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ZThe impact of implementation of HYP 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-
mentation, were investigated. This was accomplished by means of
a questionnaire sent to 47 major subcontractors involved in the
Air Force's r-16 program and the Navy's C-2 COD program. The |
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results of the survey showed that subcontractors felt that 1)
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.
Roconmendations are made concerning methods for improving the
application and implementation of multi-year procurement at the
subcontractor level.
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ABSTRACT

The impact of iaelammatation of multi-year procurement

provistons in major defense acquisitions, at the subcon-
tractor level, is the focus of this thesis. The opinions of

subcontractors as to theic perceptions of the flowdown of
benefits, as a result of this implementation, were investi-
c'ated. This was accoaplishel by mains of a 4uest-'onnairs
sent to 47 major subcontra:tors ianvlved in the Air Force's
F-16 program and the Navy's C-2 COD pc~gram. The results of
the survey show that subcoatractors felt that: 1) overall
multi-year procurement hid & fav3rable impa-t on their
firms; 2) the area of greatest savia;s was in purchasing EOQ
quantities of raw materials, in advance, at now year prices;
3) multi-year Procureme.it usually resulted in increased
program stability and increased zost reductions; 4) the
surqe capacity of industry would be increased and the time
required to surge from peacetime to wtrtime proIuction would

decrease; but 5) that iore traiaing is needed both in
industry and DOD pertaining to the fundamentals required in
executing a multi-year contract. Recommendations are made
concernir:q methods for improving tha application and imple-
mentatiot of multi-year procurement at the 3ubcontractou'

level.
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A. STATZURIU OF TEE PIOBLEM

a Multi-year contract is a contract for the
purchase of property or servises for more than
one, but not more than f•ve, pro ram years. .uch
a ccn tract during the sq:ond and subsequent yevrs
0 the cont tact ie :-ontlaggnt apon the a ppio pril -
ti on of funds and ma•y rovide f3r a cance t-...on
payment to be male to the contractor, if appropri-
a1.cns are not made" 'Ref. 1].

The above ieWinition .s insluded in the fiesal year 1982
appropriations bill, Senate bill S815, and provides a basic
description of what mulci'-year contracting is all about.
klthough considered by sote to be the answer to all DOD's
procurement problems, multi-year contracting is not being
wiely utilized [lef. 2:10]. ks of June 1982, the Air Force

hal +wc major programs under Multi-Year Procurement(HYP),

anl the Navy had one, although boti servtces have used MYP
for smaller buys of ancillary systems and spare parts

purchases. This situation exists in spite of tae volumes of
testimony both by industry and the ailitary extolling its
benefits and urging its icceptanze. One major industry
g:oup,the Electronic Industries Asosoiation, (EI&), has gone
on record stating that, multi-year contracting is not being
utiiized effectively, anl the gove:nment and industry havw
been reluctant to use HYP for primariLy three raisons:

1. Lack of understandlig of its idvanrtages.
2. The restrictions associated wLth regulatlons.
3. Fiqh degree of rik which :.an be associated with

multi-year contticts [aef. 2:12].

It seems that the death knell for MYP has been sounded,
however, the opposite is !a fact the case. Current oppinion
holds that the advantages 3f AYP far outweigh the disadvan-
tages, and despite the lack of ualarstandin; of MYP in



industry and government, its future seems inevitable. Is
panel after panel, and committee aftar committee, hold hear-
in;s and receive testimony on MYP, its increased usage has
arrived. Although MYP has been around for a long time, it
has not previously receivel the favorable press, nor been so
wilely touted as the :ure all for many of the problems
concerning cost reduction and increasing productivity which
face both industry and government. As a result, HYP is

being re-exaained by both as a vehicle to provide the econo-
mies of scale necessary to induce t~tal program reductions
and increased productivity throulh capital investment
[aef. 3:303.

To date, all of the concern, testimony, and most of the
spotlight has been centerel on the prime contrictors or the
very larqe corporations shich constitute the aajcrity of
DOD's business. Very little has been written regarding the

plight of the subcontractors, who in some cases provide
upwards of 50% of the material or suD-assembliss r:qu!.ed in
sose majcr system acquisitions. Altaoigh hearings have been

held regarding the Ueterioration of the defense industr:ial
base, very little has beea heard :)a how the application of
MYP will impact the subcontractors ind tc what extent the
conceptual benefits of HfP accrued by t-he prime will be
passed to the subcontractors.

This aathor's researzh indicates that no assessment of
the impact of 3YP on the sabcontractor level has been ui.dar-
taken since 1967, when the Logistics lanagement Institute,

under ccntract to DOD, unlertook a study if the possibili-
ties of achieving economirs by the use of UYP 4n
subcontracts (Ref. 4]. As a result, the need e,•tsts -.o
eximine the extint to which the pr3qpsed benefits derived
from HYP have in fact reached the su5contr&ctor, especially
in light of the fact that .YP se*2s to be the newest rising
star on the procurement horizon.
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B. RISE&ICH OBJEUYVE

The objective of this research is to quantify the extent

to which subcontractors have, to date, gained any benefits

from IMP. Have the benefits white ire to accrue to the

prime being passed on to the sibcontractors involved?

Add3. ..•ionally, a secondary objective is to provide use.ul

guidelines in deciding what actions may be taken to ensura
that the subcontractors 1, in fact rsceive their share of

the pie, and a share of the benefits commensurate with the

ri-3 ks involved.

Two programs were utilized ia the research, the Air

Force's F-16 program and the Navy's :-2 (COD) prcgram. This

ptrovides the opportunity to gain a perspective, both from a

major systems acquisition point of view, and also from the

p4rspective of two different sorvicas. The F-15 program has

been in existence for several years and has produced nearly

900 aircraft. The program is in th? product•on and 4eploy-

meat phases with uncertaiihy and risk rather low. The F-15

System ?roqram Office has an approved multi-year contract

ani has a proven track :ecorl in the HYP are&a. On the

other hand, the Navy's -2 pro;ram his been involved in many

postponements and restarts and has just recently been

approved by Conqress as a viable au 1ti-year program. The

C-2 program has subsequently received the necessary funding

to proceed as a viable multi-year procurement. This

provides the opportunity to create a data base from two

contrasting sit uations, compris.a; two very different

contracting styles. The prime contrac'tors iqvolved are
General Dynamics Corporation of ro:t Worth, Texas, and

Gramman Aerospace Corporation of Bethpage, New York. Both
prim* contractors were contacted anI briefed Da the objec-

tive and methodology to be utilized i.n the ?rojectr, and bo.th
approved and cmsentel to havin; their subcontractors

queried on the subject.



C. BETHODOLOGY

The primary Kathod used in gathering the data and opin-

ions of the subcontra•tors involved was a survey

questiontaire which consisted of a total of thirty-five
questions. The questionnaire was livided into two parts,
with sections one and two in the first half, and section
three comprising the secoai half. Sections one and two were
concerned with ascertaining the demography of the firm and
the individual answering tie questions. The answers to the
first two sections were obtained telephonically. The second
half of the questionnaire, consistin; of section three, was
mailed to each subcontra-tor for the purpose of careful
examination and to provide anple time for thought and
discussion. This secti-. consis3tel of having the subcon-
tractor compare the cost impact of MYP to annual funding and
contractinq. TNo questLonna're us based Da a survey
utilized by air Force :'aptains Steve Berjaas and Larry
Zlbroch, in their thesis oJec9.t whi-h concentrated on large
prime contractors. The gaestionnai.: was modified to apply
-:o the subcontractor level and to a3sess the impact of MYP

which has flowed down from the prime. A copy of the

questionnaire is included as Appen1ic A.

D. RESEARCH QOESTION

Gtven the research objectives pceviously stated, the
foLlowing primary research question was posed: Have ths

conceptual benefits of ual't-year procurement accrued by

prtme cont:actors, been passed on to the sabcontraf'torr

level?
The following ancillary rasearc. questioas are deemed

pertinent in addressing the basic research question:
1. What is multi-year procurement?
2. What 's its history and backg:ound?

11



3. What are the curreat probless facing subcontractors?

4. Is aulti-year contracting ths solution?

5. How can wlti-yeac contractii; better be applied to

subcontra ctors?

12



A. HISTORY OF MULTI-TEAR PROCVRZf33t

The concept of contra:ting for ;oods and services for

more that one year at a tise has bae2 around for & number of

years. Multi-year procurement concepts over the years have

also bees supported by a number of high level government

officials and influential members of the industrial commu-

nity. The advantages and risks of 11P have been delineate'

and debated from the corporate board room to ths halls of

Congress. For some tiue nov ther• has beeo a grovin;

concern, among both government and iustrial leaders, about

the continuing deterioration of the :3unt:y's defense indus-

trial base (Ref. 5]. As stated by t.- Report of the Defensq

Science Board 1980 Sullser Stuly Panel on Industrial

lesponslveness, ".....the abi.lity of industry to respond to

defense needs has deterlorated Ind costs continue to

increase. Other finlin;s are tmit the instability in

proqrams has often made defense basLness less attractive to

inlustry than commercial work, anl many disincentives exist

which discourage the, capital invs•Stants needed to reduce

costs, improve productivity and onmin,,. industrial respon-

siveness" [Ref. 6:18]. These concerns have generally

manifested themselves in comments li:ected at impruving

current procurement pract.:e,.

The idea of making appropri•atons available until
expended was utilized as %,trly as the 1950's in the DOD
Appropriations kct of 1955 (P.L. 83-458), which made speci-
fied appropriations iviLlable or. a multi-year basis

[Rof. 21. This demonstrated Coneirgss' recognition that a
multi-year funding approa:h can result in savings. Both the

(Re. 1. hi deontraedConlrms ecqniio tht3



Executive and Legislative branches had from time to time,

issued coments or made cecommenlations concerning multi-
year procurement, The Investment Policy Study Group,
established in 1976, acknovlelged that multi-year
contracting would encourage iniustry's willingness to invest
in capital facilities and equipment t3 increase productivity
(Ref. 2]. In 1978, both Deputy Secretary of Defense
Charles Duncan and Comptroller Genscal Elmer 3taats issued
letters to the services a•i Congress respectively urging the
aczoptance and utilization of 3ultl-faar contracting techni-
ques. They also presentel the conclusion that the

advantages with multi-year far oatieigh the disadvantages
and its use should be expanded in ocrer to reduce procure-
ment costs [Ref. 7].

