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SIMPLIFYING CONTRACTS FOR COMMERCIAL SYSTEMS

EXECUTIVE SUMMARY

Tne Cffice of Federal Procurement Policy issued policy in May
1976 for the acquisition and distribution of commercial products
when such products will adequately serve the Government's require-
ments. The policy applies to all items, principal and secondary,
including commercially developed systems. The Department of
Defense is in the process of developing implementing regulations
and procedures and revising existing policies where needed to
integrate the “huy commercial®™ policy into the acquisition
process, uasing commercial practices where appropriate and feasi-
ble. To support the integration of this policy into the process
for acquiring commercially developed systems, research was
conductad on Air Force contractual actions in acquiring deriva-
tives of commercially developed aircraft and contract logistics

support. The results of the research dare contained in this
report.

The findings reported herein relate to those contract terms,
nonditions, and statement of work requirements imposed by the
Government in the acquisition and suoport of commercially
developad a2ircraft not found in commerccial acquisitjons. Research
was based primarily on the acquisition and logistics support
contracts for the KC-13 Advanced Tanker Cargo Aircraft system.
This was followed by analyses of the acquisition and support
contracts for the E-4 Advanced Airborne Command Post system and
the support contract for the C-% Aeromedical Evacuation Aircraft
system to determine if the impact of the Government-imposed
requirements substantiated the findings of the KC-~10 research and
if not, to identify the differences. To gain further insight into
the differences in Government and commercial acquisition
practices, an inalysis wasg made cf the Air Force acquisition of a
major item of ground suppert squigment for these systems, the
Diesel Engine Driven Generatcr, which was ccommercially develcped
and in widespread use by commercial customers. The maior findings
of the ressearch ars summarized below:

1. Approximately 100 General Provisions were included in
each of the contractks stud;ea, most of which are meanln ;less whean
applied to the purchase of aircraft, spares, ocf support °quzpment
already produced {off-tha-shelf), or are impractical to enforce
when applied to ccmmeccially developed items in regular pro-
duction, only a portion of which is purchased by the Govarnment.

2. In the aggregate, General Provisions, pssticulaziy those
t agre required to be included in subcontracts (flowdownj, have
ignificant administrative impact on the contractor, increasing

L
3 gign
his cost to produce the system over that required to produce for
commercial customers.
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3. Documentation requirements were approximately one third
of the documentation normally required for the new development of

a military aircraft system. However, the documentation far
exceeded that required in FAA and commercial practices.

4. Extensive documentation of management systems was
required by the statement cf work. Documentation of management
systems was not required by commercial customers for the same
basic aircraft.

5. Military Specifications and Standards w=re applied
primarily to modifications to the basic aircraft resulting in two
different approaches to the acquisition of a single system, i.e,
using commercial standards for the acquisition of the basic
airplane and military standards for the modifications.

6. Payment for logistics support based on flying hours
simplified spare parts acguisition and accountability but created
a problem in cost Aallowance for contractor capital investment in
the parts stocked at operating bases. The solution (Air PForce
investment in initial provisioning) has the potential for
downstream problems associated with property title and
accountability.

7. Commeccial Diesel Engine Driven Generator sets acquired
after market research and comparative testing of commercially
developed generators with those produced to military
specifications, are superior in performance, require less
maintenancw, and cost less to acquire and operate than those which
are part of the DOD standard family of generators,

8. The f.1llow-on purchase of Diesel Engine Driven Generators
is planned to be supported through the Government supply system
although commercial distribution of replacement parts is available
worldwide where parts can be made available on a gquick reaction
basis.

The following major recommendations are summarized based on
the findings of the research:

1. Develop and obtain approval to use a special set of
General Provisions for acquiring commercial systems and products,
eliminating those that are not essential or have no practical
effect and minimizing the flowdown impact consistent with clause
objectives and sound practice. ;

. 2. Acquire modified commercial systems in the same manner as
commercial systems if the system is available through regular
production and the cost of the modifications does not exceed 35
percent of the price of the basic system., If the modifications
exceed 35 percent they may be accomplished under a separate
contractual arrangement.
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3. Rely on FAA standards and established commercial
practices and documentation in acquiring commercially developed
and proven aircraft to the greatest practicable extent.

4. Where contract logistics support is integrated with
support of commercial counterparts, devise a procedure whereby the
Government does not take title to spares in view of the problems
associated with accountabiliity, traceability and the requirements
of the Service Contract Act,

5. Establish requirements and guidelines for the conduct of
market research and analysis in order to develop a knowledgeable
acquisition strategy for meeting Government requirements (product
and support).

