,ewood , Illinois: Richard D.
Irwin, Inc., 196k.

3. Belden, David L. -and Ernest G. Cainmack. Procurement.
Washington , D.C.: Industrial College of the
Armed Forces, June, 1973.

k. Bell, Captain Robert C., U SAF , and Captain Roy B.
Garr , USAF . “An Anal~rsis of the Motivational
Effects of Weighted Guidelines.” Unpublished
master ’s thesis , SLSR 35-68, School of Systems
and Logistics , Air Force Institute of Technology
(AU), Wright-Patterson AFB , Ohio, 1968.

5. Benefield, Colonel Bruce S., USAF. “Return on In-
vested Capital,” as published in Proceedings--DoD
Procurement Symposium: Progress and Research in

- 
I the Seventies. School of Systems and Logistics ,

Air Force Institute of Technology ( A U ) ,  Wright -
Patterson AFB , Ohi o , 1972.

6. Berelson , Bernard. Content Analvsis in Communication
Research. New York: Hafner Publishing Company,
1971.

7. Boyett, Lieutenant Colonel J.E., Jr., USAF , and
Lieutenant Colonel D.E. Strayer, USAF. “Analysis
of Cost and Non—Cost Negotiated Profit Factors in
Department of Defense Contracting.” Unpublished
data analysis of “Profit 76” conducted by the
Air Force Business Research Management Center ,
Wright-Patterson AFB , Ohi o , 1976 .

139

_ _ _  ~~~~-- — -- - -~~~~~- • - - — -~~~ ---~~~~~~• - -—----•--- -“— • —---~~-



- - - - j -  

~i~~~~ -r -
~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~ .

L ikO

8. Brown, Thomas Allen. “An Evaluation arid Critique of
the Weighted Guidelines Profit Concept as Applied
in the Military Airframe Industry.” Unpublished
master ’s thesis , The Ohio State University, 1967.

9. Chabron , Jay W. “New Concepts in Pricing--Modular
Pricing , ” as published in Proceedings--DoD Pro-
curement Symposium s Progress and Research in the
Seventies. School of Systems and Logistics , Air
Force Institute of Technology (AU), Wright—
Patterson AFB, Ohio, 1972.

10. Drucker, Peter F. “The Delusion of ‘Profits’,” The
Wall Street Journal, CLXXV , No. 25 (February 5,

- 1975), p. 10.

11. Ferguson, C.E. and S. Charles Maurice. Economic
• Analysis. Homewood, Illinois: Richard D. Irwin,

Inc., Mar ch, 1970.

12. Fisher, Irving N. and George R. Hall. Risk and the
AerosDace Rate of Return. Published by the RAND

• Corporation: Memorandum RM-5kkO-PR , Santa Monica ,
California, December, 1967.

13. Fox, David J. The Research Process in Education. New
.York: Holt, Rinehart arid Winston, Inc., 1969.

1k. Fox, Ronald J. Arming America. Cambridge, Massachu-
setts: Harvard University Press , 197k.

15. Hall , George R. ~iie ImDact of the Weigh-ted GuidelinesProfit System on Defens e Contract Fees. Published
by the RAND Corporation: Memorandum RM-6183-.PR ,
Santa Monica, California , December , 1969.

16. Hunt , Raymond G. “Extra-Contractual Incentives and
the Award Fee,” as published in Proceedings--DoD
Procurement Symposium s Progress and Research in
the Seventies. School of Systems and Logistics ,
Air Force Institute of Technology ( A U ) ,  Wright-• Patterson AFB , Ohio , 1972.

17. Jeynes, Paul H. Profitability and Economic Choice.
Ames, Iowa : The Iowa State University Press ,
1968.

18. Kent, Raymond P. Cor’~orate Financial Management.
Homewood , Illinois: Richard D. Irwin , Inc. , 196k.

H;  

-

_ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __ _  _ _  - ~~~• - • - - -•- —-- -•- ---~~~~-—-  ~~~~~~~~~~~ - •~~~~~~~~~~ --~~~~~ —-~~~~~~~~~~~ --- --— -



—T~ —•-

1k].

