AD-A033 291 DEFENSE SYSTEMS MANAGEMENT SCHOOL FORT mvox VA

= T AND E UNIFORM FUNDING POLIZY: AN A F/6 3/1
MAY 76 J R SCHNEIDER * AN APPRAISAL OF THE FISCAL YEAR==ETC(U)

UNCLASSIFIED

L/
\ "/

END

DATE
FILMED

2=77




.
.

o ——
===

o

mu& um: Il

el

Illl! A

a2 Hie




. — . —_——

N —— e ——————— —— T ———, -

[P S Sa—

F 3

- L m—— e —— . o - —— —' o — e e . - .-——1'
i
\::4_.?1‘: foan e ¥ 1% ko
s ‘\n-us"s Nt § 1 F N
o 2 AL A SN ,ﬁ" S by | T {)‘3 AR e} ™y ]
We FEies L R N: 1 £ y i . " »
E[‘u{: VY fwed (m:a HEE bmwa tl N4 b N -, N -.cq' # 8
3 ~ :’ YA E R " b \‘l £ 5 E 3 Q Y B Y F A ‘U #
88 E8& RE b ‘«-E et 0 Semss b U & g t Ry ST
=i
™ P Ryt Bl AR - 2 Pt - ~ LY el o
< Pj \i( .:b?“::‘:' !'-;l’;x'! {“é ,\,:' '*1%‘.": t; a”(\ .I\ :,
= AN/NORITTE T RTINSO NG Y NON\U/ UK )
¥ -5 -
PNV TEING T - CTiHINY DR YD AN
h 4 f ‘ g b ¥ v, ¢
RIVINIVUTL \}IUD i VRSN
e SRR s '
T2E UNIFORM FUNDING FOLICY, {
AV APPRATSAL GF THE FISCAI YEAR 1975 EXPERIENCE
o

STUDY FROJECT REPORT
MC T6-1

-
.

A A L RN e i

e ————




-

T&E UNIFORM FUNDING POLICY,

AN APPRAISAL OF THE FISCAL YEAR 1975 EXPERIENCE /”//

Study Project Report

e

Individual Study Pfogram

Defense Systems Management School

Program Management Course -

\

Class T6-1
by A :\‘;
PRRTT Bt Towe !
Johnu R. Schneider R T :
1Col USAY
1 R e
TCITRIIGR/ATAILABILITT oS
May 1976 i Lt AL miw y e

-

Study Project Advisor
Dr. Benjamin Rush

[

This study project report represents the views, conclusions and recommen-
detions of the author and does not necessarily reflect the official opinion
of the Defense Sysiems Management School or the Department of Defense.

«
-




; S0 §

" DEFENSE SYSTEMS MANAGEMERT SCHOOL

STUDY TITLE:

. T&E Uniform Funding Policy, An Appraisal of the Fiscal Year

. 1975 Experience
STUDY PROJECT GOALS:
To broaden the writer's perspective of Uniform Funding Policy to
include the T&E facility user's point of view. :

To reiterate to all levels of command that problems with the
Uniform Funding Policy still exist that need to be solved.

STUDY REPORT ABSTRACT:

This study reports a synthesis of the growing pains of the Uniform
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EXECUTIVE SUMMARY
(;7The Depertment of Defense implemented a new approach to the funding
of most Test and Evaluation Facilities in fiscal year 1975. The new
approach was called the Test and Evaluation Uniform Fundiﬁg Policy. It
required all federal agencies using Test and Evaluation support to fund

the direct costs associated with their individual programs.

This study reports a synthesis of the growing pains of the Uniform
Funding Policy in the first year of implementation. Information was
gathered from the experience of the Space and Missile Test Center and
selected users of ?ﬂﬁ facilities.y The areas of accomplishment and concern
are aiscussed. The implications|[of the policy based on management actions
teken and observed during FY 1975)are analyzed. Conclusions are reached

and reccommendations tendered.
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CHAPTER I
INTRODUCTION

BACKGROUND

On 1 July 197k, DoD changed the method of Tunding at eighteen* major
test and evaluation activities to a new concept termed the Uniform Funding
Policy or, more colloquially, the Direct Cost Funding Policy. The Uniform
Funding Policy (UFP) was intended to solve the ills caused by a lack of
uniformity in funding practices used by facilities providing testi support
to programs of the DoD and other Federal Government agencies.

The change in funding policy meant that the range and test facilities
would be reimbursed by their users for the direct costs incurred in support
of their progrems. The parent service of the particular range or test
facility would be responsible for institutionally funding those costs which
were not covered by reimbursements. In essence, the new policy meant m=zjor
changes in budgeting and program execution at the affected range and test
facilities and for all users of those facilities.

The theory underlying the UFP is deceptively simple. It is not until
you are faced with the problems involved in day-to-day appiication of the
theory that you begin to seriously question the practicality of the concept.
The questions begin at a level as basic &s interpreting the definition of
direct costs. They quickly evolve to complex issues of cost estimating, or

handling funding for short notice changes to test requirements, or budgeting

*¥A nineteenth activity, the Atlantic Underwater TRE ccnter, implemented
the Uniform Funding Policy on ] July 1975. There are twenty-six acti¥ities
collectively referred to as the DoD Major Range and Test Facility Base (MRTFB).
Seven activities that primarily support parent service requirements were
exempted from the Uniform Funding Policy.
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against twin unknowns of institutional bogey and plant utilization. These
questions and others will be addressed in this study.

