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The impact of implementation of MYP provisions in major

defense acquisitions, at the subcontractor level, was the focus
of this thesis. The opinions of subcontractors as to their per~
ceptions of the flowdown of benefits, as a result of this imple-

a questionnaire sent to 47 major subcontractors involved in the

mentation, were investigated. This was accomplished by means y
Air Porce's PF-16 program and the Navy's C-2 COD program. The

0D 3% 1473  coimon or 1 vev es s onseLETE
/0 0102°014+ 4601 | | weEw T TR AT




\\ Unclassified

o e e e s
N mov P18 4T Twid & Rose Patesne:

results of the survey showed that subcontractors felt that 1) o
overall multi-year procurement had a favorable impact on their
firm; 2) the area of greatest savings was in purchasing EOQ
quantities of raw materials, in advance at now year prices; 3)
multi-year procurement usually resulted in increased program

. stability and increased cost reductions; and 4) the surge capacit
of industry would be increased and the time required to surge
from peacetime to wartime production would decrease; but 5) that
more training is needed both in industry and DOD pertaining to
the fundamentals required in executing a multi-year contract.
Recommendations are made concerning methods for improving the

: application and implementation of multi-year procurement at the

r subcontractor level.$t
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ABSTRACT

The impact of imglam2ntation 5f multi-year procuremen+
provisions in major defense acquisitions, at +the subcon-
tractor level, is the focus of this thesis. Th2 opinions of
subcontractors as to theicr perceptiosns of the £flowdown of
beanefits, as a result of this implamantation, were inves+:i-
cated. This was accoaplishei by mzans of a jJuestionnairs
sent to 47 major subcontraztors involved in thes Air Forca's
F-16 program and the Navy*s C-2 COD pragram. The resul¢s of
the survey show that subcontractors f21t ¢that: 1) overall
multi-year procurement had 2a favsrable impact on thaeir
firms; 2) the area of greatest savings was in purchasing EO0Q
guantities of rawv materials, in advance, at now year prices;
3) multi-year procursment wusually resulted in dincreased
program stability and increased =cost reductises: 4) the
surqge capacity of industry wvould be incrsased and the time
regjulred to surge from peisetias to wartime praiuction would
decrease; but %) +hat aore traiaing is needed both in
inlustry and DOD pertaining to ths furdamentals reqguired in
exscuting a multi-year contract. Rscommendations are mads
concernirg methods for improving th: application and imple-

sentation of multi-year procursmsnt at the subcontrac*os

level.
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I. [8IRODUCTION

A. STATENENT OF THE PROBLEM

A Mul*i-year «contrast is a contract for the
purchase of prcperty or sarvises for more than
one, but not maore than five, prsgram years. such
TR T PR L s R
tion of gunég agd naytgrovxdg t_g a $3nca lat-gg
B2ICns ars not made ! Ref. 1J. v T APPEOPEE
The above 3lefinition {s includad ir the £iscal year 1962
appropriations bill, Sernata bill S$815, and providss a basic
description of what amulci®year contracting is all about.
Althcugh ccnsidered by sore t5 be the answer to all DOD's
praocureaert probleas, nulti-year contracting is not being
vilely utilized [Ref. 2:10). As of June 1982, the Air Force
hail *vc major programs under Multi-Ysar Procurement (MYP),
and the Navy had oce, al:though bota services have used ¥MYP
For smallar buys of ancillary systems and spare parts
purchases. This situation exists in spite of tne volumes of
testiacny both by industcy and <+ha silitary sxtolling its
benefits and urging its acceptancsa, One major iadus:o
gzoup,the Elactronic Inlustries Association, (EIA), has gone
on record stating tha%, multi-year contracting is not being
ucilized effectively, 1anl the govesamen®t and industry have
bear reluctant to use MYP for primarily three r2asons:
1. Lark of unaderstandiaig of its wdvantages.
2« The restrictions associated with ragulatiorns.
3. Bigh degree of risk which =zan be asssciated with
multi-year contracts [Ref. 2:12].
It seens that the daath knell f£or MNYP has bsen sounded,
however, *ha opposite is ip fact ths case, Cuccent 2pinion
holds that “he advantages >f MYP far dutweigh the disadvan-

tajes, and desrite the lack of uadsrstandiny of MYP in

e Sk bt i+ n
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industry and government, its futur: seems inevitable. As
panel after panel, and zomaittse aftar committee, hold hear-
ings and receive testimony on MYP, its increased usage has
arrived. Although MY? has been around for a long time, it
has not previously receivel ths favorable press, nor been 8o
vilely touted as <the zura all £5c many of the probleams
concerning cost reduction and increasing productivity which
face both industry and government, As a result, MYP is
being re~-examined by both 1s a vehicle to proviie the escono-
nias of scale necessary t> induce t>tal program reductiouns
and dincreased productivity through capital investment®
(Ref. 3:30].

To date, all of the concern, testimony, and most of the
spo>tligkt has been centarel on the prime contraztors or the
very large corporations +hich constitate the majerity of
DOD's business. Very little has baan written ragarding the
plight of the subcontractyrs, wh> {n some cases provides
upwards of 50% of the matarial or sud-assembliss raquired in
soxe majcr system acguisitions., Altad3gh hearings have been
Leld regarding <he detarioration of the Jefenss industrial
base, very little has beanr heard o1 how the application of
#YP will impact the subcontractors and tc what extent the
conceptual benefits of MYP accrusd Ly -he prime will bde
passed to the subcoatractors.

This agthor's research indicates that no issessment of
+ha iapact of 4YP on the sabcoatracstd>r lsvel has been nudsr-
taken since 1967, when “he Ldygistics Management Ins*itute,
under ccrtract to DOD, unlerzook 13 study oOf the possibili-
tisas of achieving acoromies by the use Oof AYP in
subcontracts (Ref. 4. As a resuyl:, “h2 need ervists 19
exapire the extent to which the prioosed benafits derived
from MYP have in fact reached the sudsontractor, espscially
in light of the fact that YYP seeas t> be the newest rising
star on the procweaent horizcn.

|
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B. RESEARCH OBJECTIVE

The objective of this research is to quantify the extent
to wvhich subcontractors have, to date, gained any benefits
from KYP. Have the benafits whica are to asccrue to the
primne being passed on to the sibcontractors involved?
Addi:lorally, a secondary objective is to provide useful
guidelines in deciding what actioas may be <taken to ensur2
that the subcontractors 3> in fact receive thair share of
the ple, and a share of the benefits coamensurate with the
risks involved.

Two prograas were atilized ia the <research, the Air
Porce's F=-16 program and the Navy's ’-2 (COD) program. This
provides the opportunity t> gain a parspective, both from 2
major systems acquicition point of view, and also from the
perspective of two differant ssrvices. The F=15 program has
baan in existence for saveral years and has praduced nearly
900 aircrafe, The progriam is in th? production and deploy-
ment phases with uncertalaty and risk rather lov. The F-15
System Prograa Ofrfice has an approvad aulti-ysar contract
anl has a proven track rca3cord in the MYP arena. On the
other hand, the Navy's C-2 program his been involved in many
postponements and restarts aad has Just rscently been
approved by Congress as a viable aulti-year prograa. The
C-2 program has subsequantly rsceivad the necassary funding
to proceed as a viabla2 amulti-y2ar procureaent. Tals
praovides ¢the oppor“unity to crsat2 2a da%a base from *wd
contrasting situations, comprisiag two very differant
contracting styles. Th2 prime 2oontraceors involved are
General Dynamics Corporatior of Fo>ct Worth, Texas, and
Grumman Aerospace Torporation of Batipage, New York, Both
prime contractors were c¢ontacted and briefed o the objec-
tive and methodology %o bz utilizad in the nroject, and botzh
approved and c¢msentei o having theilr subcontrac+ors
gquaried cn *the subject.

L)



C. METHODOLOGY

The primary ma2thod us2d ir gatharing the data ard opin-
ions of <the subcontractors involved vas 2 surveay
questionraire wvhich coasisted o°f a1 total of thirty-five
qusstions. The guestionnaire was iivided int> two parts,
with gections one and tw> in the first half, and section
thrse comprising the secoai half. S3ctions one and two wara
concerned with ascertaining the damdography of the f£irm and
tha individual ansvering tie questisas. The ansvers to tha
first tvwo sections were obtained talaphonically. The second
half of the questionnaire, consistiny of section three, was
sailed to each subcontraicstor for *he purposs of careful
exaaination and ¢to provide ampla time £for thought and
discussion. This sectis>a consistel of having the subcon-
tractor compare the cost iapact of MYP <0 annual funding and
contracting. The questionnair ¢13s based on a survey
utilized by Air Porce <Caprains Stave Berjanas and larry
Bibroch, in thelr thesis project which concen=rated on largs
prime contractors. The Juestionnaicas was modified to apply
<0 the subcontractor 1laval ard to asssss the impact of MYP
vhich has flowed Jdown from the prime. A copy of *he
quastionraire is includad asg Appeniic A.

D. RESTARCH QUESTION

Given the research osbjectives oraviously stated, <ha
following primary researsa qusstion was posed: Have th2
conceptual benefits of 1azul*i-year oprocuremsnt accrued by
prime coniractors, besn passed on to the subconsrac-or
level?

The following ancillacy r3searca Questions are deemald
pertinent in addressing *ha basic rasearch question:

1. #hat is aulti-year procurasaant?

2. What is its history and backgraund?

n
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¥hat are the curreat probleas facing subcontractors?
Is sulti-year contracting th2 solution?

How can wulti-yaar contractiiy better be applied to
subcontractors?
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II. BACKGROUND 2 NULTI-IRAR PROCURENENT ‘

A. HISTORY OF NULTI-YEAR P ROCUREMERI

The concept 9f contrazting for 3o0ds and services for
more than one year at a tiae has baea around for & number of
yeArs, Multi-year procurament concapts over ths yeacs have
also been supported by a number o5f high 1leval govarnmant
officials and influential aembers o5f the industrial coamu-
nity. The advantages and risks of 4YP have bsan delineatel
and debated froam the corprrats voarl room to the halls of
Congress. Por some tina 1ndow thacs has bean a groving
concezn, anonrng beth goveranaent and ialustrial le2aders, about
tha coatinuing deterioration of tha couatcy's Jafesnse {ndus-
trial base [Ref. S]. As statel by ti2 Report >f the Defenssa
Science Board 1980 Suazer Stuly Panel o5n Industrial
desponsiveness, ".,...th? ability of industry t> respend %o
dafense neads has Jeteciorated 213 zcosts sontiave o
increase, Other £findinys 2are that tae instabilizy in
programs has often made da2fense Dbusiness less attraceive ¢o
industry thap commercial wdork, ani aany disinsenzives exist
vhich discourage th«- capital !{avastaants redl2d <o reduce
costs, laprove rroductivity and 2anaaine. industrial respon-
siveness" (Ref, 6:18]. These co>ncerns have generally
manifestcl themsslves ia comaents 3i-ected at iaprouving
current procuresent practizes,

The idea of aakiag appropriations availabie until
expended was utilized as ~:xrly as ths 1950's dir the DOD
Appropriations Act of 1955 (P.L. 83-358), which made speaci-
fis3d appropriations available on a nmulti-year basis
{Ref. 2]. This demonstrated Corir3:ss' recognitiorn that 2
multi-year funding approach can ra3sult in saviagys. Both ¢he

13



Exacutive and Legislativa branches 2ad froa time to tiae,
issued comments or made cecoameniations concerning aulti-
year procurement, The Investmsnt Policy Study Group,
established in 1976, acknowleiged  that aulti-ysar
contracting would encourajys iniustry's willingnass to irvest
in capital facilities and aquipment t> increase productivity
{Retf. 2]. In 1978, 5>th Deputy Secretary of Defans2
Charles Duncan and Comptroller Genscal Elmer Staats issued
letters to the services ail Congress raspectively urging ths
acseptance and utilizatioa of aulti-y2ar contracting %achni-
quas., They also presanted ths conclusion +hat ¢the
advantages with multi-yeavr far outs2igh the 3isadvantages
and its use should be 2xpandeld in ordar %o reiuce procure-
aent costs (Ref. 7].

