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EXECUPIVE SUMMARY

The budget process , a part of the Departuent of Defense Planning ,

Prograirndng , and Budgeting system , is a caiplex and vitally important func-

tion in the acquisit ion of ~eapon systems . Programs tru st not only be

approved , but must in fact be funded. This paper is an in-depth look at

the procedures required of an Air Force System Program Office (SPO) ,

accumulating and presenting the required data in response to the annual

“call” for the budget sulinission . Our approach in evaluating procedures

was to review the pertinent directives , the PIFSC request for budget sub-

mission , and interviews with both SPO f inancial rnanagenent personnel, and

Product Division ODmptrol lers. Since Air Force procedures are riore define .

for the procurenent appropriation than for the Research and Develoirrent

appropriation , the focus of this study project is on developing the budget

estimate for the Research and Developient appropriation .
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~HAP~ER I

Introduction

The purpose of this paper is to highlight the administrative pro-

cedures required of the personnel assigned to an Air Force System Program

Office (SPO) in formulating their annual pro gram budget requ iren ents. In

accomplishing this objective , we will set the stage with a br ief discussion

of the weapon° em acquisition team, the inp rta nce of business manage—

nent consi~ ind the f inancial managerre nt process associated with

the acqu~ -rocess . We will segregate the financial rnanageirent process

into specific areas deal ing with the annual budge t call , mission program

and mission support requ irenents , and the weapons system budget estimate

format . After highlighting the administrative requ irenents we will present

a synthesis of interview s with SPO personnel involved with the developient

of the annual budget estimate and the Product Division financial review

process based on interviews with Air Force Systems Conn~and (AFSC) Product

Division Comptrollers .

Weapons System Acquisition Team

Within the Departirent of Defense, acquiring military weapon sys-

tems is a complex process which consur re s billions of dollars annually

in Research , Developient , Test and Evaluat ion (RUP &E) and Procurenent

1
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funds . This multi -billion dollar process requires the dedicated efforts

of professional managers from govern ment and industry . These individuals

form a team whose sole respons ibility is to insure that the acquired weapon

system satisfies the desired performance characteristics and is delivered

on tine for the agreed -upon price. The Depart ment of Defense representa-

tive resp onsible for achieving thi s goal is the weap on system program

manager .

The program manager ‘ s resp onsibilities include cost , schedule and

performance para meters for the weap ons system being acqui red , as well as

the normal functions and re sponsibilities generally associated with any

managerial position involved with personne l , noney , and mater ial. To

achieve his goal the program manager must rely on the pro fessiona l judge - 7

rrent of techn ical specialists . These specialists represent multi—disciplined

areas which form the backbone of the Systems Program Office (SPO ) . The

princip al technical areas represented on the SPO team are systems engineer-

ing, logistics , configuration manage m ent , procurement , data manage ment , test

and evaluation , and financial managerrent . The program manager must syn-

thesize the reconrre ndat ions of these experts when making decisions which

impact on the weapon system program .

Business r4anagenent Considerations

A program manager is unique when compared to other resource man-

agers. His decisions have a major impact on the future capability of the

defense establ ishnent to maintain a deterrent posture . He must objectivel y

weigh each proposed action against its impact on the overall cost , schedule

2 
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add performance Ct his system . Within the Department of Def ense , each

service has increased its emphasis and improved its visibility concern ing

these three inçortant parameters . In a typical Air Force SPO there is a

program control function , which is generally resp onsible for monitor ing the

cost and schedule parameters , t~o of the thr ee general systems evaluation

criteria . ib effectively perform its function , the program control organi-

zation must be able to look ahead and contro l the program . This requires

developing program estimates; preparing and execut ing financial budgets;

developing schedules , and publishing plans which forecast in~ lenenta tion

progress. In the overall system acquisitio n process , the program contro l

function can be compared to a business management function which is res-

ponsible for obtaining and executing the resources required by the program

manager in effectively managing his program .

Financial Management Process

In develop ing the topic of the functions of program contro l within

the SPO we will limit our discussion to its role in the f inancial manage-

ment process. The program control organization is the SPO ’s interface with

the Defense Department resource management systems , the Planning , Program-

ming and Budgeting system in particular . Annually , the SPO is required to

submit an inpu t for both the Pr ogram Objective Menorandum (Pa4) pr ocess

and the annual budget process. These inputs are required by the Air Staff ,

Headquarters AFSC and the Product Divisions . The importance of these inputs

cannot be overemphasized . If an acquisition program is not in the POM , it

3 
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will not becorre an approved program and , therefore, will not be in the

annual budget , and if it is not in the budget , there is no muney to run

the program. Of course , without this critical re sour ce, no program can

progress or even survive . It is imperative that the program manager and

the chief of program control understand and interface with the annual pro-

gram budget process.

The interface document for the annua l input to both the PG4 and the

budget process is the Air Force Form 1537 , Weapon System Budget Estimate .