6. Rely on commercial distribution and support systems where
they are available and adequate to meet Government requirements,

iii
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ABBREVIATIONS

The following abbreviations used throughout this case study

have the meaning stated:

AARB
ACSN
AFAD
AFB
AFLC
AFR
AFSC
ARB
ASD
ATCA

CBEMA

CDRL
CFR
COMBS
CSEL
CWBS
pac
DARC
|929)

. DID

DOL

advanced Aerial Refueling Boom
Advanced Change/Study Notice

Air Porce Acquisition Documents

Air Porce Base

Air Force Logistics Command

Air Porce Regulation

Air Force Systems Command

Aerial Refueling Boom

Aeronautical Systems Division (AFSC)
Advanced Tanker/Cargo Aircraft

Computer and Business Equipment Manufacturers
Association

Contract Data Requirements List

Code of Federal Regulations

Contractor Operated and Maintained Base Supply
Consolidated Support Equipment List

Contract Work Breakdown Structure

Douglas Aircraft Company

Defense Acquisition Requlation

Defense Department )

Data Item Description

Department of Defense

Department of Labor
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ECP
EO
EPA
FAA
FLSA
PS
FY

HPA
HQ
JPO

MDC
M1L
MOB
NAS2
ODM
QEP
OFPP
OsHA

OT&E

PL

RFP

SacC

Engineering Change Proposal
Executive Qrder

Environmental Protection Agency
Federal Aviation Agency

Fair Labor Standards Act

Federal Supply

Fiscal Year

General Accounting Office
Government Fiscal Year

General Services Administration
Head of a Procuring Activity
Headquarters

Joint Program Office

Military Airlift Command

McDonnell Douglas Corporation
Military

Main Operating Base

Natinnal Aeronautics and Space Agency
Orfice of Defense Mobilization
Office of Emergency Planning
Office of Federal Procurement Policy
Occupational Safety and Health Act
Operational Test and Eva}uation
Public Law

Request for Proposal

Strategic Air Command
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Service Contract Act

Specification Change gotjice

Support Equipment Recommendation Data

Statement of Work

Standargd

Unit Price Matrix

United States Air Porce




- O

CONTENTS

Pages

SIMPLIFYING CONTRACTS FOR COMMERCIAL SYSTEMS -
EXECUTIVE SUMMARY @ O @ ¢ O 0 % 0 00 GG OB O P SO SOO PO SE eSO OO O eSS et e i

ABBRE‘!IATIONS...Q...O...l....'....0.0"...00...QQO......'..O' iV

CHAPTER I — INTRODUCTION .cceeesccconsssoceasssonnacsoonssncas
Commercial Acquisition POliCYecereecsscrerocscocssoccsanans
Study ObJectivVeS cveeceresccosserstocscenssorsonstessosnccsnoas
Study Methodology ceeeiececocaccrsconsososcsoscssocsonanccscnse
StUdY REPOLLS ceescesovaccscscscrssocascnsontsssasscrsoasscsesns
ACKIrOW1edgmENtS seevecaseesoassassscrscacoosssssesssosccsnvns

CHAPTER II - BACKGROUND-‘....o.onoooootoob.oooocooooo'.o.eooo ]

O ~J U N

-

A. KC"lO Program‘.o....-..........-........--.‘...oo.-.nao. lo

1.
2.
3.
4.
5.
6.
7.
8.

E-4
1.
2.
3.
4

REQUIZEMENE . ceecersececcosscscssososnssscsnsenscsscscsas 10
Concept StudieS.cieesevseccsessscosescassscssasssess 1l
Acquisition Strategyecesecocececsscoscvesassasoscsass 1l
Source Selection and Contract...eeessosesescescecess 12
Market SituatiONeceecessesscsccesossvsoccsrscsnasssees 13
Joint Program Office Management Philosophyeeceeeceee 15
Pressures on Air Force Program Managemente.cceseseceos 17
JPO OrganizatioONecesceccesssocosccscssccssssveanssses 18

PYOQrame cesoovoecoesoocossssscssoscsssssnscssnsssssseces 19
Requirement .. cceesceecsccsscescocsooscassrsonsssonsonee 19
Acquisition Strategysecscecscscescnscsssseassscssasass 19
E~4 Acquisition Programe.cecscecsscesscscscacensccssss 20
E-4 Logistics Support Programeecccccscosesccesssssss 21

C. C=9 Logistics Support PrograMecesceccscssesccssccsacssons 22

CHAPTER III - FINDINGS, CONCLUSIONS AND RECOMMENDATIONS...... 26
A. Mandatory General ProvisiOnS.ecccseesencecocsscsocssvees 27

Dis

cussion.0'00'0'.\%'..000'00'00...Q.oooo000"!'..0000.0 27

E'aCtS and Observations..oooootoo0..000000l'ocobooo..o.bo 29
Conclusions.olo"0.00'0..0000-0.0...0...00..0’Qonooov'oo 33
Racomendation.o'.'00000.0...t.oloo.‘ocooo..o.o.'ob'o.o. 34

Mil

itary Requirements cf the Statement of Work.......... 37

Discussion..-0.0oooo'.“o‘no-..o.'lo.o"o.o.oooo..ooo.c. 38
FE‘.CtS and ObservationSlvo00.0.0...o...oo.ot.oco.oo"oo.. 38

L.