Comments supportiny a1 pore efficient anl econoaical
pzocurement method have 3aanated from Coagress >n a numbar
of occasions and are examplified by tha House Araed Secvicas
Coamittee Report No. 35-1573 [Ref. 2]. The report citad
DOD's fallure tc effectivaly contrsl rising wsapon system
costs and the need to ra-axamine existing procurzament proce-
dures. Addi«lonally, the Office >f Federal Procuremen:
Policy Unifora Procuresmen: Systam a3k Group on Acgquisition,
in August of 1980, rec>gnized that multi-year authoriza+ion
anl avpropriation can p-ovide afficient ani economical
pzocurement of goods and secrvicas [Ref. 8:33). As is
evident from the precediny comments, the idea 5f imoroving
procurament procedures, incrsasing capital investmsn® ani
productivity, and reduciay procurasaat costs, <through %ha
expanded applicarion and utilization of nul-i-year
contracting is not a new sdncert.

Even though the coacapt >f MYP is not naw, and 1its
advantages have been wvell ilocument3d, “he acquisition proce-
dures in zforce today 430 2ot reflsct an acceptance of its
application. As statel by RADM ¥2il P, Ferrare, fcraer

"
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Assistact Commander £or Contracts, Naval QAir Systeas
Coamand, "The crux of th: matter is tha%, <current system
acjuisition policies ara 2>t encouraying defenss contractors
to control and reduce prd>iuction 213 material costs or ¢
invest in productivicy iasproviany capital aquipment"
(Ref. 9:1]. Only recently have tha services ilentified MYP
as one of those *ools which, vhen salactively 2aployed, nmay
significantly reduce acjyuisition costs. A current initia-
tive by Congress to expanl the use >f MYP is House Bill H.R.
745, which has been intro3iucei to ra2move some 5f the staty-
sory probtlems vhich have restrictad its use, (8.9., 354
cancaellation <ceiling Lis removed, and such csancellation
changes pernitted to inslude racurriagy costs) and to,empha-
size conqressional intecast in this approach [Ref. 10].
However, “he¢ current status of HeR. 745 is one 5f discussion
anl debate and most probably will not lead t¢2 any positive
action, at lexst not in tas 97th Conjress.

The viewe of DOD have been stated by Deputy Secrs+ary of
Defarse Franii Carlucci, both in his mzporandum on improviag
+h3  acquisisiosn precess vwhish cotrt2ined his  thiz=y-twd
iritiacives, ard in his policy 2z3orandum on aglti-yea:

pracursment. . Carlucci rsaitarates DOD's continued
comni+ment to the f£ull fuadiny polisy, but allows case by
case corsideration of praygrazs [Raf. 11]. Both the Alr

Porce and the Navy hava advanced significant dinitiatives
tovard expanding the use >f MYP for sajor syscams acquisi-
tion,. Por the Air Porce, Sepnaral Alton Slay, former
Coamander of +the Air Pores Systess Ccamand, 2as for sany
yeass been a leading alvocate of 1YP, He has on numerosus
occasions enumerated ¢h2 various aivantages >f wmulti-year
contracting and has presanted sevaral Air Force prograas
vhich have senjoyed sijnificant savings 3Iue ¢to the
applicatlon of MYP procedices [ Ref. 12].

Bk o L
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In spite of the general acceptance of the potential for
cost savings and the numerdus ben2fits which miy accrue from
ths implementation of MYP, a2 number >f concerns are present
vhich wsust be considerei. The £5lloving issues require
careful consideration bafore any application of MNYP is
undertaken. These concerns wera expr2ssad by RADM Ferraro as
follows:

1. The use of multi-y2ar tschniqiss will rasult in long
production runs by 2 single sontractor causing a loss
of alternative sources (i,e., the ccmpetitive base).

2. The expanded use of NYP assurss the authoriza<ion of
incremental fundinj.

3. Early on planning +ith the coatractcr is necessary ¢
establish any buigat profile aberration zausaed by “has

. funding of recurriny costs.

4. Techniques to diientify and validate savings anust be
establishad.

8. Veriable quantity oricing pryvisions o2y be rneces-
sary.

6. Escalation clauses are an oovisus need.

7. Ccnsidera+icn of financings/pragress paysent provi-
sions which relats <o <contractor willingness to
finance costs unier cancellation guarantazs [Ref. 9].

Thase issues are alsc concerns voicsl by industry. Howevar,
there is no doubt tha%, i1 general, tha industrial ccsmunisy
viavs MYP in a pcsitive light, This vievpoint is summed up
by the Defense Sclence Board i3 its 1930 Suammer Study, whic
stated that:

"The tiacipal benafic of such longes-tera
ceptra an a ran enan*s is to achieve aZonom.ss
of sca greater as3azance of 1 so;-d
grogi:l. conttactoss ve 2 ausi1 jreater lacentive

ivity measufas arnd t> aake

OLOR al ?a vendars : subcon« :1cto§s.
E e savinqs goto for -y?gr contracel
S estimit f'on per:ant (-n

con tant lars). i

3 g ft’re ects th
ate 1980'3 3ad thg 33'11 197
contracting was us: airly ax

s baseg §cen*
& 2Xperi erce )

's wher amaltl -y¢
taasively. An ;nc;-
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rect benefit of the aulti-year approach is that it

F I g R RN A
there if you have to surga" [Ref. 6:33].

As stated earlier, Elactronics Industries Association
strongly supports the expanded use of MYP, and they also
note that,"....nulti-year contractiiy has been constrained
by the absence of a cosplisentiry nulti-ysar funding
process" [(Ref. 2%

Other industry leaders havs voiced support for MYP anid
its expanded use. Por axample, Hujghss Alircraft Corporation
has developed a packaga of legal issues 20d required
legislative/regulatory changes which they feel are necessary
to facilitate the impleasntation >f MYP [(Ref. 13]. The
Nocthrop Corpora*tion is another supporter of MYP, and tha
faith they hold in +the expandad us? of MYP is evidenced in
thair effort to underwrite the risks involvad irn thelr
sulti-year contract for thaz B-32 AN/LLQ~-155 powar managemsnt
3ysten, "The cost savinys ateribut2d4 to the us2 of NYP are
dosumented at $10.6 aillion, priaarily as a result of
acononical purchases of 1aterial anl aefficient application
of labor" [Ref. W:19].

As can be seen by the precading comments, Congress, DOD,
and indus*ry stand cosmitted *o th2 advent of the increasai
usa of NYP. Hovever, =c>a3r<ain actions and issues aust be
adiressed and resolved prior to its full implementation.
Pirst, Zegislation must ba passed t> increase the cancella-
tisn ceiling applicabls to MfP Goontracts, aad recurring
costs sust be included in the cancellation ceiling. These
t¥wd po.nts arTe the critical cequirsasnts for advap+«ageous
use of MYP i: aajor systanz acquisition [Ref. 15]. Thes?2
t¥> issues are ocontained in avery rafarence by indusery to
tha use of AYP, In addition, <c2rtain basic requirsaments
aust be me* by each programs oefors it can be considered 2
viable ceandidate for MYP. Phesa2 basic requirements ars

17



cosmon threads which run through avary major 3iscussion of
sulti-year contracting:

1. The program aust b2 maturs ani stable.

2. The product sust bs non-coatroversial.

3. Stable frnding must be available for the present and
the future.

4, Cost confidence must be very high.

Thease requirements must b3 present and they wmust be pernma-
neat. It is the gereral opinion of all the players involved
that sulti-year procuramsnt holds trameandous pstential for
improvinc the procurement procaess. The <rick will be for
all of them to agree on hd>v anrd whan,

B. ADVANTAGES AND DISADVANTAGES OF MYP .

A key issue in detaraining whathar or not MYP is mora
advantageous than annual contracting is the way in which DOD
has historically fundei produstion sontracts. Since the
early 1960's DOD has utilizod a concept callad <the "full
funding policy", wvhich was mentionai 2arlier. This policy
vas reaffirmed by Secratacy Carlusc! apd is stated ip DOD

icective 7200.4, which states in parce:

wrhe objective is t> provide finids the ¢ss8t
for thej tobai e:tdns Ea ~os: % aive xggusgo

gt the COngress { g =] can c asbly £9¢

ave conp ete knowledgas o5f the full diasen-
s.ons 2 vhan it i3 firs:t prasented for an
appropr at fogract ce, Lt means that each

%ﬁggs est §ga§g§-at 2, reg gggi ggsg e§§:§§a ,o§§§

st %o e incurrad ir “complatia acy of a
grven uan+it of usabie eni eas, such, 6 as
-rcti N Ills les, 3aips, vahigles, anu nition,
and all other iteas of oquiplant" (Ref. 16].

This pclicy seans that all of the funds requirsd for a2 given
equipment purchase aust b2 appropriatad in the ysar that tha2
coatract is initiated. A3 a result, 00D is prohibitad froa
buying production equipmsat by payiig £or it as cos*s are
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incurred as it does in thz case of rasearch and development
contracts. This policy was adopt2d by DOD at the urging of
Congress and OMB, to praclude situations wvhere production
praograms were started without sufficiant funding to complete
tha end items ordered, leaving subsequent Congresses and
administrations the requirament to buiget funds to complets
tha project or accept oanly partially coampleted items of
equipaent (Ref. S].

The reason for addressing the full funding issue at *his
point is that it is the conceptual undsrmining >f the intent
of the DAR definition of multi-year contracting which states
that MYP, "is a method of acquiring 7220 planned requirements
for up to a five year pariod (four years ip the case of
maintenance and operation of family housing), without having
total funds available at the time 5f award" {Ref. 17]. Th2
key phrase is, "without having totil funds available at tine
of award." This last statament is th2 heart of 1YP, and is
for all intents and purposes nullifisd by tha £full funding
policy.

Finally, it stould 0523 noted that DOD Diractive 7200.4
also recognizes +the nead to buy soma2 comporents which havs
extrenmely long lead <iass ahead of the procurement for *ths
enl iten itself (Ref. 15). This is callad "advanced
pracurement®, DOD and <Zongrass hava to date both taken 2
very conservative view of this procadure and have limitad
its use as a result,

These twd limitations irave actad %“ogether to effectively
prohibit the use of MYP for ths acguisizion of aajor weapons
systeas, ard as a result, have provoked the concern »f many
defense planners whe sS3a MYP as 1 positive step in cose
savings and increased praductivity.