Comments supporting a sore efficient and economical
procurement method have 3sanated from Congress 2n a number
of occasions and are exemplified by the House Armed Se:vices

Committee Report No. 95-1573 [Ref. 2]. The report cited
DOD's failure tc effectively contr-l rising weapon system
costs and the need to re-examine ezisting procurement proce-
dures. Additionally, the Office Df Federal Procurement
Policy Uniform Procurement System ra3k Group on Acquisition,
in August of 1980, recognized that multi-year tuthorization
and appropriation can p:ovide efficient ant economi-cal
p:ocurement of goods ant services [Ref. 8:33]. As is
evident from the preceding comsents, the idea of i£oroving

procurement procedures, Increasing capital iavesthlnt an.1
productivity, and reducia; procure.mnt costs, through the
expanded application and utilization o f Multi-year
contracting is not a new concept.

Even though the concept of HIP is not new, and its
advantaqes have been well locumentad, the acquisition proce-
dures in force today do mot reflect an acceptance of its
application. As statel by R&DN 1-3i1 P. Ferraro, fcraer

1~4



As3istant Commander for Contracts, Naval Air Systems

Command, "The crux of the matter is that, carrent system
acluisition policies are 23t eacouraring defense contractors

to control and reduce proluction al3 material costs or to

invest in productivity i!provina capital equipment"
[lef. 9:1]. Only recently htve the services ilentified HYP

as one of those tools which, when smloctively employed, may

si;nificantly reduce acquisition costs. A current initia-
tive by Congress to expani the use oEf YP is House Bill H.R.

745, which has been introlucel to remove some Df the statu-
"tory problems which have cestrictal its use, (e.g., $53

cancellation ceiling is removed, and such cancellation
changes permitted to include racurria; costs) and to.empha-
size conqressional interest In this approach [Ref. 10].
However, thi current status of H.R. 745 is one of discussion
anI debate and most probably will not lead to any positive
action, at legtst not in tas 97th Con;rgss.

The vieve of DOD have been statel by Deputy Secretary of

Defense Fran'ý Carlucci, both in his ameorandum on improving
the acquisitian process which :Di.tined his thi--ty-two

initiatives, and in his pollcy sesorandum on aulti-yea:
proc'rement. 3r. Cartucci :eittrazes DOD's continued
commitment to the full fund4n; poli.y, but allows case by

case consideration 'of prograss [age. 11]. Both the hir
Force and the Navy have advanced significant initiatives

toward expandinq the use of UfP for major systems acquisi-
tion. For the Air Forze, General Alton Slay, former
Commander of the Air Force Systems Command, mas for many
yea:s been a leading alvozate of 1YP. He has on numerous
occasions enumerated the Various aIvantages of multi-yea:
contractinq and has presented several Air For.ce programs

which have enjoyed signiflcant savings Iuo to the
application of HYP procedires :Ref. 121.



In spite of the general acceptance of the potential for

cost savings and the numerous benefits which may accrue from
the implementation of M!P, a number of concerns are present
which must be considerel. rhe folloving issues require
careful consideration before any application of HTP is
undertaken. These concerns were expressed by RADI Ferraro as

follows:
1. The use of multi-year techniqaes will result in long

production runs by & single contractor causing a loss
of alternative sources (i.e., the ccapetitive base).

2. The expanded use of MY? assates the authorization of
incremental funding.

3. Early on plannin; oith the coitractcr is necessary to

establish any budget profile iberration caused by the

fundinq of recurring costs.
4. Techniques to ilentify ani valiate savings must be

established.
5. Variable quantity pricing Pr)'is3o1s may be neces-

sary.
6. Escalation clauses ire an obvLous need.
7. Ccnsiderat.icn of 6.inancing/p.ogress payment provi-

sions which relate to contractor willingness to
finance costs unler cancellation guarantees [Ref. 9].

These issues are also concerns voiced by industry. However,
there is no doubt that. i2 general, the industrial community
views HTYP in a pcsitive light. This viewpoint is summed ap
by the Defense Science Board 13 its 1990 Summer Study, which
stated that:

"The ?tVaci Ia bel~i• t of such lon e=-t-racentrag lng a ranqements is to achieve a-onoe.ps
of scale. W.ith the Ireater aisarance of a so!'td
progpam, contracto;s aleve a mura greater _acentve
to Invest in product .ity msasu;es and to make
eg:onom 1al buys fro1 vendors ann subcontrictors.
•h Sav ngs Uotent-i .for m ult.-ye r contractl.gs es~zmated to be fro, 10 to 1r.pernt "(n
Sconstant doila~s). This is basel on rscent
studies but It reflects tha experience o6 the
late 1999's and the |aTlv 197ias "lin auli-yir
contracting was used ar aly extaasivaly. %n -nai-

15



rect benefit of the saul!i-yar approach is that it
provides a surge potsatal in t second year and
geyond because the vaterials and supplias are
there if you have to surge" [Ret. 6:33).

As stated earlier, Electronics Industries Association

strongly supports the expanded use of MYP, and they also

note that,"....multi-year contracti2; has been constrained

by the absence of a -.ompliaeutiry multi-year funding

process" (Ref. 23.

Other industry leaders have voiced support for RYP and

its expanded use. For example, HLI;hes Aircraft Corporation

has developed a package of legal issues and required

le;islative/regulatory o-hages which they feel ire necessary

to facilitate the impleuentation 3f fT!P (Ref. 1.3]. The

Northrop Corporation is another supporter of StP, and the

faith they hold in the expanded ust of HYP is evidenced in

their effort to underwrtte the risks involved in their
multi-year contract for the B-52 INkRLO-155 power management
system. "The cost savin;s attributed to the use of HYP are

do.usented at $10.6 million, prisarily as a result of
economi'al purchases of zatqrial an! efficient application
of labor" (Ref. 10:19J.

as can be seen by the preceding zumments, Congress, DOD,
and industry stand committed to the advent of the increase!
use of MYP. However, :erta.n actions and issues must be

addressed and resolved prior to its full implementation.

First, legislation must be passed t) increase the cancella-

tion ceiling applicabls to MP -oatracts, asad recurring
costs must be included in the cancellation ceiling. These
two pol.Jts a.re the critical requirements for advantageous

use of BTP !:. major systais a.quisition [Ref. 15]. Thess
two issues are contained in every reference by industry to

the use of ATP. In addition, :ertain basic requirsmtnts

must be met by each progrim oeforg it can be considered i

viable cendidate for MY?. rhese basic requirements are

17



common threads which run through every major liscussion of

multi-year contracting:

1. The program must be mature sal stable.

2. The product must be non-contr3versial.
3. Stable funding must be available for the present and

the future.

4. Cost confidence Bust be very high.

These requirements must b3 present sad they must be perma-

neat. It is the general opinion of all the players involved

tmhat multi-year procurement holds tcemendous potential for

improvinq the procurement process. The trick will be for

all of them to agree on how and when.

B. ADVAITAGES AND DISADVINTAGBS OF ITP

A key issue in deterstning whather or not !•YP is morg

advantageous than annual :ontrazting is the way in which DOD

has historically fundel pcodur.tion :ontracts. Since the

early 1960's DOD has utilized a roncept callal the "full
funding policy", which was mentional earlier. This policy

was reaffirmed by Secretary Carluoca and is stated in DOD

Diractive 7200.4, which stites in part:
"he objectivi is to .povide fuids at the outset

for the total estimat a -ost ;r a giveo item so
anht the Congress a• •.he pu bl.: can clearly see

an4 have a complete knowleg sa of the full di3en-
s-ons aid ost when it i# fi•r,. presented for an
appropr aaion. ip practice, Lt means tbnt each
%nnqa1 to tp.-oi reqves must conta:n thp

Mr 8a.alutogbe r eqie atuscv the total.
cst to be .ncurre 6n W0 p ati•. V levecy of a
q7von uan+ tl oof fable enft. teas, su0 h as
&rc ft*a e, sh ..ps, vabi-es, amm Urton,

and all other -tems of equipment' [Ref. 16].

This policy means that all of the funds requiral for a given

equipment purchase must be appropriated in the year that the

coatract is initiated. ks a result, DOD is prohibited from

buying production equipment by payihg for . ti as costs are
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inzurred as it does in the case of research and development

contracts. This policy was adopted by DOD at the urging of
Congress and ORB, to preclude situations where production
programs were started vithout suffizient funding to complete

the end items ordered, leaving subsequent Zongresses and
administrations the requirement to budget funds to complete
the project or accept o2ly partially completed items of
equipment (Ref. 5].

The reason for addressing the fuLl funding issue at this
point is that it is the conceptual undermining of the intent
of the DAR definition of multi-year =ontractinq which states
that HTP, "is a method of acquiring 33D planned requirements
for up to a five year period (four years in the case of
maintenance and operation of family housing), without having

total funds available at the time of award" [Ref. 17]. The

key phrase is, "without having total funds available at time
of award." This last statement is the heart of IYP, and is
for all intents and purposes nullified by the full funding

pol icy.

Finally, it should oa noted thit DOD Dircative 7200.4
also recognizes the need to buy somea components which have
extremely long lead tiaes ahead of the procurement for the
end item itself [Ref. 151. This is called "advanced
procurement". DOD and rongrass have to date both taken a
very conservative view of this pcocedure and have limited
its use as a result.

These two limitations aave acted together to effectively
prohibit the use of HYP for the acquisition of anjor weapons
systems, and as a result, have prov-ked the concern of many

defense planners who see HYP as a positive step in cost
savings and increased productivity.

The.e constraints were addressae at this point to empha-
size the uphill battle whL.ch MrP has encountered to date, in
spite cf the many advantages and potential benefits its
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expanded use may realize.. MUP's oanceptual alvantages are
in direct opposition to the two issues addressed above,
which is partial explanation of its limit use.