This form depicts the annual financial resource requirements for the a

quisition of a weapan system throughout the acquisition cycle. It is ised

for both the P~~&E appropriation and the procurement appropriations. Our

discussion of the budget formulat ion process within the Air Force SF0 will

be limited to the developre nt of the AF Form 1537 which is prepared annually

in response to the budget “ call” from AFSC.

~~~~~
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CHAPTER II

The Budget Call

The annual budget call , initiated at Air Force Headquarters , tasks

conmands to submit their require ments for the a~~ing years by program

element . In July of each year , the ccirmands prepare detailed guidance to

supp lement or amplify existing regulations , and give specific directions

for any special requirements, and disseminate this guidance to their next

lc~er echelons within the conmand . The RDT&E appropriation is alnost ex-

clusively handled by AFSC which is pri marily resp onsible for develop ment

and acquisition of new weapons systems for the Air Force . Within AFSC ,

the Product Divisions , Space arid Missile Systems Organization , the Air

Force Office of Scientific ~~search , and the Laboratories are required to

compile fully justified budgetary requirements . This “call” letter pro-

vides guidance in three separate budget categories :

1. Mission Pr ograrr VProje ct .

2. Laboratory Operations.

3. Mission Support Financial Program .

Mission Pr ogra rr VPr oject Budget

The mission progranVproject budget submission is based on t~~ im—

port ant documents. For the budget year , or the year in which the budget

is being formulated in Congress, SPO’ s use the current President ‘s budget

5 



as a basis for their funding requirements, and for the out-years , the

latest PCt4 submission forms the baseline for these data . Further guidance

and amplification of these master plann ing document s is found in the AFSC

Five Year Program tr cument , which reflects the current plan for future

weapons system acquisitions .

Laboratory Operations

Generally the laboratory operations /supp ort costs are budgeted in

three categories:

1. Laboratory operations costs , which are used for explorato ry

developi~nt research projects.

2. Custcirer direct cite cost , which occur when the custc~~ r gives

the laboratory funds for use and the laboratory directl y cites the

custarer funds .

3. Custarer reimbursement for services, which are credited to the

laboratory reimbursement account.

The objective of the laboratory budget call is to specifically

identi fy the cost of laboratory supp ort regardless of the source of funds .

Laboratory costs are directly traceable to a weapon system program and

must be identified to that system in the mission program portion of the

budget submission. This paper will not specifically address the laboratory

portion of the budget call.

Mission Support Financial Program

The budget call letter gives very specific instructions concerning

6
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mission supp ort PDT&E requirements, because mission supp ort activities must

stay within predete rmined financi al constraints. Because of these con-

straint s the Mission Supp ort Financial Plan is pre sented as an aggregate

sumary . The datc~ entered in suninary are used by the Air Staff Pr ogram

Element r”bnito r (PEM) , who has a good s.~~rk ing knowledge of his programs and

needs only gener~dized data to defend the mission support budget submissio n

at 1-IQ , USAF.

In the next t~%o chap’cers , pr imary emphasis is placed on the specific

guidance that is given in the mission program (Chapter III ) and mission

support (Chapter IV) budget submissions.

7
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CHAPTER III

Mission ProgranVProject Submission

The Mission Progranv’Project submission includes all DOD Major Force

Program VI RDT&E funds and related programs outside of program VI. The

documentation required by the call in the mission program area enccinpasses

funding decisions involving the Air Force I~~search and Developre nt appro-

priation (3600) and the Air Force Procurement appropriations (3010, 3020,

and 3080) . Est imates submitted in response to the budget call letter are

used to provide informat ion essential to supp ort the next fiscal year RUr &I

app ortion ment and the program budget estimates for RtY~&E and Procurement .

The baseline for the caning fiscal year is the President ’ s budget as amended

by the Authorizat ion Bill. The baseline for the budget year and beyond is

the PCt4. Baseline data for ind ividual programs /projects for the budget

~~ - ~ar and beyond are included in the AFSC Five Year Program 1)~cument . SF0 ’ S

are advised of any changes as they occur .

The mission program submission guidance is generally unstructured

and each prog ram tailors its submission as necessary to appropriately and

adequately identify major breakouts within the prog ram element . H~~~ver ,

there is specific guidance on how to handle unusua l items , special subjects ,

etc., where , for one reason or anothe r , further breakout is required. Some

8
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of the major significant mission program submission requirements follow.

Budgeting For Reirrb ux sable Support

There are t~~ major categories of reim bursable support , laboratory

supp ort and test and evalua t ion supp ort . Laboratory supp ort costs are

budgeted for by the Air Force Office of Scientific Research (AFOSR) as the

single manager for research . AFC~R budgets for all explorato ry development

research through a special program element (PE611O2F Defense Research Sci-

ences) . Program managers , on the other hand , must budget for all laboratory

supp ort used by their program.

Test and evaluation support is also budgeted for as a reimbursable

supp ort item. Pr ogram managers must budget for the direct cost of supp ort

required for designated test and evaluation facilities. Test and evalua-

tion requirements are shown separately on the mission program budget sub-

mission as a reimbursable item. Because the item is included as part of

the cost of the weapon system elsewhere in the budget submission , this

re imbursable —~r~try is ente red as a non—add item. Non-add items are cate-

gories of costs that are broken out as a means of identifying specific

costs , associated with special interest items . Normally, tests (develop-

rrent tests) are also handled as reimbursable entries . The program manager

must budget for the direct cost of supp ort required f ran designated T&E

facilities. When requir~~~nts exceed $100,000 at a single facility in

any one year , the program office must also include the memorandum of agree-

ment with that test facility as an attachment to the budget submission.

9



Independent Operational Test and Evaluation ( IOT&E)