19. Logistics Management Institute. Weighted Guidelines
Changes and Other Protosals for Incentives for
Contractor Acquisition of Facilities. LMI Task
66-12 , Washingt on , D.C. :  Logistics Management
Institute , November , 1967.

20. ________• Defense Industry Profit Revi ew. LMI Task
66—25 , Washington, D .C . :  Logistics Management
Institute, November , 1967.

2].. ________. Defense Industry Profit Review. 1241 Task
• 69—1 , Washington , D.C. : Logistics Management

Institute , 1969.

22. ________. Defense Indust!y Profit Review. LMI Task
69-27, Washing-ton , D. C. :  Logi stics Management

• Institute , March, 1970.

23. Parsons, Robert. Statistical Analysis: A Decision-
Making Approach. New York: Harper & Row, 197k.

2k. Stansberry, Brigadier General J.W. “Contractor
Productivity and Profit s Impetus for New DoD
Initiatives,” Defense Management Journal, Vol.
II , No. 211. (October, 1975), pp. 39— 112.

25. Trueger, Paul M. Accounting Guide f or Defense Con-
tracts. New York: Commerce Clearing House , Inc. ,
1971.

26. U.S. Department of Defense. Armed Services Procure-
curement Manual No. 1. Chapter 12: “Profits.”
Washington , D.C.: Government Printing Office,
1969.

27. _________. Armed Services Procurement Regulation.
Washington, D.C.: government Printing Office ,
October , 1975.

28. ________. Defense Procurement CircuLar. Number 711-1. 
—

Item IV: “Contractor Capital Employed Policy. ”
Washington , D.C . : Government Printing Office,
August , 197k.

29. U.S. General Accounting Office. Defense Industry
Profit Study. Washing-ton, D.C.: General Account-
ing Office , March , 1971.

30. Watson, Donald S. Price Theory and Its Uses. Boston:
Houghton Miff u n  Company, 1972. 

‘~ - - ~~~ _-- --- . - ~~~~~•_ _ à ~ ~~
•• •

~
• •~“-~•••• -



- T - - - ~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~ 

111.2

B. RELATED SOURCES

Aerospace Industries Association of America. AeroeDace
Profits vs Risks. Aerospace Industries of America,
Washing-ton, D.C., June, 1971.

Anditti, Fred D. Risk and the Required Return on Equity.
Washing-ton, D.C.: Defense Documentation Center,
March , 1966.

Commission on Government Procurement. Re~port of the Corn-
mission on Government Procurement. Vol. I, Washington,
D.C.: Commission on Government Procurement, December,
1972.

Cook, Frank X., Jr. and L. Daniel Maxim. Financial Risk
Analysis. American Management Association, Inc., USA ,
1972.

Goodman, Sam R. Techniques of Profitability Analysis. New
York: John Wiley and Sons , Inc. , 1970 .

Graham , Jay . “The Federal Government and Contract Profit
Analysis: Background. Philosophy , Policy , and Prac-
tice.” Unpublished research paper, Contract Manage-
merit Research Seminar, Florida Institute of Technology,
1969.

Guth, Lieutenant Michael H., USN. “Case Studies on a Major
Weapons System Acquisition Project.” Unpublished mas-
ter ’s thesis, Naval Postgraduatc~ School , 197k .

Hurdle, G.J. “Leverage , Risk , Market Structure arid Prof ita-
bility ,” The Review of Econ omics and Statistics ,” 56
(November, 19714.) , pp. 11.78-85.

Levhari, David and Yoram Weiss. “The Effect of Risk on the
Investment in Human Capital,” The American Economic• Review, 611. (December , 197k), pp. 950-63.

Liebha!sky, N.H. The Nature 01’ Price Theory. Homewood,
- Illinois: The Dorsey Press, Inc., 1963.

Logistics Management Institute. Study of Profit or Fee
Policy. LMI Project 5B1, Washington, D.C.: Logistics
Management Institute, 196k.

Mills , E.S . “Uncertainty and Price Theory , ” Quarterly
Journal of Economics, 73 (February , 1959), pp. 116.30.