These constraints wera addressai at this point to empha-
size the uphill battle which MfP has 3ncountered to date, in
spite cf the wmany advantages anl potential banefits i+s
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expanded use may realizs.. M{P's conceptual advantages are
in direct opposition to the ¢two issues addrassed above,
which is partial explanation of its limit use,

As a result, a thotoajh examination o MYP!'s advantages
anl disadvantages is crucial in any analysis of its design.
As in any analysis, advantages and disadvantajes depend on
on2's point of view. For exaaple, +hat a contractor thinks
is an advantage may or may not be soasidered advantageous by
DOD or Congress, The opposite is 23jually true. Thecefors,
any discussion of this suoject must be general in naturs,
and treat the issus of YYP as “hough there were no barriers
to its use.

To start with, DAR implies tha £51lowing advantages:

1. Lower costs,

2. Erhancement of staiziardizacioa.

3. Reduction of administrativs buyrden in the placemen*
and administration of contracts.

4. Substantial continuity of proluction of perforamance,
*hus avoiding annual startup costs, preproduczion
testing costs, make-r2ady s2axpenses, and phasecu«
cests.

S. Stabilization of wdork frrces.

6. Avoidance of <the need for astablishing and "proving
out" quality cortro>l technijuas and procedures for 2a
revw contract each ysar.

7. Broadening the compatitive basa with opportunizy for
pacticipation by firms not othervise willing or able
“0 compete for lesser quantities, particularcly in
cases involving hijya starctup sos<s.

8. Iapleaentation of tie Industrial Preparsdness Progran
for planned items with plarnail producers.

9. Provile incentives to contractiars +¢o isprove produc-
tiviey <through investment in capital facilitiss,
equipment and advaaced techadlagy [Ref. 17].
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In addition, the Departazat of Da2fernse 1982
Appropriations Bill gaport 2f the Sosmittee on
Appropriations states:

"uu tz ear contractia a @manageaent
i Y a has gotentgal or ssvi g none aﬁ& %
n rov efanse  indastr
oving sources have 3en citad for a*hiev*n
ouer unit costs compare annua n*:actin
)] aproved econonzas 1nd afficicn in
rod uct g rocess i g scal lot
y1 9 ) iease& Einanc al 2o tg bat Foving,
) ut izatisn of inlast: %l ac‘
duction ia +he burdsa aci n an
adn nister; cont:a ts urc 1s0 of ers apportu-
ni+ ‘o e ce tha juste ;l base through_ the
ten intan b e bena -ts of g tarm plan-
It ¢ 5 g i frs :ppactun t es to shore up
the lefense ustr : base ttracting subcon-
tractors, ven ors, sml suopliers who under
gurrent ureno a~t cas are ieav‘ng the
efense £ e [Re

Commander Marv ucﬂhe:ter, Policy Development/Special
Projects office, Contracts and Busizess Managsament, Naval
Material Command, states in his prasentation on MYP the
folloving advantages:
1. Reduction of Costs
a) Long term produstion
b) Contractor investment in labor saving squipment
c) Increased competition at tha2 subcontraztor lavel
d) Procurement of material in 2conomic lots
e) Enhanced standarlization
£) Stabilization of contractacr work forca
g) Adainistrativs cost rsductions

2. Permit ou%t year baigers *+> bz based >n negotiaced
contract prices vic2 cost estimates.

3. Preservation of the Defans2 Injustrial Base.

4. Opportunity to shorten acquisition cycle {Ref. 19].

Other advantages not aldressed, but postulated by bota
injustry and DOD are; imoroved sucg2 capability as a zasule
of advanced procurement of material in EOQ guantiziss,
program stability for both the projact office and the prinme
contracter involved, incr2aised pricz competitisn both at “he
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primse ard subcontractor 1lavel, 1lassaning of tha impact of
inflation because of tha alvanzed pirchase of raw aaterials
at fixed prices, and lastly, iaproved leverajya for priames
over second and third tiacr wvendors for better competitiva
pricing and more economical productisn runs. As is evident,
th2 advantages associatel with NMYP ars2 in the 3yes of th2
beholder, and depend on the viewpoint 5f *he individual or
organization holding the microphona2. One thing is for
certain, if MYF is selectively aprlied *he goteatial for
cost saving and increased compatition is enormous.

Having presented all 5% %ths 2dovs2, it 1is imporiarnt %o
point out that there arz2 3oma disadvantages assdciated with
MYP,

As pressnted by RADY Parraro, the £2llowving are
perceived as disadvantages:

1. Possibls prograa <funding shifts Dburdeaing earliasr
years to cover recurriny (2.3., paterial) costs deci-
sions, precluding 1se 3>f suza early funds for o%her
program priorities, givan £fix3l fiscal juidange.

2. Desire for increaszl guantity flexibility over futursz
year reguirements iue to uns2rtainty cs33arding out-
year regquirements 1ad budget sriorities.

3. Possible lack of incentive for contractor csopera%ion
ir a sole source eaviroament.

4, The difficulty whica is praseat because >f a rneed for
an early decision 4in the ©PPBS process, which i3
required in ordar to permit the presentation of a
proper funding profile.

5. Need to structur=2 ba2tter escalation provisiorns.

6. Difficulties in validating savings.

7. Discourigement >f early investments in recurring
cos*s due to high interest crates (i.2., assuaes
centractor carriszs jovernmant to some extant),

22



' T T ———

A ¢
AR A SR A0

S T X o B S L

e e A RN TGN, (LA TN

TR P

8. Possible early aconopical procuyrement of itams with
near tera asdsolescaace poteatial,
9. Potential loss of 1 competitiva base {Ref. 9]

Additicnally, the first disaivintage uswally cited bdy
Congressional critics is that MYP will result in 3 loss of
flaxibility to all conearnsed, primagily bacausa larger
portions of the DOD bulyet will b2 wuncontroliable" or
predeterained by previcus years cossitments [Re'., 20:25).
This is the other sile of the 22ia ¢to0 th2 increase in
«ability which w=means as z4abllity dincreoases, flexibiliiy
decregses,

Another disadvantage notel hy =sritics of MYP is +that
contracts used under thess proceluras are eithsr FFP, or FFP
vith an Econoaic Price Aijustoent (EPRA) clause attachsd.
This forcss the contrastsr ani the Jovernment to estimate
prices ard negotiate a fira price for a productisn run which
could rur for 3 to fiva yaars, Phiz 1long lsad prediction
reJuirenent forces both partiss to 92 extremely cauticue i:
those predictions,

The folloving gquots suamarizes ths key to whather or act
any benefit is realized from the application of ¥Y2:

songl® is ia orta t to agtaplish thgt f2ilurs to
conci § 0T ays i3 1t3 conclusidn canpo:
esyl %n av ndtall 5% funds availab +2> th2 DOD
or ot er nnrgo§e he 32O pu: os?2 .s *o
ersure +h & reéduction and othse g
ressures do ot .api e It °no ng rarge .omn
evts gade under tha $%C [ § o ::nm teen nust be
sted from the aanuil scraable for bu g ear
39 becayse tha savy ng :oa u!c o t aceur
last §.a c» 5f %5e cantrace $ $ta¢3-
nent -s crucr he succas; ar he fa lurs of
g P, Gnce ni* a:e a lei ear con*ra t au;'
@ allywed o nction .antl

achi ava ar 3 ad t - *Eg.g ’% ,s
tae"conce:nsarea za? B3z, %333 v ¢
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C. SELECTION CRITERIA

In the final analysis, mwmanag2121t judgement is critical
in deciding to use or not to use MYP for a particular acqui-
sition. Deputy Secretary Carlucci issued a list of criteria
in his mesmorandua concerning MfP policy in the Dapartment of
Defense. The criteria ar2 to be sonsidered ia the context
of a benefit/risk analysis format, The following criteria
vere established as guidelines for management in DOD:

skou stantial cost avo nce r ot

1. Bene % Yio usovsrnme t -2 multégear rocu enent
benefits when compared to convart-ona anpaual

¢ ntracti g methods. MYP structures with greater
risk to g: Governm2 at should lsmonstrata uc:eased
cost avoidance or >ther bene

its over th ?se wi
lower risk, Savinjys can be da2fined as significaps
sither in terms 52f 1ollars or percentage df toeal

cost.

2. =tab‘lit of Requicrament - Th2 inim n need g
1§vent or ac u}sxt on object o- the pro uc-
tion ite or Servica 1s 2xpacts to remaln uhchangaed
or vary onl z slightly during *he contemplated
ceriract Ln terms of gg: uction rata, fiscal
year phasing, and to>tal quaatitias,

3. Stability of Funiing - Phere §ho3ld be a *eas% gl
expectation that tnd progran &
2t <he required levs3l throujadsut he ccu':act perlod.

4, Stable .onf.gura*lan - The itan s 3}& ve techn.cally
me-ure, have cgng ted aDTSE (inclu Jevelopnent
*esting or equ an<*) with ra&at £3w_charges in
iten antic at?d 3nd a3 ari¥ ng *e-hna o g
shoul ho s table. DMhis does 35t m3an that chan s
will not occur but, that tha astimated co3t of sich
chanqgs s not anti % ated td ir;ve total costs

beyond the proposei” funding praflle.
5. Degree of Cost Confidenss - Thr2re should be a reason-

eble ass rancn that ost estizates for both consrac+
ucste an f cost aviyidance ars reallistic.

Zstinates s i’b as3d on pricr cost hiszdry §o*
the same o slm.lar tems Or proven ceost es.lnat-ng
~echniques.

6. agr of Con 2n23 ia Contwracstor C bility - Thers
sboufg he Eangéganzaly ar tna‘potx i%§i¢§an:¥ac:or£s;
e adequats oth in *erms of Fovernnent
gg'nP ﬁeg*fteniq{uateZiaY. 5;:& ecC.) and +their
n's ~§§a litia2s. otential contractd>rs need not
*ecessar y have praviously produced the item

{ Ref.

24

FIRURVEIRE I B JILPYL WS ORI LR ES Y

e n TEATNAT AR




Other c¢citeria have 2lso been aldressed by RADM Perraro
vhan he stated that certain conditions must be DJresant
before application of any 1YP =oncract:

1. Maturs and stabla production p:og:als;

2. Non-controversial force level/raquireament issues.

3. Significant savings identifiai.

4., Acceptadble budget profile, pacticularly for front-enil

burden (Ref. 9.