2.

Alrcraft ModificationSeeeesseecsoscscciossscsceosssess 38
ConCluSiONeccesecceaccosasasessscnosscsosssassassssscsze 39
RecommendatioNeeescssccesecsassscscssosscssosssscocscseas 40
Specifications, Standards and Data Description....... 41
CoONClUSiONSeeessssersssccnsscossssrsassscosscsnssssrsns 43
RecommMendatiONesceescsscssssssscacevoocssscssscssesce 43
Management PlanS.seesccscsccesssosccscescccscssscnsse 43
CoNCluSiONSeeccecsovcsoasecscrsscassosscstssncsccsnsacnss 47
FecommendatioN.cceerecsscsesscsccscsosccoosssesoscccnss &7

vii

- et e A o A s B A i o

Y samac .




CONTENTS ({ CONTINUED)

4, Configuracion Management.....ceeeeeeroscosssosocos
CONClUSION. et eeeerssecssascesvscssossacsnscsacsasense
Recommendation.seee i vevoeseoensronesccosoccoenoasse

5. SUpport EQUipmMent...eceeececrocscossessvsssossosccs
CONCLlUSION.veevacrerseceosososonossscecsssosensnssssos
Recommendation..eeerriererecoesesooscosasosscsscsas

6. CompUter PrOgLaAMS...secvrovrsvsovracsosossoocsosscsnsss
CONClUSION . ceverreereesoseorsceocsossssonsansnsecs
RecommendatioN.eeeeceserseocrescsosressossssosrsosas

7. Contract Work Breakdown Structure (CWBS)...eeoeees
Recommendation.ceeecesrsceoessccesrocensscsosasonss

C. Corollary FindingS.eseeeccsesseoessessecsssessacosaoss
DiSCUSSiO0Neeseceservosssessasscsscsrosescscoscccocsoasss
Pacts and ObservationS..ecececrecscocesaccanorossooses
1. Special Data RightS.ieeecerescsosssessccocavscanss

CONClUSION.ceteeevsooracssasossncssossconssscssocses
2. Waivers and DeviationS...eececeeecreovsccocoscoasons
CONCLlUSION. e eeacecevcvosocrsossosssocssososssococssse
3. Service Contract ACt..ceeeeeccscersocscoccassconscs
CONCluSiON.e e esveerorsesvscovoncsosssoscssssosccssse
4. EXCeSS Profit...e.ceeoocsorescocrssosssscocrssasosens
CONClUSiIONeceteoeersosososscososoosssscsossascncecs
5. Funding RestrictionNS...ceeeeceveccessecsssnacsansss
CONClUSION. e erosrosvserossvscscscccasncocneocecsea

D. Logistics Support AnalysSiS..esesccessseccccsscascassns
DiSCUTSIO0N e eseecseeeceentestoocoecnosncsonsossonosnassess
Facts and ObsServationS.eeeecsesessescscssocostsoccnscse
1. Spares and Replacement PartS..c.ieceeeccoeovecsccecs

CONClUSIONS .t iveteveseesvosorosescsssosesasosososes
ReCOMMENdation.eeeeereososseosesssscossesnsencescs
2. MAINtENANCEe ...eeeeccesesosvcccecsascsssssasasoscess
Conclusion‘..'..0..0.'.0..".l'.'.‘.'..’."l.‘...QO

CHAPTER IV - GROUND SUPPORT EQUIPMENT -

MOBILE ELECTRIC POWER:e:eeccovosstsossvscscncsosses

DiSCUSSION. e evovevsravoocoevsssoscssosasssosssacsecrsasesnses
USEL NEOAS . isc.vevsnosvesesoorsooscerssscssascassosssscsasvess
Market Research and AnalysSiS..c.eveseececcasveossssscssone
Acquisition Strati JVeeeeecerecsse-ccesacesscscvesccnscossns
Contract APProach....ceeevececveoceroceoscrcooovsnsoscnne
Facts, Observations and ConcClUSIONS..ccvevcccsescsccoocsse

T ReCOMMENAAt 10NSc.cesecesoscesccrsosccresrtvsrssscsossacansss

Pages

48
51
51

-
4

52
54
54
55
55
55
57

58
58
58
58
61
61
63
63
65
66
68
68
69

71
71
72
72
76
77
77
79

80
80
80
8l
85
87
88
91

viii

xR~

[ .