The Air Force Test and Evaluation Center (APrEC) budgets for sched-

uled , planned tests for which they are resp onsible . The program manage r

must budget for any ddditive tests that cannot be satisfied through the

normal test plan . Coordination with AF~EC and the user conmunity is re-

quired to insure that all required testing is covered in the budget sub-

mission by one of the agencies. Special support costs, such as civilian

personnel overt ime or temporary hires , range costs, ccimtunicotions, etc.,

must be budgeted by the program office . This applies to those test or

testing conditions that require additi ve supp ort .

Federal Contract Research Center (FCT)~~

Programs requiring funded supp ort from FCRC ’ s , such as MITRE , ANSER ,

AEI~JSPACE CORP , etc., submit these require ments as non-add items on the

budget submittal.

Electromagnetic Canpatibility and Analy~is Center (EC~C)

Program funds are identified to reimburse ECPC for analysis services

required , and to finance cannunication services equipTent provided for the

exclusive use of the program.

Component Ir nprovenent Program (CIP )

Component improve ment is budgeted in the RIYT&E appropriation until

the successful ca~~letion of a program arid acceptance of the first procure-

merit funded aircraft . Subsequent CIP re irr burs erre nts are budgete d in the

10

_ _ _  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
_ _ _ _ _



3010 procurement appropriation . Indirect costs of production engineer ing

supp ort should not be included as CIP requirements.

Production Engineering Support

Estimated costs of aircraft engines procured for weapon systems are

included in the procu rement appropriat ion cited on product ion contracts .

The production contract s should not be dependent upon another contract

(e.g. , Component Improve ment Pr ogram ) to provide essential product ion

engineering support .

Pilot Product ion

Costs of pilot production and costs of test articles required for

DT&E and IOT&E will be budgeted in RtYr&E. Costs of pilot production beyond

the test article requirement are budgeted in the procurement appropriation.

First Destination Transportation (FElT)

Estimates of requiraierits for FDT are included as add item require-

ments for procurement appropriations. Requirements are based on delivery

schedules and costs are shown in the year in which delivery is expected.

For RIYT&E, FLIP is shown as a non-add item.

Software

Acquisition of software or modification of software for computers

procured with PLIT &E funds are budgeted in R!YP&E. This applies to either

“executive ” or “applications ” software . It also applies to funding for

the development of software for special purpose computers designed as an

11



integ ral part of an acquisition program.

New Start Candidates

Prop osed new R&D programs are documented in the same manner as other

R&D efforts. New effort prop osals are submitted with the understanding that

they must be held to an absolute minimum because of the limited capability

to absorb new effort within the budge t year .

Other Considerations

There are several other areas where special attention is given and

specific instructions are provided . These subjects are applicab le to all

budget submissions and will be further explained in Chap ter V. These areas

include Value Engineering, Escalation , and Management and Supp ort . The

budget call letter further clarifies how many other breakouts of budget data

should be handled . These area s are generally covered by program management

funds . The main theme of the entire program budget system is to identif y

costs to the weapons systems which incur the costs , so that DOD can better

evaluate the real cost of defense .

12



CHPPTER IV

Mission Support Financial Prog ram

The Mission Support Financial Pr ogram portion of the budget “call”

contains all elements of budgetary requir are nts that are not covered in

the mission progra n~ proje ct portion , but which still must be funded through

the RIYT &E appropriation . In many ways it can be compared to the 3400 Air

Force (~~~rat ions and Maintenance Appropriation budget submission , in that

guidance is very structured . Prior to preparation of the mission supp ort

budget submission , higher headquarters has already determined a “bogey” for

that portion of the operationa] funding needs. Any amount over the target must

be separately identified and fully justified . Increased fund ing in the area

of mission support is difficult to obtain without strong justification . All

mission supp ort requirements must be pr ioritized prior to submission. In

the event that further financial constraints must be applied , the lowest

priority supp ort funding requirement will be the one eliminated . The AFSC

instruction s for completing the mission supp ort portion of the budget call

are very definitive . Typical instructions include the following topics :

Zero Base

Requirements should be justi fied f rom a zero base as well as

13 
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increases /decre ases occurr ing between fiscal years. Any increases in re-

quire ments over the “bogey ” should be accompanied by strong just ification

and impacts on the program if not approved. Escalation will not be com-

puted for mission supp ort .

Narrative Justification

Justification must be submitted for all elements of expense , and

should be adequate to justify the requirement. It is most important that

sufficient deta il be presented to enable reviewing activities to answer

pertinent questions as to the requirement .

Price Basis

Actual prices at the time of submission will be used whenever

possible. If this is not possible, cost estimate will be developed and

canplete rationale for the estimate will accompany the estimate. Antici-

pated price changes in the near future will not be included in the price

submitted, but may be pointed out in the narrative, with impact of the

anticipated change if it materializes. If dollar amounts are rounded, a

note to that effect should be included.

fl cument Contents

Each submissio n for the mission supp ort RIYr &E budget contains

seven sections , as follows :

Section I - General Statement

Section II - Suntiary of Requir~ Tents

14
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SECTI(1~T III 
- Workload

SECTICN IV - Requirements by Element of Expense

SECPIC1~ V - Requirements by Staff/~v1ission Support Activity

SECTIC1~ VI - Anticipated Reimbursements

SECTICN VII - Over-Ceiling Requirements

A brief explanation of each of these sections follows:

Section I — Genera l Statement

This section shoul d contain the highlights of the submission,

emphasizing specific items or problem areas requiring special attention .

\n organiza tion chart is included , annotated to reflect mann ing autho-

rized by officer , air men , and civilian (GS and 
~~~~~~.