Tha preceding ccuments affectively summarize ths DOD poine
of view regarding selectisas criteria t> be appliad to candi-
Jates for NYP. Industry has siailar criteris, but som2
differences are apparent. To suzparize, th2 indus4rial
cosnunity's priorities are presantad by Nr. Har.y Fromer,
Progras Manager for tha C-2 CID aircrafs £or Grumman
Aecospace Corporation, ia is prasantation on MYP which
includes *he following objactives >f industry:

1. Eg*ablishing a £fira long +¢23c2 business base, which
includes the following:
1) Abllicty to plan the factory
b) Iuncreased certaiacwy in finaacial 31a3cision making
c) Base to operat2 from in 2lanning 1advarced tech-
nology re~investients
d) Profit in hand a1t an earliar point ia the progranm
2. Stabilization of *a3 vork for:s
&) Long tera hiriny plaas
b) Lave. loading of shep
3. Eliaination of ysarly budgaet dat=la
a) Davore snargias to @dre productive *tisks
b) Reduced uncertalinty
c) Allovws the defense sagmaat »f a company %0 competa
for assets agalast non-dafanse elements [Ref. 22].

As can be seen, industry has a stak3 in which programs ara
selacted for MYP and whica ones ar3 1>, As is gvidenced by
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Nr. Edwvard Bko ia his prasentation "M¥uyltie-year
Acjuisition-Industry Viaw", he states: "A Multi-year
contract cannot make a bad progria good; hovever, it
aisapplied, it can make 3 jood prograa bad" {Ref. 23].

D. CURREET STATUS OF NMYP

As the precaedin- iscission indicates, +thare ars r z~
differing viewpcints “oward MYP 2nl numerous issues <that
reaain to be resolved. Taare is little doubt tha*t MYP holds
tramendcus poten+ial for cost saving if judicisusly applied,
kovever, there are also rizks involvad., Currently, tae only
statutory auvthority <for NYP is .oertainnd ia the 1982
Departaent of Defense Authorizatisn Act wvhica included tha
followizng provisions: 1) MYP may b2 used for aajor systeas
acyuisition, 2) advaace procuresesnts ma; be aade to obcain
economic lot prices, 3 cancellation ceilings may include
both recurring and non-rasurcing zosts, 4) nocification ¢
Coagress is required f£o¢r ceilinys cver 35100 nwillion.
Adiiedvrally, 3s of tae writicy of tais rasearch paper, <=h3
current res<rictions of tha full <funliag policy still apply
and the fate of Rouse bill H.R. 745 is unclear. H.R. 745
vas returned *“o the Housa Armed Sscvices Commitzes with 2
cecommerdation of furthar reviaw »py desiynated sub-
coxnittees, vhich effectivaly seans 15> action will be rcaken,
at laast for the 97¢h Tonjress.

In DOD, the servicss have beea intoramed of which candi-
dates have received approval for NYP applicatis. The Navj
has had four of eight =andidatas approved for FY 83 as
v.able MNYP programs (Ref. 19]. Pa2y are tha TAO flae*
oiler, the MK-U6 +orpels, tha darine Coup MULE laser
progras, and *he NATO Seisparrowvw Jrlalt kics., The C-2 COD
aircraf+ vas approved as i multie-yaa: cortract ian PFY 82, but
funding was cancelled by taa ious2 \ppropriatisas Coamittes
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for FY 83. Subsaquently the Senat: reinstited the funding
for FY 83 and informed sources f2al the reinstatement will
pot be contested by tha douse [Raf. 24]. Also, all the
services have forvarded :> the Sacostary of Defsnse their
BYP candidates for PY 84,

The current attitude which exists toward MYP a*+ this
tize is one of enthusiasa and anticipation on the part of
pod, and one of doubt ani sezious sisgivings o1 ths part of
Congress, specifically tha House Ac3ed Servi-as Comaittee.
Tha smain point of contention seans ¢to be tha fact <that
aznanded use of MYP will reduce and decrease the amount of
dixcretionary funds over which th3 coamit%tee can exercise
its authorisy. More 5% the DOD bulget will bacome "uncon-
trollable® and pre-detecainel. [t rcmains to be seen
vhather MYP can veather th? storm and realize its potential.
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IXI. PRESENIAILON 2F THE SUBYEY DAIA

A. INTRODUCTION

As a result of changes in the cdoaplexity of weapons, and
an unstable eoconomic aavirsnment, both iandustzy aad
3overnment have been lookiang €o>r a batter way of contracting
for goods and garvices. ainnual cSoatracting as a nechod of
pracuring large, complax, ani exttamely expsasive weapons
systeas, has provan +o ba part of tha problem, rather than
ths solution. As statsd by Robert \. Fuhrmaa, Lockheed's
Board Chairman, "single-year «contsacting is the biggast
sitgle problea ve¢ see in the defeas? business™ [Ref. 25:46
G-I 3. Additiomally, tha full faading policy addressai
earlier prohibits contracting for ascs end items than can ba
purchased wich available funds. The law and official policy
coupled with existing fiscal constraicts and annual funding
have effectively 1linitel systems acguisitisn +¢5 annual
procureaent. As a r3salt of *he problems plaguing <thea
acjuisition process, and <+ha msany rulss and regulations
involved which have actad to liait contrac=ing into a siagls
year aode, nany procurssent pedpl2 from all 1lavels of
industry and gcvernaeat nave co3@ dSut in favor of <hs
expanded use of wmulti-yszar contracting. As discussed
earlier, there are nus3sous advaitages acsorded %o <he
imolementation of HYP. Yinimal ra3saarch, howaver, has been
accoaplished which msasuras the imdact of those benafits
below the prime contractor leval, A reviev of the lite=a-
ture confirams cthe fact that tha majority of the casasarch has
besn aimed at neasuring =h2 impact >f MYP on priame contrac-
tors and large corporations involved ia =he dafanss market.
Very ittle has been 2accomplish2l with vre3ard to she
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subcontractor level, and no effort has been undertaken in
assessing the impact of MYP on sibcontractors. In an
attempt to f£ill part of this wvoig, this survey of
subcontractors was undsrtaken.

B. SURVEY BACKGROUND

This survey vas intenled to d2tarmine how some of the
subcontractors Iinvolved {1 twvo 3ajor aircraft production
programs feel MYP would affect ths way they do business, and
whather or not scme of tha benafits acc-ued by the prime as
a result of MYP, have baan passed >n to the sabcontractors
involved. Subcontractars in the Alr Porce's P-16 progranm
and the Navy's C-2 COD program wer3 mailed section three of
tha survey, vhich asked them to comdare tvo diffarsnt sisy-
ations. One situation utilizing annial con%racting methods,
and the other MYP contracting methois. Each conpany that
responded was “hen contasted by phoi2 and askad to -esponl
to the gquestions ir sections dne 2131 <wo wvhich dealt with
deaographics of the indiviiuval, the firm and the conceptual
benefi*s of MYP respectivaly.

A copy of the survey i3 containal ia Appendixz (A). Tha
qusctiorraires vere sent to forty-seven 3sibcontractors
involved in the <wo prograas citad adovs. The names of the
coapanies which vere mailad surveys are listed in Appendix
(B) .

Because thare are many subcontractors involved ia enua-
erable programs sponsored by DID, ths size of the firm wvas
not a factor in determiniig the racipients of <hs 3uzvey.
In rder <2 @elici+t tha responiaats' honest and candiid
responseg, -hey vere informed that all rasponsss wers non-
attribu+table, and no me2as of dstaraining ths individuals
coapany were included iy =he Juestisnnaire. Since all ¢he2
quasticns were quantifianle ia naturs, all ra2sponses wer2

23

dis  misdeecmn -



analyzed by using a frequaancy distribution or an arithmetic
average cf the responses. Any opinsions offerad as amplif-
ying data are included in the conclusions sectisn of Chapter
Pive,

C. SURVEY RESPONSES

0f ¢the forty-seven sarveys nmailad, thicty-one were
returned or completed telaphonically (2 return rata of 66%).
Dua t0 the controversial nature of some of tha questions,
many respondents also provided opinisns and personal aexperi-
ences to oxp%}in their ansvers. Tasse are insluded in the
analysis vhenever possibla.

'. Degographic Dasa

The first eleven jiestions s2re developed to sestab-
ish the backgqround of +tha iadividual answering th2
quastiorraire, and a profile of th2 zospany for which he/shs
vorks.

Question 1: dhich answar below best dascribes
your area >f responsibiley in <he
firm

a. Matarials Managar

b. Pinancial Manigamen®
C. Tontract/Purchasing
d. Enginesring/R & D

@. Pr>3yram Managar

f. Yarketing
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Seventy-one percent of tha raspondents werea in the
ar2a of Contracts/Purchasing, with twvelve percent in
Material, and twelve percaant ian Marka2ting. Tha majority -of
ths firms contacted hal 10 saparat2 contracts departaent.
The contracting function was almost alwvays included within
another department or was a division 9f a functional area.
Tha head of contracts was almost 2alwvays a 1iddle manager
vice executive.

To provide a base from whizh to determine the expe-
riscce level of *he respoadents, 2ach was askei to indicate
tha number of years in their pres2at position, and tha
nuaber of years they had bzen smploy2d by their firm,

Those who had beea in their jrasent position five to
twalve years ccnstituted 51.6% of ths responses, while thosse
with from one to four ysicrs repressited 29%. The resul+<s
are shown in Table I.

TABLE X
Years in Presant Position

Response Absolute Relativa cumulative
Prequeacy Frajuaacy (%) Prequency (%)

<1 year 3 9.7 9.7

1-4 years 9 29.2 38.7

5-8 years 8 25.8 64,5
9-12 years 8 25.8 90.3
13-17 years 2 505 96.8
18«25 years 1 3.2 160
TOTAL 31 120
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In Table II, ti2 results »OSf question four are
presented. The ma jority of the respondents had worked for
their firm for over 15 &ea:s, with 32.3% being employed for
over 25 years by the same firm.

PABLE II
Years EBaployed by Piras

fesponse Absolutea Relative clnulasive
FPrequency Freguancy (%) Freguency (%)

<5 years 6 19.4 19.4
5«10 years 4 12.9 32.3
10«15 years 4 12.9 45,2
15-20 yeans 2 645 51.6
20«25 yvears ) 15.1 67.7
>25 years 10 32.3 100
TOTAL 31 100

As is aevilenced by ths <two taibles prasented, ¢the
experience level of the iidiviluals ansvering the survey was
on the average very high. The typizal respoaient had 18
years with his firm aad 3 years iy his present position.
This is a very significant axperisacs level from which to
draw information concerning any type of corntractiag
procedures.

Questions five ani six dealt with whethat or not the
ficm concernad had ever d3al: with a prime contractor befor?2
vhd was involved in a mjor defenss? sonuract, anld if so, for
how mary years. All >f the respoiiants had dealt with 2
prise on a major defense contract pr:viously, and on ta2
average for ovar 15 years.
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Question ssven asked what parcentage 5f the firms
business was government or D0O) relatad. A fawv companies
regarded this as confileatial inforwaticn and as a result,
vere excluded entirely from the final analysis. However,
S4. 8% of the firms which iid raspond, axperienced a 50 to 75
percent level of governmeat or defeise work, with an addi-
tional 16.1 percent having 75 to 1)) percent governmant or
DOD related business.

Question eight pertained to ths individual's experi-
ence ir being involved in the defanse industry, or being
employed by a irm that dealt with <the D3apartment of
Defernse. As was the case #ith questions three and four, the
individual averaged ovar 2) y2ars experisace in the
business.