i -




e

i |
CONTENTS (CONTINUED)
Pages

CHAPTER V - SUMMARY CONCLUSIONS AND RECOMMENDATIONS...s0s0e.. 93
1

1. Mandatory General ProOvViSiONS.....cceeeessosssccsssasss 93

2. Military Requirements of the Statement of Work........ 94

3. Corollary ConcluSionNS....ecesesvessssvevcscanssessenss 95

4, Contract Logistics SUPPOLt.ceeeeereevcssscscssoscccseas 96
5. Ground Support Equipment - Mobile Electric Power...... 97 1
APPENDIX - GENERAL PROVISIONS/CLAUSES...seeecsccsosoanscsnesas 99 1
BIBLIOGRAPHYO'.CIO..O’I'..CO...’0,..0..'..."0.".'.OO‘.'..." 106 1
|
|
|
1
|
|
{
{
|

, ix
{
!
- —— e et e - R e ——— —-— é‘




CHAPTER I - TMTRODUCTION

When the Department of Defense acguires commercially avail-
able systems and commercial .ogistics support, the solicitation
and resulting contract requirements generally impose administra-
tive burden and other costs in excess of those that are necessary
for the corntractors to sell the system and logistics support to a
commercial customer. Examples of these additional requirements
are; documentation and reporting, obtaining prior approval of
required plans, processing engineering changes and support equip-
ment requirements, contgact adminis*tration actions, and the need
to analyze large numbers of general provisions to assure under-
standing of the conditions which must be complied with. All of
these requirements can increase the contractors cost to deliver
the system and provide support. Many of the requirements are also
required to be imposed on subcontractors by the prime contractor.
To better understand the impact of these contract requirements, a
case study was made of the contractual elements used by the air
Porce in the acquisition and logistics support of several systems
derived from commercially developed aircraft. Those systems are
the KC-1) Advanced Tanker Cargo Aircraft system, the E-4 Advanced
Airborne Command Post system and the C-$ Aeromedical Evacuation
Aircraft system.

.To augment the case study on commercial systems, investi-
gations were made of the practices followed by the Air Porce in

the acquisition of a major item of ground support equipment which

hid been commercially developed and is in widespread use by the
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commercial airlines. The acquisition of 136 diesel engine driven
generator units by the Sacramento Air Logistics Center {AFLC) was
reviewed for purposes of analyzing the approach taken to determine
suitability of the commercial generators to meet user needs and
the impact of military contracting methods for purchasing
commercial products.

Commercial Acquisition Policy

The Commission on Government Procurement recognized in its
final report. in 1972 the need for a shift in fundamental
philosophy relative to the procurement of commercial items.l This
shift in philosophy envisioned greater reliance on privately
developed off-the~shelf products and established commercial
distribution systems to support those products, when they meet the
Government's needs. The impetus for this shift was the cost of
developing products to meet detailed CGovernment specifications
where commercially developed products would suffice and the
duplication of existing commercial distribution systems. Cost,
however, was not the only consideration. Fundamental to the
Nation's economic and political philosophy and basic to the
relationship be-ween Government and private industry is the
commitment by the Federal Government to rely for its needs upon
the private sector,?

The recommendation of the Commission on Government Procurement
concérning commercial products was made policy by the.Office of

Federal Procurement Policy (OFPP)., A memorandum for the Secretary

1. Report of the Commission on Government Procurement, Volume 3,
December 1972

2. Office of Pederal Procurement Policy Memorandum, Procurement
and Supply of Commercial Products, 24 May 1976

™
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of Defense, Administrator of Veterans Affairs and Administrator of

General Services, "Procurement and Supply of Commercial Products,”
was issued on 24 May 1976. 1It stated that the procurement and
supply processes of the executive branch must be thoroughly
examined and appropriate revisions made with the objective of
implementing the following policy:

*The Government will purchase commercial, off-the-shelf,

products when such products will adequately serve the

Government's requirements, provided such products have an

established commercial market acceptability. The Govern-

ment will utilize commercial -<istribution channels in
supplying commercial products to its users.”

A subsequent OFPP memorandum, "Implementation of Policy on
Acquisition and Distribution of Commercial Products (ADCP)" was
issued on December 27, 1977. The Department of Defense followed
with DOD Directive 5000.37, "Acquisition and Distribution of
Commercial Products (ADCP)", issued on September 29, 1978. This
directive was made applicable to 211 DOD components. It also
stated that ADCP policies apply t> all end items; weapons, equip-
ment, components or material for which commercial products are
used or can be used, including principle and secondary items.

To further support this directive, OFPP issued a draft Federal
Acquisition Regulation (FAR) Parts 10 and 113 which further
defines "commercial product® as fullows:

"Commercial product” means a product (item, material,

component, subsystem, system, or service) available from

stock or regular production that is sold to the public at
established catalog or market prices."