Despite the significant impact of the UFP, there is a scarcity of
published professional comptroller literature on the subject. Most writing
to date consists of directives and reguletions. For the individual inter-
ested in an in-depth background of the history and procedures of the UFP,

a brief list of recommended readings is at Appendix A.

SCOPE_AND TLIMITATIONS

The study will address the major experiences encountered at the Space
and Missile Test Center and a selected group of users during fiscal year
1975. The problems that will be examined are those that continue to be
most troublescme and require solution at an organizational level higher
than the single test center or user.

The reader should be aware of two limitations to this study. First,
it was done against a severe time constraint and consequently is based large-

ly on the writer's experience prior to attendance at Defense Systems Manage-

ment School. Second, research and contacts for the study have been primarily

with the Air Force. Although a great deal of commonality should exist, the
Navy or Army reader may find some situations that do not apply to his par-

ticular service perspective.

PURPOSE
Proponenés of the Uniform Funding Policy emphasize that it is an im-
provement over the past variations in practice among the twenty-six test
and evaluation (T&E) facilities. They contend that being on a "unigorm
basis" permits a limited, but healthy, competition between TE&E facilities
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for specific tests. This, in turn, encoureges more interservice and joint
service use of the T&E facilities. The more flexibility a user has in his
choice of T&E facility, the less the chance there will be of misassigmnment
or maldistribution of test work.

The proponents also state economies will result from having a manag-
er--in this case, the user--pay for what he gets. If the user actuslly
parts with his dollars, he will be motivated towards the more efficient and
lower cost T&E facility.

Although it is never verbalized, another point in favor of the UFP,
is that funding is easier to Justify in the budgets of specific weapons
systems programs than in the budget of a T&E facility. This is based upon
the reality that Ccngress generally views the T&E facility as an overhead
activity. It is the writer's opinion that this was the key driver of the
funding change.

There are other arguments in favor of the UFP that fall into one of
the three broad points above.

Opponents of the UFP argue that flexibility is decreased, not in-
creased, by the more stringent limitations on where and how their financial
resources can be used. They add that judgment is requifed when deciding
when one should stop charging managerc. There is indeed the possibility
that having the manager pay can be extended to areas where the value of
motivation is less than the paperwork costs. Users of T&E facilities are
quick to tell you that their funding is also difficult to obtain and that
they do not view testing as snother overhead jtem.

The Uniform Funding Policy was not promised to be a bed of rosgé.
Complexities were recognized, serious gquestions were raised, and warnings

3
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were sounded both up and down the organizational chain. John W. Cooley and
James W. Sayle two 0SD accounting theoreticians involved in the policy
development, wrote, "Budget officials end program and support managers must
clearly comprehend the new policy to understand and be able to analyze fi-
rancial estimates and reports." (5:15)

The purpose of this study is not to decide if UFP is good or bad! It
is with us. Rather, the purpose is to reiterate to HQ AFSC, the Air Staff,
and DoD that certain problems still exist. To a great extent, they are the
same problems that existed--and were the substance of questions asked--in
the earliest days of policy formulation. While the advantages of the UFP
have to an extent been realized, it is necessary to come to grips with
these problems for UFP to be truly viable. The specific objective is to
generate some impetus toward solving the problems.

This study should help enswer the question that seems appropriate to

ask: VWhat has the Uniferm Funding Policy accomplished?

ORGANIZATION OF REPCRT

This study is divided into four chapters. Chapter two develops the
experience of the Space and Missile Test Center (SAMIEC) and selected users
during fiscal year 1975. Chapter three contains an analysis and discussion

of that experience. Conclusions and recommendations are presented in chap-

ter four.
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CHAPTER 11
THE FISCAL YEAR 1975 EXPERIENCE

In this chepter the experience at the Space and Missile Test Center
SAMTEC) will be addressed. The attempt will be to focus on those areas
that generated the meost concern and were considered to be managment prob-
lems. It is the writer's belief, based on numerous discussions with comp-

troller personnel from Air Force Systems Command (AFSC), Army, and Navy
T&E facilities that the SAMTEC experience was not unique and that all
facilities shared similar problems.

Issues obtained during interviews and discussions with users of T&E
facilities will then be reported. This information was obtained primarily
from program control office personnel and again, as with the SAMTEC exper-

ience, the problems encountered were to a great extent shared in common.

THE_SAMTEC EXPERTENCE

The SAMIEC entered the fiscal year with a tested and proven Job order
cost accounting system that also incorporated cost information from the
range technical services contractor. It had been adapted to the require-
ment to identify direct costs. The Commander had chartered a Direct Cost
Policy Board that actively grappled with directives and issues from the
outset of the Uniform Funding Policy. A local regulation had been published
that formalized policy and established procedures for Center personnel to
follow in their interactions with users and SAMTEC programming, budgeting,
and accounting functions. An intense educational effort on the new policy
and its effect on methods had been undertaken. The continuous suppqrt

2
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om the Commander, also resulted in a CAN DO attitude among senior manag-
ers and their subordinates. The range technicel services contractor was
firmly on board. A conscientious effort at budgeting for fiscal year (FY)
1975 reimbursadle earnings had been completed. In summary, on 1 July 1974
the SAMIEC was as prepared as it could possibly be for the Uniform Funding
Policy.