Questicn 9 dealt 4ith the activitles which %cok up
tha most tims of the raspondents. This questisn was aimed
at determining whether or nct tha jovernment >r tha prime
was occupying a wmajority 5f the tias of employees directly
irvolved in defense contracts. The activities which
consumed the most ¢time ware m2etings wi+h prias contractor
represertatives, planniay, ard sipervisirng. Table 1III
suamarizes the data.

The last two demojraphic questions asked whether tkhe
individual or the firm, at which he/she wis currenily
empioyed, had ever dealt +ith a prins inveolved in a multi-
year con*ract. The results vare, 8)% of the firms had beet
involved in a multi-year 2nvironment before, and 68% of thes
individuals had personally dealt with 2 multi-ysar contract
before.

To draw a composite of tha individual and ¢he firn
in which he/she was employad, th2 following characteristics
would be praesent: The persor would have on the average of 8
years experience in his prasent position, 18 yaars with his
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PABLE IIX
Activities #hich Consume the Most Tise

Response Absolut2 Relative Cumulative
Frequancy Frejuzacy (%) Frequency (%)

Supervising 7 22.56 22.6

Planning 13 1.9 64.5

Mting with 3 9.7 74,2

Govt Reps

Mting with 8 25.8 100

pripe KT Reps

TOTAL 31 10

prasent firm, be a aiddle a=anager in contracis or
purchasing, employed in a firm with >ver 15 years of experi-
ernce dealing in the 1iefanse industry, with 50% of its
busiress defense related, and have hal dealt in a mulni-y=2a:
contracting eonvi monment praviously.

2. Goncapiual Bepefits of Hulti:-Y3az Procugizasnt

Section two of th3 survey coacerned tha conceptual
benefits related to multi-year procu-zaent, and their poten-
tial impact oan +he indiviiual fira. All of the quastions
vere based on the following preaxisa: Inpleaentation of
multi-year procurement at the prim2 cont-actor level will
have the following impac: on my firm. Each gquestion hail
*hree possible raesponses; Agraze, Oisagrse, ot No Opirion,
anl all related to the perceived banzfits of MYP,

All of *he guestions, excs=ot one, resulted in 2
substanial number of affitrmative rasponses. Some percent-
2g2s were higher than othsrs, but Jvarall, every respondent
agreed that <the benefits which woull accrue to the prinme
weuld also favorably impast his firs.
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Questions 12, 14, and 15 d2alt with cost reduction
potential in the areas of unit cost, corntract administra-
+ion. and direct labor.

Question 12: Will reduce average uanit cost
over th2 life of a prograa

Question 14: Will reluazs contract
administration costs

Question 15: Will resul® in reducsd
labor costs.

Question 12 enjoyed an 87.3% positive responss
rating, with questions 14 and 15 at 51.6 and 57.7% respac-
tively. Most respondents felt that 1YP would in fact reduce
ccste in these b areas, with <tw> cavaats d{nvolved: 1}
Fizished goods would be shipped %5 “he prime upon comple-
tion, 2nd 2) No inventory would be aczumulated. A majoris
of the <firms felt <+that h151diag 2121 inventory costs woulld
adversely affect ¢he d{apact of advaace buys anld economical
praducticn runms. This spinion was held priaarily by the
smaller subcontractors, wi> felt tha prime shoull be respon-
sible for s*oring and holling finish3l goods until they vers
nesded, Table IV susearizes tha 3Jata froam these throee
quastions.

Question 16 ask3l if an i{icrease in productivity
vould resul:, and 80.,6% >f the caspondents f£alt it wculd,
with 12.9% disagreseing. The wmajocity of tha respondern:s
fel® that the stabilizy craatel by o02ing able to buy ia EOQ
quantities and the ability to plan loag range and being abls
to keep the most ecoromiral productioan run farctioning at
peak efficiency vere rsspensible for <he 4increase in
oraductivity.
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TABLE IV
Cost Rsduct ion Data

Response~-Q12 Absolute 2elativ2 cunulative
Frequeacy Pregquaicy (%) ?*equency(%)

Disagre z 2 643 6.

o 6,5 1 9
"8:82 " 4 87,1 {80
Resporse-Q14
D 7 o) 22.6
x%’%%fﬁ!on 8 %g.g u%.u
Agree 16 51.5 100
Response-Q15
Dl Fe 25. .
i, S 2 33
q:ee 21 67.7 100

Questions 17 and 18 dealt with the question of work-
force and manpover stabilizatiorn.

Question 17: will stabilize your workforce.

Question 18: Will stabilize your production
mrapovwer loaling requirsaments.

An average of 92% of tha rasponses iadicated thacs
both areas would be stabilized as 1 rasult of MYP. This
vould occur primssrily because of th2a abiliey to plan %he
factory and the potential of ba2ctar long-raage planning
possibilities,

The only question concerningy tha concepcual benefits
of MYP which received 1 cither amixal, luke warm reception
vas questior number 20, waich askel if MYP's iaplementation
wvould result in +the fira compating £or more defansz related
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business. As shown in Table ¥, oplaions wvere split betwesn
agree and disagres. The reaso>n fac this distribution amost
often encountsred was that the fira already had all ,the
defense business it wantsi, i.s., 21 conscisus corporata
decision; the firm enjoysd the curcant percentage level of
defense business; or the fact that it was hard t> iaprove on
a 0% or 95% level of DID related business which the coampany
cursently endjoyed. Tabla Vv, presants in detail the break-
down of the data.

TABLE V
Would Compete f£5r Hore Defanse Business

Resporse Absclute Relative sumulative
Frequency Frequaacy (%) Fraquancy (%)

Disaqgree 10 32.3 32.3

¥o opinion 9 29.) 61.3

Agree 12 38.7 100

TOTAL n 1)

The last +wo questions in this section dealt with
the modernization of produstion capacity and capability, and
vhather or not the surgs =capability 5f production Juring an
emergency situation woull incrsass, 0f the <resvonses
received, SuU.8% felt that <their firms would be willirng to
improve *‘heir production c-apacity as 21 result 2f NYP, with
29% disagreeing. In reyacl to surge csapability, most peopl:
felt *he it would increasa, but tha*t ¢his woulld be a funce
tiorn of the amouwnt of advanced buys financed by the priae,
ani not totally because of MY2.
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Across the board, every raspondent falt that ths
benefits accrued by the prime would, in one fora or another,
favorably impac* his firm. This is evidencs that nos:
subcontractors in the aircraft industry perceive a ¢rickla
down effect of poctential banefits from the prime as a result
of isplementation of MYP.

3. gisuational Apalysis

Section three of the questicinaire asked the respon-
dent to compare twc situations coancarned with a lengthy
praoduction run and contract, Situation opne zoasisted of a
prime involved in a lonz-tera production program with a
particular service which had an estimated eight year life,
vith annual contractiny procedures t> be utilized for the
reaaining production years. This anvironment was to b=
coapared to situation two, which was to be conducted under
multi-year procedures with the following provisions: 1 a
five yea:r contract life, 2) the prima wonld ba rsimbursed
for materials purchasei for use up to two years in the
future, 3) the cancellation <ceiling had provisions ¢o
inzlude con-recurring costs, and 4) the contrast awarded ¢>
the prime was FPI (Pixad Price Incantive). Tha respondents
vere asked %o coapare situation two to situatiosn one, ard in
their opinion estimate th3a percentaga change f>r each cost
involved which tbey think ¢oulil raosult. This approach .as
taken in order to force tha respondant to apply his percep-
tions of both annual ani ¥YP %> a spacific situation, given
only a few parameters., This section proviled ths most
enthusiasma and controversy and was 1312asigned as the heart of
+ha research effort. Pha fundamental goal of the author's
research was *o be abla to compare the cost impact of twd
dif ferent contracting methsds whic ware in practice today.
As stated previously, MYP in order t> succeed, wnust be able
to show substantial cost sivings in both material and labor.
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A primary objective in tolay's econdaic ervironment is more
bang for <the buck. The 3bility t> buy more with a fixel
level of funding 4is the wultisats yoal of ths govarnaent
contracting officer. The key to whether MNYP livaes, or dies,
is going to be its ability to save ad>ney, reduce costs, anl
stretch the DOD procureaent dollar. To this snd, section
three 2ttenpted to solicit the d3inions of <the various
subcontractors involved.

The first five quastisns lealt with ths percsntags
of cost increase or decrease in thaa praduction phase of ¢he
manufacturing process, 1ai1d the iapact on alainistration
costs for the tvwo methods being coapaced. The ipitial five
quastions contained the siae possibla respornsas as guestion
22, vhick is presented below,

Question 22: Diract labor cost per unit pcoduced?

a. 3r2ater than 3J% increass
be 20 t0o 3% i337323&

C. 5 %> 158 incraase

d. No chanje

e. 5 > 15% dazraasa

f. 20 to 3)% dacraase

g. 3raater than 33X decreass

As can be seen, Juasticr 22 agked vhather or no:
Dicrect Labor costs per init prodacz:d would decrease or
increase over the life cf the prograa, The s3idricty of ¢h?
respondents, (77.4%), falt that at laast a 5 ¢ty 15 parcent
reduction would rasult. ioverer, six contzactors, or 19,.3%
felt that <+here would be n¢ <chanja 3r even ap increase i3
labor cos*s. The reason 3ost oftan jiven for the rsduction
was the length of <the production rtun, and <tha resulviag
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stability created by a ficm, 1long ta2:a coamitament both by
DOD and the prime.

Question 23 pertained to manafacturing overhead cost
per unit produced. The rasults wara a 71.0% response which
stated a S to 15 percent 3ecrsase in overall cosis would be
achieved. All of the contractors who respondsd felt that
ovarhead was the most difficult cost *+o pin down aad thera-
fore to accurately estinmate. It i3 the on2 acsa ia which
ths largest "grey" area axists. A3 1 Cesult, most said yes,
a reduction would occur, but hedyal as to tha degree and
picked S ¢o> 15% prisarily becauss it wvas the lowes:
reductior response available,

Question 24 deal:t with the area of contract adainis-
tsation costs, This wvas the only gquestion which 4did not
receive a2 positiwve majority. In fact, 64,53 stated there
voalid be no changs in tha sosts asssciated wvith the adainis~
trazion of an MYP contrace, compar3l <o the alainis«ration
of an arnual buy. The maln rcsason jiven vas the incrasasal
level of reporting requir2d, a3d =12 fact thit Ganeral ani
Adainistrative axpenses 1ce falirly fixed and would no% ba
totaily avoided no mattar what <tha 3a2thcd utilized. Tabls
VI summacizes the cesults >f questisa 24,

Questions 25 and 25 dealt 4dirsctly wvita the produc-
tion aspects of the contract and ware aimed at idenctifying
ths impact of NY? on the matari:l and assaably cosis
incurred in association vith the sst-up and production line
cos%s. As presanted by Captaia Berjans and Captain Elbroch,
of the Air Porce Instituts of Tlechnology (AFIT) at
Wright-Patterson Air Porsa Base, i1 their +«hasis projecs,
vhich corcentrzted on priae =:sontracssors, <his particular
area revealed vhere the 20st significant cost savings couli
be realized. One of th2 goals of this <zess3arch was +¢>
ascertain if tais same conclusion wis Iin fact tha case a*
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FABLE VI
Contract Alainistratisn Costs

Response Absolute Relative Cumulative
Frejusacy Frsjiaacy(%) Frequency (%)
' 5-15% increase 2 6.3 6.5
g ange 20 64.5 71.

g 15% crease 6 1g.u 9%.