Mru z, Michael J. A Dual Industry Analysis to GJ.ve Per-• s~eqtjve to Aerospace Defense Industry Profits.
- ~~~~~~~

- Washington , D.C. :  Defense Documentation Center,
March , 1972. 

- -- - -~~~~~~ 



11+3
Nelson , R . R .  “Uncertainty, Prediction and Competitive

Equilibrium, ” Quarterly Journal of Economics, 75(February, 1961), pp. 11.1-62.

Pace , Dean Francis. Nezotj ati on and Management of Defense
~çntracts. New York: Wiley-Interscience, A Division
of John Wiley and Sons , 1970 .

Paton, William A. Cor~ora-t e Profits Measurement, Reporting,
Distribution, Taxation. Homewood , Illinois: Richard D.
Irwin, Inc. , 1965. 

—

Paulson , N .M . , Jr. DoD Profj t~on Capjtal Policy. Washing-ton , D.C. : OASD Comptroller , October , 1972 .
Rice , E.S. Profits in Military Procurement. Fort Lee,

Virginia: Defense Logistics Studies Information
Exchange , February , 1972 .

Riemer, W.H. Handbook of Government Contract Adininistra-
tipn. Englewood Cliffs: Prentice-Hall, Inc., 1968.

Sullivan, T.G. “Market Power, Profitability and Financial
-~~ Leverage,” The Journal of Finance, 29 (December , 197k ) ,

pp. 11+07-11+. 
—

U.S. Congress Joint Committees. The Economics of Military • -:Procurement. Fort Lee, Virginia: Defense Logistics
Studies Information Exchange, May, 1969.

_______ “Profit Rates on Negotiated Prime Contracts.”
Office of the Assistant Secretary of Defense (Comp-• troller), Washington, D. C.: Government Printing Office,1971+.

U.S.  Genera]. Accounting Office. The Operations and Actj vj -
ties of the Renegotiat ion Board. Fort Lee , Virginia:Defense Logistics Studies Information Exchange , May,
19?3.

Weston, J. Fred. Managerial Finance. New York: Holt,E. Rinehart , and Winston , Inc. , 1962.

_______ and N.H. Jacoby. “Profit Standards , ” Quarterly
- 

- 

Journal of Economics , 66 (May , 1952), pp. 224—50.



- - 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~

L

AUTHOR BIOGRAPHICAL SKETCHES

11+14. 

- - ~
- -

~~~~~~~~ - • ——- ~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ —-~~- -
~~~

-
~~~~~~~~~ •



~ - 
~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~—~--- -~~- --- — _____-

AUTHOR BIOGRAPHICAL SKETCHES

Major Donald E. Leedle was born in Durand , Michigan ,

November 7, 191+0. His family moved to Detroit, Michigan, in

191+1+ where he obtained his primary and secondary education.

Major Leedle graduated from Wayne State University, Detroit,

Michigan , in 1961+ with a Bachelor of Arts in Chemistry.

Major Leedle has spent four years in materials en-

gineering , four years as a laboratory chief in the PACAF area

and three years as a buyer at the Space and Missile Systems

Office prior to entering AFIT.

Captain Ronald K. Coslett was born and reared in

Downers Grove , Illinois. He received a Bachelor of Science

degree in Industrial Management from Purdue University in

1966. In August 1966 Captain Coslett entered the Air Force

through ROTC in the Procurement career field. He has been

assigned to Warner Robins ALC for three years; Wiesbaden ,

Germany , for one year ; Izmir , Turkey, for one year ; the Air

Force Inspection and Safety Center, Norton AFB, California ,

for two years; Martin-Marietta Corporation in Denver, Cob ra-

do , in EWI for one year; and the Air Force Contract Mäinten-

ance Center in Ping Twig , Taiwan, for two years. Upon

graduation from APIT in Sept ember 1976 , he will be assigned

to the P-i6 SPO in ASD, Wright-Patterson APB , Ohio.

1~4.5 

~ -~~~~‘~~--~~~ -  ~~-~~~ -~~~~~~—-