As a result, a thoroa;h eKamination o" HYP's advantages
and disadvantages is cruciil in any analysis of its design.
As in any analysis, advantages and disadvantages depend on
one's point of view. For exasple, ahat a contractor thinks
is an advantage may or may not be zoasidered advantageous by
DOD or Congress. The opposite is ejually true. Therefore,
any discussion of this soject must be general in natures,
ani treat the issue of UP as though there were no barriers
to its use.

To start with, DAR implies the following advantages:

1. Lower costs.
2. Enhancement of standardizatioi.
3. Reduction of administrative burden in the placement

and administration of contra.ts.
'4. Substantial continuity of prDouction of performance,

thus avoiding annual startup costs, preproduction
testing costs, make-ready expenses, and phaseout

ccsts.
5. Stabilization of wock f3rces.

6. Avoidance of the need for establishing and "proving
out" quality controL techniques and procedures for a
new contract each year.

7. Broadening the coa.etitive base with oppartuni-y for
pa:ticipation by firms not otherwise willing or able
to compete for lesser quantities, particularly tn

cases involving him startup :.osts.
8. Implementation of tie Industclal Preparedness Ptogram

for planned items with plannei producers.

9. Provide incentives :o contractors +to iaprove produc-
tivity through investment In capital facilities,
equipment and adva.i-ed technology (ESe. 17].
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In addition, the Departmamt of Defense 1982
Appropriations Bill Report 3f the emmittee on
Appropriations states:

"Muctiyenr c••tractia (OfTC) !.s a 2a12aq ent

in roving the efease iniustr al base. The
0o1loving sources hive be n cited •or azhieving

lover uni.t costs cotpareI to anju a cgnftracting:1) in oveOd economies ind efficiencies .n tce
poduction Process, f.2) tc n~ay of scale lot

bytng r U ease nancla zostf of boyrowing,4) better Utilization of i i•st•4a1 faci.ities
and 5) rqduction in the bur•en or placing an&
adm~nisterlng contra-ts MYC 1.so offers opportu-
nitles to en .aice the 1inustril base through the
0en Untangil benefits of •irl ong term plan-
n &ngU !c ty !rsap W ntles t.o shore up

e efense 1u1 base y attractinstractors, vendors, a sa sa su343iers who under
gurrent .Irouremoet Pa-.t css are ieaving the•efens 0:1e9" [R( o 0

Commander Mary McWherter, Policy Development/Special
Pr:ojects office, Contracts and Busiaess Management, Naval
Material Command, states in his presentation on MYP the
following advantages:

1. Reduction of Costs

a) Long term production

b) Contractor investment in 1.abor saving equipment
c) Increased competition at th- subcontractor level
d) Procurement of material in economic lats
e) Enhanced standarlization
f) Stabilization of contractor work force
g) Administrative .ost rsductions

2. Permit out year balge~s tD be based on negotiatsa
contract prices viza cost estimates.

3. Preservation of the Defense tnlustrial Bass.
4. Opportunity to shorten acquisition cycle [Ref. 19].
Other advantages not aidressed, but postulated by both

inlustry and DOD are; impcovel surge capability as a :asult
of advanced procurement of materitl in EOQ quantities,

program stability for botui the proj.ect office and the prime
contractor involved, incr.a!sed prize competiti-o both at the
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prime and subcontractor level, lessening of the impact of
inflation because of the ilvanced pirchase of raw materials

at fixed prices, and lastly, improved leverage for primes

over second and third tiar vendors for better competitivq
pricing and more economical production runs. as is evident,

the advantages associatel with HYP are in the eyes of the
beholder, and depend on the viewpoint of the individual or

organization holding the microphont. One thing is for
certain, if MYP is sele.tively aplied the potential for
cost saving and increased :ompetition is enormous.

Having presented all of the above, it is important to
point out that there are some disadvantages associated with

NYp.

As presented by R&DI Ferraro, the following are

perceived as disadvantages:

1. Possible progras funding shifts burdening earlier
years to cover recurring (a.;., materiall costs deci-
sions, precluding ise of sa=2 early funis for other
program priorities, given fixal fiscal ;uidanae.

2. Desire for increas -. flexibility over future
year requirements lue to unzirtainty zs;arling out-
year requirements td budget 3riorities.

3. Possible lack of in.-entive for contractor cooperation

in a sole source environment.
4. The 4ifficulty whiza is prasset because if a need for

an early decision in the P28S process, which is

requirel in order to permit the presentation of a

proper funding profile.
5. Need to structure bhtter es:alation provisions.
6. Difficulties in validating savings.

7. Discouragement of early iniestments in -recurring

costs due to high interest rates (i.o., assumes
contractor car'ie3 ;overnment to some extent)*
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8. Possible early scoaos±ial pro-aresent of items uith

near term *bsolescamce poteatial.

S. Potential loss of I competitive baso (Ref. 93.

A ditiondlly, the first aisaiwvitage usv'Ay cited by

Congressional critics is that SYP will result in a lose of

Sflexibility to all concerned, primarily ba:aure larger
Sportions of the DOD bul;et will be "uncontrol~able" or

predetermined by previous years oommstments 20t. Z0:251.
This is the other sie of the :o•a. to the increase in

sutability which means as stablity Iacr*ases, flexibility

dGde=reases.
another disadvantaqe aotel by :ritics of MYP is that

coatracts used under these proceluras are either FFP, or ?FPI
with an Economic Price 3just;vent (EPL) claase attached.

This forces the contract•r ar, & he government to estimate
prIces and negotiate a firm price for a production run which

could run for 3 to fivu. years. rhis long lead prediction
:eouirement forces both pirties to 59 extremely cautious in

those pred.ctIons.

The following quote sammarizes the key to whather or ric

any benefit is rtal*zed fr2m the application of 3YP:
"...ZI+ is ia ortant to astallsh that failure to
conciude a my o: slais 4n it3 conclusIDU cannot
1esuitt n a windfall 5 funds available to tbi DOD
or oh ur p osey. Iho n purpose .,s to

ensure fhat dficit reduction and other ýuijet
ressures do qot i.ptnie )n ,as long range cosms.t-
enrts made Under the SYC MY" :zmmtsents must be
ansleted froa the ,na sc1 aible ?or budget year
n•S1becvase n av Yoa YC do 43t occur

till• he last Itage$ o f t * contrct. Thio Stae-ocaent Is crucia! to the succ*3? or the fit.lars of
TP. Once 4nitate, a .ii-iear con~rit au•.91e a~llwed +o, futn.rih ntl ito coREi on 'k.s

ach~ivwa or oll t3 adv1nttges wil 4 St
the concerns aeaa n•( a& ]
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C. SZECTOI ClVIRI

In the final analysis, uanagaisit judgememt is critical

in deciding to use or not to use 1t!P for a particular acqui-

sition. Deputy Secretary Carlucci issued a list of criteria

in his memorandum concerning UiP policy in the Department of

Defense. The criteria ace to be zonsidered ia the context
of a benefit/risk analysis focmat. The following criteria
were established as guidelines for ainagement in DOD:

1. Benefit to he 'overnment - A Multi ear procuaementshould yield substamt al cost avoidanca br other
benefits when corn ared to conver.nt.ional aaaual
contractig metho s. MYP strictures with greater
r sk to tRe G~overnment shoul lamonstrate inc;easod
cost avoi nce or other boene its over thoseo wth
lower risk. Savin;s can be lefintd as sgnifi cant
aither in terms of lollirs Dr percentage of total
cost.

2. S'tabiLty of Requ4.raent - •ha inim 2 need (e.q.,lnventor9 or acgu';5s!tron obje-!t ve)! lo: the pro~uc-
t-on ites or sle- is expe:ts; to remain unchanged
or vary only slightly during the contemplated
cortract ueriod oin terms of pFoFuction rite, fiscal
year phasing, and total quaa.-tles.

3. Stability of Fundi.n - rhers Fhoj4d be a zeas nable
expectation that to.i program Is Lkely to be funded.
at the required leval throughout the co•nract periol.

d. Stable .onfigurati3a - rhe itaý s•iod be technically
matu-e, have cmp ated aDT52 (Inc. udng Ievelopment
, estijg Or equivamant) with reaitv-vly 9. ch@%ges in
It es gn, a Ot.•i•ed alying.tachnolo
should be stable. hs an hos 0 mean that change
will not occur but that the sstiaated cost of such
changes is not antipated to lr4 ve total costs
beyond the propose! funding profile.

5. Degree of Cost Confidenze - ;ýaze shoul be a reason-
able assurance that Cost estivates for both cgntfact
ccsts and lAtifcp.at3 cost aVO)Ldance are qealst'.c.
Estimates sho oaab basad on ericr zost history o:
the s4am or similar items or proven cost as.imat.ng
".echn. que s.

6. Dqree of Coniiianza i1 Zotra:~or C!biiity - There
?an - p adequital terms of.ment
fyrn-Pshale s 1hdil'tOf 2te El etc.) an their
farm's c pabilftiss. Potential contractors need not
necessarily have pr-viously produced the item
(Ref. 211.
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Other c,:iteria have also been aidressed by RADN Ferraro

when he stated that certain conaitions must be present
before application of any .YP zontrait:

1. Itature and stable production programs.

2. Non-controversial force level/requirement issues.
3. Significant savings identifi.1o
4. Acceptable budget profile, particularly for front-eni

burden Clef. 9].
The preceding ccaments effectively 3umMarize the DOD poin.t

of view regarding selectio2 criteria to be applied to candi-

dates fcr RIP. Industry has similar criteria, but soma

differencep are apparent. To su3marize, the industrial

community's priorities are presented by Mr. Karq.y Fromer,

Program manager for the C-2 COD aircraft .1o: Grumman
Aerospace Corporation, ii his pres•ntation 3n MYP which
includes the following objectives of industry:

1. Esi.ablihing a fics long ts.rn busiaess base, which

includes the following:
a) Ability to plan the factorf

b) Increased certaiaty in financial lecision making
c) Base to operate from in ?.Ianning advanced tech-

nology re-investsents
d) P.ofit in hanu at an earlier point in the program

2. Stabilization of tie work fo::.

a) Long term hiria; pla~s
b) Level loading of shop

3. E-i..natimi of yearly budqet oatle
a) Devote ene•gies to more prDluct•ve tl.ks

b) Reduced uncertainty
c) Allovs the defense segmemt of a company to compete

for assets agabist non-defense elements (Ref. 22].