0-30% dacraase 1 .% 93,

<30% decrease 2 6. 130

TOTAL 31 130

the subcontractor 1level and ¢> vhat exten:t, i any, NYP
impacted the material 1aspact of the sontrace. As vas the
case vith the APIT thesis project, all but one of the
subcontractors intervieved agreed that <the most substantial
savings would be realizad in - is arsza. Rowavar, in regard
to set-up and production line zosts, the degree to which MYP
vould be a factor was auch less. Yost felt that there woull
ba little sr 10 change in the costs 5f <he inizial set-up,
and even less of a savinys on tha praduction line itself.
The results of *these two questions aTe presentad in Tabls
viI.

During the hearirnjs on the capability of the defense
industrial base, one of the min consce:ns addrassed was “ha2
inabilizy of first and seco>nd tier sidcontrac+ars to5 pick up
praduction on short notisa. Tha problem is 2agg.ava*ted by
ths fact that many subcoatrac-ors have left the dJafanse
market, or have reduced cipacity in the face >f an unstabls
ecodnony (Ref. S). The pr3sidect >f Fughes Aircraft Company,
in a lettsr to RADM Percaco, not3ad that an increased surg:
capability is 2 significant positive factor of 4YP, and %h2
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PABLE VII
Naterial and Production Line Costs

Response=-Q25 Absoulute Relative Cuaulative
Frequency Freju2acy(%) Frequency (%)

5-15% increase 1 3.2 3.2

No change 1 3.2 6.5

5-15% decrease 27 87.1 93.5
20-30% cecrease 2 6.5 100

Response-Q 26

No 1 38.7 1
1g§a§gcrease 1g 48.4 gg.1

20- decrease 3 9.7 96,8

<30% decraase 1 3.2 100

ability *o rapidly enter into a surg2 or mobilization condi-
tion in the second year is enhanced  Ref. 13). Questions 27
arl 28 were developed t> latermine whathar or not the surge
capacity at the subcontrastor 1leval was in fact affected
either positively or negacively, and whather or not the time
involved to reach an increased production rate would be
decreased. Question 27 asked whather the surge capacity
would be Zincreased. Thers was sOoam3s uneasiness on the par:
of scme respondents, primarily 3us to <*he fact tha¢ th2
increase in surge capability would b2 directly proportional
<o the amount of advance buys possidpla, and the amount of
long lead i+sms on hand a2t the tiae. The Tesponsas ranged
from greater than a 30%F incraase t> a greater than a 30%
decrease, with ths majority in th2 3 to 15% increase range.
Oor the cther hand, the respornses to Juestiorn 28 reveal that
the respondents were a bit mora positive <hat the <+iame
aspect wculd be reduced. The majority of the respondents
felt tha*t a 10 to 20% dscr2ase in th2 time required 45 surge
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from a peacetime to a wartime production rate would result.
Tha results to questions 27 and 28 are presented in Table
Viil.

TABLE VIII
Increased Surge Capacity and Production Rate

Resporse=Q27 Absolut2 Relative cumulative
Frequeacy Pregaency (%) Prequency (%)

230% increase p] 6ed 6e 5
§°‘§ 0¥ increase 2 (6.5 12.9

§°1§ a%ocrease g ’3'% gg'g
530% decrease 1 3.2 100
Response-Q28

10=159 decrease 18 58. 1 58. 1
15-2g decrease 5 16. 1 74,2
20-25% decrease 3 9.7 83.9
%S-gg ecrease 1 3.2 87.1

g- * decrease 2 6e) 93.5
35-40% decr=ase 2 ] 100

Questions 29 and 30 wvere prasentad in an attempt to
ascertain {f there is a tandency on the part o5f subcontrac-
tors to avoid 1long=-tera projects or projraas. Ths
overvhelming response froa the raspondents was that naost
conpanies prefer a long-tarm progran with a stable, 1long-
tera commpitment, especially in the present environment of 2
prolonged recession anl an unstabla sarkes, AS a result
93.5% c¢f the respondents disagread with <the notion +hat
thair companies would not compete for a contract based on
tha premise that it would 2ntail 123 long productiorn run with
an anticipation cf a low profit mar3in. Most >f the compa-
nizs involved would accapt a lower profit if a stable, 1lorng
teca commitment could be realized. Along tha saae lines,
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Question 30 asked if the firm involv2d would <choose not t?
compete for a2 contract wita a lorg pcoduction ran because of
being locked into a long-term proj2st. 0f the companies
interviewed, 93.5% disagr2ed, on the basis c¢f preferring a
long-term project with th2 resultant stabiliziny effect on
production, the workforce, and the factories workload. Th2
majority cf +the contractors responiing +o thesa two ques-
tions felt that workload laveling, and smoothiag out of the
peaks and vallsys of production voluaa would be an incantive
*o engaging in a long-term project.

The question of constraints to an iancreased surg2
capacity vere addressed in questions 31 and 32, Question I
asked vhether material would be a major or miror constraint
to an emergency productioan surge, 2313 question 32 addressedld
the issue from the diract labor aspect. df the E£izms
responding, 83.9% felt that wmaterial would be a nmajor
constrainrt, and 90.3% f2lt that diract 1labor would be a
minor constraint,. The 3srux 5f th2 matter seems tc be tha
increased lead times now b2ing sncountared for a madority of
ths raw materials requirei in aircraf* production, Cer%ain
ravw materials such as titanium, hav2 13ad times approachking
a year, and some forgings and special tooling raquire 10-12
acaths lead tinme. Thes: +time Zramas place a1 tremendous
burden or the production 1338 asseably processes involved in
the aircraft industry. As a result, *he volume of caw
materials on hand and their availability would pose 2 vary
serious probleam in increasing a prdolaction lins rate. on
the other and, 90.3% f£2lt that iirsct labor would be 2
minor constraint and woull not posa 2 major thrsat to stop-

ing an incresase in prcoduction. The high rate of

unamployment is the major factor. Ta2 lack of axperience of
tha wvorkforce at large, however, Jas Bpentioned as 23
significant factor in the sverall lanor pictura.
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As mentioned praviosusly in Chap*er II, the ability
to buy in advance and in EJQ quantities, is on2 >f the major
advantages related to the axpanded us2 of MYP. Question 33
was presented in an attaapt ¢to Juantify th2 amount of
material which, in the opinions of tas respondaats, could be
purchased as advanced bays. Tha question provided four
responses, which establish2d specific percentagas which they
felt could apply. Thz J2arcentages were; a) 10-25%, D)
25-50%, <¢)50-75% and d) 75-90%. All of th2 respondents
felt that a percentage of <th2 matarials involvsd could be
bought ir advance, but that the level of advanced procure-
ment would be based on the <£fualing provided by tae
governnert and the prime. The rasults of question 33 ars
prasented in Table IX.

PABLE IX
Percentage of Material Purchaseld as Advanced Buys

Response Absoluta Relative cumulative
Frequeacy Fregiancy (%) Fraquency(®)
19~ 55 16 51.6 51.6
- g“ 10 3%.3 83.9
«715% 4 12.9 96.8
5=90% 1 3.2 100

The last twvo questions of the survey were inserted
ir an attempt to determina the contractors willingness t9
invest in productivity snhancements and to raise the tach-
nology level of his production facilities to the state of
tha art. The results wera as follows: Question 34, 87.1%
agreed that they would be willing to invest in productivity
enhancsments and equipmanc, and 3.7% had no ospinion. To
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question 35, 74.2% agreel that their firm weculd raise its
technology level to the stata of tha art and 16.1% said,
thsy would not, primarily because they thought they vere
already there.

D. SUBHARY

The main focus of this chaptar aas been to reflect “hs
major opinions of subcontractors r23aciing the impact of MYP
on their firm, This was accomplished by examining <he
responses nade by subcontractors in the aircraft production
injustry to 2 questionnaicre preparel by Air Porce Captains
Stave Berjans and Larry Elbroch, and aodified by the author.
The questionnaire sought t> express subcontractor opinion on
various aspects of MYP and its potantial iapact. The
responses to each of ths siarvey qua2stions, where applicable,
vere summarized in tablss >r in narrative form.
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Iv. PRINCIPAL IINDINGS, SQBCLUSIONS, AND BECOSNENDATIONS

A. PINDINGS A¥D CONCLUSIONS

The objective of <this study was to contribute accurate
data reflecting various subcontraztors opinions on the
impact of nmulti-year procurement. The principal findings
and concliusions were derived from osoinions received during
personal interviews and the questionnaire rasponse data
discussed in the previous chapter:

17« In general, the subconiractors interviewed, perceived
a fall-out of the banefits accrued by the prime in a
rulti-year contrasting enviconmen<. 411 of <the
contractors who respondad to ths survey axpressed the
opinion that thair fira would =sealize some form of
tenefit from *he implementatisn of MYP at the prims
contractor level. Th® main points of disagresemant
verae: kow much would actually flow down to <the
contractor, which areas woull be affected the most,
arnd the ismpact on sverall zost reductioa., To date,
most of the contractors hava f£3lt a reluctance on *“hs
part of <+he priaes tc coaplataly relax and let MYP
take its course. There sa2as to be a wait and se2
attitude on the part of the vprimes in relation td
Congressional action on recant 20D initiatives in the
4Y? arsna, (1.2.: He Re 745, the PY 83 DOD
Authorizations Bill, and <Congressional committes
action on DOD's PY 34 NYP canlidate list).

2. The area of greatest potential savings was felt to be
in the purchase >5f EOQ quantities »>f nmaterial,
Across the Dboard, <each =zd1tractor expressed *h2
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4.

opinion that the majority of savings would be real-
ized in the purchas2 of wmaterial in advance, a+ now
year prices, and in larges quantities. The degrese t5
vhich this would bs a factor, is contingent upon th2
level of funding 21lotted to the front-end of the
contract for advancad procur2mant of long lead iteams
and rav materials. The k3y is to have the primes!?
investment cover2d by either th2 cancellation c2iling
or funded in the t2rmination liability.

MYP is regarded as a partial solution to slowing the
erosion of the 12fense injustrial base by both
irdustry and DoOD. This will be accomplished prima-
rily by encouraginy both priass and subcontractors
to, 2) invest ia state of the art sequipment, b)
expand their busin2ss base, and c) encourage compa-
nies to enter the lefeirse marckatplace for the first
tinme, These thre2 results >f the expanded applica-
*ion of MYP wer2 voic23i unarimously by both
governaent and industry aliks.