The SAMI'EC received a Reimbursable Budget Authorization (RBA) of
$13,913,000, 22% of its opersting progrem. Of this amount, $8,361,000 was
based on estimated costs at other facilities which furnished support to
SAMIEC which was acting in a "lead range" capacity. These costs, when in-
curred by that supporting facility, would be passed by SAMTEC back to the
user. The $5,552,000 balance of the RBA was identificd as "SAMTEC Direct
Costs." These costs, only estimates at the beginning of the year, were of
more interesi to SAMIEC management. They represented the institutional
funding foregone from the operating program; i.e., the deollars that bumped
egainst SAMTEC funding requirements and had to be earned to preclude a
funding shortage. SAMIEC progress against updated annual! estimates (not

REA) is depicted in Appendix B.

Administrative Workload: The most immediate impact of the new policy was

felt in many ways. There was an increased administrative workload which
involved handling myriad details of estimetes, funding documents, and
memorandums of agreement. Additionally, letters from headquarters contin-
ually asked: How are you doing? Under: the previous funding policy, SAMTEC
had a minor reimburseble program. Identifying reimbursements had been
relatively straightforward. The new policy required agreements as $0 budg-
et levels not only with users but also with surporting T&E facilities.

6
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The impact was not unexpected. Developing the budget estimates for FY 1975
gave an indication of what was in store. The sheer magnitude of the puper-
work became the challenge. Bear in mind that work on the FY 1976 budget
was now also uncervay.
To briefly recap the direct cost workleoad as of 30 June 1975:
~—~SAMTEC hud U1 users and 93 active job orders.

--T3 SAMTEC and 81 support range project orders and amendments
thereto were processed.

~-Fach month, on the average, fifty appropriation transfers
were prepared and processed.

--By the end of the year, 186 changes to program requirements
had been processed. ZEach required changes to accounting records.
Of these, 82 involved changes only at one or more SAMTEC support
ranges and 104 involved both SAMTEC and the support ranges.
New Memorandwuns of Agreement (MOA) were attempted initially; however, since
the workload became so burdensome except in the case of large dollar zmounts,
requests for MOAs were discontinued.

The number of telephone calls received and made to and from users and
support ranges to iron out difficulties is unknown. The figure would prob-
ably be staggering. However, as has been demonstrated in so many management
schemes, the informal telephone network was the salvation of many problems.

The increased administrative activity was not only felt in the comp-
troller office but to a considerable degree experienced by all SAMTEC
financial and project managers. They were kept busy preparing new budget
estimates, working revisions, deciphering cost reports, and, as after-

thought, managing the technical features of their programs. This increased

worklond was absorbed within already iimited manpower resources.
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Budget, Preparation: Under the UFP, SAMTEC must essentially prepare two

budgets. One budget for institutional funding or New Obligational Author-
ity (NOA) is developed by subtracting the second budget consisting of
forecast reimbursements (RBA) from Total Obligational Authority (TOA) re-
quirements. (TOA minus RBA equals NOA.) The difficulty of users to fore-
cast their requirements begins a vicious circle. The T&E facility cannot
forecast its workload, therefore it cannot estimate reimbursements and,
then in turn, cannot furnish good estimates to the users. To add to the
confusion, the entire process is complicated by the changes that occur in
program levels as the budgets of both the user and the T&E facility move
toward Congress.

As SAMTEC began its FY 1976 budget, it became apparent that coordina-
tion between the Center and the users on amounts to be shown in budgetary
documertation was going to be very difficult. In fact, total agreement
was impossible. The T&E facilities operate on the mission support budget

cycle which follows the user program budget submission. While a case could

" be made that there is probably no need for total agreement, the lack of

agreement does beg questions which would be difficult to answer if asked

by probing OMB or Congressional staffers.

Program Execution and Changes: Throughout FY 1975 SAMTEC tracked closely

to its forecasted reimbursements. Had that not been the case, it would
have been neceésary to cancel or defer some aspect of the program. FEach
month close management attention was given to the uncertainty of earning
all reimbursements as well as to the proper finsncial a&nd procurement

action to take based on that expectancy. The UFP had certainly injected

8
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a new variable into financial management. SAMTEC was fortunate; certain
other T&E facilities found it necessary to defer contracts vntil FY 1076.

As the fiscal year progressed, it became obvious that not everyone
in DoD had the same undercstanding of the mechanics of the UFP and its
effects on the budgeting and accounting process. As with any new institu-
tion, it was necessary to educate the SAMI'EC users and reiterate their
responsibilities. Tt also was necessary to educate the auditors and in-
spectors who visited SAMTEC.