3. Federal Register, page 5591z, PFriday, September 28, 1979,

No§i§§ of Availability and Request for Comment, FAR Parts 1)
an
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The Department of Defense is developing implementing
procadures and revising existing policies where needed to
integrate ADCP poliicy into the total acquisition process. A pilot
program for acquisgitions of commercial proeducts hased cn current
DOD requirements was initiated under the Commercial Commod:ty
Acquisition Program {CCAP).4 CCAP preceded the DOD directive on
ADCP policy to surface issues and solve problems encountered in
its application. The Air Porce acquisition of 13§ diesel engine
generators was one of the pilot cases under CCAP.

It is contemplated that the results of this study will be made
available to the DOD Program Manager for Acquisition of Commercial
Products to assist in the development of DOD policies and
procedures in implementation of DODD 5000.37. The report is
significant in this respect since it addresses contract
requirements and business practices that adversely impact on
implementation of ADCP policy.

study Objectives

Research was conducted to determine which provisions and
requirements imposed by the Air Force in acquisition and logistics
support contracts for a typical commercial system and a major
product, not imposed in a commercial sales contract, have a cost
and schedule impact and, where possible, the extent of the impact.
Analyses were made to ascertain the necessity for these provisions

and requirements and to develop recommendations concerning their

4, Office of the Secretary of Defense Memorandum, Commercial

Commodity Acquisition Program (CCAP), 14 January 1977
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use in future Government contracts to ouy commercially developed
products. Specificially, the objectives of the study ware to:

1. Examine current statutory and regulatcry provisions and
military requirements imposed in Government contracts for the
acquisition of commercially developed products.

2. Describe and analyze the process and reascns for requests
by both the Government and contractors for waivers and deviations
to clauses, specifications, and requirements.

3. Compére Government and commercial management: practices as
related to the acquisition of commercially developed aircraft,

4. EBEstimate the cost, schedule, and administrative effects of
Government imposed contract terms, conditions and requirements
which are not imposed in commercial contracts.

5. Provide suggested revisions to Government policies and
practices within existing statutes and laws in contracting for
commercially developed products.

6. Identify anéd explain those socio-economic and environ-
mental statutes that impact the econcmical purchase of
commercially developed products.

Study Methodology

The approach to the study was to limit the investigation to
the contract terms, conditions and requirements of the
Statement of work to establish a baseline of data for -impact

analysis. The first step in conducting the study was the

identification of data for detail analysis. After obtaining the
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sclicitation and acquistion documents, each page and paragraph
were reviewed and analyzed to identify those requirements having
potential adverse impact on cost, scheduls, or administrative
burden. This identification was bhased on the experience and
judgement of the researchers. These requirements were documented
as data elements and classified in accozdance with the study tasks
for exhaustive analysis.

Following the identification of data elements needing further
investigation, the source of the regquirement, i.e., specific
statute, Executive Order, directive, regulation, etc., was
identified to determine the intent of the source document as it
relates to acquisition of commercial products. Supporting data
was then gathered pertaining to the actions required and the
concemitant cost in dollars, manhours, delays, etc., to couply
with each requirement., Data was gathered through visits to the
program offices and contractor's facilities., Final analysis of
the data elements was made, and suggastions for policy changes
developed.

Also, efforts were made to develop a methodology for measur-
ing the cost of compliance with Government contractual require-
ments. With the identification of specific requirements which
have a cost impact, atcempts were made tc determine the costs
incurred in the compliance with each requirement, Fog¢ this data,
a meihodology‘would be detised which could be used to replicate
sucﬁ data for other acquisitions. It was found that the cost

of compliance with each requirement could not be specifically
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identified because costs were not accumulated in the cost
accounting systems to segregate such costs. The efforts to
quantify such costs did, however, result in some insight into the
specific costs but only & summary approach to a methodology
evolved.

Other efforts to identify the contractosr's cost of doing
business with the Government were reviewed for inputs concerning
the development of such a methodology. 1In March 1979, arthur
Andersen and Co. repcrted on its study of the Cost of Government
Reqgulation for the Business Roundtabie which was directed at costs
incurred in complying with the requlations of six Pederal
agencies. The methodology derived from that study was not
applicable to the costs of compliance with specific Government
contractual requirements for the RC-10 and others. Another study,
by the Comptroller General of the United States, attempted to
identify specific costs of doing business with the Government.

The GAO study, initiated in July 1975, found that it "was most
difficult for any methodological approach to try to capture many
so-called indirect or non-recurring costs." An Analysis of the
GAO results is contained in Volume II.