Section II - Surrinary of Requirements

The surttnary of requirement s is organized by Element of Expense/

Invest ment Code (EEIC) , and is submitted on a format provided to Product

Divisions in the budget call letterJ

Section III - Workload

In this section, an overview of all planned ~~rkload for the next

four years is mapped out . Guidance is particularl y specific in this area ,

and examples with check lists of types of entries to be made here are pro-

vided . Workload is described by any factor that best describe s the

~-Elexments of Expen se/Investment Codes are designed to indent if y the
nature of services and items acquired for inTmed iate consumption (expanses)
or capitalization ( investments) .

15
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~ork of that particular activity. Guidance indicates that the statements

should address the total capability that could be accainDdated for that

particular ~~rkload area . Workload and appropriate analysis should be

reflected by the using agency .

Section IV - PeguiraTents by Elements of Expense

This section requires a separate form for each require ment . Here

each form depicts a particular Element of Expense / Investment Code (EEIC)

or group of EEI C’ s. Narrat ive justification accanpa nies each of these forms ,

to clearly justify the entries made in the form itself. The availability

of concise surririary statements greatly assists the develoçzr~nt of the suninary

sheets which are prepared by the HQ AFSC staff for each program element.

Section V - Requirements by Staff/Mission/Support Activity

This section requires that the Staff/Mission/Support Activity re-

source requirements be presented in man-years and in N~~7 (]ligational

Authority (NOT~) by staff activity.

Section VI - Anticipated Beimburerrents

Anticipated reimbursements are ca~~uted under the Direct Cost Fund-

ing Policy where applicable , including refunds. Separate forms are pre-

pared for each applicable fiscal year. Foreign Military Sales (R45) collec—

tions are included and separately identified by EEIC.

Section VII - Over-Ceiling Requirements

Over-ceiling requirements are prioritized by the Product Division

16
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and submitted in the highest to lowest order of priority. No justification

is required for this submission but over—ceiling requirements should have

been presented in the narrative justification portion of Section IV.

General

General guidance for the mission support portion of the budget sub-

mission indicate s that the submission is designed to provide the headquarters

with sufficient information to defend the program el~~ent requirements before

the HQ, AFSC Program Evaluation Group (PEG ) and USAF review organizations.

17
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CHIWTER V

Weapon System Budget Estimate

Requirement

A Weapon System Budget Estimate , AF Form 1537 , is developed twice

a year within the SPO. This estimate is required for both the AFSC PC~

submission and for the program budget submission. The Director, PrograitV

Budget, DCS/Comptroller, AFSC issues a separate request for ~a~i submissions

in November each year requiring field preparation of the estimates and sup-

porting documentation . AFSC staff element s then prepare Program Element

Surm~ry Sheels (PESS) for corrm~nd review and formulation of the AFSC PCI’4

submission to HQ, USAF.

In July of each year the Progran~ Budget Office requests Program

Budget submissions from AFSC’s Divisions , Centers, Laboratories , SANSO,

and the Air Force Office of Scientific Research. Within the Divisions and

Centers the program budget estimates are developed within the SPO and for-

warded through the appropriate intermediate headquarters Comptroller to

the Director of Programs /Budget . These estimates will be used to provide

essential information in supp ort of the next fiscal year Research , Develop-

rrent Test and Evaluation RLYT &E) appropriation app ortionment and the Air

Force RIYT&E and procurement budget estimates .

18 
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A separate weapon system budget estimate , AF Form 1537 , is required

for each program element within the mission program portion of the RJ Yr&E

appropriat ion . The mission program includes all RIYr&E work performed under

contract with private industry , educational institutions , federal contract

research centers , and other Govern ment agencies. Also included in the

catego ry are mission programs accomplished in-house .

The mission support financial program is not documented on the AF

Form 1537 , and the SPO has minimal input into that portion of the RDT&E

budg et submission . The PtYr&E mission supp ort program includes the costs

associated with the operations and maintenance of research and developi~nt

facilities which generall y can be categorized as RDT&E fund s for the pay of

civilian personnel , and associated non-personnel costs such as trave l ,

transp ortation , rents , utilities , contractual service s , supplies and equip-

ment .

Each SPO prepares a separate budget estimate for the procurement

appropriations applicable to his weapon system . Est imates are prepared

and suJ~~j tted for aircraft procurement (3010) missile procurement (3020 )

and othe r procurement (3080) appropriat ions. These appr epriations finance

the procurement of weap ons , training device s , support equiprent , munitions,

vehicular equipre nt , corrin unications and electronic equipment , and othe r

organizational and base support equiprent .

Air Force Form 1537 Overview

The Weapon Budget Estimate , AF Form 1537 , is a suniiu ry of financial

program for each system as it progresses through its acquisi t ion cycli~.

19



The fundamental concept governing the completion of the 1W Form 1537 is

the pr ogram element . The purpose of the Prog ram Element is to identify

to a specific weapon system the costs of the nen , equipient and facilities

related to its developtent , acquisition , and operation . Using the Program

Element structure we can measure the total cost of owning a weap on system.

The AF Form 1537 is designed as the first step in achieving this goal .

The preparation of the AF Form 1537 is governed by the USP~F Budget

Manual , AFM 172— 1 Volume I, Policies and Procedures and Volume II , Estima-

ting Instructions . The minimal guidance specified in this directive is

supplemented by the annual letter from Hq, AFSC req uesting the program

budget submission and is clarified , if appropriate , by the intermediate

headquarters comptroller. The guidance for the procurerrent appropriations

in AR4 172—1 is explicit and in great detail. Th overcome the seeming

high pap~�r workload specified in the procurement appropriation instructions

requires the estimates to be tailored to the individual program. The

RLYr&E guidance in the 1W manual is very general while the guidance in the

letter requesting the program budget submission is much more explicit.