As can be seen, industry ýas a stake in which programs are

selacted !or MYP and whici ones arS 13t. As is evidenced by
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Hr. Edward Elko in his hepCsntation "Multi-year

Acquisition-Industry view', he states: "A Multi-year
contract cannot make a bad pr3;rim good; however, if

Bisappliedo it can make a ;ood pro;ria bad" (Ref. 23].

D. CURREIT ST&TUS OF HIP

As the prectdin. ,is:.asslon iadlates, there ar.e r t"

differing viewpdints -toward AYP inl numerous issues that

resain to be resolved. There is little doubt that HYP holds

tremendous potential for cost saving if judicioasly applied,
however, there are also risks involvd. Currently, the only

statutory authority for HYP is :,:,r.ainod in the 1982
Departmaent ct Defense Authorization act whirc included the

followi:n provisions: 1l HYP may be used for aijor systems

acjuiu4.tlon, 2) advanae procurements ma; be aide to obtain

economic lot prices, 31 can:ellatloa ceilings may include
both recurring and non-ra-ur:ing costs, 4) notification to
Congress is required foc :eillits ever 3100 million.
Ad•i•t.lnally, as of the wrltin; of tiis rasearch paper, ths

current restrictions of the full funding polizy still apply

and the fate of House bill H.R. 745 is unclear. H.R. 745

was returned to the House Armed Services Committee vith a

:erommendatlon of further review by designate'i sub-

cosmittees, which effectively seans 23 action will be taken,

at least for the 97th conlress.

In DODO the services have beem Intormed of which candi-

dates have received approval for HTP application. The Navy
has had four of eight :-ndiAates approved for FY 83 as

vY.able MYP programs (Wef. 191. fhey are the TAO fleet

oiler, the MK-46 torpelo, the larine Co!p MULE laser
proqram, and the NATO Selsparrow 3rlalt kits. The C-2 COD
aircraft was approved as i mult4i.-yea: contract In FY 82, but

funding was cancelled by the iouse kppropriat'iocs Zoamittea
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for FY 83. SubsequentLy the Senatj reinstited the funding

for FY 83 and informed sources feel. the reinstatement will

af not be contested by the Souse (Ref. 24]. Also, all the
services have forwarded t3 the Sac:etary of Defense their

HYP candidates for FT 8*.

The current attitude which exists toward NYP at this

tile is one of euthusiast and anticipation on the part of

DOD, and one of doubt ini se.ious mLsgivings o:t the part of

Conqress. specifically the Rouse k:sed Serv•-±a3 Coamittee.

The main point of contention seems to be the fact that

aiganded use of HYP will ceduze and dec:ease the amount of

di~cretionary funds over which the -ommittee :an exercise

its authority. More of the DOD bulget will become "uncon-

trollable" and pre-deterainel. It resaiDs to be seen

whether HYP can weather the store ani realize its potential.
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jA. INTRODUCTION

As a result of changes in the cosp.exity of weapons, and
an unstable economic environment, both industry and
lovernment have been looking for a better way of contracting

for goods and services. innuil zoatracting as a method o!
procuring large, complex, ani extcemely expeasive weapons
systems, has proven to be part of the problem, rather than
the solution. As stated by Robert k. Fuhrmaa, Lockheed's
Boird Chairman, "single-year cont:.cting is the biggest
single problem we see in the defense business" [Raef. 25:46

G-1]. Additionally, the full faading policy addresse9i
earlier prohibits contracting for aore end items than can be
purchased with available funds. rhe liv and official policy
coupled with existing fiscal zonstraints and annual funding

have effectively limitel systems acquisition to annual
procurement. As a resaLt of the problems plaguing the
acquisition process, ali the many rules and regulations
involved which have acted to limit contzac-.ing into a single

year mode, many procurement people from alt levels of

in.ustry and government nave come out in favor of the

expanded use of multi-year contracting. As 4iscussed

earlier, there are nuse:ous advaitages accorded to :he

im.lementation of 11YP. 1inimal research, however, has been
accomplished which m%asures the im.ac- of those benefits
below the prime contractor level. I review of the li:e-a-
ture confirms the fact that the majority of the research has
been aimed at measuring the impact of. HYP on priae contzrac-
tors and large corporations involved in the defense market.
Very little has been a:complishel with ragarl to the
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subcontractor level, and no effort has been undertaken ',n

assessing the impact if HYP on sibcontractors. In an

attempt to fill part of this void, this survey of

subcontractors was undertiken.

B. SURVEY BACKGROUND

This survey was intenled to Itearmine how some of the

subcontractors involved 12 two 2ajor aircraft production

programs feel MYP would affect the way they do basiness, ani
whether or not scme of the benefits icc.ued by the prime as

a result of NYP, have been pissel on to the sabcontractors
involved. Subcontractors in the h•r Force's F-16 program
and the Navy's C-2 COD program were mailed section three of
the survey, which asked them to compare two different situ-
ations. One situation atiLizing annial contracting methods,

and the other MTP contra:ting methols. Each company that

responded was then contacted by ph329 and askad to :espond

to the questions in sections one a&2 two which dealt with

deoographics of the indivilual, the firm and the conceptual

benefits of IYP respectively.
& copy of the survey is containae in Appendix (A). The

qub:+lonr.aires were sent to forty-seven sabcontractors
involved in the two programs cited aoove. The names of the
co0pani.es which were mailad surveys are listed in Appendix

(BI .
Because ther, are many subcontractors involved in enum-

erable programs sponsored by D3D, the size of the firm was
not a factor in leterminiig the re-ipients of the aurvey.
In order -to elicit the respondents' honest and candid

responses, they were informed that ill responses were non-

attributable, and no meams of deteruining tha individuals
company wers included ia the juestionnaaie. Since all the

quasticns were quantifia~le in nature, all rtsponses were
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analyzed by using a frequency distribution or an arithmetic

average of the responses. Any opiaions offered as amplif-

yi.q data are included in the Zonclusions section of Chapter
Five.

C. SURVEY RESPONSES

Of the forty-s9'ven s3rveys mal!ad, .thirty-one were

returned or completed telephonically (a return rate of 66%).
Duo to the controversial mature 3f smes of the questions,

many r-espondents also provided opinions and personal experi-

ences to explain their answers. Z2ese are inoluded in the

analysis whenever possible.

The first eleven 1aestiLns ie.re developed to estab-

lish the background of the indIvidual answering the

questiornai.e, and a profile of the zompany for which he/she
works.

Question 1: 4hich answer below best describes
your area Ef responsibilty in the

f irm

a. Materials Manager

b. Fiaincial tinigement
c. Zontract/Purchasing

d. 3n;ineering/R 6 D
e. Prgram Managar

fHarketing
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I ,°,

Seventy-one percent of the respondents were in the

area of Cont*acts/Purchasing, with twelve percent in
Material, and twelve percent in Marketing. Thi majority of

the firms contacted hal ao separate contracts department.

The contracting function was almost always included within

another department or was a division of a functional area.

The head of contracts was almost ilways a zldle manager

vice executive.

To provide a base from which to determine the expe-
4 riance level of the respoilents, ea:h was askei to indicate

the number of years in their pressit position, and the
number of years they had ben employd by their firm.

Those who had beea in their 3resent position five to

twelve years constitutel 51.6% of tha responses, while those

with from one to four yeacs represeited 29%. The results

are shown in Table I.

raBLE I
Tears in Present Position

Response Absolute RelatIve :umulative
Frequeacy Frseiaaacy (%) Frequency( (%)

<1 year 3 9.7 9.7

1-4 years 9 29.° 38.7

5-8 years 8 25.8 64.5

9-12 years 8 25.8 90.3 I
13-17 years 2 5.5 96.8
18-25 years 1 3.2 100

TOTAL 31 130
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In Table II, tie results 3f question four are

presented. The majority of the respondents had worked for

their firm for over 15 yaeis, with 32.3% being employed for

over 25 years by the same firm.

!L1BLZ UI

Years 3mployed by Firm

Response Absolutae elatvs e."mulative

Frequency Freu3ancy'(%) Frequency(%)

<5 years 6 19.4 19.14

5-10 years 4 12.9 32.3

10-15 years 4 12.9 45.2

15-20 yeazs 2 6.5 51.6

20-25 years 5 1S.1 67.7

>25 years 10 32.3 100

TOTAL 31 130

As is ev.denced by the two tables presented, the

experience level of the iiiviluals answering the survey was
on the average very high. rhe typi:al respomlent had 18
years with his firm aad 3 years ii his present position.

This is a very signifi~ant experience level from which to
draw information concerning any typo of contractian

procedures.

Questions five an. six dealt with whether or not the
firm concerned had ever dealt with a prime contractor befori
who was involved in a major defense :onuract, aa if so, for

how many years. All of the respoalants had dealt with a

prime on a major defense contract p:rviously, an4 on the
average for over 15 years.
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Question seven asked what ?ercentage of the firms
business was government or DO) related. A few companies
regarded this as confideatial inforiation and as a result,
were excluded entirely from the final analysis. However,
54.8% of the firm which lid respond, experienced a 50 to 75
percent level of governmeet or defense work, with an addi-
tional 16.1 percent having 75 to 13) percent government or
DOD related business.

Question eight pertained to the individual's experi-
en.e in being involved in the defense industry, or being
employed by a firm that dealt with the Department of
Defense. As was the case with questions three and four, the

individual averaged over 23 years experience in the
business.

Question 9 dealt dith the activities which took up
the most time of the respondents. This question was aimed
at determining whether or not the lovernment or the prime
was occupying a majority Df the tine of employees directly
irvolved in defense contracts. The activities which
consumed the most time were meetings with prize contractor

representatives, planniag, and sioervising. Table III
suamarizes the data.