As SAMTEC and its users gained experience with the new system, it be-
came apparent that the inability to properly handle the UFP aspects of
walk-in work was a major problem. Some accomodation must be reached be-
cause the T&E facility is directed not to provide service until funding
has been received. On the other hand, there were situations when users
required quick reaction support or had unanticipated last minute changes
to test program requirements. The SAMTEC policy was and is to provide
service to users with minimum impact to their mission and test objectives.
To facilitate this service, a procedure was developed for those cases
where changed or increased requirements necessitated more funding. An
individual called the SAMIEC Test Manager (STM) was named for each job
order. The STM was responsible for verifying that user program require-
ments were applicable to the funding for that job order, and if the funding
was inadequate, for obtaining user verification that additional money was
on its way. Ir support ranges were involved, comptroller personnel noti-
fied them that funding had been confirmed. This concept of having one
expert. assigned to each Job order had nany beneficial applications. ‘The
point must be made that the above management actions take <time at {hw

9
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expense of technical aspects of the program.

There is a corollary to the preceding situation. Support ranpes were
constantly changing prices or revising cost estimates. This will be dis-
cussed further under user experience. OSAMIEC was literally caught in the
middle because of its lead range role. The impact to SAMIEC was largely
administrative and has been discussed.

The bfeakout in Figure 1 of the net effect of requirement and price/
cost changes shows how some major test programs were affected. Fortunately,
the bottom line was close to the original program total and to the amount
SAMTEC needed to earn. The month-~-to-month fluctuations of these changes
can be seen on the lines "Updated Annual FEst - SAMTEC" and "Updated Annual

Est - Spt Range" on Chart 1 in Appendix B.

Year End Close: SAMTEC began its preparation for closing FY 1975 reim-

bursable transactions on 13 March 1975. The SAMTEC Test Managers in the
operational organizestions were requested to critically review their job
orders for potential excess or shortage of reimbursable dollars. These

- analyses were to be forwarded to the comptroller office for the approprisate
action. This was not a one-~shot occurrence. It was an intense, ccntinuing
effort through the last day of the fiscal year. The purpose was to release
all FY 1975 dollars that could be utilized by the users for other require-

ments. SAMIEC operating program requirements were also considered.

THE USER EXPERIFNCE

The problems experienced by the users are closely aligned to the
SAMTEC experience. Indced, they are generated by the same root cause.
.
On the benefits side, the users report that the UFP has definitely

10
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*wproved communications and coordination with the T&E facilities. There
is a general consensus that awareness of T&E costs has increased with a
resulting scrutiny of test requirements for both new and on-going programs.
The users now question the cost of certain tests and data items and are
receptive to suggestions for lower-priced, near-equivalent data products.
There has been a notable reduction in the use of high cost mobile sensors
(range support aircraft and ships), although it is difficult to document

that this reduction is driven by cost cconsiderations.

Administrative Workload: The most voiced complaint with the UFP was that

it had generated a veritable mountain of paperwork. The use, within AFSC,
of the MOA was viewed as redundant to the Universal Documentation System
and the requirements of AFR 80-14. The subsequent use of the MOA to re-
program funds caused needless delay in meeting unanticipated urgent re-
quirements. Most concern was aimed at the manpower that had to be devoted
to increased budgeting, tracking by small pockets of funds, negotiating
and underctanding MOAs, verifying that changes were covercd with funds.
Additionally, explaining the lack of uniformity in the application of
direct costs to concerned program manegers was another problem. In short,
an inordinate amount of time was spent on a small portion of the program

dollars.

Budget Preparation: The users reported the same problem with budget coor-

dination that was discussed earlier. In addition, they charged that no
two T&E facilities, whether in or out of the same service, used the same
estimating technique or charged for the same types and degrees of support.
Consequently, the user was faced with becoming familiar with how e&bh T&E

12
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faicility supporting his program was operating. This lack of uniformity,
which they saw as contradictory Lo one of the driving reasons for the Uni-
form Funding Policy, caused them to question the accuracy of their budeet

even when it was based of firm requirements.

Program Execution and Changes: Out-of-cycle or late notification of price/

cost increases impacted severely on user programs. Some users felt that
the technique of funding institutional shortfalls by increasing a price or
standard rate to the user, was questionable and damaged the credibility of
the T&F facilities. The users maintained that while dollars all ultimately
come from the same pocket, it is a tortuous process to Justify one budget
at the expense of another.

In the same vein, the users wanted more detailed cost information or,
at least, information traceable to majJor elements of program office re-
quirements. In AFSC, this situation was resolved by a letter authorizing
the T&E facility to complete the 1080 voucher and merely mail the program
office a copy of the paid voucher. However, this did not end the requests.
Some T&E facilities responded to special reguests and helped the users in-
terpret the Job Order Cost Reports. OSome only quoted AFSC policy. The
users contended that they needed a better understanding of the bill if
they were to financially manage their programs. They pointed out that
when costs exceed estimates they must be able to explain the overruns.
They also needed a basis for determining if additional funding was war-
ranted or if testing should be deleted.

Very little cost information was available. This was compounded by

the problem of slow billings. Bills were received as late as 90—129.days

13
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after the support had been furnished. This made financial status in the
program office an extremely vague proposition. This problem is well docu-

mented to the DoD level, but the users are not seeing any improvement.