Rtf~&E Submission

As specified in AF1~1 172—2 Volume II , Chapter VIII :

1W Form 1537, Program Budget Estimate , will be the basic
form for submission of budget estimates and progranining in-
formation for RDT&E funded programs except Mission Support
programs. 1W Forms 1537 are required for program elements

• in research , exploratory developrent , advanced developrent ,

20
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engineering developrent , the Federal Con t:ract Research Centers
(FC~~) in Management and Support for the RIYr&E funded portion
of systems identified in the Force Programs such as Strateg ic
Forces or General Purpose Forces. Separate forms 1537 will be
prepared for each program elerrent .

The FY 78—82 Program BudgetSubnission letter from the AFSC Director ,

Programs /Budget , dated 2 July 1976 , expanded the general guidance concern-

ing the weap ons system budget estimate as indicated :

1W Forms 1537 for RLYT&E will be prepared at program element
level showing project level detail . Laboratory Exploratory
Developrent program elements will include the 06 operating pro-
jects as a single line entry . For systems and advanced develop-
rrent programs which are not subdivided into projects , show a
separate line for each of the discrete efforts comprising the
program. When AFSC has assigned responsibility for portions of
a program element to different field organizations, each field
organization will document only the portions of the program for
which it is responsible. In those instances where no baseline
is provided , document to requirements. HQ AFSC staff OPR will
consolidate, adjust to program element baseline, and prepare a
suninary 1W Form 1537. AFSC laboratories will provide an attach-
nent to each 1W Form 1537 for exploratory developrent showing the
relation between previous project numbers and new project nuirbers
for realigned program elements.

As the sample 1W Form 1537 (Figure l~ indicates the entries required

are reasonably self-explanatory. The required entries are:

BLOCK

1 - Category — enter appropriation title and numbers

2 — Weapon System - enter program element number and systenVprograni
number.

3 — Contractor — enter system program title

4 - EquipTent - leave blank

21
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5 - Production Plann ing Schedule - leave blank

6 - As of Date - (as req uired by PiFSC)

7 - Prepared by - submitting laboratory or division

COLUMN A - Description

1 - Research - enter sub-element titles

2 - Explorato ry Developrent — enter project titles

3 - Advanced and Engineering Developient - enter projec t titles

COLUMN B -. MPC - enter R&D project numbers if applicable. Other-
- wise leave blank .2

COLUMNS D-J - Identify colunris D through J as fiscal years. For
each effort identified in Coluiiu-i A , where applicable
show start and canpletion dates in Colunns D to L by
triangles . Indicate duration of effort by straight
lines. Show fiscal year by funding increrrents in
the proper fiscal year column. If the funding covers
less than 12 months show in parenthesis above the t ine
the number of months covered.

Each 1W Form 1537 must clearly identify the effort which can be

accomplished within the baseline specified in the pr ogram budget suhnission

letter. If current program direction cannot be accomplished within the

approved pr ogram , additional requirements will be shown in the lc~~~r portion

2The Material Prog ram Code (MPC ) is the management elenent subo—
rdinate to the Budget Pr ogram Activity Codes (BPAC) . It provides a sub—
mission of the accounting classification below the BPAC level. The MPCs
apply to the procurement appropriations in the submission of financial
estimates in response to the Program Budget “call. ” BPAC ’ s provide ~i sub-
division of the accounting classification below the appropriation level .
They are applicable to the Procurement and RIYr&E appropriat ions to identify
the major budget programs and activities. BPAC is used in these appro-
priations in lieu of budget programs and projects found in other appro-
priations (See AR4 300-4 Volurre X for an explanation of BPAC ’s and MPC’s).
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of 1W Form 1537. Requirements which exceed the baseline program must be

lc~ er priority items. When such items are shown they must reflect prior-

itized decisions by the program manager. When requirenents exceeding the

• program baseline are caused by pr ogram direction which exceeds the approved

program, the narrative backup will include discussion to identify the dir-

ective which created the additional requirement . Conversely, programs

which are approved in excess of program direction should report excess

fundings .

Supporting detail will be submitted for each REYr&F Appropriation

1W Form 1537. The narrative back-up sheets will contain the following

information.

a. A brief description of each project or effort accompanied
by a justi f icat ion of the need or purpose served by its
accomplishment .

b. Justificat ion for requirements which exceed the baseline
and a statement of the impact if additional requirements
are not funded.

c. Explanation of the estimate basis or how it was developed.
(contractor estimate, independent cost estimate, experience
factors) to include the assumptions and the rationale.

d. AFSC Form 643 - Test and Evaluation Direct Cost SuniTiary
(Figure 2) . Parts I and II of the form will be completed
to show the distribution of designated Test and Evaluation
activities shown on the 1W Form 1537.

Forward financing will be indicated on each 1W Form 1537 by indicating

below the schedule line the number of months and the dollar value of the

current forward financed effort or anticipated effort .

24
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Procurement Submission

Weapon system budget estimates (1W Form 1537) for the procurement

appropriations may be limited to a surrrnary page with Contractor Furnished

Equiptent (CFE) and Government Furnished Fquiprent (GF’E) back-up pages for

major aircraft , missile or space programs. A separate sheet indicating

the anticipated expenditure profile in then year dollars for each fiscal

year appropriation will be attached. These abbreviated budget estimates

preclude submission of an P2 Form 1537 for each systems category in the

aircraft procurement appropriation. If a separate form was used to show

the financial data for each applicable aircraft system there ~.xuld be a

maxiirium of 39 pages required to rep ort each catego ry of Contractor Furnished

• Equiprent (CFE) and Government Furnished Equipnent (GFE). Since the pro-

gram budget est imate submission letter approves an abbreviated submission

for the procurement appropriation it does not relieve the SPO pr ogram con-

trol personnel from tracking the appropriate cost categor ies for their

specific programs.