The last two demographic qaestions asked whether the
individual or the firm, at which he/she wis currently
employed, had ever dealt with a prize involved in a multi-

year contract. The results were, 33% of the firms had been
involved in a multi-year environment before, and 68% of the
individuals had personally dealt with a multi-year contract
before.

To draw a composite of the individual and the firm
in which he/she was employed, the fD11owing characteristics
would be present: The pecson would hawe on the average of 8
years experience in his present position, 18 years with his

33



11 BLE III

Activities Vhich Consume the Bost Time

Response Absolute Relative Cumulative

Frequeazy Frejueaacy(%) Frequency(%)

Supervising 7 22.6 22.6

Planning 13 41.9 64.5

Hting with 3 9.7 714.2
Govt Reps

ft 4 ng with 8 25.8 100
PrIme Kr Reps
TOTAL 31 13I

present firm, be a middle aani;er in contracts or
purchasing, employed in a firm with )vs: 15 years of experi-

ence dealing in the lefanse industry, with 50% of its

business defense related, and have hbi dealt in a mul-.i-y~a:

con tracting environment previously.

Section two of the survey concerned the conceptual

benefits related to multi-year prozu:ssent, and their poten-

tial impact on the individual firm. All of the questions

were based on the follooinq premise: Implementation of

multi-year procurement at the prime cont=actor level will

have the following impact on my firm. Each question hal

three possible responses; Agre,e DIsagrae, or No Opir.ion,

anl all related to the perzeived benefits of MYP.

All of +he questions, except one, resulted in a
substanial number of affirmative responses. Some percent-

ages were higher than others, but ýverall, every respondent

agreed that the benefits which woull accrue to the prime

wculd also favorably impa:t his firm.
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Questions 12, i14, and 15 dealt with cost reduction
potential in the areas of unit cost, contract administra-

tion. and direct labor.

Question 12: Vill reduce average unit cost

over the life of a program

Question 14: Vill rel-ze contract

administrition costs

Question 15: Will result in reduced

labor costs.

Question 12 eaj,3yed an 87.1% positive response
rating, with questions i1 and 15 at 1..1.6 and 57.7% respec-
tively. Most respondents felt that ITP would in fact reduce

costs in these, areas, with two zaveats involved: 1)
Finished goods would be shipped to the prime upon comple-
tion, and 2) No inventory would be aiccmulated. A majo:ity

of the firms felt that holdia i •l inventory costs would

adversely affect the iapact of adva-ce buys aml economical
production runs. This opinion was held priimrily by the
smaller subcontractors, w4o felt the prime shoull be respon-
sible for storing and holling finish3l goods until they were
needed. Table IV summirizes the data from these th.ee

quest ions.

Question 16 asked if an increase in productivity

would result, and 80.6% of the respondents felt it would,

with 12.9% disagreeing. The majocity of the respondents

felt that the stabili-y createl by being able to buy in EOQ
quantities and the ability to plan Inag range and being able
to keep the mosz economai;al production run fanctioning at

peak efficiency were r:ap'nsible for the increase i!
pro ductivit y.
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Cost Reduction Data

Response-012 Absolute lelattre *amulative
Frequeacy Freqeacy (%) Frequency(%)

Disaqgee 2 6.5 6.5
No op..raon 265 19
kqree 27 81

Response-Q14
Disagree 7 6

Agree 16 51.5 100

Response-Q 15
Doo o?.n on 6.,

Agree 21 67:7 100

Questions 17 and 18 dealt with the question of work-

force and manpower stabilizat!2n.

Question 17: WiLl stabilize your workforce.

Question 18: Will stabilize your production

miapower loaling requirements.

An average of 92% of the responses indicated that

both areas would be stabilized as a result of MY?. This

wotld' occur priarily because of the ability to plan the

factory and the potential of better long-rinag planning

possibilities.
The only question :oncerning the conceptual benefits

of 4YP which received i rither mital, luke warm reception

was question number 20, waich asked if HYPIs implementation
would result in the firi oempsting for more defanss related
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business. As shown in Table f, opi•i.ons were split between

aqr*e and disagree. The reason for this distribution most
often encountered was that the firx already had all ,the

defense business it wanteas i.e.. I conscious corporate
decision; the firm enjoyaod the current percentage level of
defense business; or the fact that it was hard to improve on

a 90% or 95% level of D3D related business which the company

currently enjoyed. Table V. presents in detail the break-

down of the data.

ZABLE V
Would Compete for Noce Defense Business

Response Absolute aelative .'umulative I
Frequency Frequeaicy(%) Fraquency(%)

Disafree 10 32.3 32.3
So opinion 9 29.) 61.3
Agrge 12 38.7 100

TOTAL 31 13I

The last two qaesnions in this sectiom dealt with
the modernization of production capa.ity and capability, and
whether or not the surge capability of p.oduction luring an

emerqency situation woul! iacressq. Of the responses

rezeived, 54.8% fe2.t that their firms would be willing to
improve .heir production :-ipacity as a rssult 3f MYP, with

29% disagreeing. In regarl to surge capability, most people
felt the it would increase, but that this woull be a func-
tion of the amount of advanced buys financed by the prime,
and not totally because of MY?.
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kcross the board, every respondent felt that the
benefits accrued by the prime would, in one form or another,

favorably impact his firm. This is evidence that most

subcontractors in the aircraft inlustry perceive a trickle

down effect of potential benefits from the prime as a result

of implementation of KYP.

3. IW, L 1gljl.1

Section three of tie questionnaire asked the respon-

dent to compare twc situations comcerned with a lengthy

production run and contract. Situation one zonsisted of a

prime involved in a l3nr-terz prDluction program with a
particular service which had an estimated eight year lifer

with annual contractin; procedures to be utilized for the

rezaining production years. This environment was to be
compared to situation two, which was to be conducted under
multi-year procedures with the following provisions: 1) a

five yea: contract life, 2) the prime vonld be reimbursed

for materials purchase! for use up to two years in the

future, 3) the cancellation c9iLing had provisions to
include non-recurring costs, and 41 the contra•t awarded to
the prime was ?PI (Fixed Price Incentive). The respondents
were asked to compare si~tuation two to situatiom one, and in
their opinion estimate the percentage change for each cost

involved which they think ioull result. This approach '.as

taken in order to force the respondent to apply his percep-

tions of both annual ant I.P to a specific situatlon, given
only a few parameters. This section provided the most
enthusiasm and controversy and was 1esigned as the heart of
the research effort. rha fundamental goal of the author's

research was to be able to compare the cost impact of two
different contracting methods which were in practice today.
As stated previously, MYP in order to succeed, must be able
to show substantial cost 3avings in both material and labor.
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A primary objective in toliy's econ~sic environsent is more

bang for the buck. The ibility t3 buy more with a fixel

level of funding is the ultizats pal of the government
contracting officer. The tey to whether 5!P lives, or dies,

is qoinq to be its ability to save 3aneyg reduce costs, anl

stretch the DOD Irocurement dollar. To this end, se•tion
three attempted to soli:it the 3?inions of the varioas

subcontractors involved.

The first five qavstions eatlt with the percentage
of cost increase or decreose in the productioa phase of the

manufacturing process, a~d the iipact on aiministration

colts for the two methods being coa2pt:ed. The initial fivi

questions contained the saie possible responses as question

22, which is presented below.

Question 22: Direct labor cost per unit produced?

a. 3reter thia 33% increase

C. 5 t) 154 ircrIsed. No -.han;e

f. 20 to 33% da•:ase

q. 3rsater than 33X decrease

ks can be seen, taestior 22 asked whether or not

Direct Labor :osts per init pr da:vi would iecrease or
in:rease over the life zf the program. The majority of tht
respondents, (77.4%), felt that at Least a 5 t3 15 psrcent
reduction would result. iowever, six contractors, or 19.34

felt that there would be mo change 3r even ac 4nc.-ase ia

labor costs. The reasnn aost often ;iven for the roduction
was the length of the pcoduction cun, and tha resultinq
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stability created by a firm, long term commitment both by

DOD and the prime.
Question 23 pertained to aanafacturing overhead cost

per unit produced. The results were a 71.0% response which

stated a 5 to 15 percent lecraase in overall costs would be

achieved. All of the contractors who responded felt that

ovarhead was the most difficult cost to pin down and there-
fore to accurately estimate. It is the one &:sa in which

the largest "grey" area exists. As a rbsult, most said yes,

a reduction would occur, but hedgel as to the degree and

pizked 5 to 15% primarily because it was the lowest

reduction response availaole.
Question 24 dealt with the area of contract adminis-

tration costs. This was the only question which Aid not

receive a positive majority. In fact, 64.5% stated there

vojid be no chan.1 in the costs associated with the adminis-

treeion of an MTP contract# compirsi to the alministration

of an annual buy. The main reason liven was the increased

level of reporting required, and tie fact that General ani

ladinistrative vxpenses ice fa..'rly fixed and would not be

totaily avoided no matter what the sathcd utilized. Tabla

TI summarizes the results of questiDa 24.

Questions 25 and 25 dealt ALrectly wita the produc-

tion aspects of the contract and were aimed at ilentifying

the impact of HY? on the material and assembly costs

incurred in association with the set-up and proDuction line

costs. As presented by Captaim Berjins and Captain Elbroch,

of the Air Force Institute of rechnology (&FIT) at

Vriqht-Patterson Air Force Base, ii their thesis project,
which cotcentrated on priie contractors, this particular

area revealed where the most signiflzant cost savings coull

be realized. One of the goils of this research was to

ascertain if this sane conclusion wis in fact the case at
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,ADL• TI
Contract Alminiattation Costs

Response Absolat e Relative cumulative
Freol acy Fro/anecy(%) Frequency (%)

5-15% increase 2 6.5 6.5
No ha Ige 20 64.5 71.Q
h;-30% ¶ crase 1 9

<30 % decrease 2 6. 100

TOTAL 31 130

the subcontractor level a~d to what extent, if any, HIP

impacted the material aspect of the =ontract. As was the

case with the AFIT thesis project, all but one of the

subcontractors interviewed agreed that the most iubstantial

savings would be realized in -.'s arta. However, in regard
to set-up and production line costs, the degree to which HYP

would be a factor was much less. lost felt that there woull

ba little or no change in the costs of the initial set-up,

and even less of a savin;s on the product-ion line itself.
The results of these two questions are presented in Table

VII.