In nearly all ipnstinces, contractors iavaolvad in tha
defense industry endorse YYP concepts primarily
because o¢f the potential sost savings, and the
increased stability achisvsl in 1long-term commit-
nents. In ordsr to substaitiatas the cost savings
possible under MY? as Jpposal to anrual contraccting
methods, one of the primss involved in the study
requested three pro>posals £rom its subcontractors.
One proposal bas2d4d 52 annu:rl contractiajy procedures,
one proposal bassi on NYP procedurss, and ons2
proposal based Jn the aost 22o5nomical 1and =afficien*
rroduction rate and purchasinjy possibla. This proce-
dure was endors=21 by all of the subcontractors
involved primarily because ta2 savings were readily
iéentified, <the ovarall benefits of coatracting for
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more than one year were estiblished up front, and the
prime now had firm pricing 13ata upon which +o bass
its proposal. This approach thus enhances the entirs
program by avoidingy price fluctuations on critical
materials, and stabilizing purchasing, scheduling,
and deliveries of raw materials.

The laws and regulations rcs33arding the use of MYP
must be changed. This opinisn was voizesd by every
contractor interviawed, ani most specified <+h2
following areas ia which chaage is rejuir=2d immedi-

ately: a) Tha carcellatisn c¢eiling should b2
increased %o reaiistiz 1lavals for wmajor systeas
acquisitions. This has ba2n alleviatad to som2

extent by the passage of th2 DOD FY 82 Defens2
Appropriations Ac%, whkich raised ¢the cs3iling <o 109
million and requiras Congressisnal approval on a case
by case basis for any contractor requast exceeding
that - amount. b) Include cecurring sosts in the
cancellation ceiliay. <c) Iaccaasse the 1szvel of prog-
Tess payments authorized., Th2sz last twd points ware
regarded as crucial and must be accompanied by <th2
increased cancellation seiliag.

A majority of ths contraceors fa2lt that, as a resul:
of implementation of MYP, the surge capacity would be
anhanced, but woull depend largely on the amoun* of
advnced buys fundeil and the 1211 times iavolved. On2
contractor specifisj +hat tha surge capacity woulil
increase most sigaificantly in the second and thizd
years. Aadditionaliy, the *ims it would take to surg:
from a peacetime production rits to a wartime produc-
tion rate would be greatly r2ducsed. dne Caliifornia
firm stated that a 50% decr2ase in the tiae required
to gear up to top capacity 42113 result. Most of the
respondents felt that a v2duction in <ha tims
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required to rs2ach wartime productioa would be
decreased 5 to 15 parcent at laast.
The most significan+ finding was not =avan addressed
in the survey itsa:lf but was voiced in one form or
arother by every firm dintecrviewed. This was the
issue of overall awarensss >f the multi-year furnding
ard contracting prasess ir g2n2ral. Mo>st buyers at
the subcontractsr level are not familiar with th2
fundamental requiraments and procedurss involved in
executing a multi-year contract. On2 axecutive
etated that he was the osnly one in the company who
knew enou.h about 1YP to n23ydotiate a =sdntract with
the prime. This 1ad placed 1 tremendous administra-
ive burden on himself 212l the coapany. Most
ccntractors believad that th2 primary reasons for
+tis sizuation wara: 1) th2 short time in which MYP
has been in existence and besy utilized to dats, b) 12
lack of ccami+tment by DOD to ¥YP procelures, c) 1
lack of formal traiaing in MYP procedures by both DOD
and indus+ry, and 1) a wait and see attitude on tha
part of industry conseraniny the future °2f MYP.
Several respondants falt thac they perceived an
atmosphere of hesitation and sericus amisgivings on
the part of Congress as ths <root cause of <he
problsa. In any sase, m3s3t Sf the contractors falt
that too much had happened, tso fast, in regard td
the implenmentation >f MYP. Industry is waiting and
vatching for a change i{r th2 attitude of DOD and
Congrass pertaininy ¢to YP. Jn+il this occurs, *hs
defense ccntractor will not 3ake a major investment
in making MYP work.
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B.

RECONMNENDATIONS

1.

DOD should review the joals and objectives of NYP,
and deteraine what priority it should have in rela-
tion to other DOD policiss. DOD ns2ds to give
industry and Congyr2ss, a clsar signal as to where it
stands on the future us2 of MYP. If ths priority is
present, then 2a formal training prograa should b2
initiated by the 2Jffice of Th2 Secretary of Defensa
(0SD). Th2 participa*isn of 3SD is critical, becauss
+he apparent interast by DJD 1leadership makes <h2
importance of such a move 131 clear signal to both
industry and Congress. Without this sign of a
commitment from DOD, tha wait and see attitude on th2
part of ipndustry #ill contiiue, and <Congressional
teluctance and hasitation will deepen.

DCD should lend its support and influenzs to legisla-
tion corncerning 4YP, Phe astablishment of a body 2f
law specifically aidressing 4¥P is a basic require-
ment to its succa2ss and growta. This would create 2
formal, concre+e foundation upon which the industrial
marketplace could 1iepend. Phe resultan+t stability
would enhance the transition >f MYP int> the fore-
front of the DOD acjuisition process.

I+t is racommended that further zesearch be coaduc*el
in rega:zd %o other industries, such as shipbuilding,
tc deternine the iapact of 4YfP on the subcontractors
involved. It is clear that th2 aircraft industry is
receiving benefits froa th2 implementation of MYP,
but further study i{is r2juir3d of other industries ani
different levels »>f tha subcontractor communrity tod
ascertain the extent to whizh MYP has affected thei:
business. Much moce rasearch is needed at the lower
levels, which woull inslude the smallsc firms which
supply the first a1l second tisr subcon4ractors.
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Although the survey did not directly addrass this
issue, +the author recosmenis that a liak be created
between the NYP acjyaisition pracess and the Planning,
Programing and Buljeting 3ystem (PPBS), currently
utilized 3in buigat formulation. This would adil
stability by avoiiing soa2 of the last ainuts
slashing and infijatiny now the case in firalizing
the President's buiget submission to Coajress. There
must be an interfacs between wshat is contained in ¢h2
Five 1Yzar Defeas2 Plan (FYOP), the Presideat’s
budget, <he DOD Aathorizations bill, and what %h2
Army, Navy, or Alr Force .c-tually want to buy and
when they want t> have it operatiocnal.

DOD should pursue the approval of legislation now in
committee, H.R. 745, whizh astablishes new thresh-
clds and realisti: limitatisas on the use of MYP,
Specifically, the followingy arsas should be consil-
ered as minimum: 1) pesrman3datly raiss the limi: en
+he cancellation c2iling, b) raise the lavel of prog-
ress payaents, cr  includ2 recurring szos%s in th2
carcellation ceiliny, 4 incocporate a spacial profis
factor for MY2 zoatracts t)> racognize the increased
risks involvaed in s>me casas. These changes shoulid
be aimed at helpiay scme of ths smallsr subcontrac-
tors who are coatinually feeling “n2 pinch of
irflation and the high cacrying costs of inventory
ard assets., These smallar conpinies must borrow at 12
highar ra*e of intarest than srime con:ractors due to
their less prefaraatial <fiaancial position. They
have fsver financial resourcaes available and must
turn over their assets moz-s frequen*ly and reduce
debt ratios to avaoid the high cos:t of capital. e
the defense Industrial bas2 is -» b2 rebuilt anid
strengthened, ths "lit<la jJuys" will have 0 be
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ARRENRIZ 2
SURVEY QUESTIONNAIRE

A. SECTION I

This section is prisarily conceraed with your background
and experience, and your firas history in dealing with a
prine involved in a dnfanss contract.

1. Which ansver below bast describes your area of
responibility in tha firm .

a. Materials Manager 3. Prograa Maaager
b. Financial Manageaent £. Narketing

c. Contracts/Prurchasing

d. Erngineering/R & O

2. Which choice below bes:t describss your position within
the firm?

a. Bxecutive
b. ¥iddle Managesent
C. Supervisor

3. Por hov many years hive you bs3n in your present posi-

tion?
a. less *han 1 year €. 13 t> 17 years
Ee 1 0 U4 yaars f. 18 t> 25 years
Ce 5 %5 8 yvears g. ovar 25 years
d. 9 %0 12 yaears
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4. How many years have y>1 been eaployed by your firm?

a. less than 5 years 8. 20 t> 25 years
be 5 to 10 years f. ovar 25 years
Ce 10 to 1S years
d. 15 to 20 years

S. Has your firm ever dealt with a prime contractor on a
najor defense contract before?

a, yes b. no

6. If sc, for hov many ysars has your firm actad in %hils

capacicy?
4. less than 5 years Ce 10 t> 15 years
be 5 20 10 years d. ovar 15 years

7. What percentage of your firms business is governmen+t
¢r DOD realacaed?

a. 1ess than 10% d. 50 t> 715%
be. 10 to 25% a, 75 ¢> 1007%
Ce 25 to 509

8. How many vears have y>1 personnally been iavolved :in
the defense industry or heid a porsition in a1 firm
deailng with the defease iadustry?

a. less than 5 years de 'S td> 20 years
be 5 to 10 years 8. 20 t> 25 years
Ce 10 to 15 years f. ovec 25 years




9. 1In your current position, which >f the following
activities consumes tha most tim2?

a. Supervising

b. Planning

C. Meetings with Government Reps.

d. Meetings with Prima2 Contractor Reps.
e. Budgeting

10, Has your firm aver dealt with a Prime involvad in a
multi-year contract bafore?

a. yes be nO

11. Rave you evar dealt with a Prime involved in a multi-
year contract before?

a. Y6S b. 0d

B. SBECTION II

The following questions relata ¢to *h3 concepruzl
benefits related ¢5 aulti-year prozussaent, and -“heir impact

oa your fira, Please sSelact ¢ta2 respons2 cthat bes®
describes your firms exparience ia this area. All of %he
quastions are based on tha followiny premisa:

Inplemertation of swmulti-year procur2aent at the prime
contractor lavel will hava the follosing inpact on ay £irm:
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12.

13.

14,

15.

16.

Will reduce average unit cost ovar the lifs >f
prograa.

a. Disagree
b. No opinion
Ce. Agree

Will increase standariization.

a. Disagree
b. No opinion
C. Agree

Will reduce contract aiministration costs.

a. Disagree .
b, ¥o opinion
C. Agree

Will result in reducel labor costs.

a. Disagree
b. No opinion
C. Agree

Will increase productiviey.

a. Disagree
b. No opininu
Ce. Agree
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17.

18.

19.

20.

Will stabilize your workforce.

a. Disagres
b. No opinion
c. Agree

Will stabilize your prdduction manpower loading
requireaents.

a. Disagree
b. No opinlon
c. Agrese

will increase modernization of pcoduction capability
and capacity.

a. Disagre2
b. Nc opinion
c. Agree

Will result in my fir: competiag foI more defense
related business.

a. Disagres
b. No opinion
c. Agree
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21, Will increase the surjs capability of production during
an emergency situation.

a. Disagree
b. No opinion
C. Agree

C. SECTION III

In this section, you are askel to compare the impact of
multi-year contracting to annual contracting. All the ques-
tions will be based on tha situations dascribed below.

Situation I: Your firm is a subcon%«ractar %o a Prinme
ergaged in a long term productison program with the Air
Force/Navy, The particular service dinvolvad sestimates
andther eight years of production lifa. VYou anticipate that
annual contracting will ba used for the remainiay production
ysars,

Situaticn YI: The sam? situation as in I 2xists, excap*
that the Air Force/Navy his offsred the Prims a amultieyear
contract with <the following provisions; a2 five year
contract, Air Force/N¥avy will reimburse the Priae for matar-
ials purchased for wuse up to two ysars in <*he future, <+hs
cancellation ceiling has provisions to cover ion-recurring
costs, and *he contract asarded is FoI.