Information Items

Specific information items are required to be shown as separate non-

add l ine items on 1W Form 1537 for both the RIY~&E and procurement appro-

priations. The following explanation of these non-add items was extracted

fr om the AFSC FY 78-82 Program Budget Submission letter:

•~. F~scalation 
— Escalation will be computed for all procurenent

programs ; and for all RIYr&E programs with an est imated life-
time cost of 50 million dolla rs or no~~ . The latest OSD
indices will be used for prog rams without a Uq USAF approved

26 
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index. The weighted index for each fiscal year will be
indicated on the 1W Form 1537.

b. Value Engineering (yE) - “ It is Air Force policy to include is’
all budget estimate s amounts necessary to pay for Value Engi-
neering Prop osals and Value Engineering Change Prop osals ,
testing and other costs arising from the yE program . ” (AFI4
172-1 , Volume 1, 8-27. Value Engineering will be shown in
terms of then year dollars.

c. Air Force Test and Evaluation Center (AFTEC) IOT&E - Program
managers will budget for additive costs for Ca~~and Support
and Special Support of ICIP&E by AF~EC and the Connands
designated to participate in ICYr&E. The costs of coordinated
additive ICYr&E requirements, priced by AFI’EC, will be shown
as submitted by AFI’EC as a separate non-add line entry.

d. Test and Evaluation T&E ) Direct Costs - Pr ogram managers will
budget for the direct cost of supp ort required from designated
T&E facilities. T&E requirements will be shown as a separate
non-add line entry. Supp orting detail will be shown on 1WSC
Form 643, Test and Evaluation Direct Cost Suninary , as dis-
cussed in the RIYr&E submission .

e. Federa l Contract Research Centers ( FCI~~) - All programs /projects
requiring program funded support from FCI~~’s will identi fy these
requirements as a non-add information item on the 1W Form 1537.
The entries will identify the FCI~2 fran which support will be
required for each fiscal year.

f. Management and Support - Management support will be budgeted
by progranVproject managers to include the following:

(1) Travel and overt ime of personnel assigned to progranV
project offices. This item is applicable only to Ptlr&E
and will be shown as a separate non-add line item.

(2) Travel of non-project office personnel if required to
provide direct support to the project off 3r c .

(3) Cost of support provided by AFSC Laboratories, for
which reimbursement is required . The labora tory must
be identified .

(4) ProgranVproject office supplies and equipnent.

27
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This chap ter has sunmarized the specific guidance for preparing

the 1W Form 1537 , Weapon System Budget Estimate . The next step in the

research was to determine “how the entries on the AF Form 1537 ’ S are

developed in various SPO ’ s

28
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Q-IAPTER VI

Program Budget Estimates

We have been discussing up to this point the administrative guide-

lines applicable to the preparation and submission of the annual program

budge t estimate . The question which remains to be ans~~red is: how are

these estimates developed?

‘lb answer this question we back tracked through the financial man-

ager rent pro cess starting with the Product Division Comptroller and endi ng

up with the actual starting point in the budget forntilation process , the

System Pr ogram Offices . We interviewed each of the Product Division

Comptrollers concerning the role of his office in the budget fornulatio n

process . At the conclusion of the interview the Comptro ller was asked to

reccimend at least two different SPO Program Control Offices , which we

caild contact and request an interview with the Chief of Pr ogram Control .

Without the cooperation of the Program Control Officers and the Division

Comptrollers this study project would never have been completed . Nor would

the baseline exist for future research .

The synthes is of the SPO Program Control personne l and the Prod ir t

uivision Carpt roller s resp onses follows : We have to the best of our ability

tried to merge the resul ts of our interviews so that a specific SPO can not

29
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be identified with our caitTents. In addition we are lim iting our discus-

sion to the RDr&E appropriation weapon system budget estimate. This

limitation is warranted because the guidance for the RIYr&E appropriation

is more general in nature than the detailed guidance for the procure ment

appropriations as specified in the USAF Budget Manual , AF~ 172-1 , Volume

I and II.

System Program Office Estimates

In each of the 11 interviews with SPO program control personnel we

focused our discussion on the line items listed on the P2 Form 1537, Weapon

System Budget Estimate . Specifically we asked the following three ques-

tions :

1. What criteria do you use in developing item description
categorie s reflected in Coluun-i A of the P~IYr &E appro-
priation P2 Form 1537?

2. What process or procedures do you use in determin ing the
actual dollar value per fiscal year which are reflected
on your P2 Form 1537?

3. tz you have a managerrent reserve built into your program
and if so how is it portrayed in your budget estimate?

The actua l words used to describe sare substructure of a system

aoguisition may seem to be a trivial item, however~ after re searching

various weapon system P2 Forms 1537 it is readily apparent that stan-

dardized generic item descrip tion categorie s for similar weapon systems

(aircraft , missile , ccnrnu nications equipient , etc.) does not exist . There-

fore , in orde r to intelligently discuss or analyze the budget estimate

30
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requires an in-depth working knowledge of the system . Since trade-offs

must be made in both the PCM and budget process , some degree of standardi za-

tion in other than the non-add items appears warranted

Item I~~scri ptions

t~ termining the categories of the item descriptions app ears to be

a funct ion of various criteria. The basic criteria is to comply with the

specific item description required in the “call” letter or in the 1W Budget

manual. Satisfying these requirements, a second major criteria has to do

with the manner in which the program is structured. After complying with

descri ption items specified in the call letter the SPO has the latitude

to tailor their description items to the program. Sate of the criteria

used within the various program control sections to select aggregate

description items were :

1. Major contracts associated with the overall system acquisition .

2. Core contract items identified in the t~ cision Coordination
Paper (DCP) .

3. Major subsystems of the overall weapon system - This criteria
is of major significance if the overall system is composed
of individual subsytems which can be singularly identified
and individually justified.