During the hearir.s on the capability of the defense

industrial base, one of the main :oan:,ýzs addrassed was thq

inability of first and se:ond tier s1.1contractors to pick up

pr.jduction on short notiza. The problem is aiggavated by
the fact that many subcortrac'-ors have left the defense
market, or have reduced zipacity in the face of an unstable
economy (Ref. 5]. The pr3sident of 3tighes Aircraft Company,
in a letter to RADN Ferraro, noted that an increased su.gs
capability is a signifianat positive facto: of HTP, and the
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UkBLE VI1

Haterial and Production Line Costs

Response-Q25 Absoulute Relative Cumulative
Frequenzy Frequency (%) Frequency (%)

5-15% increase 1 3.2 3.2No change 1 3.2 6.5
5-15% decrease 27 87.1 93.5
20-30% cecrease 2 6.5 100

Response-Q 26

Nolgk~~e 1138.77
5- crease 148.4 B.

20-30% decrease 3 9.7 96.8
<30% decrease 1 3.2 100

ability to rapidly enter into a surge or mobilization condi-
tion in the second year is enhanced :Ref. 13]. Questions 27
anl 28 were develope'd to latermine ihether or not the surge
capacity at the subcontra•:tor level was in fact affected
either positively or negatively, and whether or not the time

involved to reach an increased production rate would be
decreased. Question 27 asked whether the surge capacity
would be increased. Thera was soma uneasiness on the part

of scme respondents, primarily lus to the fart that the

increase in surge capability woull be directly proportional
to the amount of advance buys possible, and the amount of

long lead itsms on hand sat the tuae. The responses ranged
from greateL than a 30X increase to a grea-ter than a 30%
decrease, with the majority in the 5 to 15% increase range.
Or. the cther hand, the responses to Question 28 reveal that

the respondents were a bit more positive that the time

aspect would be reduced. The aajority of the respondents

felt that a 10 to 20% decrease in tha time required to surge
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from a peacetime to a wartime produztion rate would result.

The results to questions 27 and 28 are presented in Table

VIII.

flBLE VIII
Increased Surge Capacity and Production Rate

Respor.se-Q27 Absolute Rellhive cumulative
Prequef:y SFregiancy(%) Frequency(%)

>30% i ncrease 2 6.5 6.5
20-ioo increase 2 6.5 12.9increase 17 34. 8 67.7

ange 6 19.4 87.1
5 decrease 3 9.7 96.8
>30% decrease 1 3.2 100

Respcnse-Q28

10-15% decrease 18 58.1 58.1
15-205 decrease 5 16.1 74.2
20-251 lecrease 3 9.7 83.9

decrease 2 6.5 93.5
35-40% decrease 2 6.5 100

Questions 29 and 30 were presented in an attempt to

ascertain if there is a tendency on the part of subcontrac-

tors to avoid long-tern project; or programs. The

overwhelming response from the respondents was that most

companies prefer a long-term progran with a stable, long-

term commitment, especially in the pcesent environment of a

prolonged recession and an unstable market. As a result
93.5% of the respondents disagreed with the notion that

their companies would not compete for a contract based on

the premise that it would entail a long production run with
an anticipation of a low profit margin. Most 3f the compa-
nias involved would accept a lower profit if a stable, long

term commitment could be realized. Along the same lines,
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Question 30 asked if the firm involved would zhoose not to

compete for a contract witl a long p:oduction ran because of
being locked into a long-term project. Of the companies

interviewed, 93.5% disagreed, on the basis of preferring a
long-term project with the resultant stabilizing effect on
production, the workforce, and the fictories workload. The
majority of the contractors responlLng to these two ques-

tions felt that workload leveling, 3.d smoothiAg out of the

peaks and valleys of production voluaz would be an incentive

to engaging in a long-term project.
The question of constraints to an increased surge

capacity were addressed in questions 31 and 32. Question 31
asked whether material would be a mijor or minor constraint
to an emergency production surge, aid question 32 addressed
the issue from the direct labor aspect. 3f the fir.ms

respondinq, 83.9% felt that material would be a major

constraint, and 90.3% felt that Alrect labor would be a
minor constraint. The -cux Dof the matter seems to be the
inc:eased lead times now being encountered for a majority of

the raw materials required in aircraft production. Cgrtain
raw materials such as titanium, have lead times approaching
a year, and some fcrgings ind special tooling raquire 10-12

months lead time. These time "raes place a tremendous
burden on the production a d isseabLy processes involved in
the aircraft industry. As a result, the volume of :aw
materials on hand and their availability wouid pose a very

serious problem in inCrea*ing a pcolaction line rate. On
the other hand, 90.3% felt that ilrect labor would be a

minor constraint and wouil not pose a major threat to stop-
ping an increase in pcoduction. The high rate of
unemployment is the major factor. Zie lack of experience of
the workfozce at large, however, was Mentioned as 3

significant factor in the 3verall laot: picture.
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As mentioned previously in -hapter II, the ability

to buy in advance and in E3Q quantities, is one of the major

advantages related to the expanded use of MYP. Question 33
was presented in an attaept to guantify the amount of
material which, in the opinions of tie respondents, could be

purchased as advanced buys. The question provided four
responses, which established specifi: percentages which they

felt could apply. The 3ercentages were; a) 10-25%, b)

25-50%, c)50-75%, and d) 75-90%. All of the respondents
felt that a percentage of the materials involved could be

bought in advance, but tiat the level of advanced procure-
meat would be based on the fualing provided by the

government and the prise. The results of question 33 are
presented in Table IX.

S1BLE IX
Percentage of Material Purchasel as Advanced Buys

Response Absolute Rglative Cumulative
Frequea-zy Fregiancy(%) Frequency(%)

1Q-J5% 16 51.5 51.6

5-90% 1 3.2 100

The last two questions of the survey were inserted

in an attempt to determine the contractors willingness ti
invest in productivity enhancements and to raise the tech-

nology level of his production fiz±.lities to the state of
the art. The results were as folloW3: Question 34, 87.19

agreed that they would be willing to invest in productivity
enhancements and equIpment, ind 9.7% had no opinion. To
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question 35, 74.2% agreel that their firm would raise its
technology level to the state of the art and 16.1% saide

they would not., primarily because they thought they were
ealready therer

* D. SKURN!R

The main focus of this chapter aas been to reflect the

major opinions of subcontractors re;g:ding the impact of mYP?

on their firm. This was azcomplished by examining the

responses made by subcontractor.q in the aircraft production
inlustry to a questionnaire preparel by Air Force Captains

Steve BerJans and Larry Elbroch, and iodified by the author.

The questionnaire sought t0 expresS subcontractor opinion on
various aspects of ZIYP ind its potential iapact. The

responses to each of the sarvey questions, where applicable,
were summarized in tables Dr in narritive form.



A. FINDINGS AID COICLUSIONS

The objective of this study was to contribute accurate

data reflecting various subcontractors opinions on the
impact of multi-year procurement. The principal findings

and conclusions were derived from ooinions reCeived during

personal interviews and the questionnaire response data
discussed in the previous chapter:

1. In general, the subcontractors interviewed, perceived
a fall-out of the benefits accrued by the prime in a
multi-year contracting envi•onment. All of the

contractors who responded to the survey expressed the
opinion that their fir: would realize some form of

benefit from the implementation of .!YP at the prime
contractor level. The main points of disagreement

were: how much would actuilly flow dowr to the
contractor, which areas would be affected the most,
aod the impact on overall cost reductio.i. To date,
most of the contractors have Eelt a reluctance on the
part of the primes to completely relax and let MYP
take its course. There saees to be a wait and see

attitude on the pact of the primes in relation to

Congressional action on recent DOD initiatives in the

M YP arena, (i. e. : H.R. 745, the FY 83 DOD
Authorizations Bill, and -ngressional committee

action on DOD's FY 34 MYP cnalidate list).
2. The area of greatest potential savings was felt to be

in the purchase of EOQ quantities Df material.

Across the board, each z-atractor expressed the
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opinion that the majority of savings would be real-

ized in the purchase of material in advance, at nov

year prices, and in large quantities. rhe degree to
which this would be a factor, is contingent upon the

level of funding allotted to the front-end of the
contract for advanced procuresent of long lead items

and raw materials. The key is to have the primes'
investment covered by either the cancellation c.iling
or funded in the termination Liability.

3. HYP is regarded as i partial solution to slowing the

erosion of the defense inlustrial base by both
irdustry and DOD. This will be accomplished prima-

rily by encouraging both primes and subcontractors
to, a) invest i4 state of the art equipment, bi
expand their business base, tad c) encourage compa-
nies to enter the lefease marketplace for the first

time. These three results 3f the expanded applica-
tion of MYP were voiced unanimously by both

government and industry alike.
4. In nearly all instinces, contractors iavolvea in the

defense industry endorse AYP concepts primarily
because of the potential :ost savings, and the

increased stability achieval in long-term commit-
ments. In order to substaitiaite the cost savings
possible under MY? as opposal to annual contracting

methods, one of the primes involved Ln the study
requested three proposals fcDm its subcontractors.
One proposal based on annual -ontractia4 procedures,
one proposal basal on HIP procedures, and one
proposal based on the aost e:conomical and efficient
production rate ind purchasin; possible. rhis proce-

dure was endorsed by all of the subcontractors

involved primarily because tia savings were readily
identified, the overall benefits of contracting for
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more than one year were established up front, and the
prime now had firm pricing data upon which to base

its proposal. This approach thus enhances the entire
program by avoiding price fluctuations on critical
materials, and stabilizing purchasing, scheduling,

and deliveries of raw materials.