Study Reports

The study was conducted in accordance with specific tasks
whicp related to the above mentioned objectives. 1In the analysis
of @ata acquifed according to the tasks, it was found that there
were several major areas of concern which cut across various task
objectives. For that reason, the results of the study will be

documented in two volumes:
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Volume I - Includes introductory and background information
for the study, and discussion, facts and observations, conclusions
and recommendations related :-o the major areas of concern
identified as a result of the analyses. The major areas of
concern are: Mandatory General Provisions of the Contracts;
Military Requirements of the Statement of Work; Corolliary Pindings
in Government Acquisition of Commercial Systems; and Contract
Logistics Support. A full discussion of the acquisition of the
Diesel Engiﬂe Driven Generator is included as a separate chapter
of Volume I. .

Volume II - Includes the detailed data resulting from the
study which support the conclusions and recommendations contained
in Volume I. The detailed data are presented by the specific
tasks of the study.
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CHAPTER II - BACKGROUND

A number of derivatives of commercially dcveloped aircraft
have been acquired by the Air Force to meet military requirements.
There are sivings in cost and development time in acquiring
commercial derivative aircraft. Also, by maintaining commonality
with commercial counterparts, there are savings to be made in
using existing commercial maintenance and supply systems,
facilities, 'and data systems to logistically support the aircraft,
Where such derivative aircraft can satisfy the needs of the
military and their acquisition and contract logistics support
provide advantages, the Air Force will continue to acquire
commercial derivatives with contractor logistics support. The
backgreund information following is included to provide an
understanding of the programs for the aircraft systems analyzed in
this study in order to relate the recommendations made in the
report to future acquisitions of commercial derivative aircraft
and logistics support.

A. RKC-10 Program

1. Requirement

The need for a long-~range, large-capacity tanker/cargo air-
craft to operate from the United Statas with reduced reliance on
foreign bases for refueling was stated in a formal Air Force
requirement document in April 1976. The primary mission need for
a‘néw tanker/cargo aircraft is to provide mokility enhancement by

(1) extending the range and payload of strategic airlift aircratt,
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thus eliminating or reducing the need for enroute stops at bases
on foreign soil, (2) supporting long-range deployment ¢f tactical
fighters by providing in-flight cefueling and cargo airlift
simultaneously, and (3) augmenting airlift forces by carrying
palletized cargo and bulk fuel between major aerial ports.l

2. Concept Studies

In defining formal requirements for the long-range, large-
capacity tanker/cargo aircraft, concept studies and flight tests
were conducted to identify and analyze the alternatives for the
required aircraft, The alternatives were (1) modification of the
KC-135 aircraft, (2) development of new aircraft, and (3)
conversion of a wide-bcdied commercial aircraft to the
tanker/cargo configuration. It was concluded from the results of
the studies and tests that modifying the RC-135 to fulfill the
long range mission requirements was impractical due to costs and
technical risks, that development costs alone for a new
tanker/cargo aircraft would exceed $1i billion, and that converting
a wide-bodied commercial aircraft to a tanker/cargo configuration
was the most feasible and cost 2ffective solution.?

3. Acquisition Strategy

The acquisition strategy for the new tanker/cargo aircraft
was formulated to take advantage of the commercial aircraft
industry's investment in and experience with wide~bodied aircraft

by (1) adapting an operational wide-bodied commercial freighter

aircraft certified by the Federal Aviation Administration (FAA);

1. Comptroller General Report PSAD-68-8, Issues Concerning Air
Force KC~10A Advanced Tanker/Cargo Aircraft, 5 January 1979
2, Ibid
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(2) using existing commercial maintenance and supply systems,
facilities, and data systems to logistically support the aircraft;
and (3) maintaining commonality with the commercial counterpart.
By using an existing aircraft, the research and development costs
associated with the acquisition of a new weapon system are largely
avoided. The use of contractor logistics support for a relatively
small number of specialized aircraft, even over a 20-year period,
was determined to be less costly .“an using a military support
system. 3

4. Source Selection and Contract

(a) Acquisition. Originally four aircraft were considered

as advanced tanker/cargo candidates: McDonnell-Douglas
Corporation's DC~10, Boeing Company's 747, and Lockeed
Corporations's L1011 and C-5A. The L-1011 was not competitive
because there was no freighter model and the C-5A was eliminated
because it was out of production. The Air Force completed the
competitive source selection in December 1977 and awarded a fixed
price contract to Douglas effective January 1973 for engineering
efforts required to convert the DC-10-30F aircraft to a RC-10
configuraticon, The engineering effort on the KC-10 was concerned
primarily with the incorporation of aerial refueling subsystems.
A series of contract options for fiscal years 1979 to 1983 were
developed to allow the Air Porce to order aircraft systems each
year at fixed prices with economic price adjustment prévisions.

Options were exercised on 20 November 1978 for the completion of

3. 1bid
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engineering, delivery of a test aircraft, engineering support for
testing, and delivery of the first production aircraft. The
contract requires the contractor to obtain FAA certification for
the KC-10.