4. In considering other methods of tailoring line item identifi-
cation the program manager considers:

a. The prime mission product which can be identified by
various subproducts such as: management supp ort , govern-
nent supp ort , or federal contract research centers .

I
. b. The program work breakdown structure , specifically at

levels 2 or 3.

31
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c. The fact that higher headquarters has expressed an interest
in certain facets of the program. Making this type of
item a separate line item provides visibility and may
eliminate the need for further justification to higher
headquarters.

No matter what process or procedure is chosen by the SPO for line

item identification there is in our opinion one overall driving criteria

which is:

An appropriate macro-level identification category will be

chosen such that the budget estimate s associated with the

category will not limit the program manager ’s flexibility in

managi~ ; his program.

E~ llar Estimate s

The thrust of the budget formulat ion process is to develop the best

estimate of the financial resources required on a FY progran ried basis to

successfully accomplish the acquisition program objective. To put it more

succinctly, if the requirements are not in the POM they will not be in the

budget , if they are not in the budget you will not be able to obligate or

expend money for your program. Without dollars there will not be a program ,

so you have to get them in the PCf4, get them in the budget and get them

obligated . Since almost everything can ult imately be reduced to sate

dollar value , we decided that it was worth our effort to determine how the

SPO ’ s act ually develop the dollar anc’unts in the annual budget estimates .

In synthes isinq the answers to our second question they fall into

two distinct categories dependirjg on whether or not the program is a new

32
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initiative not yet on contract, or an ongoing program which is on contract

and has developed some form of financial data base.

The budget estimate for new programs are generally the result of

saie type of parametric cost estimate. This estimate is usually developed

by cost analysts assigned to the Product Division ’s Comptroller function.

Whether the estimate is purely parametric , an engineering build-up co~;t

model or sane combination the SPa is still responsible for the final numbe r

in the weapon system budget estimate. In discussing the dissimilarities in

budget estimate techniques between new and ongoing programs the SPO’ 5

perception of the cost analysts, methodology had a definite influence on the

tinal dollar value requested for new initiatives. If the analysts ’ estimate

is considered to be conservatively high then the SPO might reduce the pro-

gram dollar amoun--- . On the other hand , if the analyst ’s est imate is con-

sidered to be optimistically low concerning the program the SPO might in-

crease the estimate to a more reasonable amount . The essence of this

conirent is that no matter how factual or mathen-iaticallv accurate the budget

estimate model has proven , the human side of the organization will make the

final adjustment in the program. This is reasonable. The program manager

will have to live with and manage his resources toward that est imate.

Ongoing programs, which by our defin ition , are on contract and have

accumulated some financial data base, arc the other c~itegory of programs

which develop budget est imates. In general our interviews thd icate that

the SPO ’s are using acceptable business practices in developing estimates

33
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for ongoing prog rams . The mature SPO has the ~istinct advantage of a

historical data base on which to build and a constractor’s estimate to

completion for consideration . Our interviews indicate that for mature

SPO’s the final budget estimate is the result of at least a three step

process.

The first step is to request a budget estimate from the contractor.

The second step is to develop within the sro an indep endent budget estimate

which costs out the program management plan in conjunction with the histor-

ical program cost data base . The SPa developed budget estimate is canpare d

with the contrac tor ’s estimate . Differences between the se estimates are

analyzed and resolved . Final budget estimates for the weapon system , sub-

system and tasks are develop ed, which accurately re f lect the current best

estimate of the dollar resource s required to achieve the program objective .

In following this process we were led to believe that the SPa ’s estimate

are generally more reliable relative to cost growth than the contractor ’ s

estimates. This may he a function of the contractor ’s opt imism , but we

have no way of substantiating this conclusion .

Manage ment }ëserve

In the academic environment of the Defense Systems Managenent

College the topic of management reserve receives conside rable attention

both in the classroom and in discussions with visiting program managers .

We are confident in saying that management reserve s are required as a hedge

for managing problems associated with the risk of unknown--unknowns

34
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developing in the program. The concep t of Management reserves is given

acceptability by the fact that a contractor is required to identify his

“management reserve ” under the Cost Schedule Control System Criteria

rep orting systems .

Our discussion on the subject of management reserve leads to the

generalization that all weapon system budget estimate s have a specific

dollar value for management reserve built into the aggr egate identified

line item budge t estimates. ‘I\~~ important qualifications concern that

generalization . First , managemarit reserve is not identified as a separate

line item entry on tie 1W Form 1537 sent to higher headquarters. (We

understand that the current procedure may change in the near future ) .

Secondly , the reserve is “ spread around” within the specific line items.

However , we can say based on our intervi ews that the exact amount of man-

agenent reserve is readily identifiable on the SPO ’s inte rnal budge t work-

ing pap ers and is internally managed as a separate budget line item during

the budget execution process .

The amount of reserve and its location within the budget varies

with each program . Generally the SPa’ s use a percentage figure f ran deter-

mining the amount of reserve . This may be a percentage of the total pro-

gram, or the annual budget estimate . The percentage and base line is anot her

“ tailored ” function ~~ the SPa. The spread of the reserve is also “tailored ”

by the SPO. Sate SPa ’ s manage a total aggregate amount and allocate it to

the areas requiring more resources while othe r SPO ’ s spread the reserve
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across the program based on a forecasted need. We believe that managing

the aggregate reserve provides better control of these resources . Hc~ever

management reserve when viewed f ran Air Force Systems Canmsnd Headquarters

or from the Air Staff raises a penetrating question as to how nijch money

in the annual R[Yr&E appropriation is being held idle as management reserve.