5. The laws and regulations .eaarding the use of MYP
must be changed. This opinion was voiced by every

contractor interviewed, anI most specified the
following areas in which chia.; is required immedi-
ately: a) The cancellation ceiling should be

increased to realisti: levels for aijor systems

acquisitions. This has been alleviated to some
extent by the passage of the DOD PY 82 Defense
Appropriations A t, which raised the ceiling to 10-

million and requires Congressional approval on a case
by case basis for any contriztor request exceeding
that amount. b) Include :ecurring costs in the

cancellation ceilial. c) Iac.:aise the level of prog-

ress payments authorized. These last two points ware
regarded as crucial and must be accompanied by the

increased cancellation :eilia;.
6. A majority of the c-ntrictors felt that, as a result

of implementation of MYP, the surge capacity would be
enhanced, but would depend lirgely on the amount of

advnced buys funded and the laid times involved. One
contractor specified that the surge cipacity would

increase most sigalficintly In the second and third
years. Additionally, the tiza it would take to surge
from a peacetime production rcte to a wartime produc-
tion rate would be greatly reduced. One California
f.rm stated that a 50% decrease in the lae requirei
to gear up to top capacity ioald result. Most of the

respondents felt that a :eduction in :he time
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required to raa:b wartime production would be

decreased 5 to 15 percent at least.

7. The most significiat finding was not even addressed

in the survey itself but was voiced in one form or

another by every firm intecviewed. This was the

issue of overall awareness of the multi-year funding

and contracting pro:ess in ganeral. Most buyers at

the subcontractor level are not familiar with the

fundamental requir~aents and procedures involved in

executing a multi-year contract. One executive

stated that he was the only one in the company who

knew enouth about iYP to ne;otiate a -ontract with

the prime. This 2id placed i tremendous administra-

tive burden on himself al the company. most

ccntractors believed that the primary reasons for

+his situation ware: a) the short time in which ¶YP

has been in existen.e and besi utilized to data, b) i

lack of ccmmitment by DOD to .YP procelures, c) a

lack of formal trailaing in .1YP procedures by both DOD

and industry, and 1) a wait and see attitude on the

part of industry conzarnia; the future of MYP.

Several respondents falt that they perceived an

atmosphere of hesitation and sericus misgivings on

the part of Congress as tii root cause of the

problem. In any :ase, most of the contractors felt

that too much had hippened, too fast, in regard to

the implementation of HIP. Industry is waiting and

watching for a change in t~e attitude of DOD ani

Congress pertain. nz to 1YP. 3ntil this occurs, the

defense ccntractor will not iake a major investment

in making MYP work.
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B. RECOIERDATIOIS

1. DOD should review the goals and objectives of MYP,

and determine what priority it should have in rela-

tion to other DOD policies. DOD needs to give

industry and Congress, a clear signal as to where it

stands on the future use of A5P. If the priority is

present, then a formal training program should be

initiated by the 3ffice of The Secretary of Defense

(OSD). The participation of 3SD is critical, becalise

the apparent interest by ODD leadership makes the

importance of such a move a :lear signal to both

industry and Congcess. Without this sign of a

commitment from DOD, the wait and see attitude on the

part of industry will contihue, and :ongressional

reluctance and hesitation will deepen.

2. DOD should lend its support and influen-a to legisla-
tion concerning 1,YP. rhe establishment of a body of

law specifically addressing J!p is a basic require-

ment to its success and growti. This would create a

formal, concrete foandation upon which the industrial

marketplace could lepend. rhe resultant stability
would enhance the transition )f HYP into the fore-

front of the DOD a:guisition process.
3. It is recommendel that further .esearch be :onductel

in rega:d to other industries, such as shipbuilding,

tc determine the iapact of ItP on the subcontractors
involved. It is :lear that the aircraft industry i--

receiving benefits from the implementation of MYP,

but further study Is requiral of other industries and

different levels 3f the subrontractor :ommunity to

ascertain the extent to whi:h MYP has affected thei:

business. Much more rasearch is needed at the lower

levels, which woull in:lude the smaller firms which

supply the first ail sezond tier subcont.rctors.
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4. Although the survey did not directly address this
issue, the author recommends that a liat be created

between the HYP acquisition pr~cess and the Planning,

Programing and Bud;etiag System (PPBSi, currently
utilized in budget formulation. This would add

stability by avoiling some of the last minute
slashing and infigating now the case in finalizing
the President's budget submission to Congress. There
must be an interface between shat is contained in th•

Five Year Defense Plan (FHDP), the President's

budget, the DOD hathorizations bill, and what the
Army, Navy, or hir Force -:,tually want to buy and
when they want to have it operational.

5. DOD should pursue the approval of legislation now in
committee, H.R. 745, vwh.h-a stablishes new thresh-

olds and realistiz limitatioas on the use of MYP.

Specifically, the following areas should be consi:-
ered as minimum: a) perminantly raise th,- limit on

the cancellation cailin;, b) raise the level of prog-

ress payments, ca include recurring :osts in tha

cancellation ceiling, di ino:9porate a seci~al p•ofit

factor for MY? zoatracts to recognize the increased
risks involved in some cases. These changes should

be aimed at helping some of :he smaller subcontrac-
tors who are :oatinuilly feeling tae pinch of

inflation and tha high cacrring costs of inventory
and assets. These smallar -anpanies must borrow at a
higher rats of intacest than 3rime con-ractors due to
their less prefareatial financial position. They

have fewer financial resoacircs available and must
turn over their assets more frequently and reduce
debt ratios to %vDLd the higqi cost of Zapital. If
the defense industrial base is be cebu.!t and
strengthened, he "litl Uys" will have o be
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consider~ed, aul Issisted by ctascious *ffOrt &Ud
active legislation.
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A. SECTO SU I

This section is primarily conceraed with yoa: background

hna experience, and your firms history in aailing with

prime involved in a dnfenas contraot.

1. Which answer below best describes your area of

responibility in the •i.rm

a. Hate.iaus manager a. Progrtam Maiger

b. Financial Mtanaqement f. Hirketing

c. Contract s u urchasi_•;

d. Etqlneeri.g/fl & 0

2. Which choice below best describes your positi.on within

the firm?

a. Executive

b. B.ddle Management

C. Superviso:

3. fOt how many yea.s hive you beevi in your present posh-
t.i~n?

a. less than 1 year e. 13 to 17 years

t. I to 4 years f. 18 t0 25 years

c. 5 to 8 years g. over 25 years

d. 9 to 12 years

54

0•. .. l • l • m I -- "-- W•~ . . l- ... r l' • 1' ... ., ':



4. How many years have yoi been explayed by your firm?

a. less than 5 years e. 20 to 25 years

b. 5 to 10 years f. ovar 25 years

c. 10 to 15 years

d. 15 to 20 years

5. Has your firm ever dea.lt with a prime contrictor on a
major defense contract before?

a. yes b. no

6. If se, for how many years has your firm acted in th•s

capacity?

a. less than 5 years c. 10 t3 15 years

b. 5 to 10 years d. ovec 15 years

7. What perzentage of yo•a firms business is government
or DOD related?

a. less than 10% d. 50 t2 75%

b. 10 to 25% 9. 75 to 100,

c. 25 to 50,

8. How many years have yoi personnaLly been involved in

the defense industry or held a p!sition in a firm

dealinq with the defease idustrf?

a. less than 5 years d. 15 t2 20 years

b. 5 to 10 years e. 20 t0 25 years

c. 10 to 15 years f. over 25 years

55



9. In your current position, vhich of the following

activities consumes the most time?

a. Supervising

b. Planning
c. Meetings with Government Reps.
d. Meetings with Prime Contractor Reps.
e. Budgeting

10. Has you: firm ever lealt with a Prime involved in a
multi-year contract before?

a. yes b. no

11. Have you ever dealt with a Prime involved In a multi-

year contract before?

a. yes b. no

B. SNCTION I1

The following questions relate to the conceptual

benefits related to multi-yea. pra:u:%ment, and their impact
on your firm. Please select tat response that best

descr:ibes your firms experience im this area. all of the
questions are based on the following premise:

Implementation of multi-year pr:caresent at the prime
contractor level will have the fole3iing impact on my fi:a:
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12. Will reduce average unit cost over the life 3f a

program.

a. Disagree

b. No opinion
c. Agree

13. Will increase standariization.

a. Di*sagree

b. No opinion

C. Agree

14. Will reduce contract Oministcition costs.

a. Disagree

b. No opinion

C. Agree

15. Will result in redu.eI labor costs.

a. Disagree

b. No opinion
c. Agree

16. Will increase produ.:%ivity.

a. Disagree

b. No oplnio
co Agree
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17. Will stabilize your workforce.

a. Disagree

b. No opinion

C. Agree

18. Will stabilize your pr~duction minpowe-r loading

requirements.

a. Disagree

b. No opinion

C. Agree

19. will increase modernization of pdoduction capability

and capacity.

a. Disagree
b. No opinion

c. Agree

20. Will result in my firz competiag fo: more defense

related business.

a. Disagree

b. No opinion

c. Agree

I

II
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21. Will increase the surge capability of production during
an emergency situation.

a. Disagree

b. No opinion
c. Agree

C. SECTION III

In this section, you ire asked to compare the impact. of

multi-year contracting to annual contracting. kll the ques-
tions will be based on the situations described below.

Situation 1: Tour firm is a subcontractor to a Prime

engaged in a long term production program with the Air

SForce/Navy. The particular service involved estimates
another eight years of production life. You anticipate that
annual contracting will be used for the remain!ag proiuction

y04%rs.
Situation !I: The same situation as in I exists, excep'

that the Air Force/Navy has offered the Prime a multi-year

contract with the following provisions; a five year
contract,, Air Force/Navy will reimburse the Prize for mater-
ials purchased for use up to two years in the future, the

cancellation ceiling has provisions to cover ion-recurring
costs, and the contract atardei is F?I.