(b) Logistics Support. The Air Force requested propcsals

for the logistics support of the KC-10 from 20 firms, including
Boeing and Douglas.4 The Douglas proposal was more favorable than
that of the nearest competitor and a contract was awarded,
effective January 1978. The basic contract provided funds for
logistics planning and included four options for logistics support
with the price based upon the number of locatiors at which the
KC-10 is expected to be based, the number of RC-10's at each base,
and the estimated number of flights hours each aircraft is to be
flown each year. The Air Force will be responsible for flight
line maintenance, including engine changes, and minor inspection,
Douglas will be responsible for major maintenance and inspections
on a 24 hours per day, wordwide basis under peace or wartime
conditions and Contractor Operation and Maintenance of a Base
Supply (COMBS) at each Main Operating Base (MOB) to support the
KC-10 fleet., This will include the furnishing of replacement
parts with payment based on hours flown.

5. Market Situation

A: the time of proposal preparation for the Advanced
Tanker/Cargo Aircraft (ATCA), late 1976 through mid-1977, Douglas
was faced with declining sales of its DC-~10. Competition for the

sale of wide-body jet aircraft between the Boeing 747, Lockheed

4. Interview of KC-10 Program Office Personnel by Don Sowle
Associates, Inc. on 13, 14 June 1979
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L-1011 and the Douglas DC-10 was intense. Although Douglas had
delivered over 150 DC~10's at that time, firm sales of DC~10's for
delivery in 1977, 1978 and 1979 were below economic production
capacity. The result was that airplanes on the production line
were being built on future sales speculation. With this market

situation, Douglas was eager to win the competition for the ATCA.5

By 1979, the market situation for the DC-10 had turned
around with increased sales through 1981. The production rate had
been increased tc accommodate increased sales, although it was
still below the maximum capacitv ~f thc glant., 7o what extent
this market situation would have had an impact on the Douglas
proposal for the KC~10 contract if it were being submitted at a
later time is unknown. Douglas may have taken a stronger position
on some or tne terms and conditions of the existing RC-10 contract

if the market had been more favorable to them in 1977.

DC-~10 Market Situation
7

A5 ¢f Ccptember 1497
60+ Delivered
7T e Firm Sales
45.
4
43
30-
-8
15- 15 .
. ) \‘~8
737 73 TS TE T T3 i)

Calendar Year

5. Interview of Management Personnel, Douglas Aircraft Company,
Long Beach, California by Con Sowle Associates, Inc. on
30, 31 May 1979
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6. Joint Program Office Management Philosophy

In preparing and ccordinating the Request for Proposals
(RFP) for the acquisition of aircraft for the ATCA mission, the
Joint Program Office (JPO) made an effort to reduce the terms and
conditions in the model contract to those considered necessay for
acquiring a commercially developed aircraft with military
modifications.® Offerors were encouraged to take wide latitude in
their response by suggesting commercial procedures and business
arrangements that could enhance the acquisition. The Statement of
Work included only those requirements for compliance with military
specifications and standards considered necessary by the JPO for
the acquisition of a military capability. 1In order %to more fully
exploit the commercial aspects of the program, however, offerors
were requested to review each detail of the RFP with the objectiive
of improving and simplifying it. Offerors were to propose
specific changes to accomplish this objective. ’

Requirements for data were designed to capitalize on
contractor formats and FAA certification requirements. Military
specifications and standards, Air Porce Systems Command Design
Handbooks: (DH), and other military documents were identified fo:
the most part as references for general intent and guidance. The
required data, however, had to be submitted in accordance with the
Data Item Descriptions (DID) as modified by the Contract Data
Requi}ements List (CDRL). The detailed information required to
saéiéfy the DIDs necessitated a considerable amount of document-

ation. Nonetheless the Joint Program Office was successful in

6. See Footnote 4
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reducing the number of data items requested in the initial data
call (649 items reduced to 175 items, counting duplication for the
various option periods)? and reducing the total number of
different data items for the KC-10 from that normally required for
a new military system development (100 diffcient data items
cempared to 300).

Joint contractor/air Force/FAA testing in the predelivery
phase was envisioned to minimize testing requirements. All tests
were to be caonducted against FAA criteria where FAA criteria are
applicable ard against Air Porce requirements where the operation
is not certified by FAA.