Year End Close: Tha late billing problem was especially troublesome as

program offices attempted to establish their year-end position and take
appropriate reprogramming actions. The telephone had to be relied on, and
a potential for serious difficulty was felt by every user.

The program offices in AFSC have a fence around those portions of
their funds which are budgeted for spending at AFSC T&E facilities. This
fence, a procedure only AFSC has adopted, limits the program office to
obligating the restricted fpnds only at a specific T&E facility. The pur-
pose is to provide a guaranteed source of reimbursements to the T&FE facil-
ity to protect against the effects of reduced, slipped, or cancelled pro-
grans which cannot be balanced by walk-in work. This procedure has worked
well in AFSC in that it has protected the T&E facilities. On the negative
side it has reduced the program manager's flexibility to reprogram or to
spend his resources at some other facility. Users are unanimous in their

dislike of the fence.

CLOSE
FY 1975 was a learning year and there is no doubt that UFP worked.
The T&E facilities and the users can Justifiably claim that it worked be-

cause it was made to work.
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CHAPTER 111

ANALYSIS OF THE SAMTEC AND USER EXPERIENCE

The categories of observation used in the preceding chapter will be
used as a framework for this analysis. The SAMTEC and the user experiences

will be considered together.

Administrative Workload: The excessive administrative workload has become

the rallying point of critics of the UFP. The necessity to absorb the
workload for what was perceived as another overhead--perhaps counterpro-
ductive--accounting exercise was a bitter pill to swallow. This was espe-
cially true at the T&E facilities where most management efforts were devoted
to reducing all nonmission-oriented requirements. The workload contributed
to making the UFP more difficult to implement. Its effects are still being
felt. The notion of another "bean counter exercise" tended to make the
users ignore the implications of the policy on their programs until {hey
felt the impact on their limited program control staffs. As the problems
encountered in the first months of the fiscal year impacted on the time of
personnel beyond the comptrolier organization, responsible manajers began
to ask serious questions about the purpose and expccted'benefits of the UFP.
The commander and the comptroller found themselves in a constant process
of educating both T&E and user personnel. The users were slow to realize
any relief from the learning curve because cvery T&E facility with which
they dealt was to some extent unique and, in the lack of higher headquar-
ter's pguidance, was coping with its problems in a personalized way.
Two lessons can be learned from this experience. v
First, all levels of the military cstablishment, and especially the
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DoD level, should carefully study and assess the manpower impact when in-
stituting policy changes with widespread procedural implications. Just as
SO many program managers have learned after approving an engineering change
proposal, they may have a tiger by the tail. Field organizations are
stretched too tightly to let it be assuned that any extra workload can be
absorbed.

Secondly, it is difficult to sell and implement labor draining over-
head improvements in this time of manpower shortages when all commanders
are desperately seeking productive time to satisfy mission requirements.
It appears from the SAMTEC and user experience that a great potential for
diversion of labor to mofe productive pursuits exists if the UFP could be

eliminated.

Budpet Preparation: It may be a simplistic evaluation, but budget prepa-

ration should be a discipline and rational exercise, not a guessing game.
Problems in budget preparation are only felt when that budget is being
executed.

While the UFP has definitely driven the users and T&E facilities into
closer coordination, better planning and budgeting have not necessarily
been the result. The basic cause of this situation is £he 0ld nemesis:
inability tc firmly forecast requirements the 18 to 24 months in advance
necessary for establishing a budget. This problem will never be solved
completely. Having the data base in future years that was lacking for
FY 1975 will help elleviate the situation. Even ten years of experience
probably will not help the T&E facility reimbursable estimate agree with

.

the user's budget submission as is presently directed. The two can only

16




hope to settle on a negotiated compromise cof cost and time.
The user, who traditionally overstated his T&E requirements, is now
in the position of justifying T&E dollars. If he overstates his budget
and obtains the funding, he has not gained--at least not in AFSC where
the fence protects the T&E facility. On the other hand, if the user
understates his requirements, (unless he has covered himself by building
up some other area) he will be foregoing funding. As a result of these
balancing influences, the user will probably be driven to a realistic budget
estimate identified to the T&E facilities that he has historically utilized.
When it cannot identify work, the T&E facility must use an estimale
for unidentified or walk-in orders in an attempt to keep its reimbursable
budget credible at DoD. The onus is clearly on the T&E facility to be
conservative in its estimate of unidentified reimbursable earnings. More

experience will help the T&E facility Judge the amount of that estimate.

Program Execution and Changes: Trading institutional dollars that can be

expected to materialize, for reimbursable dollars that are only available
when and if earned, puts the T&F facility financial manager in a position

of betting on the outcome. He must not only bank roll the fixed costs of his
operation, he must delay decisions involving the reimbufsab]e dollars unti.
they are firmly in hand. The more austere that Institutional funding bLe-
comes, the more the T&E facility must rely on reimbursable dollars. As
institutional and program budgets are both reduvced in their separate re-

view and approval channels, the T&l facility is literally caught in the

middle. This gives rise to the expressed concern that erosion of range

.
.

capability will result from the UFP.