The raesponses below reprassat percentage changas for
each <ype of cost involved. Basad on th3 situations
prasented above please eostimate =hz cost iapact that woull
result in comparing Situation II (MYP) %o Situstion I
(aanual buy).
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22.

23.

24,

25.

26,

Direct labor cost per unit producz2d4?

a. Greater than 30X increase. 2. 5 to 15% decrease
b. 20 to 30% increase f. 20 to 3)% decrease
c. 5 to 15% increase J. Greater than 30%
d. No change decreasa

Manufacturing overheal cost per 1init?

2. Greater than 30% iasrease 8. 5 to 15% decrease
b. 20 to 30% increase £. 20 to 30% decrease
Ce 5 to 15% increase J. Greater than 30%
d. No change decreasa

Contract adsinistration costs?

a. Grea*er +han 30X increase 2. 5 to 15% decrease
b 20 to 30% increase £. 20 to 3)R decreases
C. 5 to 15% increasa 3. Greater thaa 30%
4. No change decrsase

Material and assembly cost per uait?

a. Greater than 30X iicrease 2. 5 *0o 151 decrease
b. 20 to 30% increass f. 20 <o 3)% decrease
C. 5 to 15% increase 3. Greater than 30%
d. No changas decreass

Sat up and production lire costs?

8. Greater than 30% iacrease 2. 5 to 15% decreas2
be 20 to 30% increase £. 20 to 3)X Jdecrease
Ce 5 0 15% increase J. Greater than 30%
d. No changa dacreass

6)
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27.

28.

29.

30.

Increased surge capacity?

a. Greater than 30% increase
b. 20 *o 30% increass

Ce 5 to 15% increase

d. No change

a.
£.

J.
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5 to 15% decrease
20 to 30 decrease
Greater than 30%
decreas2

In comparing Situation II &> Sitiation I, the tims it
would take tc¢ surge from a peacetime to a wartime pro-

duction rate would be decreasei?

a. 10 to 15% d. 25 to 30%
be 15 to 20% e. 30 to 33%
Ce 20 *0 25% £. 35 to W%

Your firm would not coapet2 for a subcontrast involving
a long production run because it anticipates a low

profis margin.

a. Disagres
b. Agrese
¢. Yo opinion

Your firm would choss2 not to coapete for a subcon+tract
involving a long produc¢ion run because of being locked

into a long term projazt?

a. Disagree
b. Agree
c. No opirion
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31.

32.

33.

34,

35.

How much of a constraint would material be in an
emergency production surge?

a. A minor constraint
b. No factor
c. A major constraint

How much of a constraiant would dir2c% labor be in an
emergency production surge?

a. A ainor constraint
b. No factor
C. A major constraint

What percentage of matarial c¢oull be purchased as
advanced buys?

a. 10 to 25%
b. 25 to 50%
C. 50 to 75%
d. 75 to 90%

tour firms willingness to invest in productivisy
enhancenents would increase.

a. Disagree
b. No opinion
C. AgTse

Your firam would raise the techd>lyjy level of its pro-
duction facilities to the stat2 of the art,

a. Disagree
b. Nc opinion
C. Agree
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ARRENRIX B
COMPANIES SURVEYED

Ga3neral Electric Company
Armament Systeas Degpartment
lLakeside Avenue

Barlington, VT. 05401

National Waterlift Pneumo Corporatisn
2220 Palmer Avenus
Kalamazoo, MI. 49001

Menasco Manufacturing Company
Texas Division

Box 7656 Sylvania Sta.

Fort Worth, TX. 76111

sandstrand Aviation
¥echanical Division
Sundstrand Corporation
4747 Harrison Avenue
Rockfori, IL. 61101

Airesearch Manufaceuring Company
Division cf the Garrett Corporation
2525 wWest 190th St.

Tecrance, CA. 90509
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Hamilton Standard Division
United lechnologies
Bradley Pield

Windsor Locks, CT. 06096

Northrop Corpcration
Precision Products Division
10 Morse St.

Norwood, MA. 02062

Brunswisk Corporation
150 Johnston R4,
Marion, VA. 24354

Westinrghouse Electric Ceorporatisn
P.0. Box 989
Lina, O8. 45802

Lear Siegler, Inc.
17600 Broadway
Miple Haightsg, OH. 44137

Delco Blectrorics

Ganeral Motors Corporation
6767 Holllister Avs.
Goleta, CA., 93017

Kaiser Aerospace and PRlectric
2701 Orchard Parkway
San Josa, CA. 95131
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The Magnavox Company"
Coamunications Products Operation
2131 South Coliseua Blvd.

Port Wayne, IN. 46803

Novatroanics, Inc.

P.0. Box 878

530 S.W. 12th st.

Ponpano Beach, PLA. 33063

Simaonds Precision
Instrument Systeas Division
Panton Rd.

Vargennas, VT. 05491

Goodyear Aerospace Corporation
Aircraft Wheel & Brake Division
Dspartmant 955, Plant C

1210 Massillon R4.

Akron, JH. 44315

Aarospace Avionics, Inc.
Airport International Place
110 Wilbur Place

8shemia, NY. 11716

Systron Donner
Inertial Division
2700 Systron Dr.
Concord, CA. 94518
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Sargent-Fletcher Coapany
9400 B. Flair or.
El Monte, CiA. 91731

Roseasount Inc.
12001 N. W. 78th S¢t.
Eden Prairie, MN. 55344

Arkwin
636 Main St,.
Wastbury, L.I., NY. 11590

Je Ceo Carter Company
617 We 17th 8%,
Costa Mesa, CA. 92627

Sarqant Industries
2533 E. 56¢th St.
Huntirngton Park, CA. 90255

Arrovhead
4411 Katella Ave,
Los Alaaitos, Ca. 90720

Garret Murbine Zngine Company
111 S. 3dch St,
Phoenix, aAZ2. 85010

Cleveland Preumatic Company
3781 B, 77th st.
Cievesand, OH. 44105
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Borg Warner
7500 Tyrone Ave,
Van Nuys, CA. 91409

] Aircraft Porous Media Inc.
6301 49th st.
North Pinellas Park, PLA. 33565

K2lsy Hayes Company 2
P.0. Box 1288 i
springfield, OH. 45501 %

Bendix Alrcraft ¥
Brake & Strut Division g?
3520 W. Westmoor St.

South Band, IN. 4662U

East-West Industries
Y 2¢ Central Dr.
Farminglale, NY. 11735

ASI Industries Inc. :
Aircraft Mechanics Division
P.0. Box 370

C>loradd Sprirgs, CO. 80901

Rockvell Interna*ional

Collins Telecosmunica tions Prodacts Division

855-35“h St. NE

Csdar Rapids, IA. 52498 ;
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Ganeral Electric Corporation
50 Fordam Road
Wilaington, MA. 01887

SA——

L3az Sisgler
32 rairfield Place
West Caldwell, ¥J. 07006

Spercry Plight Systems Division
21111 . "“9th Ave.
Phoenix, AZ. 85027

¥atal Bellows Corporation
20960 Knapp St.
Chatswor+«h, CA. 91311

Bendix Air Transport Avionics division
2150 N. 62nd S*,

P.3. Box 9414

Fort lauderdale, PLA. 33310

Bandix Corporation
Rt. U6
Tsterboros, NJ. 07608

Ozone Indus*ries Inc.
191-32 1018t St.
Dzone Park, NY. 11416
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Teledyne Hydropower
10-12 Pine Court
New Rochelle, NY. 10801

TEK Precision Coapany Ltd.
205 W. Industry Court
Deer Park, NY. 11729

Ganeral Mechatronics
55 & 60 Millbar Blvd.
Farmingdale, NY. 11735

Tsleflex Inc.
Church R4.
North Wales, PA., 19454

Barber-Coleasen Coapany
1354 Clifford Ave.
Rockforl, IL. 61111

Crane Company
3060 Winonr Ave.
Burbank, Ca. 91504
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2.

3.

4.

5.

ARRENOIX €
CONNON DEPINITIONS

Piscal Year Punding - Iotal fundinjy provided froa one
dctober to the next, to cover rsjuirements for all
program years.

Program Year Punding =~ Sum of all advanced procure-
zent funding and instaant year 1JA4 i1seded +to produce
final product deliveries.

Yulti-Year Advanced Procu-ement Fuading - Punding
required to ocover long lead itams plus aconomic
orderirn quantities,

Peraination Liability - Obligations resulting from
sonmittments made by coatractors ard subcontractors
that will be incurred should teraiaation cccur.

canceilation Ceiliny - Unfuarded Teraination
Liabiliisy.
Pull Funding =~ Pull soverage t> the teraipnation

liabilisy curve.

Total Obligation Authority (TOA) - Total funding
authority for a given fiscal vrsar (advanced procura-
zent ¢ instant year end item.

Advance Procurement - An exceptis>n allowed by DOD
directive 17200.4 to Annual PFunling which allows
procureaent of long lealtime compoaants in advance of
the fiscal year in wvwhich <+he end itsm is procured.
(Currently made only ¢£or reasons of leadtiame arnd
usuaily limited to ons y2ar).
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10.

11,

12.

13.

14.

15,

16.

Buy~in - Acceptance by 2 contractor of an abnormally
low profit factor on 2aa initial award %o ansure a
ain. (With aspirations of aor: resasonable profit
factors on subsequent £>llow-on procurements of the
same system).

cancellation - Applies 35lely to malti-year contracts
and is not synonomous with termination. It 4is the
right of <he Government to iiscontinue a multi-~-year
son*ract at the end of a <Zfiscal ysar and for all
subsequent fiscal years.

Expendltura Punding - Orlering a spacific reguirement
qu;ntity at the beginning of a2 aulti-year =on<ract
and funding contractor sbligations on a yearly bhasis.

Increaental Punding - Funds are not availabls at “ime
of contract award to cover the total sastimatad cost
to ccmplete deligery in a finishad and wmilitarily
asable fornm.

Yuiti-Year Contract - A con“ract utilizing multi-yea:
procuremant procedurss. Currently limi%ed by ¢the
Defense Acguisition Resgulation (DAR).

Yulti-year Punding - Congyressional authorizations and
appropriations which covar more than one fiscal year.

Yulti-year ©Procureaent - A 3312ric tera which
describes procedures for acquiring needed ita2ms over
several year-. <hrough on3 contract, The intenrt is 4o
lovwer costs th-ough economies of ssale.

Nop-recurciny Costs =~ Productisn <costs vwhich are
incurred on a one ztime basis and amor<ized sver the
pericd of the multi-ysar contract.
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17. Recurring Costs =~ Production costs which entar into

the product such as matarial and labor.

18. Level Unit Price - The O0AR requirsment for tha price

9f each unit produced unier 2 aulti-year coatract to
be the same, (exceptions are allowed for design/
specifications changes or ¢£or econoaic price
adjustaents nmade pursuant to 1 clause in the
sontract).
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