A unique approach for the KC-10 acquisition was to provide
information in the RFP on the planned funding for the acquisition
of the KC-10 force over six fiscal years. Offerors were requasted
to bid the number of total aircraft systems, including peculiar
support equipment, data, training, etc. that could be fully funded
for each year witnin the cumulative funds planned. These were the
basic (Green Line) options which represented the most economical
quantity that could be purchased in each year. Each year's option
was to be independent inasmuch as the program funding levels could
not be guaranteed. Also, each offeror was requested to bid an
optimum production profile to provide the Air Force with the
largest quantity of total aircraft systems that could be acquired
within the total dollars planned. In addition, a Unithrice
Matrix (UFM) listing prices for a predetermined yearly minimum and

maximuem gquantity was reguested for use in case deviations from the

7. See Footnote 4§
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basic options became necessary. This approach tc pricing provided

the Air Porce flexibility to vary yearly quantities depending upon
FY appropriation levels.

7. Pressures on Air Force Program Management

The Air Force has continually improved its system of
acquisition management over the past several years with increased
responsibility focused on the program manager and the program
office. Although flexibility and tailoring to specific programs
are key ingredients of a sound management system, maragerial
requirements are inherent in every major acquisit.ion program,
whether it involves a new development or the acquisition of a
predominantly commercial sfstem. Further, the program manager
must provide the information required by all echelons of manage-
ment, up to and including various congressional committees, from a
common base of data.

Although the Air Force philosophy was to acquire the RC-10
using commercial procedures and practices wherever possible, there
were serious pressures on the program manager from within all
management achelons of Government to include standard DOD terms
and conditions and military requirements in the RFP Model Contract
including the 3tatement of Work. Organizations responsible for
various functional areas within the acquisition agency, i.e.,
financial, engineering, production, logistics, etc, stated
requirements fQr data and plans in crder to maintain visibility
and to track the contractors progress in their functional areas of
responsibility. Since the Air Porce has traditionally developed

and acquired engines separately from aircraft acquisitions,
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pressures were applied to the program manager to acquire the KC-10
engines separately (The program manager did not accede to those
pressures.)8 Most pressures by supporting organizations were
based on procedures which had been codified over the years for the
acquisition of military systems or on those MIL standards and
specifications which were stated to be mandatory for Air Porce
use.

Such pressures made the task of preparing and coordinating
the RFP most difficult and time consuming. 1In order to exploit
the commercial aspects of the gC—lo program, the program manager
was faced with making decisions against the advice of supporting
organizations. Based on his own reasearch and analysis of
commercial practices and procedures, the program manager excluded
many military requirements from the RFP, while conceding to others
rather than create undue friction with supporting organizations.9

8. JPO Crganization

A Joint Program Office (JPO) reporting to the Commander,
Acquisition Logistics Division, Air Force Logistics Command
(AFLC), has been given overall management responsibiiity for the
KC-10 acquisition and logistics support. The JPG is composed of
personnel from both AFLC and Air Force Systems Command (AFSC).

The JPO has a staff of approximately 80, including a 4~man special
office located at the contractor's plant. Justification for the

gsize of the staff is based on the need-rfor personnel gqualified in

. See Footnote 4
9., See Footnote 4
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the various functional areas to execute the management responsi-
bilities of a major acquisition, and respond to requests for
information from higher echelons of command. The size of the JPO
determines the extent of management it can perform and, in order
to provide communication between counterparts, it influences the
size and make up of the contractor program management organiza-
tion,

B. E-4 Progran

1. Requirement

Expanded operational requirements identified for the
Airborne Command Post system resulted in a requirement for
increased Communication, Command and Control (C3) subsystem
capability. To meet the demands of an increased C3 syhsystem
capability, more space, payload and power are required than can be
accommodated by the EC-135J aircraft.l0 The Boeing 747 wide-
bodied jet transport aircraft was acquired as an "off-the-shelf"
aircraft to meet the requirements of the Advanced Airborne Command
Post (AABNCP) system.

2. Acquisition Strategy

The underlying strategy for the AABNCP, to take advantage
of the commercial industry's investment in and experience wit
wide-bodied jet transport aircraft and logistics support, is the
same as that for the Advanced Tanker/Cargo Aircraft. The AABNCP
was désignated-the E-4 system and the program was to be phased in

~

a manner which would vrovide an interim, improved capability over

10. E-4A Contract Statement of Work, Contract Fl19628-73-C-0167,
AFLC, 3 Februaiy 1973
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that of the existing Airborne Command Post System {EC~135J) during

the development of an advanced C3 subsystem.

3. BE~-4 Acquisitior Program

The acquisition the of E~4 system was planned according to

the following phases:

Phase 1lA-1

Phasgse 1lA-2

Phase 1B-~1

Phase 1B-2

Purchase c¢f three 747-200B aircraft. Modify the basic
aircraft to install navigators station in the crew
compar tmen, in-flight refueling receptacle, military
compatible avionics, etc. dodifications do not
include those required for the installation of mission
ecuipment, i.e. Communications, Command and Control
(c3) subsystem.

Remove existing C3 subsystem from EC~135 J Airborne
Command Post Aircraft and install in 747