Xt
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The T&E facility must provide a certain degree of stability to the
work force and contractors; therefore, the financial manager is put in the
position of deferring or holding back in some element of expense over which
he has control. The only elements that permit this discretion are in the
area of capital investment; i.e., certain facility projects and plant im-
provement and modernizaticn. Since these areas both involve lengthy pro-
curement contractual actions, there is always the likelihood that necessary
actions may not be taken in time. At best, the need for forward financing
becomes more necessary. Short term deficits are made up at the expense of
leng term health.

The experience of some users in FY 1975 indicated that certain T&E
facilities used their flexibility to increase estimated prices or standard
rates to cover short term funding deficits. Of course, this impacted un-
favorably on the user programs. In some instances it also caused cancel=-
lation of Lest support and migration of workload to a lower priced facility.
The T&E facility left with the contract for support of & range or mobile
sensor, sees utilization fall still lower and a new round of price increases
must be invokea--or the ability to support what may be a unique and irre-
placesble capability is lost.

This situation is not without parallel in or out of the military.

The Military Airlift Command, at the end of the Vietnam War, found that
as low utilization forced rate increases, users went heavily to less ex-
pensive commercial transportation. The New York City subway system is in
a new cycle of declining ridership as service was cut and fares increased.
These situvations are not necessarily urnhealthy. However, if unique?{ort

capabilities are not needed and if they are to te foregone, it should be
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by rational choice and not forced by an indirect effect of funding policy.

Much of the problem of price/cost increases can be attributed to the
lack of a data base on which to build the FY 1975 estimates. T&E facil-
ities will be improving their estimation techniques; however, DoD and AFSC
guidance still leaves many areas open to interpretation and consequent
manipulation. A clear and standardized understanding of what should be
classified as direct costs chargeable to the user still does not exist.
There is no uniformity in pricing for equal services. Proration procedures
for application of standard rates sre left up to the determination of the
individual T&E facility. The standard rates themselves are suspect. Re-
cent audits indicate there is seldom any clear audit trail permitting vali-
dation of standard rates. Documentatior, as it exists, is undated and in-
formal and does not indicate any review or verification of rates before they
are utilized (7:4). Variasnce analysis necessary to refine rates is of
questionable reliability. These problems are not new, and it is time they
are openly recognized and discussed as valid concerns of the UFP. Only
by proper attention to these issues, can the data base for more accurate
cost estimating be developed and the user freed fiom the great disparity of
pricins between activities.

There is no enforced period of notification to the user before in-
creasing charges. Budget leadtime is ignored unless challenged by the
user. Indeed, in FY 1975, costs were increased after the support was per-
formed. In AfSC, the policy states that standard rate adjustments will
not be made more frequently than annually and the user will receive a

minimum of ninety days notification--hardly long enough to reflect in

-~
.

budget submission.
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What happens when a program office has test requirements and no funds
to cover the reimbursable direct costs? While AFSC Regulation 172-8 states
that it is the user's responsibility to request reprogramming of funds by
the headquarters, it is well within the realm of possibility that HQ AFSC
may not be able to help. The support must be provided, and the T&E facil-
ity in the best military tradition, will get on with the job.

One definite argument in favor of providing the user with more de-
tailed cost information is that he will become the govermment's best audi-
tor. As it now stands, errors uffecting the user's program stand a high
probability of going undetected (7:3). This is an untenable position for

the uvser. Iie must explain the overruns on every facet of his prcgram in

=

great detail. To do so requires the information that is available only a
the T&E facility. The T&E facility will claim that to provide detailed
cost backup will require more manpower than is available. This is the
dilemma brought ebout by the UFF.

The problem of slow billings is one that will be -rery difficult to
eliminate as there is no way to substitute or overlay the present proce-
dures and historical-oriented accounting systems. Tt is the usual situ-
ation when cost or managerial accounting is interfaced with inherently
slow financial accounting (and especially government appropriation account-
ing). Again, it has been proven that an sccounting system, like a manage-
ment information system, cannot be all things for all pecple. Timeliness
cannot result from a piggy-back application, and the impact lies in the
difficulty to alert the user when costs are going to be in excess of orig-
inal estimates. The user is unable to take timely financial management

ey
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action to locate or reprogram funds and provide them to the T&E facility.

A clear danger for overobligation exists.

Year End Close: The problems of execution Just discussed become more acute

as closing procedures are undertaken and time becomes the paramount factor

in financial management decisions.

Solutions to these problems may lie entirely in-house; i.e., within
the capebility of the individual T&E facility and user arrangement. How-
ever, it is significant to note that these problems were surfaced as ques-
tions prior to implementation of UFP, have subsequently beer surfaced in
surveys of UFP, and were discussed at the conference held at the Pacific
Missile Test Center on 14 July 1975. They still exist as problems today--
Mzy 1976. This leads the writer to conclude that perhaps the solutions to
the problems do not lie in-house. Perhaps the driver in the situation is
more extensive and pervading than can te handled by the individual T&E

facility, user, or parent service.
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CHAPTER IV
CONCLUSIONS AND RECOMMENDATIONS

The ability of SAMPEC and the other T&E facilities to earn their
budgeted reimbursements did not turn out to be a problem in FY 1975. All
met (one organization reported earning its forecast to the dollar) or ex-
céeded the amounts that had been offset from their institutional operating
programs. This attainment made possible the statement at the Point Mugu
UFP Conference that, "The Uniform Funding Policy is working." (8:5)

That statement raises questions: Has UFP achieved its purpose? What
is the cost of UFP in relation to the benefits that have been achieved?