The responses below reprosent percentage changes for
each type of cost involved. Ba3ed on the situations
presented above please estimate the zost impact that would
result in comparing Situation II (CTP) to Situation I

(annual buy).
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22. Direct labor cost per .nit produ:ed?

a. Greater than 30% in:rease. 9. 5 to 159 decrease

b. 20 to 30% increase f. 20 to 339 decrease
c. 5 to 15% increase g. Greater than 30%

d. No change decrease

23. Manufacturing overheal cost per init?

a. Greater than 30% ia:rease 9. 5 to 15X decrease

b. 20 to 30% increase f. 20 to 30% decrease

c. 5 to 15% increass 1. Greater than 30%

d. No change decrease

24. Contract administration costs?

a. Greater than 30% iai-rease a. 5 to 15% decrease

b. 20 to 30% increase f. 20 to 339 decrease
c. 5 to 15% increase .. Greater than 30%

4. No change decrsase

25. Material and assembly -ost per umit?

a. Greater than 301 ii.-rease 4. 5 to 15; decrease

b. 20 to 30% increase f. 20 to 33% decrease

c. 5 to 15% increase ;- Greater than 30%

d. No change decreass

26. Set up and production line -osts?

a. Greater than 30% ia•-rase 9. 5 to 15X decreass
b. 20 to 301 increase f. 20 to 339 decrease

c. 5 to 15% increase ;. Greater thin 30%

d. No changa decrease
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27. Increased surge capacity?

a. Greater than 30% iazrease 9. 5 to 15X decrease

b. 20 to 30% increase f. 20 to 30 decrease
c. 5 to 15% increase q. Greater than 30%
d. No change decrease

28. In comparing Situatiom I to Sitition I, the time it
would take to surge from a peacetime to a wartime pro-
duction rate would be decreasel?

a. 10 to 15,% d. 25 to 33

b. 15 to 20% e. 30 to 35%

c. 20 to 25% f. 35 to •3%

29. Your firm would not coupets for a subcontract involving
a long production run because it anticipates a low
profi't margin.

a. Disagree

b. Agree

c. No opinion

30. Your firm would choose not to compete for a subcontract
involving a long prodaztion run because of being locked

into a long term proj:•t?

a. Disagree
b. Agree
c. No opinion
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31. How much of a constraint would miterial be in an

emergency production surge?

a. A minor constraint

b. No factor

c. & major constraint

32. How much of a constraint would d1rect labor be i.n an

emergency production surge?

a. A minor constraint

b. Nso factor
c. A major constraint

33. What percentage of material coull be purchased as

advanced buys?

a. 10 to 25%

b. 25 to 50%

c. 50 to 75%

4. 75 to 90%

34. Your firms willingness to Invest in productivity

enhancements would Increase.

a. Disagree

b. No opinion
c. &gree

35. You: firm would raise the techol3;y level of its pro-
duction facilities to the state of the art.

a. Disagree

b. No opinion

c. Agree
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COMPANIES SURVEYED

0ane:ral Electric Company

Armament Systems Department

Lakeside &venue

Buirlinqton, VT. 05401

National Waterlift Pneuso Corporation

2220 Palmer Avenue

Kalamazoo, Mi. 49001

(enasco Manufacturing Company

Texas Division

Box 7656 Sylvania Sta.

Fort Worthe TI. 76111

Sundstr•and Aviation

Nechani.al Division

Sundstrand Corporation

L&747 Harrison Avenue

Rockforl, IL. 61101

Airesearch Manufacturing Company

Division of the Garrett Corporition

2525 West 190th St.
Torrancs, CA. 90509
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Hamilton Standard Division

United rechnologies
Bradley Field

Windsor Locks, CT. 06096

Rorthrop Corpcration

Precision Products Division
130 Morse St.

Norwood, MA. 02062

Brunsvwik Corporation

150 Johnston Rd.

Mirion, VA. 24354

Westinghouse Electric Corporati.n

P.O. Box 989

Lima, O. 45802

Lear Siogler, Inc.
17600 Broadway

Maple Haights, OH. 44137

Delco Electronics
General Motors Corporation
6767 Ho'llster Ave.

G5leta, CA. 93017

Kaiser Aerospace and Electric

2701 Or•chard Parkvay

San Jose, CA. 95131
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The Maqnavox Company,

Communications Products Operation

2131 South Coliseum Blvd.

Fort Wayne, IN. 46803

Novatronics, Inc.

P.O. Box 878
530 S.W. 12th St.

Pompano Beach, FLA. 33063

Simmonds Precision
Instrument Systems Division

Panton Rd.

Vergennes, VT. 05491

GDodyear Aerospace Corporation

Aircraft Wheel & Brake Division

Department 9550 Plant C
1210 Massillon Rd.

Akron, 3H. 44315

aerospace Avionics, Inc.

Airport International Place
110 Wilbur Place

Bohemia, NY. 11716

Systron Donner

Inertial Division
2700 Systron Dr.

Concord, CA. 94518
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Sargent•Fletcher Company
9400 B. Flair or.

El flont•, CA. 91731

Rosebount Inc.

12001 V. V. 78th St.

Eden Prairie, MN. 55344

Arkwin
686 Maim St.
Westbury, L.I., NY. 11590

J. C. Carter Company
617 w. 17th St.

CD$ta Mesa, CA. 92627

Sarqant Industries

2533 2. 56th St.

Huntinqton Park, CA. 90255

Arrowhead

44h11 Katella Ave.

L~s Alau2tos, CA. 90720

Garret furbine Engine Company
111 S. 34th St.

Phoenix, AZ. 85010

Cleveland Pneumatic Company
3781 E. 77th St.

Cleveland, OH. 44105
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Borg Warner

7500 Tyrone Ave.

Van Nuys, CA. 91409

Aircraft Porous Media Inc.

6301 49th St.

N6rth Pinellas Park, FLA. 33565

KqIsy Hayes Company

P.O. Box 1288

Springfield, OH. 45501

Bendix Aircraft

Brake & Strut Division
3520 W. Westmoor St.

South Bend, IN. 46624

East-West Industries

'j 242 Central Dr.
Firminqlale, NY. 11735

AlI Industries Inc.

aircraft Mechanics Division
P.O. Box 370
Colorado Sprinqs, Co. 80901

REckvell Internati.onal

Zollins Telecommunications Prolacts Division
855-35th St. NE
Cadar Rapids, IA. 52498
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General. Electric 'orporation

50 Fordam Road

Wilmington, HA. 01887

Lear Siegler

32 Fairfield Place

aest Caldvell, NJ. 07006

Sperry Flight Systems Division

21111 1. "9th Ave.

Phoenix, AZ. 85027

•teal Rellovs Corporation

20960 Knapp St.

Chatsvor*:h, CA. 91311

Bendix ki: ?:ansport Avionics 3ivision

2150 3. 62nd St.

SYP.D. Box 9414

Fort Lauderdale, FLA. 33310

Bendix :orporation

Rt. 46
Teterboro,, NJ. 07608

Ozone Industries Inc.

131-32 101st St.

Ozone Park, NT. 11416
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Teledyne Hydropower

10-12 Pine Court

New Rochelle, NY. 10801

TEK Precision Company Ltd.

205 V. Industry Court

Deer Park, NY. 11729

General Rechatronics
55 S 60 Millba- Blvd.
Fruinqgdale, NY. 11735

Telefle: Inc.

church ad.

North Wales, PA. 19454

Barber-Colmen Company

1354 Clifford Ave.

Rockforle nI. 61111

Crane Company

3000 Ninon,, Ave.

Burbank, CA,, 91504
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COBHNO DBFINITOIOS

1. Fiscal Tear Funding - ?otal funding provided from one

)ctober to the next, to cover requirements for all
program years.

2. Program Tear Funding - Sum of all advanced procure-

sent funding and instaat year 23A aseded to produce

final product deliveries.

3. lulti-Year Advanced Pr~cu:ement Fending - Funding

required to cover long leid itams plus aconomic

ordering quantities.

4. rermination Liability - Obligations resulting from

-ommittments made by coat:a.tors and subcontractors

4 •that will be incurred should teraination occur.

5. :ancellation Ceiling - Unfuided Termination

L iability.

6. Full Funding - Full :overage to the teraination

liability curve.

7. rotal Obligation Authority (TO&I - Total funding

authority for a given fiscal y'ar (advanced procure-
sent + instant year end items.

8. kdvance Procurement - in exceptibn allowed by DOD

Directive 7200.4 to Annual Funling which allows

procurement of long lealtime components in advance of

the fiscal year in whi-h the end item is procured.

(Currently made only for reasons of leadtiae and

usual.y limited to one y.ar).
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9. Buy-in - Acceptance by a contractor of an abnormally

low profit factor on aa initial award to ensure a

win. (With aspirations of more reasonable profit

factors on subsequent follow-on procurements of the

same system).

10. "ancellation - Applies solely to malti-year contracts
and is not synonomous with termination. It is the

right of the Government to liscontinue a muLti-year
:ontract at the end of a fiscal year and for all

subsequent fiscal years.

11. Expenditure Funding - Ocleriag a specific requirementIuantity at the beginning of a iult.-year contract

and funding contractor obligations on a yearly basis.

12. Incremental Funding - Funds are not available at time

of contract award to cover the total estimated cost
to ccmplete delivery la a finished and militarily
usable form.

13. lulti-Ygar Contract - A contract utilizing multi-yea:

procurement procedures. Currently limited by the
Defense Acquisition Regulation (DARI.

14. nulti-year Funding - Zonaressionil authorizations ind

appropriations which cover more than one fiscal year.

15. lulti-year Procurement - A gaearic tera which

lescribes procedures for acquiring needed items over
several yearz through o.ie contract. The intent is to

lower costs through economies of s:ile.

16. Ifon-rscurr.in Costs - Production costs which are

incurred on a one time basis anl amortized over the

period of the multi-year contract.
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17. Recurring Costs - Proda:tion costs which enter into

the product such as material and labor.

18. Level Unit Price - The OAR requirement for the price

Df each unit produced unler a multi-year contract to

be the same, (exceptions are allowed for design/
specifications changes or for economic price
adjustments made pursuant to i clause in ths
zontract).
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