We believe that this question merits further research .
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QIAP’I’ER VII

Reviewing The Pr ogram Budge t Estimate

Pole of Product Division Comptrollers

The weapon system budget est imate , deve loped in the ~~ is -

warded to the appropriate Product Division Comptroller Office f~ : ~-vt~~’

in canpliance with a suspense date established in the “budget call” letter .

Since the budget estimate is submitted through the Compt roller and subjected

to saie type of review by his functional specialists , we considered the

role of the Compt roller to be next in im~x rtance to that of the SPa in

formulating the annual systems acquisition budget.

We directed our interviews with the Division Compt roller s towa rd

two areas. First , we were interested in determinin g if the financial

specialist played a role in the developient of the original SPa budget

est imate indicated on the AF Form 1537. Secondly , we were interested in

determin ing the objectives of the financial review process. We developed

two general questions in these areas which were used as the startin g points

of our aiscussions with the Division Cat~ trollers. Our specific questions

were :

1. What th~~ lvement c~aes the Office of the Product Division
Oxnptroller have in developing the SPO budget estimates?

2. What are the financial management objectives and the pro-
cedures used in reviewing the SPO ’ s weapon system budqet
estimates ?
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Developing the Estimate

The involvement of the financial technicians in developing the

budget estimate for ongoing programs (programs on contract) is minimal.

Generally the cost and budget analyst ’ s expertise is available to the SPO ’s

program control office on request . In a program control office which is

organizationally matrixed with the Division Comptroller’s office the func-

t ional experts are assigned within the SPa and are used to develop the

budget estimate.

For programs which are new initiatives (not on contract ) the cost

estimate developed by the Comptroller’s cost analysts are used as the base-

line for the SPa’ s budget estimate . This baseline (total dollar number)

may or may not be adjusted within the SPa by the program manager before

it is submitted as the final budget estimate .

Before concluding our discussion of budget estimate s we must

acknowledge the fact that the SPOs are the prime movers in developing the

iiission/pr ogra nVproj ect budget estimate , while the Comptroller is res-

ponsible for developing and administer ing the mission support budget. We

discussed the mission s~opoft budget with each conptroller but we conside r

a lengthy discussion of this topic beyond the scope of this paper. A

general observation is that the SPOs do provide an annual input into the

mission support budget separate f ran the pLograni/proje ct budget . An

oversimplification concerning the administration (execution ) of

the RIYr&E mission support portion of the annual budget is to say
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that it is administered in the same manner as the other Air Force Carn~ands

administer their annual (3400) Operation and Maintenance appropriation budget .

Financial Reviews

The financial review of the SPa’ s budget estimate is focused on

two objectives: program sufficiency and administrative accuracy. The

administrative accuracy review is perforrted to assure that the SPO has

complied with all the appropriate instructions in deve loping its estimate;

that there are no mathematical errors and that the form is filled in

correctly, The program sufficiency review is the main thrust of the f i-

nancial review process.

Webster ’s New Collegiate Dictionary defines sufficient as being

“enough to meet the needs of a situation or a proposed end. . .

From a program manager ’s perspective it is imperative that he have suf-

ficient finanical resources to meet his program objectives . The sufficiency

reviews generally include the following areas of concern :

a. The program total dollar requirement.

b. Program baseline and changes to the baseline since the last
budget sulinission

c. Canpatability with the latest ~Ct~1 and the current budget as
armended to assure a cost track exists .

d. Fisca l year phasing of program requirements to insure the
resources are available when required .

e. Forward financing requirements.

f. The individual program ’s interface with the product division ’s
corporate financial plan.
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Each of the areas considered could be the subject of further

research, hc~~ ver this generalized list of topic indica tes that the f i-

nancial review goes into substantive detail. The purpose of the review

is not just to determine if a program has sufficient money , rather , it is

to assure that the program has adequate financial resources properly

phased through the fiscal year tine frames for successfully achieving its

objectives . In conducting the sufficiency reviews cost estimates are

quest ioned and justified; cost tracks are established, reviewed , compared

and extrapolated; the entire financial program for the SPa is justified.

The review process is a methodical , in-depth analysis of the pro-

gram’s financial requirement. ‘I~ acccxnplish this task requires a coopera—

tive team effort by the SPa personnel and the financial experts to assure

program viability.

Synthesis

The Product Division Cctr~ptrollers are responsible for formulating

and executing the Division’ s corporate financial program. The annual f i-

nancial program is a series of docurents which definitize the finan-

cial management resp onsibilities of every manager. Ultimately the program

manager is solely responsible for the management of his program ’s dollars.
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CHAPrER VIII

Conclusions

The pur pose of this paper was to highlight the administrative pro-

cedures which impact the Systems Program Office in developing its annual

weapon system budget estimate .

In our brief discussion of these procedures it is apparent that

responding to the annual call for budget estimates requires an in-depth

review of each weapon system acquisition program. The breath and depth

of this review is indicated by the instructions contained in the annual

budget call letter which specifies the details for the mission progranv’

project budget estimate and mission support budget estimate.

We have discussed the Product Division review process after the

appropriate estimates were developed within the SPa and recorded on the

AF Form 1537 , Weapon System Budget Estimate. Based on our interviews with

Program Control personnel in 11 SPO’ s and with the Product Division Coup-

trollers we believe that the importance of the bus iness manag~ ient portion

of the systems acquisition process will continue to receive ever increasing

top management attention .

L
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