What was the effect of UFP on the us:r programs—--financially and materially?

OBJECTIVES OF UFP

In Chapter One, the objectives of UFP were stated. Expanded, they
are:

-~to achieve an acceptable degree of uniTormity in funding
practices among activities covered by the policy; i.e., a higher
degree of cost comparability.

—~t0 eliminate unfair competition between T&E facilities caused
by variations in funding practices. Funding practices of either
the T&L Support Activity or their customer must not interfere with
or deter testing.

--to increase cost consciousness by having the user pay for what
he was receiving free. ©Savings should result by elimination of
redundancy and/or gold-plated tests and data requirements. Unnec-
essary test facilities and capabilities would be identified.

-=to identify the full cost of each development project. The
test coste would be an integral and visible part of the program's
RDT&E budget and financialdsgports.

» .. .‘

--to improve communicetions between T&E facilities and their

users toward the end of carlier definition of test requirements.

22

n. s s oo hr PP e et e




B

A o

om

CONCLUSTONS

There has been progress toward the oblective of achieving a higher
degree of cost comparability between T&E facilities. The language and
broad funding methods have been benefited by implementation of the UYP,
However, there is a long way to go before cost estimates--either the ele-~
ments charged for or the prices--will permit any direct correlation of the
cost of doing business with any two T&E facilities. There is still great
disparity in procedures and methods of allocating actual costs to users.
Improvements are not coming fast enough. In essence, this objective has
still not been attained.

There is no evidence that either the progress made or the problems
still existing in funding pfactices have done anything to encourage or
discourage testing. There is evidence thal some mobile sensor capability
has been lost or jeopardized since implementation of UFP. Further study
is needed to identify whether this is a problem or & valid cost reduction.
The writer concludes that UFP has not shown it can eliminate unfair com-
petition vetween T&E facilities.

Some evidence exists that users are requesting less T&E support al-
though how much would be extremely difficult to quantify. This is poten-
tially the most critical aspect of the UFP. A lower level of T&E could
be the result of better planning and cost consciousness or it could be
due to tighter program budgets, more contractor testing, and reluctance
to be committed to a T&E facility during the budget cycle. Only the program
manager can tell if test objectives are being sacrificed or deferred to
congserve the dollars that would flow to the T&E facilities. And only the
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program manager would know if this represented a danger to the success of
his program.

It can be concluded that UFP offers no incentive for good financial
management within the T&E facility. Costs due to inefficiencies can be
passed on to the user; and as UFP is presently implemented, it is up to
the user to challenge those costs. Without detailed cost information, the
user is somewhat handicapped. Some method of forcing the T&E facility to
live with an agreed cost for agreed support is needed.

The fourth objective of UFP--to identify full cost of the project--
has not been attained because only questiongble direct costs are reflected
against the program. Direct costs, wheti.er accurate or inaccurate, are
only a small part of the total cost of T&E. The indirect costs and over-
head of the T&E facility are never systematically allocated to the
individual customer program.

Finally, the objective of improved communications between T&E facil-
ities and users has been accomplished. They are communicating more, but
in the failure to zccomplish the other objectives, this attainment does
not seem noteworthy. In short, the UFP is indeed working but it is falling

far short of achieving its obJjectives.

OTHER RELEVANT CONCLUSIONS

There is no doubt that the administrative worklcad will continue at
its present level which is on the flattened area of the learning curve.
Hopefully, there will be no further changes in the UFP that would increase
the already onerous burden. Future policy changes at any level of cgmmand
should be carefully assessed for their impact on overhead manpower require-
ments.
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The inability to forecast T&E requirements 16 to 2L months in advance
is a major problem to hoth the T&E facility and the user. The UFP encour-
ages both the T&E facility and the user to be conservative in their
reinmbursable budget planning.

The lack of detailed cost information discourages users from accepting
UFP as a concept that can work to their benefit. Detailed cost information
can conly come at further overhead cost to the T&E facility.

Delayed billings will continue to handicap users financial management
until DoD and the Services find an expedient communication technigue that
is both formal and legal.

Using institutional funding as working capital is a definite hardship
for the T&E facility and carries a cost that can only be subjectively
measured. The T&E facility must be manned and equipped to support high
priority programs, even if this support is only required once a year.
Funding T&E facilities institutionally rather than by UFP would ensure
the availability of this testing capability for as long as it is Justified.

While no real problems have resulted to date, it is significant that
there is no Air Force directive dealing with UFP. The broad guidance of
DoDI 3200.11 is followed by Air Force, non-AFSC users of TE&E facilities.
The user responsibilities delineated in AFSC Regulation 172-8 are not
directive on other Air ¥orce commands and the potential for a misunder-

standing exists.

RECOMMENDATIONS
The UFP is with us. As a concept, it has produced a general increased
awareness of the costs of T(E in a manner analogous to the way Desiﬁu»To-
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Cost focused coequal attoﬁtion 1o the parameter of cost. Cost savings

from the UFP may even be found to be significant. On the other hand, the
administrative burden from the policy has been high, so high that it begs
the question: Does the increased overhead attributable to implementation
of UFP override any benefits which may be realized? The question can be
restated: Is there a less expensive way to achieve the benefits envisioned
by the developers of the UFP? Recommendation one addresses this issue,

and other recommendations aimed at improving the application of the UFP

follow:

Recommendation Cne: Inasmuch as neither the cost nor benefit side of the

question has been researched except in the most cursory fashion, the first
recommendation is to do just that. Use a team composed of knowledgeable
and objective personnel from the areas of comptroller, test and evaluwation,
systems development, manpower and management engineering, and audit. Char-
ter the team to perform an independent cost/benefit analysis at a repre-
sentative group of T&E facilities and user organizations. An adjunct to
the study would be to develop alternative approaches to those present as-
pects of UFP that are not contributing to the greater objectives of the
policy. ‘

Such a study would be costly and it could take as meny as twenty-four
personnel a full year to complete an effective analysis. Efforts in this
area to date have been little more than an opinion poll. Quite often the
T&E facility has been merely asked to incorporate user comments into its
response. Requests for candid opinions accompanied with the usual short

¢
guspense will get Just what is requested--candid opinions. It is régrct—
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table that the cost of a feasibility study was not borne prior to imple-

mentation of the UFP.

Recormendation Two: A major step that DoD could undertake to make UFP a

viable concept would be to apply the costing disciplines of Cost/Schedule
Control Systems Criteria (C/SCSC) to the UFP T&E facilities. Fach T&E
facility would have its existing cost accounting and cost estimating pro-
cedures validated to include the procedures of its technical service and
support contractors. The validation would include a thorough review of
what constitutes the direct costs that the T&E facility includes in its
costs. This review would culminate in an approved "List of Charges" and
would be backed by the method of computation of those charges. This list
would be available for the prospective user to use in the audit of budget
estimates and billings. Once validated, the T&E facility would only modify
its "List of Charges" in phase with the budget cycle. Periodic surveillance
and follow-up audits by an cxperienced T&E team would insure that the T&E
facility list remains valid. The Joint Logistics Commander's Panel on T&E
could provide policy guidance in & manner similar to the Cost Accounting
Standards Board. If this is carried out, the T&E facilities can live with
the difficulty of forecasting requirements and the need'to use institutional

funds for working capital.

Recommendation Three: 1Insist upon uniformity throughout the UFP. Develop,
implement, and enforce uniform T&E cost standards in DoD. Additionally,
standardize definitions, standard rates and other computations, and price/

cost adjustments.

e
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secommendation Four: Actively work at a solution to the slow billing

problem.
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A FTNAL WORD
The objective of this paper has been to surface the problemes of the
Uniform Funding Policy in a somewhat different perspective. The study has
helped the writer clarify his thinking on the conditions under which suc-
cessful direct cost reimbursement might be carried out. It is clear that
every approach to increase cost consciousness and reduce unnecessary ex=-
penditures of scarce defense resources must be pursued. If the policies
that lead to attainment of such goals are well developed, thoughtfully im-
plemented, and conscientiously applied, the goals can be realized. If the
policies are left up to faith that somehow things will work out, the goals

will only be counterproductive.
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AFPPENDIX A

DoD T&E UNIFORM FUNDING POLICY
RECOMMENDED BACKGROUND READINGS

AFSCR 172-8, Test and Evaluation Support.

Washington, D.C.:
4 March 1975.

Cooley, John W., and James W. Saylor. "New Funding Policy
Established for Test and Evaluation Activities," Defense
Management Journal. April 197k, 15-19

DoD Directive No. 3200.11, Use, Management and Operation of
Department of Defense Major Ranges and Test Facilities.
Washington, D.C.: 18 June 197k.

SAMTECR 177-1, Direct Cost Reimbursement. Vandenberg AFB, Ca.:
1 April 1976.
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Chart 1:

Chart 2:

Chart 3:

APPENDIX B

SAMTEC BRIEFING CHARTS
Status at End of ¥FY 1975

Direct Cost Reimbursements -~ FY 75. This chart depicts earned
reimbursements against a forecast based on the launch and work-
load schedule. Annual estimates are updated monthly and the
fluctuations can be easily tracked. The support range eslimates
are not plotted as they are independent of SAMIEC operations.

Analysis of FY 75 Reimbursable Direct Costs, By User. This
chart is used to show SAMTEC carnings as a per cent of the
current estimate for each user. The original estimate was
the going-in position.

Analysis of FY TS5 Reimbursable Direct Costs, by EEIC. This
chart shows progress against the AFSC program as revised in
January 1975. SAMTEC had to earn reimbursements of $5,582,000
to cover costs of operations without using SAMIEC institutional
funds. This chart was closely watched during the year. The
low range support percentage shows the biiling lag which did
not impact on SAMTEC but presented a problem to the user.
SAMTEC billed on time beginning the first month of the fiscal
year.
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